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Preface

The Seventeenth Edition of Kotler/Armstrong’s 
Principles of Marketing! Setting the World Standard  
in Marketing Education
These are exciting times in marketing. Recent surges in digital technologies have created a 
new, more engaging, more connected marketing world. Beyond traditional tried-and-true 
marketing concepts and practices, today’s marketers have added a host of new-age tools 
for engaging consumers, building brands, and creating customer value and relationships. 
In these digital times, sweeping advances in “the Internet of Things”—from social and mo-
bile media, connected digital devices, and the new consumer empowerment to “big data” 
and new marketing analytics—have profoundly affected both marketers and the consum-
ers they serve.

All around the world—across five continents, more than 40 countries, and 24 
 languages—students, professors, and business professionals have long relied on Kotler/
Armstrong’s Principles of Marketing as the most-trusted source for teaching and learning 
about the latest developments in basic marketing concepts and practices. More than ever, 
the seventeenth edition introduces new marketing students to the fascinating world of 
modern marketing in a complete and authoritative yet fresh, practical, and engaging way.

Once again, we’ve added substantial new content and poured over every page, table, 
figure, fact, and example in order to make this the best text from which to learn about and 
teach marketing. Enhanced by MyMarketingLab, our online homework and personalized 
study tool, the seventeenth edition of Principles of Marketing remains the world standard in 
introductory marketing education.

Marketing: Creating Customer Value and Engagement 
in the Digital and Social Age
Top marketers share a common goal: putting the consumer at the heart of marketing. To-
day’s marketing is all about creating customer value and engagement in a fast-changing, 
increasingly digital and social marketplace.

Marketing starts with understanding consumer needs and wants, determining which 
target markets the organization can serve best, and developing a compelling value proposi-
tion by which the organization can attract and grow valued consumers. Then, more than 
just making a sale, today’s marketers want to engage customers and build deep customer 
relationships that make their brands a meaningful part of consumers’ conversations and 
lives.

In this digital age, to go along with their tried-and-true traditional marketing methods, 
marketers have a dazzling set of new online, mobile, and social media tools for engaging 
customers anytime, anyplace to jointly shape brand conversations, experiences, and commu-
nity. If marketers do these things well, they will reap the rewards in terms of market share, 
profits, and customer equity. In the seventeenth edition of Principles of Marketing, you’ll learn 
how customer value and customer engagement drive every good marketing strategy.

What’s New in the Seventeenth Edition?
We’ve thoroughly revised the seventeenth edition of Principles of Marketing to reflect the 
major trends and forces that affect marketing in this digital age of customer value, engage-
ment, and relationships. Here are just some of the major and continuing changes you’ll find 
in this edition.
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The seventeenth edition adds fresh coverage in both traditional marketing areas and 
on fast-changing and trending topics such as customer engagement marketing, mobile 
and social media, big data and the new marketing analytics, the Internet of Things, 
omni-channel marketing and retailing, customer co-creation and empowerment, real-
time customer listening and marketing, building brand community, marketing content 
creation and native advertising, B-to-B social media and social selling, monetizing 
social media, tiered and dynamic pricing, consumer privacy, sustainability, global 
marketing, and much more.
This new edition continues to build on its customer engagement framework—creating 
direct and continuous customer involvement in shaping brands, brand conversations, 
brand experiences, and brand community. New coverage and fresh examples through-
out the text address the latest customer engagement tools, practices, and develop-
ments. See especially Chapter 1 (refreshed sections on Customer Engagement and Today’s 
Digital and Social Media and Consumer-Generated Marketing); Chapter 4 (big data and 
real-time research to gain deeper customer insights); Chapter 5 (creating social influ-
ence and customer community through digital and social media marketing); Chapter 
9 (customer co-creation and customer-driven new-product development); Chapter 13 
(omni-channel retailing); Chapters 14 and 15 (marketing content curation and native 
advertising); Chapter 16 (sales force social selling); and Chapter 17 (direct digital, on-
line, social media, and mobile marketing).
No area of marketing is changing faster than online, mobile, social media, and other 
digital marketing technologies. Keeping up with digital concepts, technologies, and 
practices has become a top priority and major challenge for today’s marketers. The 
seventeenth edition of Principles of Marketing provides thoroughly refreshed, up-to-
date coverage of these explosive developments in every chapter—from online, mobile, 
and social media engagement technologies discussed in Chapters 1, 5, 14, 15, and 17 
to “real-time listening” and “big data” research tools in Chapter 4, real-time dynamic 
pricing in Chapter 11, omni-channel retailing in Chapter 13, and social selling in 
Chapter 16. A Chapter 1 section on The Digital Age: Online, Mobile, and Social Media 
Marketing introduces the exciting new developments in digital and social media mar-
keting. Then a Chapter 17 section on Direct, Online, Social Media, and Mobile Marketing 
digs more deeply into digital marketing tools such as online sites, social media, mobile 
ads and apps, online video, email, blogs, and other digital platforms that engage con-
sumers anywhere, anytime via their computers, smartphones, tablets, internet-ready 
TVs, and other digital devices.
The seventeenth edition continues to track fast-changing developments in marketing 
communications and the creation of marketing content. Marketers are no longer sim-
ply creating integrated marketing communications programs; they are joining with 
customers and media to curate customer-driven marketing content in paid, owned, 
earned, and shared media. You won’t find fresher coverage of these important topics 
in any other marketing text.
The seventeenth edition of Principles of Marketing continues to improve on its innova-
tive learning design. The text’s active and integrative presentation includes learning 
enhancements such as annotated chapter-opening stories, a chapter-opening objective 
outline, explanatory author comments on major chapter sections and figures, and Real 
Marketing highlights that provide in-depth examples of marketing concepts and prac-
tices at work. The chapter-opening layout helps to preview and position the chapter 
and its key concepts. Figures annotated with author comments help students to sim-
plify and organize chapter material. New and substantially revised end-of-chapter fea-
tures help to summarize important chapter concepts and highlight important themes, 
such as marketing ethics, financial marketing analysis, and online, mobile, and social 
media marketing. This innovative learning design facilitates student understanding 
and eases learning.
The seventeenth edition provides 18 new end-of-chapter company cases by which stu-
dents can apply what they learn to actual company situations. It also features 16 new 
video cases, with brief end-of-chapter summaries and discussion questions. Finally, all 
of the chapter-opening stories, Real Marketing highlights, and end-of-chapter features 
in the seventeenth edition are either new or revised.
New material throughout the seventeenth edition highlights the increasing importance 
of sustainable marketing. The discussion begins in Chapter 1 and ends in Chapter 20, 
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which pulls marketing together under a sustainable marketing framework. In be-
tween, frequent discussions and examples show how sustainable marketing calls for 
socially and environmentally responsible actions that meet both the immediate and 
the future needs of customers, companies, and society as a whole.
The seventeenth edition provides new discussions and examples of the growth in 
global marketing. As the world becomes a smaller, more competitive place, marketers 
face new global marketing challenges and opportunities, especially in fast-growing 
emerging markets such as China, India, Brazil, Africa, and others. You’ll find much 
new coverage of global marketing throughout the text, starting in Chapter 1 and dis-
cussed fully in Chapter 19.

Five Major Customer Value and Engagement Themes
The seventeenth edition of Principles of Marketing builds on five major customer value and 
engagement themes:

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

This innovative customer-value and engagement framework is introduced at the 
start of Chapter 1 in a five-step marketing process model, which details how mar-
keting creates customer value and captures value in return. The framework is care-
fully developed in the first two chapters and then fully integrated throughout the 
remainder of the text.

2. Customer Engagement and Today’s Digital and Social Media. New digital and so-
cial media have taken today’s marketing by storm, dramatically changing how com-
panies and brands engage consumers and how consumers connect and influence 
each other’s brand behaviors. The seventeenth edition introduces and thoroughly 
explores the contemporary concept of customer engagement marketing and the excit-
ing new digital and social media technologies that help brands to engage customers 
more deeply and interactively. It starts with two major Chapter 1 sections: Customer 
Engagement and Today’s Digital and Social Media and The Digital Age: Online, Mobile, 
and Social Media. A refreshed Chapter 17 on Direct, Online, Social Media, and Mobile 
Marketing summarizes the latest developments in digital engagement and relation-
ship-building tools. Everywhere in between, you’ll find revised and expanded cov-
erage of the exploding use of digital and social tools to create customer engagement 
and build brand community.

3. Building and managing strong, value-creating brands. Well-positioned brands with 
strong brand equity provide the basis upon which to build customer value and profit-
able customer relationships. Today’s marketers must position their brands powerfully 
and manage them well to create valued brand experiences. The seventeenth edition 
provides a deep focus on brands, anchored by a Chapter 8 section on Branding Strategy: 
Building Strong Brands.

4. Measuring and managing return on marketing. Especially in uneven economic 
times, marketing managers must ensure that their marketing dollars are being well 
spent. In the past, many marketers spent freely on big, expensive marketing pro-
grams, often without thinking carefully about the financial returns on their spend-
ing. But all that has changed rapidly. “Marketing accountability”—measuring and 
managing marketing return on investment—has now become an important part of 
strategic marketing decision making. This emphasis on marketing accountability is 
addressed in Chapter 2, in Appendix 2 (Marketing by the Numbers), and throughout 
the seventeenth edition.

5. Sustainable marketing around the globe. As technological developments make the 
world an increasingly smaller and more fragile place, marketers must be good at mar-
keting their brands globally and in sustainable ways. New material throughout the 



seventeenth edition emphasizes the concepts of global marketing and sustainable 
 marketing—meeting the present needs of consumers and businesses while also preserv-
ing or enhancing the ability of future generations to meet their needs. The  seventeenth 
edition integrates global marketing and sustainability topics throughout the text. It 
then provides focused coverage on each topic in Chapters 19 and 20,  respectively.

An Emphasis on Real Marketing and Bringing 
Marketing to Life
Principles of Marketing, seventeenth edition, takes a practical marketing-management ap-
proach, providing countless in-depth, real-life examples and stories that engage students 
with marketing concepts and bring modern marketing to life. In the seventeenth edition, 
every chapter has an engaging opening story plus Real Marketing highlights that provide 
fresh insights into real marketing practices. Learn how:

Samsung’s passion for creating superb online customer experiences has made it a 
poster child for direct and digital marketing.
Nestlé has set up a customer-driven new product development process for finding 
and growing new market offerings while living up to its vision to make its products 
tastier and healthier.
Apple’s outstanding success has never been about prices; it’s always been about creat-
ing “life-feels-good” user experiences that make its products fly off the shelves despite 
their premium prices.
Emirates became a lifestyle brand by changing the way it reached out to customers. 
It framed itself as connecting peoples and cultures, creating meaningful experiences.
Lenovo’s global success is rooted in its deep and sound understanding of customers 
and its ability to build profitable relationships. Its business model is thus built on cus-
tomer satisfaction, innovation, and operational efficiency.
Philips has realized that assessing multiple factors for change is vital to the under-
standing of current and probable future shifts in a marketing environment that is 
continuously shifting.
Ferrero successfully analyzes and uses marketing information and customer insights 
to better tailor its offerings to the local market.
Zara’s control of the entire distribution chain, from design and production to its 
own worldwide distribution network, has turned the brand into the world’s fastest- 
growing retailer. 
App-based car sharing service Uber is radically reshaping urban transportation chan-
nels in cities around the globe, but it is now facing stiff competition from local rivals 
like Careem.
Industrial giant GE has unleashed a remarkable array of digital and social me-
dia  content that connects the brand with its business customers and positions the 
130-year-old company as a youthful, contemporary technology leader in the new 
digital industrial era.
High-flying Mountain Dew is “Doin’ the Dew” with brand superfans to build a pas-
sionately loyal and engaged brand community. It doesn’t just market to customers; it 
makes them partners in building the brand.

Beyond such features, each chapter is packed with countless real, engaging, and timely ex-
amples that reinforce key concepts. No other text brings marketing to life like the seventeenth 
edition of Principles of Marketing.
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Learning Aids That Create Value and Engagement
A wealth of chapter-opening, within-chapter, and end-of-chapter learning devices help stu-
dents to learn, link, and apply major concepts:

Integrated chapter-opening preview sections. The active and integrative chapter-opening 
spread in each chapter starts with a Chapter Preview, which briefly previews chapter 
concepts, links them with previous chapter concepts, and introduces the chapter-
opening story. This leads to a chapter-opening vignette—an engaging, deeply devel-
oped, illustrated, and annotated marketing story that introduces the chapter material 
and sparks student interest. Finally, an Objective Outline provides a helpful preview of 
chapter contents and learning objectives, complete with page numbers.
Real Marketing highlights. Each chapter contains two carefully developed highlight 
features that provide an in-depth look at real marketing practices of large and small 
companies.
Author comments and figure annotations. Each figure contains author comments that ease 
student understanding and help organize major text sections.
Reviewing and Extending the Concepts. Sections at the end of each chapter summarize 
key chapter concepts and provide questions and exercises by which students can 
review and apply what they’ve learned. The Objectives Review and Key Terms section 
reviews major chapter concepts and links them to chapter objectives. It also provides 
a helpful listing of chapter key terms by order of appearance with page numbers that 
facilitate easy reference. A Discussion and Critical Thinking section provides discussion 
questions and critical thinking exercises that help students to keep track of and apply 
what they’ve learned in the chapter.
Applications and Cases. Brief Online, Mobile, and Social Media Marketing; Marketing Ethics; 
and Marketing by the Numbers sections at the end of each chapter provide short ap-
plications cases that facilitate discussion of current issues and company situations in 
areas such as mobile and social marketing, ethics, and financial marketing analysis. A 
Video Case section contains short vignettes with discussion questions to be used with 
a set four- to seven-minute videos that accompanied the seventeenth edition. End-of-
chapter Company Case sections provide all-new or revised company cases that help 
students to apply major marketing concepts to real company and brand situations.
Marketing Plan appendix. Appendix 1 contains a sample marketing plan that helps stu-
dents to apply important marketing planning concepts.
Marketing by the Numbers appendix. An innovative Appendix 2 provides students with 
a comprehensive introduction to the marketing financial analysis that helps to guide, 
assess, and support marketing decisions. An exercise at the end of each chapter lets 
students apply analytical and financial thinking to relevant chapter concepts and links 
the chapter to the Marketing by the Numbers appendix.

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

A Total Teaching and Learning Package
A successful marketing course requires more than a well-written book. Today’s classroom 
requires a dedicated teacher, well-prepared students, and a fully integrated teaching sys-
tem. A total package of teaching and learning supplements extends this edition’s emphasis 
on creating value and engagement for both the student and instructor. The following aids 
support Principles of Marketing, seventeenth edition.
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Instructor Resources
At the Instructor Resource Center, www.pearsonglobaleditions.com/kotler, instructors can 
easily register to gain access to a variety of instructor resources available with this text in 
downloadable format. If assistance is needed, a dedicated technical support team is ready 
to help with the media supplements that accompany the text. Visit http://support.pearson 
.com/getsupport for answers to frequently asked questions and toll-free user support phone 
numbers.

The following supplements are available with this text:

Instructor’s Resource Manual
Test Bank
TestGen® Computerized Test Bank
PowerPoint Presentation
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This first chapter introduces you to the basic concepts 
of marketing. We start with the question: What is mar-
keting? Simply put, marketing is engaging customers 
and managing profitable customer relationships. The 
aim of marketing is to create value for customers in 

order to capture value from customers in return. Next we discuss 
the five steps in the marketing process—from understanding cus-
tomer needs, to designing customer value–driven marketing strat-
egies and integrated marketing programs, to building customer 
relationships and capturing value for the firm. Finally, we discuss 
the major trends and forces affecting marketing in this new age of 

digital, mobile, and social media. Understanding these basic con-
cepts and forming your own ideas about what they really mean to 
you will provide a solid foundation for all that follows.

Let’s start with a good story about marketing in action at 
Emirates, the largest international airline in the world and one of 
the best-known brands on the planet. Emirate’s success results 
from much more than just offering a way to connect people from 
point A to point B. It’s based on a customer-focused marketing 
strategy by which Emirates  creates customer value through deep 
brand– customer engagement and close brand community with 
and among its customers.

EMIRATES’ CUSTOMER VALUE—DRIVEN MARKETING: Engaging Customers  
and Building a Brand Community

Emirates is not just offering a way to 
connect people from point A to point B 
but is the catalyst to connect people’s 
dreams, hopes, and aspirations.

Marketing
Creating Customer Value and Engagement

customer needs of surfing the Internet, emailing, or simply 
calling a land line while in the airplane, as well as exclusive 
lounges for its clientele. These offerings have allowed Emirates 
to deliver its value proposition to its customers and support its 
mission statement of committing to high standards.

The Skywards Program, the airlines’ frequent traveler loy-
alty program, also plays a key role in helping Emirates build 
strong customer relationships. In an industry-leading innovation, 
members now earn miles by zone instead of actual miles flown. A 
“miles accelerator feature” offers bonus miles on specific flights 
and is designed to boost turnover on flights with less full flights.

Facing increased and fierce 
competition, Emirates has launched 
a range of customer service initia-
tives that support differentiation, 
including Dubai Connect, an incen-
tive for premium-class passengers 
offering free luxury hotel accom-
modation, including meals, ground 

transportation, and visa costs in Dubai. Another differentiating el-
ement of its customer service is Chauffeur-drive, a service offered 
to customers flying first-class or business-class. Emirates chauf-
feurs collect customers from their doorstep or will be present to 
take them to their final destination when they land. This could 

T he Emirates Group operates across six continents 
and 150 cities with a 95,000-strong team comprised 
of over 160 nationalities. The Emirates airline, head-
quartered in Dubai, UAE, was founded in 1985. The 

financial year ending March 31, 2016, saw the Group achieve 
its 28th consecutive year of profit in a financial year. The 
company successfully capitalized on its location—a small city-
state strategically located to reach three-fourths of the world 
population in a flight of less than eight hours—to build a fast- 
growing and profitable hub-based business model, making it 
the largest international airline in the world.

Emirates set out to be an in-
novative, modern, and customer- 
oriented provider of high-quality 
air travel services. Through the 
years, Emirates has successfully 
and continuously created a cus-
tomer-focused value proposition 
by offering a combination of prod-
ucts, services, information, and experiences customized for 
its market demographics for each of its destinations. This ap-
proach had led to an array of product offerings such as its on-
board Information, Communication, and Entertainment (ICE) 
system, an all-in-one communications device accommodating 
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be straight to the customer’s hotel, their next meeting, their 
favorite restaurant, or even to the course for a round of golf. 
This service is available in over 70 cities worldwide.

As competitors continued to discount air fares close 
to loss levels, Emirates maintained fares while manag-
ing healthy yields supported by excellent load factors. 
The company was capable of doing this because of its 
customer value–driven marketing approach and its ser-
vice proposition, for which customers continue to be 
willing to pay a premium. Whereas competitors empha-
sized low prices or well-maintained aircraft, Emirates 
built customer engagement and relationships. Beyond 
the functional benefit of air travel, Emirates marketed its 
services as “The Emirates Experience,” a genuine passion 
for comfort and attention to detail. Customers didn’t just 
fly Emirates; they experienced it.

Connecting with customers once required simply out-
spending competitors on big media ads and celebrity endorsers 
that talk at customers. In these digital times, however, Emirates 
is forging a new kind of customer relationship, a deeper, more 
personal, more engaging one. Emirates still invests in tradi-
tional advertising, but the brand now spends an increasing 
amount of its marketing budget on cutting-edge digital and 
social media marketing that interacts with customers to build 
brand engagement and community.

Emirates uses online, mobile, and social media marketing 
to connect with their customers. Emirates also creates brand 
“tribes”—large groups of highly engaged users—with the help 
of social media platforms such as Facebook, Twitter, Instagram, 
YouTube, and Pinterest. For example, the main Emirates Facebook 
page has more than 6.5 million likes. The Emirates Twitter page 
adds another 822,000; the Emirates Instagram page has 1.9 million 
subscribers, making it the largest in the industry; and the compa-
ny’s LinkedIn page has 667,000 followers, also no. 1 in the airline 
business. Emirates’ social media presence engages customers at 
a high level, gets them talking with each other about the brand, 
and weaves the brand into their daily lives through cross-media 
campaigns that integrate digital media with traditional tools to 
connect with customers. A compelling example is the company’s 
“Hello Tomorrow” campaign, which was launched in 2012 and 
positioned the global airline as the enabler of global connectivity 
and meaningful experiences. Emirates wanted to be perceived as 
a lifestyle choice and to ensure that more people than ever will 
fly Emirates. The target audience was “globalistas”—people who 
live to experience new cultures. Emirates was looking for a big 
idea that would build virtual bridges between globalistas and dif-
ferent cultures worldwide; inspire conversations on food, fashion, 
art, and music; and break the mold for a travel brand to engage 
with its audience and inspire discussions like never before.

Sir Maurice Flanagan, the founding CEO of Emirates and 
the former executive vice-chairman of The Emirates Group, 
emphasized that Emirates is not just offering a way to connect 
people from point A to point B but is the catalyst to connect 
people’s dreams, hopes, and aspirations. He also stated that the 

company is connecting people and cultures, creating relevant 
and meaningful experiences that are shaping the world.

The campaign launch featured print, TV, and digital adver-
tising, including some iconic billboards in New York’s Times 
Square and Milan’s central train station. Launched in over 
80 markets across the world, the new brand platform pre-
sented Emirates’ new mindset through communication and 
engagement that celebrates global travel, conveying Emirates’ 
commitment to connect with people and help them realize 
their potential through travel. Reflecting an effort to target a 
younger audience, the “Hello Tomorrow” campaign debuted 
with vignettes of the TV spots on Emirates’ Facebook channel. 
Moreover, Emirates collaborated with the BBC to develop a 
new series called “Collaboration Culture,” which followed 14 
leading personalities who collaborated across their respective 
fields in music, food, fashion, and art. With CNN, Emirates 
created “Fusion Journeys,” a concept that took artists to join 
fellow artists across the world to learn, teach, and even perform 
with them in their own country. Finally, Emirates’ created the 
“Inspired Culture” channel on Yahoo! Globally, where globalis-
tas can access recommendations, videos, and content, engaging 
with other people and being inspired by their creations.

The new global culture reached 43 million viewers across 
85 countries through the BBC, CNN, and Yahoo! Emirates’ 
consideration jumped from 38 percent to 69 percent among 
viewers and an impressive 84 percent of viewers exposed to the 
content reportedly believe Emirates was a brand that sought to 
connect the world and create a “brighter future.”

Emirates has become the world’s most valuable airline 
brand, with an estimated value of $7.7 billion, according to the 
2016 Brand Finance Global 500 report. It came out 47 places 
above the next closest airline brand. As a result of its customer-
centric approach and integrated marketing campaigns (such 
as the Hello Tomorrow initiative), Emirates has demonstrated 
commitment, authenticity, relevance, and differentiation outside 
the travel industry. Emirates has successfully changed the way 
it reaches out to its customers by moving away from the prod-
uct and creating a discourse of global customer engagement.1

Emirates’ success is due in part to its diverse product offerings.
Antony Nettle/Alamy Stock Photo
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OBJECTIVES OUTLINE

OBJECTIVE 1-1 Define marketing and outline the steps in the marketing process.

What Is Marketing? (pp 28–30)

OBJECTIVE 1-2 Explain the importance of understanding the marketplace and customers and identify the five 
core marketplace concepts.

Understanding the Marketplace and Customer Needs (pp 30–34)

OBJECTIVE 1-3 Identify the key elements of a customer value–driven marketing strategy and discuss the 
marketing management orientations that guide marketing strategy.

Designing a Customer Value–Driven Marketing Strategy and Plan (pp 34–38)

OBJECTIVE 1-4 Discuss customer relationship management and identify strategies for creating value for 
customers and capturing value from customers in return.

Managing Customer Relationships and Capturing Customer Value (pp 38–46)

OBJECTIVE 1-5 Describe the major trends and forces that are changing the marketing landscape in this age 
of relationships.

The Changing Marketing Landscape (pp 46–55)

Today’s successful companies have one thing in common: Like Emirates, they are 
strongly customer focused and heavily committed to marketing. These companies 
share a passion for satisfying customer needs in well-defined target markets. They mo-
tivate everyone in the organization to help build lasting customer relationships based 
on creating value.

Customer relationships and value are especially important today. Facing dramatic 
technological advances and deep economic, social, and environmental challenges, today’s 
customers are reassessing how they engage with brands. New digital, mobile, and social 
media developments have revolutionized how consumers shop and interact, in turn call-
ing for new marketing strategies and tactics. It’s now more important than ever to build 
strong customer engagement, relationships, and advocacy based on real and enduring 
customer value.

We’ll discuss the exciting new challenges facing both customers and marketers later in 
the chapter. But first, let’s introduce the basics of marketing.

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

For example, Nike leaves its competitors in the dust by delivering on its promise to 
inspire and help everyday athletes to “Just do it.” Amazon dominants the online market-
place by creating a world-class online buying experience that helps customers to “find 
and discover anything they might want to buy online.” Facebook has attracted more than 
1.5 billion active web and mobile users worldwide by helping them to “connect and share 
with the people in their lives.” And Coca-Cola has earned an impressive 49 percent global 
share of the carbonated beverage market—more than twice Pepsi’s share—by fulfilling its 

Pause here and think about 
how you’d answer this 

question before studying marketing. 
Then see how your answer changes as 
you read the chapter.

Author
Comment
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“Taste the Feeling” motto with products that provide “a simple pleasure that makes every-
day moments more special.”2

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

You already know a lot about marketing—it’s all 
around you. Marketing comes to you in the good old 
traditional forms: You see it in the abundance of prod-
ucts at your nearby shopping mall and the ads that 
fill your TV screen, spice up your magazines, or stuff 
your mailbox. But in recent years, marketers have 
assembled a host of new marketing approaches, ev-
erything from imaginative websites and smartphone 
apps to blogs, online videos, and social media. These 
new approaches do more than just blast out messages 
to the masses. They reach you directly, personally, 
and interactively. Today’s marketers want to become 
a part of your life and enrich your experiences with 
their brands. They want to help you live their brands.

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

Marketing Defined
What is marketing? Many people think of marketing as only selling and advertising. We 
are bombarded every day with TV commercials, catalogs, spiels from salespeople, and 
online pitches. However, selling and advertising are only the tip of the marketing iceberg.

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

Broadly defined, marketing is a social and managerial process by which individuals 
and organizations obtain what they need and want through creating and exchanging value 
with others. In a narrower business context, marketing involves building profitable, value-
laden exchange relationships with customers. Hence, we define marketing as the process 
by which companies engage customers, build strong customer relationships, and create 
customer value in order to capture value from customers in return.4

The Marketing Process
Figure 1.1 presents a simple, five-step model of the marketing process for creating 

and capturing customer value. In the first four steps, companies work to understand 
consumers, create customer value, and build strong customer relationships. In the final 
step,  companies reap the rewards of creating superior customer value. By creating value 
for consumers, they in turn capture value from consumers in the form of sales, profits, and 
long-term customer equity.

In this chapter and the next, we will examine the steps of this simple model of mar-
keting. In this chapter, we review each step but focus more on the customer relationship 

Marketing
The process by which companies engage 
customers, build strong customer 
relationships, and create customer value 
in order to capture value from customers 
in return.

 Marketing is all around you, in good old traditional forms and in a host 
of new forms, from websites and mobile phone apps to videos and online 
social media.
Westend61/Getty Images
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Create value for customers and
build customer relationships

Capture value from
customers in return

Capture value
from customers to
create profits and
customer equity

Engage customers,
build profitable

relationships, and
create customer

delight

Construct an
integrated 

marketing program
that delivers

superior value

Understand the
marketplace and
customer needs

and wants

Design a
customer value–
driven marketing

strategy

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

 FIGURE | 1.1
The Marketing Process: Creating and Capturing Customer Value

 Staying close to customers: Energetic Target CEO Brian Cornell 
makes regular unannounced visits to Target stores, accompanied by 
local moms and loyal Target shoppers.
Ackerman + Gruber
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Marketing is all about 
creating value for 

customers. So, as the first step in the 
marketing process, the company must 
fully understand customers and the 
marketplace.

offline and online. People at all levels of the company— 
including top management—stay close to customers:5

Target’s energetic CEO, Brian Cornell, makes regular unan-
nounced visits to Target stores, accompanied by local moms 
and loyal Target shoppers. Cornell likes nosing around 
stores and getting a real feel for what’s going on. It gives him 
“great, genuine feedback.” He and other Target executives 
even visit customers in their homes, opening closet doors 
and poking around in cupboards to understand their product 
choices and buying habits. Similarly, Boston Market CEO 
George Michel makes frequent visits to company restaurants, 
working in the dining room and engaging customers to learn 
about “the good, the bad, and the ugly.” He also stays con-
nected by reading customer messages on the Boston Market 
website and has even cold-called customers for insights. 
“Being close to the customer is critically important,” says 
Michel. “I get to learn what they value, what they appreciate.”

steps—understanding customers, engaging and building relationships with customers, 
and capturing value from customers. In Chapter 2, we look more deeply into the second 
and third steps—designing value-creating marketing strategies and constructing market-
ing programs.

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

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

Wants are the form human needs take as they are shaped by culture and individual 
personality. An American needs food but wants a Big Mac, fries, and a soft drink. A person in 
Papua, New Guinea, needs food but wants taro, rice, yams, and pork. Wants are shaped by 
one’s society and are described in terms of objects that will satisfy those needs. When backed 

by buying power, wants become demands. Given their 
wants and resources, people demand products and services 
with benefits that add up to the most value and satisfaction.

Companies go to great lengths to learn about and 
understand customer needs, wants, and demands. They 
conduct consumer research, analyze mountains of customer 
data, and observe customers as they shop and interact, 

Needs
States of felt deprivation.

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

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

More broadly, market offerings also include other entities, such as persons, places, or-
ganizations, information, and ideas. For example, San Diego runs a “Happiness Is Calling” 
advertising campaign that invites visitors to come and enjoy the city’s great weather and 
good times—everything from its bays and beaches to its downtown nightlife and urban 
scenes. And the Ad Council and the National Highway Traffic Safety Administration cre-
ated a “Stop the Texts. Stop the Wrecks.” campaign that markets the idea of eliminating 
texting while driving. The campaign points out that a texting driver is 23 times more likely 
to get into a crash than a non-texting driver.6

Many sellers make the mistake of paying more attention to the specific products they 
offer than to the benefits and experiences produced by these products. These sellers suffer 
from marketing myopia. They are so taken with their products that they focus only on 
existing wants and lose sight of underlying customer needs.7 They forget that a product 
is only a tool to solve a consumer problem. A manufacturer of quarter-inch drill bits may 
think that the customer needs a drill bit. But what the customer really needs is a quarter-
inch hole. These sellers will have trouble if a new product comes along that serves the 
customer’s need better or less expensively. The customer will have the same need but will 
want the new product.

Smart marketers look beyond the attributes of the products and services they sell. By 
orchestrating several services and products, they create brand experiences for consumers. 
For example, you don’t just visit Walt Disney World Resort; you immerse yourself and 
your family in a world of wonder, a world where dreams come true and things still work 
the way they should. And your local Buffalo Wild Wings restaurant doesn’t just serve up 
wings and beer; it gives customers the ultimate “Wings. Beer. Sports.” fan experience (see 
Real Marketing 1.1).

Similarly, Mattel’s American Girl does much more than just make and sell 
high-end dolls. It creates special experiences between the dolls and the girls who adore 
them.8

To put more smiles on the faces of the girls who love their American Girl dolls, the 
company operates huge American Girl experiential stores in 20 major cities around the 
country. Each store carries an amazing selection of dolls plus every imaginable outfit 
and accessory. But more than just places to shop, American Girl stores are exciting des-
tinations unto themselves, offering wonderfully engaging experiences for girls, mothers, 
grandmothers, and even dads or grandpas. There’s an in-store restaurant where girls, 
their dolls, and grown-ups can sit down together for brunch, lunch, afternoon tea, or din-
ner. There’s even a doll hair salon where a stylist can give a doll a new hairdo. American 
Girl also offers “perfect parties” to celebrate a birthday or any day as well as a full slate of 
special events, from crafts and activities to excursions. Much more than a store that sells 
dolls, says the company, “it’s the place where imaginations can soar.” A visit to American 
Girl creates “Fun today. Memories forever.”

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

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

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

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

 Marketing experiences: American Girl 
does more than just make and sell high-end 
dolls. It creates special experiences between 
the dolls and the girls who adore them.
Image courtesy of American Girl, Inc. All rights reserved.
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no matter what your team or sport, including 
live streaming of local college and even high 
school events. B-Dubs creates an exciting 
environment that makes it the next best thing 
to being at the game—or something even 
better. “We consider ourselves to have 1,100 
stadiums,” says the chain’s vice president for 
guest experience and innovation.

There’s an experience for everyone at 
Buffalo Wild Wings. The chain appeals to a 
wide range of customers, from pub-loving 
sports nuts to families looking for an af-
fordable evening out. Singles and couples 
gravitate to the bar area; families stick to the 
carpeted areas with booths. In addition to 
streaming sports events of all kinds on the 
big screens, B-Dubs supplies tableside tab-
lets upon which customers can play poker 
or trivia games. A social jukebox feature lets 
guests control the music that plays on the 
restaurant’s sound system.

It seems like there’s always something 
happening in a B-Dubs to engage custom-
ers and enhance the experience. Take the 
chain’s infamous Blazin’ Wing Challenge—
which promises a trophy-style T-shirt and 
a place on the Wall of Fame to any cus-
tomer who can down a dozen wings with 
the chain’s hottest signature sauce in no 
more than six minutes. That’s no easy 
feat considering that the Blazin’ sauce  

is 60 times hotter than typical jalapeño 
sauce. During the six-minute binge, chal-
lengers are not allowed to use napkins or 
utensils, touch their faces, or eat or drink 
anything other than the wings (no dipping 
sauces, please). The menu boasts plenty of 
warnings, and servers advise most people 
not to even attempt the challenge. And 
before taking the plunge, each challenger 
signs a waiver agreeing that he or she “vol-
untarily assumes all risk of loss, damage, 
injury, illness, or death that may be sus-
tained by him or her as a result.” As you can 
imagine, when a challenge is announced 
over the PA, it usually draws a crowd.

Buffalo Wild Wings never rushes its guests. 
Whereas many other casual-dining restaurants 
have a “turn-and-burn” philosophy—cycling as 
many paying guests as possible through each 
table—at B-Dubs it’s just the opposite. Buffalo 
Wild Wings encourages people to linger longer, 
enjoy the food, and soak up the ambiance.

To help make that happen, the chain has 
created a new staff position at each res-
taurant. In addition to the usual waitstaff, 
each table has a “Guest Experience Captain.” 
According to B-Dubs’s chief marketer, the 
captain is “like a host at any party,” moving 
from table to table, chatting with guests, 
personalizing their experiences, and making 
sure their needs are met. Want a special 

“Wings. Beer. Sports.” That’s the 
long-standing motto for the fast-
growing Buffalo Wild Wings res-
taurant chain. “B-Dubs”—as it’s 
known to avid regulars—focuses on 
food and sports and “everything in 
between.”

There’s no doubt about it. Buffalo Wild 
Wings more than lives up to the “wings” 
and “beer” parts of the equation. It serves 
up wings in an abundant variety: boned or 
boneless, with five dry seasonings and 17 
signature sauces ranging on the heat scale 
from Sweet BBQ (traditional BBQ sauce: sat-
isfyingly sweet with no heat) to Desert Heat 
(smoky, sweet, and chili pepper seasoning) 
to Reformulated Blazin’ (so good, it’s scary—
made with the unrelenting heat of the ghost 
pepper). To wash it all down, each B-Dubs 
restaurant pours as many as 30 different 
draft beers, with a full selection of domestic, 
import, and craft beer brands. You won’t go 
hungry or thirsty at B-Dubs.

However, the Buffalo Wild Wings recipe for 
success goes much deeper than just selling 
wings and beer for profit. What really packs 
’em in and keeps ’em coming back is the 
B-Dubs customer experience. Customers do 
gobble up the wings—more than 11   million 
wings chain-wide on last Super Bowl Sunday 
alone. But even more important, they come to 
B-Dubs to watch sports, trash talk, cheer on 
their sports teams, and meet old friends and 
make new ones—that is, a total eating and 
social experience. “We realize that we’re not 
just in the business of selling wings,” says the 
company. “We’re something much bigger. 
We’re in the business of fueling the sports fan 
experience. Our mission is to WOW people 
every day!”

Everything about B-Dubs is designed to 
deliver the ultimate sports experience, for 
any fan of any sport. The WOW begins the 
minute you step into any of Buffalo Wild 
Wings’s 1,100 restaurants. This is not your 
average dark-and-dank sports bar. Instead, 
a B-Dubs is like a miniature stadium, with 
high ceilings, ample natural light, and brightly 
colored furnishings and wall coverings. The 
newest Buffalo Wild Wings “Stadia” restau-
rants are divided into barrier-free zones—
including a bar area and a separate dining 
area. And  every B-Dubs has 60 to 70 really 
big  flat-screen TVs lining the walls, over the 
bar, and about everywhere else, ensuring that 
every table has the best seat in the house 

Customer-focused mission: The Buffalo Wild Wings mission is to provide a total 
eating and social environment that “fuels the sports fan experience” through  
in-store and online engagement.
Reprinted with permission of Buffalo Wild Wings, Inc.
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Exchanges and Relationships
Marketing occurs when people decide to satisfy their needs and wants through exchange 
relationships. Exchange is the act of obtaining a desired object from someone by offering 
something in return. In the broadest sense, the marketer tries to bring about a response to 
some market offering. The response may be more than simply buying or trading products and 
services. A political candidate, for instance, wants votes; a church wants membership and par-
ticipation; an orchestra wants an audience; and a social action group wants idea acceptance.

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

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

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

Although we normally think of marketing as being carried out by sellers, buyers also 
carry out marketing. Consumers market when they search for products, interact with 
companies to obtain information, and make their purchases. In fact, today’s digital tech-
nologies, from online sites and smartphone apps to the explosion of social media, have 
empowered consumers and made marketing a truly two-way affair. Thus, in addition to 
customer relationship management, today’s marketers must also deal effectively with 
customer-managed relationships. Marketers are no longer asking only “How can we influence 
our customers?” but also “How can our customers influence us?” and even “How can our 
customers influence each other?”

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

Market
The set of all actual and potential buyers 
of a product or service.

brand in its industry for digital fan engage-
ment. B-Dubs’s very active website draws 
3 million visitors per month. The brand has 
more than 12 million Facebook fans, 660,000 
Twitter followers, and very active YouTube 
and Instagram pages. It recently launched 
GameBreak, an app for fantasy football and 
other games that can be played inside or 
outside its restaurants. According to the 
company’s customer experience executive, 
GameBreak players visit more often, stay 
longer, and tend to “buy that second or third 
beer or maybe one more basket of wings.” In 
all, Buffalo Wild Wings creates a host of both 
in-store and online promotions that inspire 
camaraderie. “It’s about giving [customers] 

game on one screen with another game on 
the screen next to it? Your Guest Experience 
Captain sees to it. Need help with a tablet? 
Your captain lends a hand. Want to try some 
new sauces? Your captain will make sugges-
tions and even bring out samples of different 
sauces with complimentary fries for dipping.

Adding Guest Experience Captains is a ma-
jor expense, especially when multiplied across 
shifts in all 1,100 stores. But Buffalo Wild 
Wings reasons that the captains will more than 
pay for themselves by enhancing the all-im-
portant guest experience, keeping customers 
around longer, and bringing them back more 
often. Buffalo Wild Wings restaurants with cap-
tains are achieving record levels of customer 
satisfaction and loyalty compared with those 
that have not yet brought captains on board. 
“It’s just an opportunity for us to go a little 
deeper with the community than our competi-
tors,” says the B-Dubs marketing chief.

True to its “ultimate sports experience” 
mission, Buffalo Wild Wings actively engages 
its customers digitally and socially outside 
its restaurants as well as inside. In fact, the 
company brags that it’s the number-one 

Sources: Demitrios Kalogeropoulos, “Why Buffalo Wild Wings Is Spending More on Its Employees,” The Motley 
Fool, June 24, 2015, www.fool.com/investing/general/2015/06/24/why-buffalo-wild-wings-is-spending-more-on-
its-emp.aspx; Demitrios Kalogeropoulos, “3 Reasons Buffalo Wild Wings Can Keep Soaring in 2015,” The Motley 
Fool, January 9, 2015, www.fool.com/investing/general/2015/01/09/3-reasons-why-buffalo-wild-wings-can-keep-
soaring.aspx; Bryan Gruley, “The Sloppy Empire: How Buffalo Wild Wings Turned the Sports Bar into a $1.5 Billion 
Juggernaut,” Bloomberg Businessweek, April 13–19, 2015, pp. 62-65; Tanya Dua, “The Buffalo Wild Wings Recipe 
for the ‘Ultimate Sports Experience,’” August 4, 2015, http://digiday.com/brands/buffalo-wild-wings-recipe-
ultimate-sports-experience/; and http://ir.buffalowildwings.com/financials.cfm and www.buffalowildwings.com/en/, 
accessed September 2016.

tools to not just be spectators but advocates 
of the brand,” says the chain.

Catering to the customer experience has 
paid big dividends for Buffalo Wild Wings. 
B-Dubs is now the nation’s number-one seller 
of chicken wings and largest pourer of draft 
beer. Over the past five years, as other casual-
dining restaurants have struggled with fierce 
competition and slow growth, B-Dubs’s sales 
have more than tripled and profits are up 250 
percent. The chain’s “hottest wing coating 
available comes with a warning to B-Dubs’ 
customers: ‘keep away from eyes, pets, and 
children.’ The sauce is called ‘Blazin’,’ says one 
analyst. ‘That term also happens to be a good 
description of the stock’s performance lately.’”
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Figure 1.2 shows the main elements in a marketing 
system. Marketing involves serving a market of final consum-
ers in the face of competitors. The company and competitors 
research the market and interact with consumers to understand their needs. Then they 
create and exchange market offerings, messages, and other marketing content with con-
sumers, either directly or through marketing intermediaries. Each party in the system is 
affected by major environmental forces (demographic, economic, natural, technological, 
political, and social/cultural).

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

Designing a Customer Value–Driven Marketing 
Strategy and Plan
Customer Value–Driven Marketing Strategy
Once it fully understands consumers and the marketplace, marketing management can 
design a customer value–driven marketing strategy. We define marketing management 
as the art and science of choosing target markets and building profitable relationships 
with them. The marketing manager’s aim is to engage, keep, and grow target customers 
by creating, delivering, and communicating superior customer value.

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

Selecting Customers to Serve
The company must first decide whom it will serve. It does this by dividing the market 
into segments of customers (market segmentation) and selecting which segments it will go 
after (target marketing). Some people think of marketing management as finding as many 
customers as possible and increasing demand. But marketing managers know that they 
cannot serve all customers in every way. By trying to serve all customers, they may not 
serve any customers well. Instead, the company wants to select only customers that it can 
serve well and profitably. For example, Nordstrom profitably targets affluent professionals; 
Dollar General profitably targets families with more modest means.

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

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

Major environmental forces

Marketing
intermediaries

Competitors

Company

Suppliers Final
consumers

Arrows represent relationships that
must be developed and managed to
create customer value and profitable
customer relationships. 

Each party in the system adds value.
Walmart cannot fulfill its promise of low
prices unless its suppliers provide low
costs. Ford cannot deliver a high-quality
car-ownership experience unless its
dealers provide outstanding service.

 FIGURE | 1.2
A Modern Marketing System

Once a company fully 
 understands its consumers 

and the marketplace, it must decide 
which customers it will serve and how 
it will bring them value.
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Choosing a Value Proposition
The company must also decide how it will serve targeted customers—how it will dif-
ferentiate and position itself in the marketplace. A brand’s value proposition is the set of 
benefits or values it promises to deliver to consumers to satisfy their needs. JetBlue 
promises to put “You Above All” by bringing “humanity back to travel.” By con-

trast, Spirit Airlines gives you “Bare Fare” pricing: “Less 
Money. More Go.” Homewood Suites by Hilton wants 
you to “Make yourself at home.” Meanwhile, the 
Hyatt Regency brand declares that sometimes “It’s good 
not to be home.” Its ads highlight the joys of traveling 
and the fun things that people do when they are traveling 
on business.

Such value propositions differentiate one brand 
from another. They answer the customer’s question: 
“Why should I buy your brand rather than a competi-
tor’s?” Companies must design strong value proposi-
tions that give them the greatest advantage in their 
target markets.

Marketing Management Orientations
Marketing management wants to design strategies that will 
engage target customers and build profitable relationships 
with them. But what philosophy should guide these market-
ing strategies? What weight should be given to the interests 
of customers, the organization, and society? Very often, 
these interests conflict.

There are five alternative concepts under which organizations design and carry out 
their marketing strategies: the production, product, selling, marketing, and societal marketing 
concepts.

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

The production concept is still a useful philosophy in some situations. For ex-
ample, both personal computer maker Lenovo and home appliance maker Haier domi-
nate the highly competitive, price-sensitive Chinese market through low labor costs, 
high production efficiency, and mass distribution. However, although useful in some 
situations, the production concept can lead to marketing myopia. Companies adopting 
this orientation run a major risk of focusing too narrowly on their own operations and 
losing sight of the real objective—satisfying customer needs and building customer 
relationships.

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

Product quality and improvement are important parts of most marketing strate-
gies. However, focusing only on the company’s products can also lead to marketing 
myopia. For example, some manufacturers believe that if they can “build a bet-
ter mousetrap, the world will beat a path to their doors.” But they are often rudely 
shocked. Buyers may be looking for a better solution to a mouse problem but not 
necessarily for a better mousetrap. The better solution might be a chemical spray, an 
exterminating service, a house cat, or something else that suits their needs even better 
than a mousetrap. Furthermore, a better mousetrap will not sell unless the manufac-
turer designs, packages, and prices it attractively; places it in convenient distribution 
channels; brings it to the attention of people who need it; and convinces buyers that it 
is a better product.

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

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

 Value propositions: The Hyatt Regency brand declares that 
sometimes “It’s good not to be home.” Its ads highlight the joys of 
business travel and staying at a Hyatt Regency hotel.
Courtesy Hyatt Corporation. Photograph ©Richard Schultz-2015. Talent: Dean West.
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The Selling Concept. Many companies follow the selling concept, which holds that 
consumers will not buy enough of the firm’s products unless it undertakes a large-scale 
selling and promotion  effort. The selling concept is typically practiced with unsought 
goods—those that buyers do not normally think of buying, such as life insurance or blood 
donations. These industries must be good at tracking down prospects and selling them on 
a product’s benefits.

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

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

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

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

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

In many cases, however, customers don’t know what they want or even what is 
possible. As Henry Ford once remarked, “If I’d asked people what they wanted, they 
would have said faster horses.”9 For example, even 20 years ago, how many consumers 
would have thought to ask for now-commonplace products such as tablet computers, 
smartphones, digital cameras, 24-hour online buying, digital video and music stream-
ing, and GPS systems in their cars and phones? Such situations call for customer-driving 
 marketing—understanding customer needs even better than customers themselves do and 
creating products and services that meet both existing and latent needs, now and in the 
future. As an executive at 3M put it, “Our goal is to lead customers where they want to go 
before they know where they want to go.”

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

Marketing concept
A philosophy in which achieving 
organizational goals depends on knowing 
the needs and wants of target markets 
and delivering the desired satisfactions 
better than competitors do.
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The selling concept takes an
inside-out view that focuses on
existing products and heavy
selling. The aim is to sell what
the company makes rather than
making what the customer wants.

The marketing concept
takes an outside-in view
that focuses on satisfying
customer needs as a
path to profits. As
Southwest Airlines's colorful
founder puts it, “We don’t
have a marketing
department; we have a
customer department.”

FIGURE | 1.3
Selling and Marketing 
Concepts Contrasted
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The Societal Marketing Concept. The societal marketing concept questions 
whether the pure marketing concept overlooks possible conflicts between consumer short-
run wants and consumer long-run welfare. Is a firm that satisfies the immediate needs and 
wants of target markets always doing what’s best for its consumers in the long run? The 
societal marketing concept holds that marketing strategy should deliver value to custom-
ers in a way that maintains or improves both the consumer’s and society’s well-being. It 
calls for sustainable marketing, socially and environmentally responsible marketing that 
meets the present needs of consumers and businesses while also preserving or enhancing 
the ability of future generations to meet their needs.

Even more broadly, many leading business and marketing thinkers are now preaching 
the concept of shared value, which recognizes that societal needs, not just economic needs, 
define markets.10 The concept of shared value focuses on creating economic value in a way 
that also creates value for society. A growing number of companies known for their hard-
nosed approaches to business—such as GE, Dow, Google, IBM, Intel, Johnson & Johnson, 
Nestlé, Unilever, and Walmart—are rethinking the interactions between society and corpo-
rate performance. They are concerned not just with short-term economic gains but with the 

well-being of their customers, the depletion of natural resources 
vital to their businesses, the viability of key suppliers, and the eco-
nomic well-being of the communities in which they operate.

One prominent marketer calls this Marketing 3.0. “Marketing 
3.0 organizations are values-driven,” he says. “I’m not talking about 
being value-driven. I’m talking about ‘values’ plural, where values 
amount to caring about the state of the world.” Another marketer 
calls it purpose-driven marketing. “The future of profit is purpose,” 
he says.11

As Figure 1.4 shows, companies should balance three 
considerations in setting their marketing strategies: company prof-
its, consumer wants, and society’s interests. Online grocer Door to 
Door Organics operates this way:12

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

 The societal marketing concept: Door to Door Organics does 
more than just sell natural and organic groceries online for profit. 
Its deep-felt mission is “to bring more Good Food—food that 
positively impacts health, communities, and the environment—to 
more people in a sustainable way.”
Door to Door Organics

Societal
marketing
concept

Consumers
(Want satisfaction)

Company
(Profits)

Society
(Human welfare) Online grocer Door to Door Organics knows

that doing what’s right benefits both
customers and the company. It wants to
“make a positive impact on our food
system, make people healthier, connect
communities, grow local economies, and
inspire people to eat Good Food.”

FIGURE | 1.4
Three Considerations Underlying 
the Societal Marketing Concept

Door to Door Organics delivers fresh, high-quality, organic, natu-
ral, and local meat, dairy, produce, and groceries directly to homes, 
offices, and schools in 16 states across the country. Customers order 
online and receive weekly deliveries to their doorsteps year-round. 
But Door to Door Organics does much more than just sell groceries 
online for profit. It also dedicates itself to a deeply felt mission “to 
bring more Good Food—food that positively impacts health, com-
munities, and the environment—to more people in a sustainable 
way.” It wants to “make a positive impact on our food system, make 
people healthier, connect communities, grow local economies, and 
inspire people to eat Good Food.”

To meet its ambitious Good Food mission, Door to Door sources 
most of what it sells from local family farms and businesses who 
are “dedicated stewards of the land and use USDA-certified organic 
practices that are healthier for both animals and people, better for the 
soil, and reduce carbon emissions.” Door to Door delivers to specified 
areas on specific days of the week, maintaining a tight delivery radius 
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that reduces both costs and carbon emissions. And through careful food management, the com-
pany puts 44 percent less wasted food in landfills than the average grocery store. Door to Door 
Organics also treats customers responsibly. All deliveries carry a #JoyDelivered guarantee—if a 
customer isn’t “absolutely delighted,” the company will make it right. Thanks to its societal mis-
sion, Door to Door Organics is thriving, suggesting that doing good can benefit both the planet 
and the company.

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

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

Managing Customer Relationships and Capturing 
Customer Value
Engaging Customers and Managing Customer Relationships
The first three steps in the marketing process—understanding the marketplace and cus-
tomer needs, designing a customer value–driven marketing strategy, and constructing a 
marketing program—all lead up to the fourth and most important step: engaging custom-
ers and managing profitable customer relationships. We first discuss the basics of customer 
relationship management. Then we examine how companies go about engaging customers 
on a deeper level in this age of digital and social marketing.

Customer Relationship Management
Customer relationship management is perhaps the most important concept of modern marketing. 
In the broadest sense, customer relationship management is the overall process of build-
ing and maintaining profitable customer relationships by delivering superior customer value 
and satisfaction. It deals with all aspects of acquiring, engaging, and growing customers.

Relationship Building Blocks: Customer Value and Satisfaction. The key to build-
ing lasting customer relationships is to create superior customer value and satisfaction. 
Satisfied customers are more likely to be loyal customers and give the company a larger 
share of their business.

Attracting and retaining customers can be a difficult task. Customers often face a 
bewildering array of products and services from which to choose. A customer buys from 
the firm that offers the highest customer-perceived value—the customer’s evaluation 
of the difference between all the benefits and all the costs of a market offering relative to 
those of competing offers. Importantly, customers often do not judge values and costs “ac-
curately” or “objectively.” They act on perceived value.

To some consumers, value might mean sensible products at affordable prices. To other con-
sumers, however, value might mean paying more to get more. For example, a Steinway  piano—
any Steinway piano—costs a lot. But to those who own one, a Steinway is a great value:13

A Steinway grand piano typically runs anywhere from $61,000 to as high as several hundred 
thousand dollars. The most popular model sells for about $87,000. But ask anyone who owns 
a Steinway grand piano, and they’ll tell you that, when it comes to Steinway, price is nothing; 
the Steinway experience is everything. Steinway makes very high-quality pianos—handcrafting 

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

Customer-perceived value
The customer’s evaluation of the 
difference between all the benefits and all 
the costs of a marketing offer relative to 
those of competing offers.

Doing a good job with 
the first three steps in the 

marketing process sets the stage 
for step four, building and managing 
customer relationships.

Author
Comment
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Customer satisfaction depends on the product’s 
perceived performance relative to a buyer’s expecta-
tions. If the product’s performance falls short of ex-
pectations, the customer is dissatisfied. If performance 

matches expectations, the customer is satisfied. If performance exceeds expectations, the 
customer is highly satisfied or delighted.

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

For companies interested in delighting customers, exceptional value and service be-
come part of the overall company culture. For example, L.L.Bean—the iconic American 
outdoor apparel and equipment retailer—was founded on the principle that keeping cus-
tomers satisfied is the key to building lasting relationships.14

Year after year, L.L.Bean lands in the top 10 of virtually every list of top service companies, 
including J.D. Power’s most recent list of “customer service champions.” The customer-service 
culture runs deep at L.L.Bean. More than 100 years ago, Leon Leonwood Bean founded 

Customer satisfaction
The extent to which a product’s perceived 
performance matches a buyer’s 
expectations.

 Perceived value: A Steinway piano—any Steinway piano—costs a 
lot. But a to Steinway customer, it’s a small price to pay for the value of 
owning one.
© Westend61 GmbH/Alamy Stock Photo

 Customer satisfaction: Customer service champion L.L.Bean was 
founded on a philosophy of complete customer satisfaction. As founder 
Leon Leonwood Bean put it, “I do not consider a sale complete until [the] 
goods are worn out and the customer [is] still satisfied.”
L.L.Bean

each Steinway from more than 12,000 individual parts 
requires up to one full year. But, more importantly, 
owners get the Steinway mystique. The Steinway name 
evokes images of classical concert stages and the ce-
lebrities and performers who’ve owned and played 
Steinway pianos across more than 160 years. But 
Steinways aren’t just for world-class pianists and the 
wealthy. Ninety-nine percent of all Steinway buyers are 
amateurs who perform only in their dens.

So is a Steinway piano worth its premium price 
compared with less expensive pianos? To many con-
sumers, the answer is no. But to Steinway custom-
ers, whatever a Steinway costs, it’s a small price to pay 
for the value of owning one. As one Steinway user puts 
it, “A pianist without a Steinway, for me, is the same as 
a singer without a voice.” Says another, “My friendship 
with the Steinway piano is one of the most important 
and beautiful things in my life.” Who can put a price on 
such feelings?

the company on a philosophy of complete customer 
satisfaction, expressed in the following guarantee: 
“I do not consider a sale complete until [the] goods 
are worn out and the customer [is] still satisfied.” To 
this day, customers can return any item, no questions 
asked, even decades after purchase.

The company’s customer-service philosophy is 
perhaps best summed up in founder L.L.’s answer 
to the question “What is a customer?” His answer 
still forms the backbone of the company’s values: “A 
customer is the most important person ever in this 
company—in person or by mail. A customer is not de-
pendent on us, we are dependent on him. A customer 
is not an interruption of our work, he is the purpose 
of it. We are not doing a favor by serving him, he is 
doing us a favor by giving us the opportunity to do 
so. A customer is not someone to argue or match wits 
with. Nobody ever won an argument with a customer. 
A customer is a person who brings us his wants. It is 
our job to handle them profitably to him and to our-
selves.” Adds former L.L.Bean CEO Leon Gorman: “A 
lot of people have fancy things to say about customer 
service, but it’s just a day-in, day-out, ongoing, never-
ending, persevering, compassionate kind of activity.”



40   PART 1 | Defining Marketing and the Marketing Process

Other companies that have become legendary for customer delight and their service 
heroics include Zappos.com, Amazon.com, Chick-fil-A, Nordstrom department stores, and 
JetBlue Airways. However, a company doesn’t need to have over-the-top service to create 
customer delight. For example, no-frills grocery chain ALDI has highly satisfied customers, 
even though they have to bag their own groceries and can’t use credit cards. ALDI’s every-
day very low pricing on good-quality products delights customers and keeps them coming 
back. Thus, customer satisfaction comes not just from service heroics but from how well a 
company delivers on its basic value proposition and helps customers solve their buying 
problems. “Most customers don’t want to be ‘wowed,’” says one marketing consultant. 
“They [just] want an effortless experience.”15

Although a customer-centered firm seeks to deliver high customer satisfaction rela-
tive to competitors, it does not attempt to maximize customer satisfaction. A company can 
always increase customer satisfaction by lowering its prices or increasing its services. But 
this may result in lower profits. Thus, the purpose of marketing is to generate customer 
value profitably. This requires a very delicate balance: The marketer must continue to gen-
erate more customer value and satisfaction but not “give away the house.”

Customer Relationship Levels and Tools. Companies can build customer relation-
ships at many levels, depending on the nature of the target market. At one extreme, a 
company with many low-margin customers may seek to develop basic relationships with 
them. For example, P&G’s Tide detergent does not phone or call on all of its consumers to 
get to know them personally. Instead, Tide creates engagement and relationships through 
product experiences, brand-building advertising, websites, and social media. At the other 
extreme, in markets with few customers and high margins, sellers want to create full part-
nerships with key customers. For example, P&G sales representatives work closely with 
Walmart, Kroger, and other large retailers that sell Tide. In between these two extremes, 
other levels of customer relationships are appropriate.

Beyond offering consistently high value and satisfaction, marketers can use specific mar-
keting tools to develop stronger bonds with customers. For example, many companies offer 
frequency marketing programs that reward customers who buy frequently or in large amounts. 
Airlines offer frequent-flier programs, hotels give room upgrades to frequent guests, and 
supermarkets give patronage discounts to “very important customers.”

These days almost every 
brand has a loyalty rewards 
program. Such programs can 
enhance and strengthen a cus-
tomer’s brand  experience. For 
example, Hilton’s HHonors 
loyalty program offers the 
usual ability to earn points 
redeemable for free stays or 
upgrades (anywhere, any-
time, with no blackout dates) 
but also for flights (e.g., 
points can be converted into 
miles for flight bookings). 

More importantly, the 
 member-exclusive HHonors 
smartphone app allows trav-
elers to personalize their stay. 
It offers functionalities like 
an eCheck-in or the selection 
of on-property benefits (such 
as pillows or snacks) prior 
to arrival. Travelers can pick 
their room of choice before 
their stay, either from a digi-
tal floor plan or by choosing 
their room’s view with Google 
maps. The app also serves as 

 Relationship marketing tools: Hilton’s HHonors loyalty program personalizes and strengthens the 
customer’s brand experience.
Stephen Barnes/Alamy Stock Photo
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a digital key, meaning that travelers do not even need to visit the front desk. Additional 
features include personalized content reflecting the user’s forthcoming travels, the option to 
request Uber rides, as well as restaurant recommendations. For future stays, the app offers 
the option of marking favorite hotels or hotel rooms.16

Significant changes are occurring in the nature of customer–brand relationships. 
Today’s digital technologies—the internet and the surge in online, mobile, and social 
 media—have profoundly changed the ways that people on the planet relate to one an-
other. In turn, these events have had a huge impact on how companies and brands con-
nect with customers and how customers connect with and influence each other’s brand 
behaviors.

Customer Engagement and Today’s Digital and Social Media
The digital age has spawned a dazzling set of new customer relationship-building tools, 
from websites, online ads and videos, mobile ads and apps, and blogs to online com-
munities and the major social media, such as Twitter, Facebook, YouTube, Snapchat, and 
Instagram.

Yesterday’s companies focused mostly on mass marketing to broad segments of 
customers at arm’s length. By contrast, today’s companies are using online, mobile, and 
social media to refine their targeting and to engage customers more deeply and inter-
actively. The old marketing involved marketing brands to consumers. The new  marketing 
is  customer-engagement marketing—fostering direct and continuous customer 
 involvement in shaping brand conversations, brand experiences, and brand community. 
Customer-engagement marketing goes beyond just selling a brand to consumers. Its goal is 
to make the brand a meaningful part of consumers’ conversations and lives.

The burgeoning internet and social media have given a huge boost to customer-
engagement marketing. Today’s consumers are better informed, more connected, and 
more empowered than ever before. Newly empowered consumers have more informa-
tion about brands, and they have a wealth of digital platforms for airing and sharing 
their brand views with others. Thus, marketers are now embracing not only customer 
relationship management but also customer-managed relationships, in which customers 
connect with companies and with each other to help forge and share their own brand 
experiences.

Greater consumer empowerment means that companies can no longer rely on market-
ing by intrusion. Instead, they must practice marketing by attraction—creating market of-
ferings and messages that engage consumers rather than interrupt them. Hence, most mar-
keters now combine their mass-media marketing efforts with a rich mix of online, mobile, 

and social media marketing that promotes brand–
consumer engagement, brand conversations, and 
brand advocacy among customers.

For example, companies post their latest 
ads and videos on social media sites, hoping 
they’ll go viral. They maintain an extensive pres-
ence on Twitter, YouTube, Facebook, Google+, 
Pinterest, Instagram, Snapchat, Vine, and other so-
cial media to create brand buzz. They launch their 
own blogs, mobile apps, online microsites, and 
consumer-generated review systems, all with the 
aim of engaging customers on a more personal, 
interactive level.

Take Twitter, for example. Organizations 
ranging from Dell, JetBlue, and Dunkin’ Donuts to 
the Chicago Bulls, NASCAR, and the Los Angeles 
Fire Department have created Twitter pages and 
promotions. They use tweets to start conversa-
tions with and between Twitter’s more than 307 
million active users, address customer service is-
sues, research customer reactions, and drive traffic 
to relevant articles, web and mobile marketing 
sites, contests, videos, and other brand activities.

Customer-engagement marketing
Making the brand a meaningful part of 
consumers’ conversations and lives 
by fostering direct and continuous 
customer involvement in shaping 
brand conversations, experiences, and 
community.

 Engaging customers: Life is good starts with a deeply felt, engagement-
worthy sense of purpose: spreading the power of optimism. Then it creates 
online and social media tools that let people engage and help co-author the 
brand’s story.
© WWPhotography/Alamy Stock Photo
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Similarly, almost every company has something going on Facebook these days. 
Starbucks has more than 36 million Facebook “fans”; Coca-Cola has more than 96 mil-
lion. And every major marketer has a YouTube channel where the brand and its fans post 
current ads and other entertaining or informative videos. Instagram, LinkedIn, Pinterest, 
Snapchat, Vine—all have exploded onto the marketing scene, giving brands more ways 
to engage and interact with customers. Skilled use of social media can get consumers in-
volved with a brand, talking about it, and advocating it to others.

The key to engagement marketing is to find ways to enter targeted consumers’ con-
versations with engaging and relevant brand messages. Simply posting a humorous video, 
creating a social media page, or hosting a blog isn’t enough. And not all customers want 
to engage deeply or regularly with every brand. Successful engagement marketing means 
making relevant and genuine contributions to targeted consumers’ lives and interactions. 
Consider T-shirt and apparel maker Life is good:17

For starters, Life is good has an authentic, engagement-worthy sense of purpose: spreading the 
power of optimism. The brand is about helping people to open up, create relationships, and con-
nect with other people. The company’s infectious philosophy is best represented by the “Life is 
good” slogan itself and by Jake—the familiar beret-wearing, happy-go-lucky stick figure who 
quickly became a pop-culture icon. Life is good backs its optimism philosophy with good deeds, 
donating 10 percent of its net profits each year to help kids in need.

Online and social media have become a perfect fit for sharing the Life is good mes-
sage. Today, the brand fosters a thriving community of Optimists, with more than 2.6 million 
Facebook fans, 304,000 Twitter followers, 33,000 followers on Instagram, and an active YouTube 
channel. But the strongest engagement platform is the brand’s own website, Lifeisgood.com, one 
of the most active customer-engagement sites found anywhere online. The site’s “Live It” sec-
tion gives brand fans a breath of “fresh share.” It’s a place where they share photos, videos, and 
stories showing the brand’s role in their trials, triumphs, and optimism. To Life is good, true en-
gagement is about deep meaningful relationships that go beyond the products it is selling. Says 
Life is good CEO Bert Jacobs: “You can’t build a brand on your own; we have entered a world 
where customers co-author your story.”

Consumer-Generated Marketing
One form of customer-engagement marketing is  consumer-generated marketing, by 
which consumers themselves play role in shaping their own brand experiences and those 
of others. This might happen through uninvited consumer-to-consumer exchanges in blogs, 
video-sharing sites, social media, and other digital forums. But increasingly, companies them-
selves are inviting consumers to play a more active role in shaping products and brand content.

Some companies go directly to their customers for new product ideas and designs. For 
example, Airbus claims that the interior of its new A330neo aircraft, which is set to launch 
in 2017, is mainly designed based on comments gathered from disgruntled passengers on 
social media. The aerospace company then proposed an 18-inch (45.72 cm) seat width as the 
standard for future long-haul economy air travel. It commissioned new scientific research 
and revealed its findings on social media with the hashtag #AirbusComfort. The research 
demonstrated that a minimum seat width of 18 inches improves passenger sleep quality by 
53 percent when compared to the 1950s 17-inch standard. For over a day, the campaign’s 
message was run in six languages, including live responses and monitoring. The campaign 
secured more than 70 million impressions and there was notable uplift in community size. 
Airbus is taking this to the next level in 2017 with the “Fly Your Ideas” campaign, which is 
an online competition for international students from all disciplines to develop new ideas.18 

Other companies invite customers to play an active role in shaping ads and brand con-
tent. For example, for 10 full years, PepsiCo’s Doritos brand held a “Crash the Super Bowl” 
contest that invited 30-second ads from consumers and ran the best ones during the game. 
The contest attracted thousands of entries from around the world, and the hugely popular 
consumer-generated ads routinely finished in the top five of the USA Today’s AdMeter 
rankings. Based on the success of the “Crash the Super Bowl” contest, Doritos now runs 
new campaigns that create fun fan-made ads and other content throughout the year.19

Many brands incorporate user-generated social media content into their own tradi-
tional marketing and social media campaigns. For example, Mountain Dew stirred up and 
employed user-generated content to create buzz around a limited-time reintroduction of 
its iconic Baja Blast flavor. It began with a discreet Rogue Wave social media campaign 
in which it posted tantalizing hints on Facebook, Snapchat, Instagram, and Twitter about 
bringing Baja Blast back. For example, on Snapchat, the brand showed quick clips of 

Consumer-generated marketing
Brand exchanges created by consumers 
themselves—both invited and uninvited—
by which consumers are playing an 
increasing role in shaping their own 
brand experiences and those of other 
consumers.
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bottles. Mountain Dew fans responded with a flood 
of tweets and other social media chatter. “We started 
with discreet posts, but it didn’t take long for Dew 
Nation to call us out and beg for the rumors to be 
true,” says Mountain Dew’s digital brand manager. 
“Some of our fans even created collages of all the im-
ages featuring Baja over the last few days to confirm 
to other members of Dew Nation that Baja was com-
ing back.” Mountain Dew then created ads on social 
media and men’s lifestyle websites incorporating con-
sumers’ tweets. The result: Online chatter about Baja 
Blast shot up 170 percent.20

Despite the successes, however, harnessing con-
sumer-generated content can be a time-consuming 
and costly process, and companies may find it dif-
ficult to mine even a little gold from all the content 
submitted. Moreover, because consumers have so 
much control over social media content, inviting 
their input can sometimes backfire. For example, 
McDonald’s famously launched a Twitter campaign 
using the hashtag #McDStories, hoping that it would 
inspire heartwarming stories about Happy Meals. 
Instead, the effort was hijacked by Twitter users, 
who turned the hashtag into a “bashtag” by posting 
less-than-appetizing messages about their bad expe-
riences with the fast-food chain. McDonald’s pulled 
the campaign within only two hours, but the hashtag 
was still churning weeks, even months later.21

As consumers become more connected and empowered, and as the boom in digital 
and social media technologies continues, consumer brand engagement—whether invited 
by marketers or not—will be an increasingly important marketing force. Through a pro-
fusion of consumer-generated videos, shared reviews, blogs, mobile apps, and websites, 
consumers are playing a growing role in shaping their own and other consumers’ brand 
experiences. Engaged consumers are now having a say in everything from product design, 
usage, and packaging to brand messaging, pricing, and distribution. Brands must embrace 
this new consumer empowerment and master the new digital and social media relation-
ship tools or risk being left behind.

Partner Relationship Management
When it comes to creating customer value and building strong customer relationships, 
today’s marketers know that they can’t go it alone. They must work closely with a 
variety of marketing partners. In addition to being good at customer relationship manage-
ment, marketers must also be good at partner relationship management—working 
closely with others inside and outside the company to jointly engage and bring more 
value to customers.

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

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

Partner relationship management
Working closely with partners in other 
company departments and outside the 
company to jointly bring greater value to 
customers.

 Consumer-generated marketing: Mountain Dew stirred up user-generated 
content to create buzz around a limited-time reintroduction of its iconic Baja 
Blast drink, boosting online chatter by 170 percent.
PepsiCo
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Capturing Value from Customers
The first four steps in the marketing process outlined in Figure 1.1 involve engaging cus-
tomers and building customer relationships by creating and delivering superior customer 
value. The final step involves capturing value in return in the form of sales, market share, 
and profits. By creating superior customer value, the firm creates satisfied customers who 
stay loyal and buy more. This, in turn, means greater long-run returns for the firm. Here, 
we discuss the outcomes of creating customer value: customer loyalty and retention, share 
of market and share of customer, and customer equity.

Creating Customer Loyalty and Retention
Good customer relationship management creates customer satisfaction. In turn, satisfied 
customers remain loyal and talk favorably to others about the company and its products. 
Studies show big differences in the loyalty between satisfied and dissatisfied customers. 
Even slight dissatisfaction can create an enormous drop in loyalty. Thus, the aim of cus-
tomer relationship management is to create not only customer satisfaction but also cus-
tomer delight.

Keeping customers loyal makes good economic sense. Loyal customers spend more 
and stay around longer. Research also shows that it’s five times cheaper to keep an old 
customer than acquire a new one. Conversely, customer defections can be costly. Losing a 
customer means losing more than a single sale. It means losing the entire stream of pur-
chases that the customer would make over a lifetime of patronage. For example, here is a 
classic illustration of customer lifetime value:22

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

Look back at Figure 1.1. 
In the first four steps of 

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

Author
Comment

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

Stew Leonard, who operates a highly profitable four-store 
supermarket in Connecticut and New York, once said that 
he saw $50,000 flying out of his store every time he saw a 
sulking customer. Why? Because his average customer spent 
about $100 a week, shopped 50 weeks a year, and remained 
in the area for about 10 years. If this customer had an un-
happy experience and switched to another supermarket, Stew 
Leonard’s lost $50,000 in lifetime revenue. The loss could be 
much greater if the disappointed customer shared the bad 
experience with other customers and caused them to defect.

To keep customers coming back, Stew Leonard’s has cre-
ated what has been called the “Disneyland of Dairy Stores,” 
complete with costumed characters, scheduled entertainment, 
a petting zoo, and animatronics throughout the store. From 
its humble beginnings as a small dairy store in 1969, Stew 
Leonard’s has grown at an amazing pace. It’s built 30 addi-
tions onto the original store, which now serves more than 
300,000 customers each week. This legion of loyal shop-
pers is largely a result of the store’s passionate approach to 
customer service. “Rule #1: The customer is always right. Rule 
#2: If the customer is ever wrong, reread rule #1.”

Stew Leonard is not alone in assessing customer lifetime 
value. Lexus, for example, estimates that a single satisfied 
and loyal customer is worth more than $600,000 in lifetime 
sales, and the estimated lifetime value of a Starbucks cus-

tomer is more than $14,000.23 In fact, a company can lose money on a specific transaction but 
still benefit greatly from a long-term relationship. This means that companies must aim high 
in building customer relationships. Customer delight creates an emotional relationship with 
a brand, not just a rational preference. And that relationship keeps customers coming back.

Growing Share of Customer
Beyond simply retaining good customers to capture customer lifetime value, good cus-
tomer relationship management can help marketers increase their share of customer—
the share they get of the customer’s purchasing in their product categories. Thus, banks 
want to increase “share of wallet.” Supermarkets and restaurants want to get more “share 

Share of customer
The portion of the customer’s purchasing 
that a company gets in its product 
categories.
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of stomach.” Car companies want to increase “share of garage,” and airlines want greater 
“share of travel.”

To increase share of customer, firms can offer greater variety to current customers. Or 
they can create programs to cross-sell and up-sell to market more products and services 
to existing customers. For example, Amazon is highly skilled at leveraging relationships 
with its 304 million customers worldwide to increase its share of each customer’s spending 
budget:24

Once they log onto Amazon.com, customers often buy more than they intend, and Amazon does 
all it can to help make that happen. The online giant continues to broaden its merchandise as-
sortment, creating an ideal spot for one-stop shopping. And based on each customer’s purchase 
and search history, the company recommends related products that might be of interest. This rec-
ommendation system influences perhaps a third of all sales. Amazon’s ingenious Amazon Prime 
two-day shipping program has also helped boost its share of customers’ wallets. For an annual 
fee of $99, Prime members receive delivery of all their purchases within two days, whether it’s 
a single paperback book or a 60-inch HDTV. According to one analyst, the ingenious Amazon 
Prime program “converts casual shoppers, who gorge on the gratification of having purchases 
reliably appear two days after the order, into Amazon addicts.” As a result, Amazon’s 54 million 
U.S. Prime customers now account for more than half of its U.S. sales. On average, a Prime cus-
tomer spends 1.8 times more than a non-Prime customer.

Building Customer Equity
We can now see the importance of not only acquiring customers but also keeping and 
growing them. The value of a company comes from the value of its current and future 
customers. Customer relationship management takes a long-term view. Companies want 
to not only create profitable customers but also “own” them for life, earn a greater share of 
their purchases, and capture their customer lifetime value.

What Is Customer Equity? The ultimate aim of customer relationship management 
is to produce high customer equity.25 Customer equity is the total combined customer 
lifetime values of all of the company’s current and potential customers. As such, it’s a 
measure of the future value of the company’s customer base. Clearly, the more loyal 
the firm’s profitable customers, the higher its customer equity. Customer equity may be 
a better measure of a firm’s performance than current sales or market share. Whereas 
sales and market share reflect the past, customer equity suggests the future. Consider 
Cadillac:26

In the 1970s and 1980s, Cadillac had some of the most loyal customers in the industry. To an entire 
generation of car buyers, the name Cadillac defined “The Standard of the World.” Cadillac’s share 

Customer equity
The total combined customer lifetime 
values of all of the company’s customers.

 Managing customer equity: To increase customer equity, Cadillac is 
making the classic car cool again among younger buyers, encouraging 
consumers to “Dare Greatly.”
General Motors

of the luxury car market reached a whopping 51 percent 
in 1976, and based on market share and sales, the brand’s 
future looked rosy. However, measures of customer equity 
would have painted a bleaker picture. Cadillac customers 
were getting older (average age 60), and average customer 
lifetime value was falling. Many Cadillac buyers were on 
their last cars. Thus, although Cadillac’s market share was 
good, its customer equity was not.

Compare this with BMW. Its more youthful and vig-
orous image didn’t win BMW the early market share war. 
However, it did win BMW younger customers (average 
age about 40) with higher customer lifetime values. The 
result: In the years that followed, BMW’s market share 
and profits soared while Cadillac’s fortunes eroded badly. 
BMW overtook Cadillac in the 1980s. In recent years, 
Cadillac has struggled to make the Caddy cool again with 
edgier, high-performance designs that target a younger 
generation of consumers. More recently, the brand has 
billed itself as “The New Standard of the World” with 
marketing pitches based on “power, performance, and 
design,” attributes that position it more effectively against 
the likes of BMW and Audi. Recent ads feature young 
achievers and invite consumers to “Dare Greatly” and 
“Drive the world forward.” However, for the past decade, 
Cadillac’s share of the luxury car market has stagnated. 
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The moral: Marketers should care not just about current sales and market share. Customer life-
time value and customer equity are the name of the game.

Building the Right Relationships with the Right Customers. Companies should 
manage customer equity carefully. They should view customers as assets that need to be 
managed and maximized. But not all customers, not even all loyal customers, are good 
investments. Surprisingly, some loyal customers can be unprofitable, and some disloyal cus-
tomers can be profitable. Which customers should the company acquire and retain?

The company can classify customers according to their poten-
tial profitability and manage its relationships with them accordingly.  

Figure 1.5 classifies customers into one of four relationship groups, 
according to their profitability and projected loyalty.27 Each group 
requires a different relationship management strategy. Strangers show 
low potential profitability and little projected loyalty. There is little fit 
between the company’s offerings and their needs. The relationship man-
agement strategy for these customers is simple: Don’t invest anything in 
them; make money on every transaction.

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

which they buy from the company. Then it should move on and cease investing in them 
until the next time around.

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

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

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

The Changing Marketing Landscape
Every day, dramatic changes are occurring in the marketplace. Richard Love of HP ob-
served, “The pace of change is so rapid that the ability to change has now become a com-
petitive advantage.” Yogi Berra, the legendary New York Yankees catcher and manager, 
summed it up more simply when he said, “The future ain’t what it used to be.” As the 
marketplace changes, so must those who serve it.

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

The Digital Age: Online, Mobile, and Social Media Marketing
The explosive growth in digital technology has fundamentally changed the way we live—
how we communicate, share information, access entertainment, and shop. Welcome to the 

Marketing doesn’t take 
place in a vacuum. Now 

that we’ve discussed the five steps in 
the marketing process, let’s look at how 
the ever-changing marketplace affects 
both consumers and the marketers 
who serve them. We’ll look more 
deeply into these and other marketing 
environment factors in Chapter 3.
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age of the Internet of Things (IoT), a global environment where everything and everyone 
is digitally connected to everything and everyone else. More than 3.3 billion people—46 
percent of the world’s population—are now online; 64 percent of all American adults own 
smartphones. These numbers will only grow as digital technology rockets into the future.28

Most consumers are totally smitten with all things digital. For example, according to one 
study, 71 percent of Americans keep their mobile phone next to them when they sleep; 3 per-
cent sleep with phone in hand. In just the past few years, people in the United States averaged 
more time per day with digital media (5.25 hours) than viewing traditional TV (4.5 hours).29

The consumer love affair with digital and mobile technology makes it fertile ground 
for marketers trying to engage customers. So it’s no surprise that the internet and rapid 
advances in digital and social media have taken the marketing world by storm. Digital 
and social media marketing involves using digital marketing tools such as websites, 
social media, mobile ads and apps, online video, email, blogs, and other digital platforms to 
engage consumers anywhere, anytime via their computers, smartphones, tablets, internet-
ready TVs, and other digital devices. These days, it seems that every company is reaching 

out to customers with multiple websites, newsy 
tweets and Facebook pages, viral ads and videos 
posted on YouTube, rich-media emails, and mobile 
apps that solve consumer problems and help them 
shop.

At the most basic level, marketers set up 
company and brand websites that provide informa-
tion and promote the company’s products. Many 
companies also set up branded community sites, 
where customers can congregate and exchange 
brand-related interests and information. For ex-
ample, Petco’s Community site is a place “where 
pet lovers can connect, share, and learn” via a 
blog and discussion boards dedicated to dogs (“the 
bark”), cats (“the purr”), fish (“the splash”), birds 
(“the chirp”), reptiles (“the hiss”), and other types 
of pets. And Sony’s PlayStation Forums site serves 
as a social hub for PlayStation PS4 game enthusi-
asts. It’s a place where fans can follow social me-
dia posts about PS4, watch the latest PS4 videos, 
discover which PS4 games are trending on social 
networks, share content, and interact with other 
fans—all in real time.30

Beyond brand websites, most companies are 
also integrating social and mobile media into their 
marketing mixes.

Social Media Marketing
It’s hard to find a brand website, or even a traditional media ad, that doesn’t feature 
links to the brand’s Facebook, Instagram, Twitter, Google+, YouTube, Snapchat, Pinterest, 
LinkedIn, or other social media sites. Social media provide exciting opportunities to extend 
customer engagement and get people talking about a brand.

Some social media are huge—Facebook has more than 1.59 billion active monthly mem-
bers. Instagram has more than 400 million active monthly users, Twitter has more than 315 
million monthly users, Google+ racks up 300 million active monthly visitors, and Pinterest 
draws in more than 100 million users. Reddit, the online social news community, has 234 
million unique visitors each month from 185 countries. But smaller, more focused social me-
dia sites are also thriving, such as CafeMom, an online community of 20 million moms who 
exchange advice, entertainment, and commiseration at the community’s online, Facebook, 
Twitter, Pinterest, YouTube, Google+, and mobile sites. Even tiny sites can attract active audi-
ences, such as Birdpost.com for avid birdwatchers or Ravelry.com for knitters and crocheters.

Online social media provide a digital home where people can connect and share im-
portant information and moments in their lives. As a result, they offer an ideal platform for 
real-time marketing, by which marketers can engage consumers in the moment by linking 
brands to important trending topics, real-world events, causes, personal occasions, or other 
important happenings in consumers’ lives (see Real Marketing 1.2).

Digital and social media marketing
Using digital marketing tools such as 
websites, social media, mobile apps 
and ads, online video, email, and blogs 
to engage consumers anywhere, at any 
time, via their digital devices.

 Branded online communities: Petco’s Community site is a place where 
pet lovers can connect, share, and learn via a blog and discussion boards 
dedicated to pets of all types, from dogs and cats to birds, fish, and reptiles.
Petco
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Real-time marketing: Oreo’s spectacularly successful 
“You can still dunk in the dark” tweet triggered a surge 
in real-time marketing, as brands of all kinds are now 
trying to create their own “Oreo moments” by aligning 
marketing content with real-world events and trending 
topics.
© Isabella Cassini/Alamy
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the #Oscars!” With pictures of stars such as 
Meryl Streep, Clint Eastwood, Oprah Winfrey, 
and Bradley Cooper posing with their LEGO 
Oscars, #LegoOscar became the number-one 
trending topic on Twitter.

Other companies use real-time efforts to 
connect their brands to current events impor-
tant to customers. Starbucks has long used 
real-time marketing in this way. For example, 
after Winter Storm Nemo hit the northeastern 
United States with heavy snowfall and hur-
ricane-force winds in early 2013, Starbucks 
Twitter and Facebook promotions offered 
free “Snow Day” coffee to customers in af-
fected areas. “We wanted to make a grand 
[and timely] gesture,” said a Starbucks digi-
tal marketer. As another example, Red Roof 
Inn regularly links airline flight 
data from flight tracking service 
FlightAware with Google’s on-
line search-ad system to beam 
real-time ads to stranded trav-
elers facing flight cancellations. 
For example, when Chicago’s 
O’Hare Airport recently expe-
rienced a major bout of flight 
cancellations, Red Roof man-
aged to secure the top ad spot 
in three-quarters of the Google 
search results for “hotels near 
O’Hare,” resulting in a 60 per-
cent jump in bookings from 
those searches.

Companies sometimes set 
up temporary real-time com-
mand centers, or “war rooms,” 
to created rapid responses 
during major events or even to 
counter competitor’s moves. 
For example, with each new 
Apple iPhone model, at the 
very same time that Apple ex-
ecutives are on stage unveiling 
the features of the new phone, 
Samsung marketers are flood-
ing social media with clever 
real-time “The next best thing 
is already here” responses. The 
strategy lets Samsung capital-
ize on the buzz surrounding 
the Apple introductions to pro-
mote its own wares.

Done right, real-time mar-
keting can engage consumers 

in the moment and make a brand more rel-
evant. Done poorly, however, real-time en-
gagements can come off as little more than 
awkward or inappropriate intrusions. Too 
often, brands simply toss standalone, last-
minute ads or messages into social chan-
nels, hoping to “catch lightning in a bottle.” 
But hastily prepared real-time content can 
fall flat or miss the mark. Worse, self-serv-
ing real-time messages can easily backfire, 
painting the brand as opportunistic or out 
of touch.

Minute-by-minute marketing strikes rarely 
succeed. Instead, to be consistently successful, 
real-time marketing must be part of a broader, 
carefully conceived strategy that makes the 
brand itself an engaging and relevant part of 

A funny thing happened during 
Super Bowl XLVII in New Orleans. 
Early in the third quarter, the lights 
in the Mercedes-Benz Superdome 
suddenly went out. As 71,000 at-
tendees and 106 million viewers rest-
lessly bided their time and scratched 

their heads, engineers worked feverishly for 
a full 34 minutes to repair the power outage 
and bring the lights back on. But whereas the 
blackout was a disaster for Superdome man-
agement and CBS Sports and an annoyance 
for players and fans, at least one marketer saw 
it as an opportunity. Shortly after the blackout 
began, Nabisco’s Oreo brand tweeted out a 
simple message: “Power out? No problem. 
You can still dunk in the dark.”

That now-famous single tweet, conceived 
and approved within just minutes, grabbed 
more attention for Oreo than the brand’s ex-
travagant first-quarter advertisement. Within 
an hour, the “dunk in the dark” message was 
retweeted nearly 16,000 times and racked up 
more than 20,000 Facebook likes, resulting in 
tens of millions of favorable exposures. In the 
following days, Oreo received tons of media 
coverage and was hailed as “The Brand That 
Won the Blackout Bowl.” Those were pretty 
impressive results for a one-off joke by a 
cookie maker.

Oreo’s successful Super Bowl one-liner 
triggered a surge in real-time marketing. 
Brands of all kinds have since tried to cre-
ate their own “Oreo moments” by aligning 
marketing content with real-world events and 
trending topics through timely tweets, videos, 
blog entries, and social media posts.

Today, many real-time marketing efforts 
center on major media events, such as the 
Super Bowl, the Grammys, and the Academy 
Awards. These events let marketers engage 
huge, ready-made audiences. For example, 
when its blockbuster feature The LEGO Movie 
failed to win a nomination in the Best Animated 
Movie category at a recent Oscars, LEGO 
turned the snub into an opportunity to en-
gage viewers in real time during the Academy 
Awards TV spectacular. During a performance 
of the movie’s Oscar-nominated song—
“Everything Is Awesome”—performers handed 
out Oscars made of golden LEGO bricks to 
celebrities in the audience. Simultaneously, the 
brand tweeted coordinated real-time images 
and the message “#EverythingIsAwesome at 
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Daily Twist campaign gave Oreo a fourfold 
increase in Facebook shares and boosted 
its Instagram following from 2,200 to more 
than 85,000.

Oreo wages an ongoing social media and 
mobile campaign to engage consumers in 
the moment, skillfully injecting the brand into 
consumers’ lives and conversations. For ex-
ample, there was the wildly popular “Twist, 
Lick, Dunk” mobile game app that had 4 mil-
lion users dunking 4 billion virtual Oreo cook-
ies. Then there was the catchy 90-second 
“Oreo Cookie Balls” rap video, tweeted and 
posted on YouTube and other social media, 
showing clever ideas for eating and serving 
cookie balls during the end-of-year holiday 
season—it quickly went viral with more than 
1.6 million views on YouTube alone. And 
leading up to a one Halloween season, Oreo 
Laboratorium, a series of brief stop-motion 

videos, showed different Oreo creatures and 
asked fans to “Name the Nomster.” Such 
gems illustrate how Oreo keeps itself smack 
dab in the middle of the consumer con-
sciousness by making real-time marketing an 
everyday event.

Whether connected to a social cause, a 
trending topic or event, a consumer’s per-
sonal situation, or something else, the es-
sential concept behind successful real-time 
marketing is pretty simple: Find or create 
ongoing connections between the brand and 
what’s happening and important in consum-
ers’ lives, then engage consumers genuinely 
in the moment. One marketing executive 
suggests that real-time marketers should 
equate the practice to “meeting somebody in 
a social gathering—you don’t accost them, 
instead you try to find a commonality of 
interest.”

consumers’ lives. More than just trying to catch 
lightning in a bottle with one-off “Oreo mo-
ments” during showcase events, says one 
strategist, “keeping pace with the speed of 
digital culture actually requires marketers to plan 
ahead.” Says another, “The war room has given 
way to a campsite—real-time marketing needs 
to be a built-in strategy all year round.” Smart 
brands build agile, ongoing real-time marketing 
programs that listen in on the social space and 
respond with relevant marketing content that 
blends smoothly with the dynamics of custom-
ers’ real-time social sharing.

For example, although the Oreo “dunk in 
the dark” tweet might have seemed off the 
cuff, it was only the latest in a long series of 
real-time marketing efforts designed to make 
Oreo a part of consumers’ daily discourse. 
In the months preceding the Super Bowl, 
Oreo had successfully carried out its “Daily 
Twist” campaign. Each day for 100 days, 
the brand posted consumer-inspired Oreo 
cookie art tied to a relevant event. There was 
a Mars Rover Landing Oreo (an open-face 
cookie with tire tracks through its red crème 
filling), an Elvis Week Oreo (with an Oreo 
profile of the King of Rock ’n’ Roll), and a 
Shark Week Oreo (with a jagged bite taken 
out of it, of course). The groundbreaking 

Sources: “Marketing in the Moments, to Reach Customers Online,” New York Times, January 18, 2016, p. B5; 
Danielle Sacks, “The Story of Oreo: How an Old Cookie Became a Modern Marketing Personality,” Fast Company, 
October 23, 2014, www.fastcocreate.com/3037068; Christopher Heine, “Ads in Real Time, All the Time,” Adweek, 
February 18, 2013, p. 9; Christopher Palmeri, “‘Lego Movie’ Picks Up Tweets Not Trophies at Academy Awards,” 
Businessweek, February 23, 2015, www.bloomberg.com/news/articles/2015-02-23/lego-movie-picks-up-tweets-
not-trophies-at-academy-awards-show; Tanya Dua, “You Can Still Dunk in the Dark, but You Don’t Need a War 
Room,” Digiday, February 4, 2016, http://digiday.com/agencies/super-bowl-war-room-rip/; and www.360i.com/
work/oreo-daily-twist/ and https://twitter.com/oreo/status/298246571718483968, accessed September 2016.

Using social media might involve something 
as simple as a contest or promotion to garner 
Facebook Likes, tweets, or YouTube postings. But 
more often these days, large organizations of all 
kinds use a wide range of carefully integrated 
social media. For example, space agency NASA 
uses a broad mix of social media to educate the 
next generation of space explorers on its mission 
to “boldly go where no man has gone before.” 

In all, NASA has more than 480 social me-
dia accounts spanning various topics and digital 
platforms. The agency has more than 14 million 
Facebook fans, 14.5 million Twitter followers, 8.8 
million Instagram followers, and 76,000 YouTube 
subscribers. One of NASA’s largest-ever social me-
dia campaigns supported the recent test launch of 
the Orion spacecraft, which will eventually carry 
humans to deep space destinations, such as Mars 
or an asteroid:31

The extensive campaign included a dozen or more 
YouTube “I’m On Board” videos starring actors 
from classic science-fiction TV shows, such as Star 

 NASA uses an extensive array of social media to engage and educate the next 
generation of space explorers. The agency invites you to “follow, share, and be a 
part of the conversation on popular social media sites with NASA.”
NASA

Trek and The Incredible Hulk. Even Sesame Street’s Elmo added his support, proudly displaying 
his “I’m On Board” boarding pass, chatting up astronauts, and relaying facts and launch in-
formation on the Sesame Street Twitter feed and other digital platforms. The campaign offered 
social media users a chance to put their names on a microchip aboard the space vehicle—
more than a million people signed on. During the flight, NASA’s social media team briefed 
the public through Twitter, Facebook, and Instagram posts. In all, it’s a new NASA. People 
once followed NASA events from afar by gathering around their TV sets. Not anymore. Now, 



50   PART 1 | Defining Marketing and the Marketing Process

the space agency engages fans directly through interactive social media. “You can ask an 
astronaut a question,” says NASA’s social media manager. “You can . . . really be part of the 
experience in a much different way than ever before. It’s not your father and grandfather’s 
space agency anymore.”

Mobile Marketing
Mobile marketing is perhaps the fastest-growing digital marketing platform. 
Smartphones are ever present, always on, finely targeted, and highly personal. This 
makes them ideal for engaging customers anytime, anywhere as they move through the 
buying process. For example, Starbucks customers can use their mobile devices for ev-
erything from finding the nearest Starbucks and learning about new products to placing 
and paying for orders.

Four out of five smartphone users use their phones to shop—browsing product infor-
mation through apps or the mobile web, making in-store price comparisons, reading on-
line product reviews, finding and redeeming coupons, and more. Almost 30 percent of all 
online purchases are now made from mobile devices, and mobile online sales are growing 
2.6 times faster than total online sales. During this past holiday season, mobile shoppers 
made up more than 70 percent of traffic to Walmart.com, accounting for almost half the 
site’s orders over the Black Friday weekend.32

Marketers use mobile channels to stimulate immediate buying, make shopping easier, 
enrich the brand experience, or all of these. Consider Redbox:33

Redbox DVD rental kiosks are unmanned, so the company has to find innovative ways to 
engage customers and personalize its service—most of which it does through its website and 

mobile app, text messaging, and email. Customers can use the Redbox mo-
bile app to locate Redbox kiosks, check availability of movies and games, 
and reserve rentals for quick pickup. Mobile customers can also join the 
Redbox Text Club to receive texts about the latest Redbox news, releases, 
and members-only deals.

Text Club members are Redbox’s most valuable customers, so the 
company launched a 10-day-long mobile marketing campaign to increase 
membership. Using large call-to-action stickers on kiosks, a blast of email, 
and posts on its Facebook and other social media pages, Redbox offered 
discounts of between 10 cents and $1.50 on the next DVD rental to custom-
ers who texted the word “DEALS” to 727272. The campaign—called “The 
10 Days of Deals”—generated nearly 1.5 million text messages from some 
400,000 customers, resulting in more than 200,000 new Text Club mem-
bers. “Mobile is like having a kiosk in your hand,” explains Redbox’s chief 
marketer. “It’s an incredibly important part of our [marketing] strategy.”

Although online, social media, and mobile marketing offer huge 
potential, most marketers are still learning how to use them effectively. 
The key is to blend the new digital approaches with traditional market-
ing to create a smoothly integrated marketing strategy and mix. We will 
examine digital, mobile, and social media marketing throughout the 
text—they touch almost every area of marketing strategy and tactics. 
Then, after we’ve covered the marketing basics, we’ll look more deeply 
into digital and direct marketing in Chapter 17.

The Changing Economic Environment
The Great Recession of 2008 to 2009 and its aftermath hit American con-
sumers hard. After two decades of overspending, new economic reali-
ties forced consumers to bring their consumption back in line with their 
incomes and rethink their buying priorities.

In today’s post-recession era, consumer incomes and spending 
are again on the rise. However, even as the economy has strengthened, 
rather than reverting to their old free-spending ways, Americans are 
now showing a new enthusiasm for frugality. Sensible consumption has 
made a comeback, and it appears to be here to stay. The new consumer 
spending values emphasize simpler living and more value for the 

 Mobile marketing: Redbox uses mobile marketing 
to engage its customers, personalize its service, and 
promote DVD rentals. Its “The 10 Days of Deals” mobile 
campaign generated nearly 1.5 million text messages, 
resulting in more than 200,000 new Redbox Text Club 
members.
AP Images for Redbox
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dollar. Despite their rebounding means, consumers continue to buy less, clip more cou-
pons, swipe their credit cards less, and put more in the bank.

Many consumers are reconsidering their very definition of the good life. “People are 
finding happiness in old-fashioned virtues—thrift, savings, do-it-yourself projects, self-im-
provement, hard work, faith, and community,” says one consumer behavior expert. “We are 
moving from mindless to mindful consumption.”34 The new, more frugal spending values 
don’t mean that people have resigned themselves to lives of deprivation. As the economy 
has improved, consumers are again indulging in luxuries and bigger-ticket purchases, just 
more sensibly.

In response, companies in all industries—from discounters such as Target to luxury 
brands such as Lexus—have realigned their marketing strategies with the new economic 
realities. More than ever, marketers are emphasizing the value in their value propositions. 
They are focusing on value for the money, practicality, and durability in their product offer-
ings and marketing pitches.

For example, for years discount retailer Target focused increasingly on the “Expect 
More” side of its “Expect More. Pay Less.” value proposition. Its carefully cultivated 
“upscale-discounter” image successfully differentiated it from Walmart’s more hard-nosed 
“lowest-price” position. But when the economy soured, many consumers worried that 
Target’s trendier assortments and hip marketing also meant higher prices. So Target has 
shifted its balance more toward the “Pay Less” half of the slogan, making certain that its 
prices are in line with Walmart’s and that customers know it. Although still trendy, Target’s 
marketing now emphasizes more practical price and savings appeals. Offering “more 
for your money” holds a prominent place in the Target mission. “We think a lot about 
your budget and how to give you the best value every time you shop with us,” says the 
company.35

In adjusting to the new economy, companies may be tempted to cut their market-
ing budgets and slash prices in an effort to coax customers into opening their wallets. 
However, although cutting costs and offering selected discounts can be important market-
ing tactics, smart marketers understand that making cuts in the wrong places can dam-
age long-term brand images and customer relationships. The challenge is to balance the 
brand’s value proposition with the current times while also enhancing its long-term equity. 
Thus, rather than slashing prices in uncertain economic times, many marketers hold the 
line on prices and instead explain why their brands are worth it.

The Growth of Not-for-Profit Marketing
In recent years, marketing has also become a major part of the strategies of many not-for-
profit organizations, such as colleges, hospitals, museums, zoos, symphony orchestras, 
foundations, and even churches. The nation’s not-for-profits face stiff competition for 
support and membership. Sound marketing can help them attract membership, funds, 
and support.

For example, not-for-profit St. Jude Children’s Research Hospital has a special 
mission: “Finding cures. Saving children.” It directly serves some 7,800 patients each year 

plus countless thousands more through 
its affiliations and clinical trials in places 
across the country and around the world. 
Families never receive a bill from St. Jude, 
for treatment, travel, housing, or food. To 
accomplish this mission, St. Jude raises the 
funds for its $2.4 million daily operating 
budget through powerhouse marketing.36 
Fundraising efforts include everything from 
public service announcements, celebrity en-
dorsements, corporate partnerships, and an 
extensive online presence to events such 
as Trike-a-thons,  Math-a-thons, an Up ’Til 
Dawn student challenge, and the St. Jude 
Dream Home Giveaway. St. Jude’s works 
with more than 70  corporate partners such 
as Target, Domino’s, Williams-Sonoma, 

 Not-for-profit marketing: St. Jude Children’s Research Hospital aggressively markets 
its powerful mission: “Finding cures. Saving children.”
ALSAC | St. Jude
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Regal Cinemas, and Expedia that participate in its annual Thanks and Giving campaign, 
which asks consumers to “give thanks for the healthy kids in your life, and give to those 
who are not.” The result is a pervasive brand that brings in more than $1 billion each 
year from private donors—from preschoolers and professionals to eighth-graders and 
80-year-olds.

Another example is the World Wildlife Fund (WWF), a global not-for-profit conserva-
tion organization whose mission is to conserve nature and protect the world’s wildlife. 
WWF operates in 100 countries under funding from government grants, foundations, 
corporations, and individuals—1.2 million members in the United States and nearly 5 mil-
lion members worldwide. WWF uses sophisticated marketing to raise the considerable re-
sources it needs to accomplish its sweeping mission. Just one example is the WWF’s recent 
cost-efficient but effective #LastSelfie Snapchat campaign:

The idea behind the WWF #Last Selfie campaign is that the world’s endangered wildlife 
species are disappearing from the earth as quickly as a Snapchat. To make the point, WWF 
sent nine-second Snapchat pictures of endangered animals to WWF followers worldwide 
with the message “Don’t let this be my #LastSelfie,” urging recipients to take a screenshot. 
Within only eight hours, the campaign generated 5,000 tweets viewed on 6 million time-
lines. Within only a week, there were 40,000 tweets reaching 120 million users. In all, the 
#LastSelfie campaign reached more than half of all Twitter users. It also helped WWF to 
meet its monthly donation target in just three days and led to a record number of animal 
adoptions through WWF’s website. More broadly, thanks to such marketing efforts and de-
spite its limited marketing budget, WWF raised nearly $290 million in funds last year, more 
than a third of it from individual donors.

Government agencies have also shown an increased interest in marketing. For exam-
ple, the U.S. military has a marketing plan to attract recruits to its different services, and 
various government agencies are now designing social marketing campaigns to encour-
age energy conservation and concern for the environment or discourage smoking, illegal 
drug use, and obesity. Even the once-stodgy U.S. Postal Service has developed innovative 
marketing to sell commemorative stamps, promote its Priority Mail services, and lift its 
image as a contemporary and competitive organization. In all, the U.S. government is 
the nation’s 39th largest advertiser, with an annual advertising budget of more than $980 
million.37

Rapid Globalization
As they are redefining their customer relationships, marketers are also taking a fresh 
look at the ways in which they relate with the broader world around them. Today, al-
most every company, large or small, is touched in some way by global competition. A 
neighborhood florist buys its flowers from Mexican nurseries, and a large U.S. electron-
ics manufacturer competes in its home markets with giant Korean rivals. A fledgling 
internet retailer finds itself receiving orders from all over the world at the same time 
that an American consumer goods producer introduces new products into emerging 
markets abroad.

American firms have been challenged at home by the skillful marketing of European 
and Asian multinationals. Companies such as Toyota, Nestlé, and Samsung have often out-
performed their U.S. competitors in American markets. Similarly, U.S. companies in a wide 
range of industries have developed truly global operations, making and selling their prod-
ucts worldwide. Quintessentially American McDonald’s now serves 70 million customers 
daily in more than 36,000 local restaurants in more than 100 countries worldwide—68 per-
cent of its corporate revenues come from outside the United States. Similarly, Nike markets 
in 190 countries, with non-U.S. sales accounting for 52 percent of its worldwide sales.38 
Today, companies are not just selling more of their locally produced goods in international 
markets; they are also sourcing more supplies and components abroad and developing 
new products for specific markets around the world.

Thus, managers in countries around the world are increasingly taking a global, not 
just local, view of the company’s industry, competitors, and opportunities. They are asking: 
What is global marketing? How does it differ from domestic marketing? How do global 
competitors and forces affect our business? To what extent should we “go global”? We will 
discuss the global marketplace in more detail in Chapter 19.
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Sustainable Marketing—The Call for More Environmental and Social 
Responsibility
Marketers are reexamining their relationships with social values and responsibilities and 
with the very earth that sustains us. As the worldwide consumerism and environmen-
talism movements mature, today’s marketers are being called on to develop sustainable 
marketing practices. Corporate ethics and social responsibility have become hot topics for 
almost every business. And few companies can ignore the renewed and very demand-
ing environmental movement. Every company action can affect customer relationships. 
Today’s customers expect companies to deliver value in a socially and environmentally 
responsible way.

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

Some companies, such as Patagonia, Timberland, 
Method, Ben & Jerry’s, and others, practice caring 
capitalism, setting themselves apart by being civic 
minded and responsible. They build social and 
 environmental responsibility into their company 
value and mission statements. For example, Ben 
& Jerry’s, a division of Unilever, has long prided itself 

 Sustainable marketing: Ben & Jerry’s three-part “linked prosperity” 
mission drives it to make fantastic ice cream (product mission), manage 
the company for sustainable financial growth (economic mission), and use 
the company “in innovative ways to make the world a better place” (social 
mission). Both Ben & Jerry’s and its products are “Made of Something 
Better.”
Clark Brennan / Alamy Stock Photo

on being a “values-led business,” one that creates 
“linked prosperity” for everyone connected to the 
brand—from suppliers to employees to customers 
and communities:39

Under its three-part mission, Ben & Jerry’s wants 
to make fantastic ice cream (product mission), man-
age the company for sustainable financial growth 
 (economic mission), and use the company “in in-
novative ways to make the world a better place” 
(social mission). Ben & Jerry’s backs its mission with 
actions. For example, the company is committed 
to using wholesome, natural, non-GMO, fair-trade-
certified ingredients and buys from local farms. It 
employs business practices “that respect the earth 
and the environment,” investing in wind energy, 
solar usage, travel offsets, and carbon neutrality. Its 
Caring Dairy program helps farmers develop more 
sustainable practices on the farm (“Caring Dairy 
means happy cows, happy farmers, and a happy 

Remember Figure 1.1 
outlining the marketing 

process? Now, based on everything 
we’ve discussed in this chapter, we’ll 
expand that figure to provide a road 
map for learning marketing throughout 
the remainder of the text.

Author
Comment

planet”). The Ben & Jerry’s Foundation awards nearly $2 million annually in grassroots 
grants to community service organizations and projects in communities across the nation. 
Ben & Jerry’s also operates 14 PartnerShops, scoop shops that are independently owned and 
operated by community-based not-for-profit organizations. The company waives standard 
franchise fees for these shops.

Sustainable marketing presents both opportunities and challenges for marketers. We 
will revisit the topic of sustainable marketing in greater detail in Chapter 20.

So, What Is Marketing? Pulling It All Together
At the start of this chapter, Figure 1.1 presented a simple model of the marketing process. 
Now that we’ve discussed all the steps in the process, Figure 1.6 presents an expanded 
model that will help you pull it all together. What is marketing? Simply put, marketing is 
the process of engaging customers and building profitable customer relationships by creat-
ing value for customers and capturing value in return.
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The first four steps of the marketing process focus on creating value for customers. 
The company first gains a full understanding of the marketplace by researching customer 
needs and managing marketing information. It then designs a customer-driven marketing 
strategy based on the answers to two simple questions. The first question is “What con-
sumers will we serve?” (market segmentation and targeting). Good marketing companies 
know that they cannot serve all customers in every way. Instead, they need to focus their 
resources on the customers they can serve best and most profitably. The second marketing 
strategy question is “How can we best serve targeted customers?” (differentiation and po-
sitioning). Here, the marketer outlines a value proposition that spells out what values the 
company will deliver to win target customers.

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

Perhaps the most important step in the marketing process involves building value-
laden, profitable relationships with target customers. Throughout the process, marketers 
practice customer relationship management to create customer satisfaction and delight. 
They engage customers in the process of creating brand conversations, experiences, and 
community. In creating customer value and relationships, however, the company cannot 
go it alone. It must work closely with marketing partners both inside the company and 
throughout its marketing system. Thus, beyond practicing good customer relationship 
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This expanded version of Figure 1.1 at the beginning 
of the chapter provides a good road map for the rest
of the text. The underlying concept of the entire text
is that marketing creates value for customers in
order to capture value from customers in return.

FIGURE | 1.6
An Expanded Model of the Marketing Process
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1 Reviewing and Extending the Concepts

OBJECTIVES REVIEW AND KEY TERMS

Objectives Review
Today’s successful companies—whether large or small, for-profit or 
not-for-profit, domestic or global—share a strong customer focus 
and a heavy commitment to marketing. The goal of marketing is to 
engage customers and manage profitable customer relationships.

OBJECTIVE 1-1 Define marketing and outline the steps 
in the marketing process. (pp 28–30)

Marketing is the process by which companies create value for 
customers and build strong customer relationships in order to 
capture value from customers in return. The marketing process 
involves five steps. The first four steps create value for custom-
ers. First, marketers need to understand the marketplace and 
customer needs and wants. Next, marketers design a customer-
driven marketing strategy with the goal of getting, engaging, and 
growing target customers. In the third step, marketers construct 
a marketing program that actually delivers superior value. All of 
these steps form the basis for the fourth step: engaging custom-
ers, building profitable customer relationships, and creating cus-
tomer delight. In the final step, the company reaps the rewards of 
strong customer relationships by capturing value from customers.

OBJECTIVE 1-2 Explain the importance of 
understanding the marketplace and customers and 
identify the five core marketplace concepts. (pp 30–34)

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

The core marketplace concepts are needs, wants, and de-
mands; market offerings (products, services, and experiences); 
value and satisfaction; exchange and relationships; and markets. 
Companies address needs, wants, and demands by putting 
forth a value proposition, a set of benefits that they promise to 
consumers to satisfy their needs. The value proposition is fulfilled 
through a market offering, which delivers customer value and 
satisfaction, resulting in long-term exchange relationships with 
customers.

OBJECTIVE 1-3 Identify the key elements of a 
customer value–driven marketing strategy and 
discuss the marketing management orientations that 
guide marketing strategy. (pp 34–38)

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

management and customer-engagement marketing, firms must also practice good partner 
relationship management.

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

Finally, in the face of today’s changing marketing landscape, companies must take into 
account three additional factors. In building customer and partner relationships, they must 
harness marketing technologies in the new digital age, take advantage of global opportuni-
ties, and ensure that they act sustainably in an environmentally and socially responsible way.

Figure 1.6 provides a good road map to future chapters of this text. Chapters 1 and 2 
introduce the marketing process, with a focus on building customer relationships and cap-
turing value from customers. Chapters 3 through 6 address the first step of the marketing 
process—understanding the marketing environment, managing marketing information, 
and understanding consumer and business buyer behavior. In Chapter 7, we look more 
deeply into the two major marketing strategy decisions: selecting which customers to serve 
(segmentation and targeting) and determining a value proposition (differentiation and po-
sitioning). Chapters 8 through 17 discuss the marketing mix variables one by one. Chapter 
18 sums up customer-driven marketing strategy and creating competitive advantage in 
the marketplace. The final two chapters examine special marketing considerations: global 
marketing and sustainable marketing.
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customers (how it will differentiate and position itself in the 
marketplace).

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

OBJECTIVE 1-4 Discuss customer relationship 
management and identify strategies for creating value 
for customers and capturing value from customers in 
return. (pp 38–46)

Broadly defined, customer relationship management is the 
process of engaging customers and building and maintain-
ing profitable customer relationships by delivering superior 
customer value and satisfaction. Customer-engagement mar-
keting aims to make a brand a meaningful part of consum-
ers’ conversations and lives through direct and continuous 
customer involvement in shaping brand conversations, ex-
periences, and community. The aim of customer relationship 
management and customer engagement is to produce high 
customer equity, the total combined customer lifetime values 
of all of the company’s customers. The key to building lasting 
relationships is the creation of superior customer value and 
satisfaction. In return for creating value for targeted custom-
ers, the company captures value from customers in the form of 
profits and customer equity.

OBJECTIVE 1-5 Describe the major trends and forces 
that are changing the marketing landscape in this age 
of relationships. (pp 46–55)

Dramatic changes are occurring in the marketing arena. The 
digital age has created exciting new ways to learn about and 
relate to individual customers. As a result, advances in digital and 
social media have taken the marketing world by storm. Online, 
mobile, and social media marketing offer exciting new oppor-
tunities to target customers more selectively and engage them 
more deeply. The key is to blend the new digital approaches with 
traditional marketing to create a smoothly integrated marketing 
strategy and mix.

The Great Recession caused consumers to rethink their buy-
ing priorities and bring their consumption back in line with their 
incomes. Even as the post-recession economy has strength-
ened, Americans are now showing an enthusiasm for frugality 
not seen in decades. The challenge is to balance a brand’s 
value proposition with current times while also enhancing its 
long-term equity.

In recent years, marketing has become a major part of the 
strategies for many not-for-profit organizations, such as col-
leges, hospitals, museums, zoos, symphony orchestras, foun-
dations, and even churches. Also, in an increasingly smaller 
world, many marketers are now connected globally with their 
customers, marketing partners, and competitors. Finally, to-
day’s marketers are also reexamining their ethical and societal 
responsibilities. Marketers are being called on to take greater 
responsibility for the social and environmental impacts of their 
actions.

Pulling it all together, as discussed throughout the chapter, 
the major new developments in marketing can be summed up 
in a single concept: engaging customers and creating and cap-
turing customer value. Today, marketers of all kinds are taking 
advantage of new opportunities for building value-laden relation-
ships with their customers, their marketing partners, and the 
world around them.

Key Terms

OBJECTIVE 1-1
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OBJECTIVE 1-2
Needs (p 30)
Wants (p 30)
Demands (p 30)
Market offerings (p 31)
Marketing myopia (p 31)
Exchange (p 33)
Market (p 33)

OBJECTIVE 1-3
Marketing management (p 34)
Production concept (p 35)
Product concept (p 35)
Selling concept (p 36)
Marketing concept (p 36)
Societal marketing concept (p 37)

OBJECTIVE 1-4
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MyLab Marketing
Go to mymktlab.com to complete the problems marked with this icon .

1-1 Define marketing and outline the steps in the marketing 
process. (AACSB: Communication)

1-2 What is marketing myopia? What are the short- and long-
term implications for business in this situation? (AACSB: 
Communication; Reflective Thinking)

1-3 Describe the five different competing marketing orienta-
tions that a business organization can adopt to drive its 
marketing strategy. (AACSB: Communication; Reflective 
Thinking)

Discussion Questions
1-4 Discuss the concept of customer relationship manage-

ment. Why is it essential that a business incorporates this 
in its operations? (AACSB: Communication; Reflective 
Thinking)

1-5 Why is marketing as important for not-for-profit organiza-
tions as profit-driven ones? (AACSB: Communication; 
Reflective Thinking)

Critical Thinking Exercises
1-6 Select an FTSE 100 company. How much did the com-

pany spend on marketing activities in the most recent year 
for which data are available? What percentage of sales 
does marketing expenditure represent for the company? 
Have these expenditures increased or decreased over 
the past five years? Write a brief report of your findings. 
(AACSB: Communication; Analytic Reasoning)

1-7 Some believe that social marketing is primarily effective 
only for bigger companies with the time and capacity to 
manage and update their media content. Choose a lo-
cal business and evaluate its effectiveness in creating 
customer engagement. Is the content up-to-date and 

relevant? How does it manage its content? (AACSB: 
Communication; Use of IT; Reflective Thinking)

1-8 Use the internet to search for salary information regarding 
jobs in marketing in your region. What is the national aver-
age salary for five different jobs in marketing? How do the 
averages compare in different areas of the region? Write 
a brief report on your findings. (AACSB: Communication; 
Use of IT; Reflective Thinking)

In the summer of 2014, people with connections to ALS (Lou 
Gehrig’s disease) raised awareness of the condition by urging 
people to post videos of themselves dumping buckets of ice wa-
ter over their heads and challenge others to do the same. The 
efforts raised millions of dollars in online donations to the ALS As-
sociation for enhanced research and patient services. This real-
time marketing campaign generated 17 million videos uploaded 
to social media platforms from 159 countries. Celebrities posting 
videos included Will Smith, Bill Gates, Oprah Winfrey, and Mark 
Zuckerberg. The Ice Bucket Challenge generated 70 billion video 
views while raising $220 million. The best part? Zero dollars were 
spent to promote the Ice Bucket Challenge, yet 440 million peo-
ple saw it. The ALS Association has now turned the wildly suc-
cessful challenge into an annual social media campaign, bringing 
back the original Ice Bucket Challenge #EveryAugustUntilACure. 

For more information, visit www.alsa.org/fight-als/ice-bucket-
challenge.

1-9 Real-time marketing is a shift for traditional marketers 
who can now digitally link brands to important mo-
ments in customers’ lives. Explain how real-time mar-
keting was used in the Ice Bucket Challenge. Why was 
this campaign successful? (AACSB: Communication; 
Reflective Thinking)

1-10 Create a real-time marketing campaign for a product or 
service of your choice to create customer engagement 
using online, mobile, and social media. How would 
you measure the success of your campaign? (AACSB: 
Communication; Reflective Thinking)

APPLICATIONS AND CASES

Online, Mobile, and Social Media Marketing The ALS Ice Bucket Challenge

DISCUSSION AND CRITICAL THINKING



58   PART 1 | Defining Marketing and the Marketing Process

Marketing Ethics Exaggeration and High Pressure
It is a great temptation for manufacturers to exaggerate the ben-
efits of their products on the packaging. Sometimes, the claims 
are overstated. Businesses want to make bold claims to help 
them sell more products. Some of the claims are morally wrong, 
other times they are just “advertising puff.” A business might re-
sort to high-pressurized sales techniques. In other cases they 
might focus on vulnerable customer groups. Businesses need to 
make a profit, but is it wrong to try any means to achieve this? 
Legally, yes it is.

1-11 How would a business begin to frame an ethical mar-
keting process as a template for their activities now 
and in the future? (AACSB: Communication; Ethical 
Reasoning)

1-12 What is likely to motivate a business to adopt ethi-
cal marketing? (AACSB: Communication; Ethical 
Reasoning)

Video Case Eskimo Joe’s
Since 1975, Eskimo Joe’s has been a popular watering hole in 
Stillwater, Oklahoma. Through word of mouth and a popular logo 
spread via T-shirts, it rapidly became a favorite place to grab a 
beer for students at Oklahoma State. But what started as a basic 
beer joint has grown into something much more.

When the drinking age changed from 18 to 21 in the 1980s, 
Eskimo Joe’s had to decide how it would move forward. That 
challenge helped the company to recognize that its product 
is much more than just a cold mug of beer. Instead, people 
flocked to Eskimo Joe’s for the fun atmosphere and customer-
friendly service. This realization led to an expansion into different 

businesses that have now spread the Eskimo Joe’s logo all over 
the planet.

After viewing the video featuring Eskimo Joe’s, answer the 
following questions:

1-15 Describe Eskimo Joe’s market offering.

1-16 What is Eskimo Joe’s value proposition? How does its 
value proposition relate to its market offering?

1-17 How does Eskimo Joe’s build long-term customer 
relationships?

Marketing by the Numbers Be on the First Page
The internet has become a vital marketing medium, and pay-per-
click (PPC) is one of the many ways for a business to attract traf-
fic. It is risky, and a business can spend a lot of money, get a lot 
of visits, but end up with very few actual sales. Search engines al-
low businesses to buy listings in their search results; they  appear 
next to the non paid organic search results. These spots are sold 
by auction. If the business bids the most, they get a chance, but 
only the chance to be ranked first.

1-13 If you bid $1.25 on a key word related to your prod-
uct and 14,000 people click on your PPC, how 
much will the search engine charge you? (AACSB: 
Communication; Analytical Reasoning)

1-14 PPC can be expensive, so why is it popular as a mar-
keting method? (AACSB: Communication; Reflective 
Thinking)



CHAPTER 1 | Marketing: Creating Customer Value and Engagement   59

Company Case Argos: Creating Customer Value amid Change and Turbulence
One of the biggest news items in the UK retail sector recently was 
the £1.4 billion acquisition in September 2016, of Home Retail 
Group, the parent company of Argos, by Sainsbury’s, one of the 
leading British supermarkets. Unsurprisingly, the highlights of this 
business decision are the huge sum involved and the associated 
risk in the complex marketing environment. So why was this con-
sidered a good decision, especially after the British referendum 
in favor of leaving the European Union (EU) and the uncertainty in 
the business environment that follows?  

The key answers to these questions are not hard to find. The 
deal makers can see the gold in the track record of the orga-
nization. Argos, the leading UK digital retailer, was established 
in July 1973 as the United Kingdom’s first catalog retailer with 
only 17 stores; it now has over 750 stores throughout the United 
Kingdom and the Republic of Ireland, serving over 130 million 
customers annually. Approximately one-third of the UK population 
shops in an Argos store annually, buying one thing or  another. 
Even before the agreement on the takeover deal, 10 Argos 
outlets that opened in Sainsbury’s stores already had a record 
30 percent sales increase, and the takeover is expected to result 
in annual savings of £160 million. 

As part of its attempts to create value for its customers, Argos 
has undergone remarkable changes in the 21st century. The 
design makeover has turned the tatty faux-wooden floorboards 
and display cabinets into tiled floors and LED display boards for 
easy shopping. It is thus not surprising that Argos was valued 
so highly by Sainsbury’s. Ultimately, the plan is to have an Argos 
center at every Sainsbury’s branch to ensure convenience in 
shopping for customers. While the in-stores catalogs are still in 
use at Argos stores, the centers have been radically transformed 
into hi-tech outlets and “digital” stores. The idea behind all these 
changes is that the customers of today are more informed and 
deserve the best. Argos’s approach is to ensure that value cre-
ation for customers permeates every phase of the organization’s 
activities.

Catalog Retailing
Although Argos is noted for a number of things in the British retail 
sector, its core hallmark is its consistent focus on the satisfac-
tion of the needs and wants of its target customers. This is not 
only ensured through the thousands of products that it offers its 
customers both online and across its various stores in the coun-
try, but also in all the phases that encapsulate the customers’ 
experience in their transactions, from placing the order to receiv-
ing the items. Argos’s focus on catalog retailing is based on its 
quest to satisfy customers through convenience. The idea is to 
make it easier for customers to meet their needs, especially as 
the company deals in a variety of products. The shopper checks 
the catalog, places the order, and receives it shortly afterwards. 
So, its twice-yearly catalog and internet site aid the way the es-
tablishment creates value for its customers. 

Market Offerings
The assortment of products offered by Argos to its various cus-
tomers across the country illustrates the core value that it offers 
its target market. The organization is noted for offering a wide 
range of products that are categorized on its websites to make 
shopping easy for its online visitors. For example, customers who 
are interested in products such as TVs, telephones, or computers 
would simply need to click on the “Technology” link to be ushered 
into the world of these gadgets. Similarly, there are categories 

for “Home and Garden,” “Sports and Leisure,” “Clothing,” “Health 
and Beauty,” “Toys,” and many more. 

One critic noted that Argos’s focus is on being a “working 
class” brand, implying that their customers are mainly less well-off. 
However, former CEO John Walden disagrees with this customer 
stereotype and insists that while this may have been true five years 
earlier, things have now changed at Argos; the company now tar-
gets all demographics. Beyond the rhetoric of who their customers 
actually are is the issue of keeping those customers satisfied with 
seasoned products and excellent customer service. This has been 
strategically identified by John Rogers, the new CEO of Argos, as 
the cornerstone of his approach in marketing after taking over the 
job. The core objective is to ensure not only that the customers are 
encouraged to shop at Argos but that they are motivated to stay 
loyal even when the competition tries to entice them. For example, 
Tesco has a strong plan in place to price-match best-selling toys 
by the end of this year. This is clearly in direct competition with 
Argos. The retailer’s mainstay is the continuous effort to clearly 
outperform competitors like Tesco and Amazon in meeting cus-
tomers’ needs and addressing their concerns. 

Same-Day Delivery
As the retail environment in the United Kingdom becomes more 
competitive, Argos also continues to explore various means of 
maintaining and improving its market share. To this end, the 
management has set a long-term goal of having 250 Argos col-
lection points that will be located within Sainsbury’s to ensure 
that customers get their ordered items more quickly than before 
the acquisition of the firm—which, according to Mike Coupe, the 
CEO of Sainsbury’s, was meant to give customers more choice 
in their purchasing decisions and make life easier for them. 

In 2015, Argos introduced a striking and daring policy—its 
“Same-Day Delivery” service. As the name suggests, a customer 
could now order the desired products and get them immediately 
in the store or delivered at home on the same day through a “fast 
tracked” option. This quickly became a very popular strategy and 
was considered a good gesture among the customers. It not only 
reinforced loyalty among the organization’s current clientele but 
also wooed others keen on efficiency in the marketplace. As the 
company experienced increase in demand, it also realized that this 
would require a commensurate increase in resources, hence the 
recent increase in its delivery vans to about 800 and the 30,000 
people employed in different areas of the organization, including 
customer service, packaging, and order delivery, across its 845 
stores. In the run up to Christmas sales in 2016, Argos reportedly 
hired several additional seasonal staff, adding to the current number. 

Digital Retailing
Developments in the world of technology are transforming busi-
nesses in various sectors, and retailing is no exception. Based 
on data from the food and grocery research charity IGD, 5 per-
cent of grocery sales in the United Kingdom are done online. 
This small figure is due to a variety of challenges associated 
with this transaction mode, but this is very likely to improve over 
time. As a key organization in the retail sector in the digital age, 
Argos is also working toward transforming itself into a “click and 
collect” business. Toward the end of 2012, Argos announced 
its mission to rediscover itself as a digital retail leader. John 
Coombe, the chairman of Home Retail, Argos’s parent orga-
nization, remarked that Argos is not only an icon of the British 
high street but also a leading player in the digital transformation 
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of UK retailing business. In June 2016, a report indicated that 
Argos’s Internet sales had gone up by 16 percent, the strongest 
record in three years. Around the time Argos was being sold to 
Sainsbury’s, John Walden debunked the view that being digital 
would be like operating a traditional retailing outfit with just one 
store. According to him, it would still involve hiring people, bring-
ing stock in, expanding, and upgrading. Around 60 percent of 
Argos’s sales are now done as online transactions, which is also 
closely linked to the fact that the organization is the first retailer 
in the United Kingdom to make over £1 billion through mobile 
payments. Its hefty catalogs are being replaced by iPad-style ter-
minals to facilitate order processing. All of this has helped Argos 
make a seamless entry into the digital world in retail business.

Special Offers 
Argos’ commitment to delighting its customers is not only evident 
in the increasing range of products it offers its customers and the 
sleek distribution system, but also in the various promotional 
programs it offers. Some of these are offered to existing loyal 
customers through the Argos loyalty card scheme while others 
are to attract new customers. Periodically, it sends its custom-
ers various promotional offers, money-off vouchers, and other 
financing offers. When Black Friday hit the UK high street and its 
public awareness grew, Argos was quick to explore the opportu-
nity through various special price-cut offers that also attracted a 
response from many new and existing customers. About 12 mil-
lion customers reportedly visited the company’s website on the 
2015 Black Friday, resulting in 18 purchases in a second. The 
expectation for 2016 is that around 38 percent more sales than 
what was recorded for the previous year will have been made. 
John Rogers also estimates that at least 70 percent of its orders 
will be taken online on Black Friday while normal trading will ac-
count for 50 percent. The Argos gift voucher promotions, which 
are managed by the company’s affiliates, offer its customers 
something to fall back on during their various subsequent pur-
chases. The periodic product-specific special offers on certain 
products like furniture, computers, and TVs also constitute part 
of the package that keeps Argos’ stores busy over the years, 
and with this, it generates customer value profitably.

Argos and Society
It is tempting to conclude that Argos’s focus on maximizing cus-
tomer value is predominantly driven by profit. However, evidence 
suggests that the company does believe in taking responsibility 
for the environment, improving the local communities, and purs-
ing a number of initiatives that revolve around long-run benefits for 
customers and society. Argos is focused on reducing the amount 
of resources used in its operations and the CO2 (carbon dioxide) 
emissions it produces. It clearly communicates its green creden-
tials on its web pages. Apart from its catalog, which is 100 percent 
recyclable, it sources the paper it uses from sustainably managed 
forests and encourages customers to recycle old catalogs in their 
possession as these have proven useful to newspaper print manu-
facturers. According to the firm, it has already been able to recycle 
91 percent of waste from the business, had a 9 percent reduction 
in its carbon footprint, ensured a 35 percent reduction in the waste 
sent to landfill, and has established a goal to reduce its CO2 emis-
sion per square foot by 40 percent by the year 2020. Argos’s im-
pacts in the local community are also notable: it supports various 
charities and other related organizations, and it specifically chose 
Macmillan Cancer Support as its charity of the year from 2015 to 
2017. Argos has shown that it is quite possible to create value for 
customers and still build relationships with stakeholders.

Questions for Discussion
1-18 To what extent do you think the acquisition of Argos 

by Sainsbury’s resulted in delivering superior value to 
customers?

1-19 How is the concept of share of customer illustrated in 
the case study?

1-20 To what extent would you agree with the claim that 
Argos’s marketing management orientation is a mar-
keting concept? Justify your standpoint with relevant 
points from the case study.

1-21 What are the key actions taken by Argos that show that 
the organization is following the changing marketing 
landscape?

1-22 In view of the stiff competition in the UK retail sector, 
suggest various ways by which Argos could continue to 
provide better value to its customers.

Sources: Argos “About Argos,” Affiliate Program, http://www.argos-
affiliates.co.uk/blog/resources/about-argos; Argos, “Welcome to Argos, 
Part of Sainsbury’s”, http://www.argos.co.uk/static/StaticDisplay/
includeName/AboutArgos.htm; Argos, “Our History: A Major British 
Company”, https://argosforbusiness.co.uk/about-us/story; S. Farrell, 
“Argos Owner Home Retail Backs Sainsbury’s £1.4bn Takeover Bid,” 
The Guardian, April 1, 2016, https://www.theguardian.com/busi-
ness/2016/apr/01/home-retail-backs-sainsburys-argos-takeover-
bid; A. Armstrong, “Argos Exec John Walden: ‘When I First Joined, 
People Didn’t Think Argos Had a Future At All’,” The Telegraph, 
August 20, 2016, http://www.telegraph.co.uk/business/2016/08/20/
sunday-interview-john-walden---when-i-first-joined-people-didnt; M. 
Price, “Further Argos Integration Promised by Sainsbury,” ShopSafe, 
November 11, 2016, http://www.shopsafe.co.uk/news/further-argos-
integration-promised-by-sainsburys/11725; G. Bowden, “Sainsbury’s 
Execs Appointed Commercial Bosses Following Argos Acquisition,” 
RetailWeek, September 21, 2016, https://www.retail-week.com/top-
ics/people/sainsburys-execs-appointed-commercial-bosses-follow-
ing-argos-acquisition/7012309.article; J. Taylor, “Sainsbury’s to Open 
Argos Branch inside Every One of Its Supermarkets,” Mirror, October 
11, 2016, http://www.mirror.co.uk/news/uk-news/sainsburys-open-
argos-branch-inside-9023091; J. Rodger, “Tesco to Take on Argos as 
Supermarket Vows to Price Match Best Selling Toys This Christmas,” 
Birmingham Mail, October 21, 2016, http://www.birminghammail.co.uk/
whats-on/shopping/tesco-take-argos-supermarket-vows-12055229; 
K. Hope, “Why Does Sainsbury’s Want to Buy Argos?”, BBC News, 
February 1, 2016, http://www.bbc.co.uk/news/business-35290161; J. 
Kollewe, “Argos Sales Boom Fuelled by Top-end TVs and Tablets,” 
The Guardian, June 9, 2016, https://www.theguardian.com/busi-
ness/2016/jun/09/argos-sales-boom-fuelled-by-top-end-tvs-and-tab-
lets; H. Crouch, “Early Christmas Present: Argos Creates 10,000 Jobs 
in Time for Christmas,” The Sun, September 29, 2016, https://www.
thesun.co.uk/news/1879858/argos-creates-10000-jobs-in-time-for-
christmas; J. Easton, “What the Argos-Sainsbury’s Deal Means for the 
Channel,” PCR, September 12, 2016, http://www.pcr-online.biz/news/
read/what-the-argos-sainsbury-s-deal-means-for-the-channel/038698; 
S. Butler, “Argos Boss Plans Whirlwind Shop Four to Boost Catalogue 
Retailer,” The Guardian, November 13, 2016, https://www.theguardian.
com/business/2016/nov/13/argos-boss-plans-whirlwind-shop-tour-to-
boost-catalogue-retailer; BBC “Argos Recalls Five Mamas and Papas 
Car Seat Models,” May 2, 2016, http://www.bbc.co.uk/news/busi-
ness-36185935; B. Stevens, “Mike Coupe Defends £1.4 Billion Argos 
Acquisition,” Retail Gazette, October 18, 2016, http://www.retailgazette.
co.uk/blog/2016/10/mike-coupe-defends-1-pounds-4-pence-billion-
argos-aquisition; Argos, “Argos Launches Same-day UK-wide Home Delivery  
Service,” Post and Parcel, October 7, 2015, http://postandparcel.info/ 
68489/news/argos-launches-same-day-uk-wide-home-delivery-service; 
all websites accessed December 9, 2016.
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MyLab Marketing
Go to mymktlab.com for the following Assisted-graded writing questions:
1-23 When implementing customer relationship management, why might a business 

desire fewer customers over more customers? Shouldn’t the focus of  market-
ing be to acquire as many customers as possible?

1-24 Compare and contrast needs, wants, and demands. Which one(s) can market-
ers influence?



In the first chapter, we explored the marketing process 
by which companies create value for customers to 
capture value from them in return. In this chapter, we 
dig deeper into steps two and three of that process: 
designing customer value–driven marketing strategies 

and constructing marketing programs. First, we look at the orga-
nization’s overall strategic planning, which guides marketing strat-
egy and planning. Next, we discuss how, guided by the strategic 
plan, marketers partner closely with others inside and outside 
the firm to engage customers and create value for them. We 
then examine marketing strategy and planning—how marketers 
choose target markets, position their market offerings, develop a 

marketing mix, and manage their marketing programs. Finally, we 
look at the important step of measuring and managing marketing 
return on investment (marketing ROI).

First, let’s look at Rolex, an outstanding company and a good 
marketing strategy story. Rolex met with enormous instant success 
by focusing on the customer and on product features that are im-
portant to them. The company has pursued this customer-driven 
marketing strategy since its foundation. Along the way, it discovered 
that good marketing strategy means more than just growth, sales, 
and profits. It means skillfully engaging customers and creating value 
for them. At its core, Rolex doesn’t sell just wristwatches; it sells a 
sentiment of achievement and of belonging to an exclusive club.

ROLEX: Building Brand Equity through a Customer-Driven Marketing Mix

Rolex has established and maintained its 
pole position as the largest luxury watch 
brand on the planet. At its core, Rolex 
doesn’t sell just wristwatches; it sells a 
sentiment of achievement and belonging 
to an exclusive club.

Company and Marketing Strategy
Partnering to Build Customer Engagement, 
Value, and Relationships

watches became synonymous with precision all over the world. 
In 1926, the company took a major step toward developing 
the world’s first waterproof wristwatch, named the “Oyster.” 
The following year, the watch was worn by Mercedes Gleitze, 
a young Englishwoman who swam the English Channel. The 
watch remained in perfect working order after the 10-hour 
swim, and this event prompted Rolex to use testimonials in 
their advertising strategy to convey the superiority of the brand. 
Since then, the Oyster has graced the wrists of personages from 

Winston Churchill to Che Guevara 
to Eminem. Launched in 1953, the 
“Submariner” was the first watch 
guaranteed to be waterproof to a 
depth of 100 meters. In the same 
year, the expedition led by Sir 
Edmund Hillary was equipped 
with the “Oyster Perpetual,” and 
his team became the first to reach 
the summit of Mount Everest. All 

of this has made Rolex watches synonymous with precision, 
achievement, robustness, and reliability. The design of its prod-
ucts went through such minor changes that they are recogniz-
able at first sight, setting the brand apart from its rivals. It has 
become an outward expression of exclusiveness and of the 

I n 1905, in London, Alfred Davis and his brother-in-law 
Hans Wilsdorf founded Wilsdorf and Davis, the company 
that would eventually become Rolex SA. Rolex is the single 
largest luxury watch brand, with estimated 2014 revenues 

of $4.6 billion. Although its luxury wrist watches are manufac-
tured in Switzerland, the company maintains a network of 4,000 
Rolex-trained watchmakers in over 100 countries. Rolex has set 
up and maintained its pole position in the luxury watch market 
through its customer value–driven marketing strategy and by 
focusing on features that have been 
important to its customer base 
since the company was founded.

Product-wise, Rolex has the 
distinction of having many new-
to-the-world products launched 
due to its research and develop-
ment as well as manufacture of 
unique and timeless watches. In 
1910, a Rolex watch was the first 
wristwatch in the world to receive the Swiss Certificate of 
Precision, granted by the Official Watch Rating Centre, and in 
1914, the Kew Observatory in Great Britain awarded a Rolex 
wristwatch a class A precision certificate, which until that point 
had been reserved exclusively for marine chronometers. Rolex 
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sentiment of belonging to a select club. 
In this sense, wearers get the feeling of 
belonging to a special group of achievers.

Distribution-wise, Rolex has a very 
exclusive network consisting of a limited 
number of fine jewelry stores in order to 
make the brand and its products look even 
more exclusive to customers. A crystal 
prism indicates that a store is an official 
Rolex dealer, and the locations selected 
are all in upscale areas with an estab-
lished reputation. Its high-end jewelers are 
spaced geographically and have to carry a 
certain level of inventory, use certain dis-
play patterns, and place specific levels of 
annual local advertising. Thus, Rolex has 
high market control with minimal service 
or channel conflict problems, which en-
ables the company to closely monitor the 
brand. Rolex strengthens this positioning 
strategy by limiting production even as 
demand increases. For luxury goods, scarcity in the marketplace 
definitely influences value perception, thus increasing demand 
and contributing to long-term appreciation in the end. Rolex does 
not have a retail outlet on the internet. Its website has informa-
tion on the watch lineup and information on dealers in a respec-
tive region, but it does not serve as a point of purchase, thus 
ensuring that it can offer the best possible service and maintain 
the exclusivity of its brand in terms of its distribution channels.

The pricing strategy that Rolex employs is distinct in its 
conception and execution. It pursues a premium pricing policy 
and sets its prices with little regard to the competition, setting 
instead the price that others follow. Furthermore, the company 
does not offer any sort of discounts for customers or any sort of 
price reductions or sales because consumers are willing to pay 
the high prices set by the company. This has been evidenced by 
the fact that even during an economic downturn and faced with 
discounted watches from other brands, the majority of luxury 
watch shoppers is still looking for a Rolex.

When it comes to promotion, Rolex uses a number of mar-
keting communication tools to effectively convey its positioning 
strategy, like print advertising in upmarket publications such as 
the Financial Times and Vogue. Sponsorship and testimonials re-
main central to its marketing communications, for the company 
chooses people who have achieved something and can reinforce 
the values of the brand. The sports that the company endorses 
are those generally considered upscale, such as golf, equestri-
anism, yachting, and tennis. By tradition, the brand has been 
a partner of the famous Wimbledon tennis tournament since 
1978, with the Rolex clock prominently placed at the scoreboard 
on Centre Court. All promotional tools convey a consistent 
positioning and message—Rolex purchasers are wealthy, attrac-
tive, and active, and lead interesting lives. The image it seeks 

to put across is that customers purchase 
Rolex as a statement and as a reward 
for success.

In the future, Rolex will face increas-
ingly fierce competition, particularly in 
Asia, as competitors search for new ways 
to gain market share. The large luxury 
goods conglomerates such as Louis 
Vuitton Moët Hennessy and Compagnie 
Financière Richemont enjoy advantages of 
size and significantly reduced costs from 
synergies in advertising and marketing. 
Furthermore, these enterprises are also 
targeting younger customers to generate 
further market potential. However, Rolex 
has successfully managed to build and en-
hance its brand equity and has effectively 
generated a distinct perception of the 
company and its products that is rooted in 
values such as accuracy, exclusivity, and 
robustness. This was accomplished by the 

company’s carefully orchestrated customer-driven marketing 
mix in concert with constant innovation. The company has also 
successfully reacted to their rival’s strategy to target a younger 
audience by sponsoring more current testimonials in sports, such 
as young golf pros Ricky Fowler and Martin Kaymer.

With similar goals in mind, Rolex has created a fan page on 
Facebook in 2013 that has earned over 5.6 million likes to date, 
outperforming rivals like Breitling or Cartier. In 2013, Rolex 
amplified its 30-year sponsorship of Wimbledon with a raft of 
digital content based around the world’s most famous tennis 
competition. The company used a “scorecard” Facebook app, 
Twitter hashtags, and video content to deeply embed its brand 
into the event experience and start an online dialogue with 
consumers. In 2012, the brand started its YouTube channel to 
launch in-house documentaries about topics that matter to the 
brand and its devotees, like deep-sea missions to investigate 
the polar ice caps and Himalayan expeditions. As to the cost 
advantage of some of their rivals, Rolex successfully adapted 
its marketing mix strategy by launching its Tudor brand. Priced 
significantly lower than the classic Rolex wristwatches, the 
launch of Tudor has enabled the company to compete with Tag 
Heuer and other competitors within the accessible luxury mar-
ket and also to target a younger audience. In this respect, the 
company ensures a clear distinction between both brands (for 
example, by not having any reference to the Tudor brand on the 
official Rolex website) to prevent any dilution of the value of 
the Rolex brand in the luxury watch market.

In all, its effective and flexible marketing mix strategy, in 
line with its ability to react to a dynamic environment, has en-
abled Rolex to not only build brand equity but also successfully 
repel threats from competitors and stand resilient as one of the 
world’s most powerful and enduring brands.1

Rolex’s endorsements reinforce the 
values of the brand—achievement and 
exclusivity.
lee hacker/Alamy Stock Photo



64   PART 1 | Defining Marketing and the Marketing Process

OBJECTIVES OUTLINE

OBJECTIVE  2-1  Explain company-wide strategic planning and its four steps.

Company-Wide Strategic Planning: Defining Marketing’s Role (pp 64–66)

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

Designing the Business Portfolio (pp 66–72)

OBJECTIVE  2-3  Explain marketing’s role in strategic planning and how marketing works with its partners  
to create and deliver customer value.

Planning Marketing: Partnering to Build Customer Relationships (pp 72–73)

OBJECTIVE  2-4  Describe the elements of a customer value–driven marketing strategy and mix and the forces  
that influence them.

Marketing Strategy and the Marketing Mix (pp 74–79)

OBJECTIVE  2-5  List the marketing management functions, including the elements of a marketing plan,  
and discuss the importance of measuring and managing marketing return on investment.

Managing the Marketing Effort and Marketing Return on Investment (pp 79–84)

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

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

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

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

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

Author
Comment

Company-wide strategic 
planning guides marketing 

strategy and planning. Like marketing 
strategy, the company’s broader strategy 
must also be customer focused.



CHAPTER 2 | Company and Marketing Strategy   65

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

Some companies define their missions myopically in product or technology terms 
(“We make and sell furniture” or “We are a chemical-processing firm”). But mission state-
ments should be market oriented and defined in terms of satisfying basic customer needs. 
Products and technologies eventually become outdated, but basic market needs may last 
forever. For example, social scrapbooking site Pinterest doesn’t define itself as just an on-
line place to post pictures. Its mission is to give people a social media platform for collect-
ing, organizing, and sharing things they love. And Microsoft’s mission isn’t to create the 
world’s best software, technologies, and devices. It’s to “empower every person and every 
organization on the planet to achieve more.” Table 2.1 provides several examples of 
product-oriented versus market-oriented business definitions.2

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

Planning marketing
and other functional

strategies

Corporate level
Business unit, product,

and market level

Designing
the business

portfolio

Setting company
objectives
and goals

Defining
the company 

mission

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

Company-wide strategic planning
guides marketing strategy and planning.

 FIGURE | 2.1 
Steps in Strategic 
Planning

 Table 2.1 | Product- versus Market-Oriented Business Definitions

Company Product-Oriented Definition Market-Oriented Definition

Chipotle We sell burritos and other Mexican food. We give customers “Food With Integrity,” served with a  
commitment toward the long-term welfare of customers and 
the environment.

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

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

We empower consumers to achieve the homes of their dreams.

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

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

Ritz-Carlton  
Hotels & Resorts

We rent rooms. We create “The Ritz-Carlton experience”—a memorable stay 
that far exceeds guests’ already-high expectations.

Starbucks We sell coffee and snacks. We sell “The Starbucks Experience,” one that enriches people’s 
lives one moment, one human being, one extraordinary cup of 
coffee at a time.

Walmart We run discount stores. We deliver low prices every day and give ordinary folks the 
chance to buy the same things as rich people. “Save Money. 
Live Better.”
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Mission statements should be meaningful and specific yet motivating. Too often, mis-
sion statements are written for public relations purposes and lack specific, workable guide-
lines. Instead, they should emphasize the company’s strengths and tell forcefully how it 
intends to win in the marketplace.

Finally, as we discovered in the chapter-opening Starbucks story, a company’s mission 
should not be stated as making more sales or profits; profits are only a reward for creating 
value for customers. Instead, the mission should focus on customers and the customer 
experience the firm seeks to create. For example, Ritz-Carlton Hotels & Resorts doesn’t see 
itself as just renting out rooms. It’s on a mission to create “The Ritz-Carlton Experience,” 
one that “enlivens the senses, instills well-being, and fulfills even the unexpressed wishes 
and needs of our guests.” Ritz-Carlton follows up this mission with specific steps of service 
by which every employee can help to turn the mission into reality.3

Setting Company Objectives and Goals
The company needs to turn its broad mission into detailed supporting objectives for each 
level of management. Each manager should have objectives and be responsible for reach-
ing them. For example, most Americans know CVS as a chain of retail pharmacies selling 

prescription and over-the-counter medicines, personal care 
products, and a host of convenience and other items. But 
CVS—recently renamed CVS Health—has a much broader 
mission. It views itself as a “pharmacy innovation com-
pany,” one that is “helping people on their path to better 
health.” The company’s motto: “Health is everything.”4

CVS Health’s broad mission leads to a hierarchy of 
objectives, including business objectives and marketing 
objectives. CVS Health’s overall business objective is to in-
crease access, lower costs, and improve the quality of care. 
It does this through the products it sells at its retail phar-
macies and by taking a more active role in overall health-
care management through research, consumer outreach 
and education, and support of health-related programs 
and organizations.

However, such activities are expensive and must be 
funded through improved profits, so improving profits be-
comes another major objective for CVS Health. Profits can be 
improved by increasing sales or by reducing costs. Sales can 
be increased by improving customer engagement and raising 
the company’s share of the health-care market. These goals 
then become the company’s current marketing objectives.

Marketing strategies and programs must be developed 
to support these marketing objectives. To increase customer 

engagement, sales, and market share, CVS Health has reshaped and broadened its lines of 
products and services. For example, it recently stopped selling tobacco products, items not 
compatible with its “better health” mission. And it has placed CVS MinuteClinic locations in 
more than 1,000 of its 9,500 stores, providing walk-in medical care for more than 18  million 
patient visits since 2000. CVS Health has also broadened its range of customer contact ac-
tivities to include tailored advising to customers managing chronic and specialty health 
conditions.

These are CVS Health’s broad marketing strategies. Each marketing strategy must then 
be defined in greater detail. For example, the company’s rapidly expanding MinuteClinic 
services will require more advertising and promotional efforts, and such efforts will need to 
be spelled out carefully. In this way, CVS Health’s broad mission is translated into a set of 
specific short-term objectives and marketing plans.

Designing the Business Portfolio
Guided by the company’s mission statement and objectives, management now must 
plan its business portfolio—the collection of businesses and products that make up the 

 CVS Health’s overall mission is to be a “pharmacy innovation 
company,” one that is “helping people on their way to better health.” 
Its marketing strategies and programs must support this mission.
CVS Caremark Corporation



CHAPTER 2 | Company and Marketing Strategy   67

company. The best business portfolio is the one that best fits the company’s strengths 
and weaknesses to opportunities in the environment.

Most large companies have complex portfolios of businesses and brands. Strategic 
and marketing planning for such business portfolios can be a daunting but critical 
task. For example, ESPN’s brand portfolio consists of more than 50 business  entities, 
ranging from multiple ESPN cable channels to ESPN Radio, ESPN.com, ESPN The 
Magazine, and even ESPN Zone sports-themed restaurants. In turn, ESPN is just one 
unit in the even more complex portfolio of its parent company, The Walt Disney 
Company. The best business portfolio is the one that best fits the company’s strengths 
and weaknesses to opportunities in the environment (see Real Marketing 2.1).

Business portfolio planning involves two steps. First, the company must analyze its 
current business portfolio and determine which businesses should receive more, less, or no 
investment. Second, it must shape the future portfolio by developing strategies for growth 
and downsizing.

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

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

The purpose of strategic planning is to find ways in which the company can best 
use its strengths to take advantage of attractive opportunities in the environment. For 
this reason, most standard portfolio analysis methods evaluate SBUs on two impor-
tant dimensions: the attractiveness of the SBU’s market or industry and the strength 
of the SBU’s position in that market or industry. The best-known portfolio-planning 
method was developed by the Boston Consulting Group, a leading management con-
sulting firm.5

The Boston Consulting Group Approach
Using the now-classic Boston Consulting Group (BCG) approach, a company classifies 
all its SBUs according to the growth-share matrix, as shown in Figure 2.2. On 
the vertical axis, market growth rate provides a measure of market attractiveness. On the 

Business portfolio
The collection of businesses and 
products that make up the company.

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

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

Relative market share
High Low

M
ar

ke
t g

ro
w

th
 r

at
e

Lo
w

H
ig

h

Cash cow Dog

Star Question mark

Dog

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

The company must
decide how much it will
invest in each product
or business (SBU). For
each SBU, it must
decide whether to build,
hold, harvest, or divest.

 FIGURE | 2.2 
The BCG Growth-Share Matrix
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Red Bull sponsored extreme sports events and athletes who were 
overlooked by big beverage competitors but were spiking in popularity with 
Red Bull’s target customers.
speedpix/Alamy Stock Photo
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g 2.1 Red Bull: The Global Market Leader in  
Energy Drinks Skillfully Manages Its  
Business Portfolio

only slogan—“Red Bull Gives You Wings”—
communicated the product’s energy-inducing 
benefits. More important, it tapped into the 
forces that moved the brand’s narrow tar-
get niche: customers seeking to live in the 
 adrenalin-stoked fast lane.

Red Bull shunned the big-budget mass-
media advertising common in the beverage 
industry at the time. Instead, it relied on 
grassroots, high-octane sports and event 
marketing. It sponsored extreme sports 
events and athletes who were overlooked by 
big beverage competitors but were spiking in 
popularity with Red Bull’s target customers. 
In the years since, Red Bull has turned event 
marketing into a science. Today, the brand 
holds hundreds of events each year in doz-
ens of sports around the world. Each event 
features off-the-grid experiences designed to 
bring the high-octane world of Red Bull to 
its narrow but impassioned community of 
enthusiasts. But it’s not just about the events; 
it’s about creating tactile engagements where 
people can feel, touch, taste, and live the 
brand face-to-face rather than simply reading 
about or watching it. Red Bull doesn’t just 
sponsor an event—it is the event.

One example of Red Bull’s niche marketing 
genius is the Red Bull Stratos project, which 

set records for consumer brand engagement. 
Felix Baumgartner’s dive from space fit per-
fectly with Red Bull’s brand message. More 
than 8 million people watched the event live 
on 40 TV stations and 130 digital channels. 

Red Bull’s niche marketing engages cus-
tomers in a way that big-budget traditional mar-
keting by competitors like Coca-Cola or Pepsi 
can’t. For example, within 40 minutes of post-
ing photos of Baumgartner’s jump, Red Bull’s 
Facebook page gained almost 216,000 likes, 
10,000 comments, and over 29,000 shares. 
On Twitter, half of the worldwide trending topics 
were related to Red Bull Stratos. By one esti-
mate, 90 million people worldwide followed the 
campaign on social media, creating 60 million 
trusted brand impressions.

Since its introduction, Red Bull has  invested 
deeply in building the brand, spending around 
40 percent of revenue on marketing and pro-
motion. As a comparison, Coca-Cola spends 
9 percent. As to its product portfolio, the com-
pany had one product to focus on until 2003, 
when a sugar-free version was added. On 
March 24, 2008, Red Bull introduced “Simply 
Cola,” or “Red Bull Cola.” In the summer of 
2009, the Red Bull Energy Shots were intro-
duced globally. This is a small version of the 
regular drink.

There’s no question: Coca-Cola 
and PepsiCo dominate the global 
beverage industry. So how does a 
small company breaking into the 
beverage business compete with 

such global powerhouses? The best answer: 
It doesn’t—at least not directly. Instead, it 
finds a unique market niche and runs where 
the big dogs don’t.

That’s what Red Bull does. When Red 
Bull first introduced its energy drink in Austria 
in 1987, few imagined that it would become 
the 5 billion-dollar-a-year success that it 
is today. Red Bull found a new beverage 
niche that the market leaders had over-
looked: energy drinks. Although Coca-Cola 
and PepsiCo have followed Red Bull into 
the energy drinks market, the company still 
owns 44 percent of the energy drink cat-
egory it created. Despite hefty investments, 
Coca-Cola and PepsiCo are yet to make a 
dent in the category. This is because Red 
Bull was first in the market and in defining the 
new category, but more importantly because 
of the company’s ability to engender and 
foster a deep customer loyalty. For example, 
Red Bull’s Facebook Fan Page has more 
than 44  million likes, whereas Coca-Cola’s 
Facebook page for its NOS energy drink only 
registers 380,000 likes and Pepsi’s Facebook 
page for Amp only accounts for 48,000 likes, 
while the Kickstart brand barely even triggers 
1,000 likes. Red Bull has energized a market 
niche with a unique product, brand personal-
ity, and marketing approach.

Back in 1987, energy drinks simply didn’t 
exist. Red Bull co-founder Dietrich Mateschitz 
saw an unfilled customer need. He formu-
lated a new beverage containing a hefty dose 
of caffeine that packed the right punch, pro-
ducing unique physical-energy and mental-
clarity benefits. To make the new beverage 
even more distinctive, Mateschitz gave it a 
unique name: Red Bull. He packaged it in 
a slim 8.3-ounce (250 ml) blue-and-silver 
can with a distinct red-and-yellow logo, and 
tagged it with a $2-per-can price. Thus, a 
whole new energy drink category was born, 
with Red Bull as its only player.

The unique Red Bull product demanded 
equally unique brand positioning and per-
sonality, a declaration that this was no or-
dinary beverage. The brand’s first and still 
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horizontal axis, relative market share serves as a measure of company strength in the market. 
The growth-share matrix defines four types of SBUs:

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

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

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

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

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

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

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

Bull’s Media House unit has filmed movies, 
signed a deal with NBC for a show called 
Red Bull Signature Series, developed reality-
TV ideas with big-name producers, become 
one of YouTube’s biggest partners in publish-
ing original content, and loaded its own web 
and mobile sites with unique content features. 
Werner Brell, who heads the Red Bull Media 
House Unit, stated that all of Red Bull’s events 
have been put on film or photographed. The 
goal is to be able to tell engaging stories.

Since its early start, Red Bull has cre-
ated a business portfolio which best fits the 

company’s strengths and weaknesses to op-
portunities in the external environment. By 
focusing on a niche and mainly one product 
only, the company displays what successful 
business portfolio management in the form of 
niche marketing is all about—a well-defined 
brand engaging a focused customer com-
munity with meaningful brand relationships 
that even larger and more resourceful com-
petitors can’t crack. Through smart niche 
and business portfolio management, Red 
Bull has given its customers—and itself—
new wings and a whole new shot of energy.

Red Bull also owns and operates a number 
of lifestyle magazines, covering issues such as 
motor racing, celebrity gossip, and football. In 
addition, the company has established a “Red 
Bull Music Academy,” the music label “Red Bull 
Records,” several “Red Bull Music Studios,” 
“Red Bull Music Academy Radio,” and even 
mobile phone service operations branded “Red 
Bull Mobile” in a number of nations. In fact, the 
company can be found in a number of busi-
ness sectors, from TV broadcasting to youth 
academies and football clubs. The company 
has thus diversified into other businesses that 
have synergy with its brand image.

Red Bull today has become a close-knit 
brand community that engages customers with 
both products and absorbing brand content. 
Beyond its products, Red Bull produces a 
steady stream of event and social media con-
tent that engages and entertains brand fans. 
During the last few years, for example, Red 

 Sources: Travis Hoium, “Coke and Pepsi Up against a Young Monster—and Losing,” Daily Finance, March 26, 2013, 
http://www.dailyfinance.com/on/coke-pepsi-monster-beverage-energy-drinks/; Janean Chun, “Bull Stratos May 
Change Future of Marketing,” Huffington Post, October 15, 2012, http://www.huffingtonpost.com/2012/10/15/red-
bull-Stratos-marketing_n_1966852.html; Brian Kotlyar, “7 Social Campaign Insights from Red Bull Stratos,” DG Blog, 
October 23, 2012, http://dachisgroup.com/2012/10/7-social-campaign-insights-from-redbull-stratos//; Teresa Iezzi, 
“Red Bull Media House,” Fast Company, March, 2013, http://www.fastcompany.com/most-innovative-companies/ 
2012/red-bull-media-house; and http://www.redbull.com/us/en, all Internet sources accessed October 2015.
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Problems with Matrix Approaches. The BCG and other formal methods revolution-
ized strategic planning. However, such centralized approaches have limitations: They can 
be difficult, time consuming, and costly to implement. Management may find it difficult to 
define SBUs and measure market share and growth. In addition, these approaches focus on 
classifying current businesses but provide little advice for future planning.

Because of such problems, many companies have dropped formal matrix methods in 
favor of more customized approaches that better suit their specific situations. Moreover, 
unlike former strategic planning efforts that rested mostly in the hands of senior managers 
at company headquarters, today’s strategic planning has been decentralized. Increasingly, 
companies are placing responsibility for strategic planning in the hands of cross-functional 
teams of divisional managers who are close to their markets. In this digital age, such man-
agers have rich and current data at their fingertips and can adapt their plans quickly to 
meet changing conditions and events in their markets.

Portfolio planning can be challenging. For example, consider GE, the giant $117 billion 
industrial conglomerate operating with a broad portfolio of products in dozens of con-
sumer and business markets:6

Most consumers know GE for its home appliance and lighting products, part of the company’s 
GE Lighting unit and former GE Appliances unit. But that’s just the beginning for GE. Other 

company units—such as GE Transportation, GE Aviation, 
GE Energy Connections, GE Power, GE Oil & Gas, GE 
Healthcare, and others—offer products and services rang-
ing from jet engines, diesel-electric locomotives, wind 
turbines, and off-shore drilling solutions to aerospace sys-
tems and medical imaging equipment. GE Capital offers a 
breadth of financial products and services. However, 
in recent years, GE has been dramatically shifting its vast 
portfolio away from consumer products and financial 
services toward the goal of becoming a more focused “in-
dustrial infrastructure company,” one that’s on a mission 
to “invent the next digital industrial era, to build, move, 
power, and cure the world.”

Currently, less than 8 percent of GE’s annual rev-
enues come from consumer products, and that percentage 
continues to dwindle. The company is now in the midst 
of selling off its huge GE Capital financial services arm, 
and it recently sold its entire GE Appliances division to 
Haier. Such portfolio decisions have huge implications for 
the company’s future. For example, prior to the sale of its 
appliances unit, GE’s appliance and lighting businesses 
alone generated more than $8.8 billion in annual revenues, 
more than the total revenues of companies such as JetBlue, 
Netflix, Harley-Davidson, or Hershey. Thus, successfully 
managing GE’s broad portfolio takes plenty of manage-
ment skill and—as GE’s long-running corporate slogan 
suggests—lots of “Imagination at work.”

Developing Strategies for Growth and Downsizing
Beyond evaluating current businesses, designing the business portfolio involves finding 
businesses and products the company should consider in the future. Companies need 
growth if they are to compete more effectively, satisfy their stakeholders, and attract top 
talent. At the same time, a firm must be careful not to make growth itself an objective. The 
company’s objective must be to manage “profitable growth.”

Marketing has the main responsibility for achieving profitable growth for the com-
pany. Marketing needs to identify, evaluate, and select market opportunities and lay 
down strategies for capturing them. One useful device for identifying growth opportu-
nities is the product/market expansion grid, shown in Figure 2.3.7 We apply it 
here to performance sports apparel maker Under Armour.8

Less than 20 years ago, Under Armour introduced its innovative line of comfy, 
 moisture-wicking performance shirts and shorts with the mission “to make all athletes 
better through passion, design, and the relentless pursuit of innovation.” Since then, it has 
grown at a torrid pace. In just the past five years, Under Armour’s sales have more than 

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

 Managing the business portfolio: Managing GE’s broad portfolio of 
businesses and its mission to “invent the next digital industrial era, to build, 
move, power, and cure the world” requires plenty of skill and lots of GE’s 
famous “Imagination at work.” This huge GE turbine weighs as much as a 
fully loaded Boeing 747 and can generate the power needed to supply more 
than 680,000 homes.
GE
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doubled, making it the nation’s second-best-selling apparel brand behind Nike. Looking 
forward, the company must look for new ways to keep growing.

First, Under Armour might consider whether the company can achieve deeper  market 
 penetration—making more sales in its current product lines and markets. It can spur 
growth through marketing mix improvements—adjustments to its product design, advertis-
ing, pricing, and distribution efforts. For example, Under Armour offers an ever-increasing 
range of styles and colors in its original apparel lines. And it recently boosted its spending 
on advertising and professional athlete and team endorsements by 35 percent over previous 
years. The company has also added direct-to-consumer distribution channels, including its 
own retail stores and sales websites. Direct-to-consumer sales have tripled over the past eight 
years and now account for some 30 percent of total revenues.

Second, Under Armour might consider possibilities for market development—iden-
tifying and developing new markets for its current products. Under Armour can review 
new demographic markets. For instance, the company recently stepped up its marketing to 
women consumers, with new products and a highly acclaimed $15 million women-focused 
promotion campaign called “I Will What I Want.” Under Armour can also pursue new geo-
graphical markets. For example, the brand is rapidly making a name for itself in international 

markets, including Japan, Europe, Canada, and Latin 
America. It recently opened its first-ever brand store 
in China. Although Under Armour’s international 
sales grew 70 percent last year, they still account for 
only 12 percent of total sales, leaving plenty of room 
for international growth.

Third, Under Armour can consider product 
development—offering modified or new prod-
ucts to current markets. For example, the company 
added athletic shoes to its apparel lines in 2006, 
and it continues to introduce innovative new ath-
letic-footwear products, such as the recently added 
Under Armour SpeedForm line. Sneaker sales rose 
44 percent last year yet still account for only about 
13 percent of total sales, again leaving plenty of 
growth potential.

Finally, Under Armour can consider diversifi-
cation—starting up or buying businesses outside 
of its current products and markets. For example, 
the company recently expanded into the digital per-
sonal health and fitness tracking market by acquir-
ing three fitness app companies—MapMyFitness, 
MyFitnessPal, and Endomondo. It has also partnered 
with IBM to add artificial fitness tracking technolo-
gies that connect fitness, sleep, and nutrition to its 
products and bind consumers to the brand via tech-
nology and services rather than just apparel. Under 
Armour might also consider moving into nonperfor-
mance leisurewear or begin making and marketing 
Under Armour fitness equipment. When diversify-
ing, companies must be careful not to overextend 
their brands’ positioning.

Market penetration
Company growth by increasing sales 
of current products to current market 
segments without changing the product.

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

Product development
Company growth by offering modified or 
new products to current market segments.

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

Existing
markets

New
markets

Existing 
products

New
products

Market
penetration

Product
development

Market
development Diversification

Through diversification, companies
can grow by starting or buying
businesses outside their current
product/markets. For example,
Under Armour has entered the digital
personal health and fitness market by
acquiring three fitness app companies.

Companies can grow by developing new markets 
for existing products. For example, Under 
Armour recently stepped up its marketing to 
women consumers and is expanding rapidly in 
international markets.

 FIGURE | 2.3 
The Product/Market Expansion Grid

 Strategies for growth: Under Armour has grown at a blistering rate under 
its multipronged growth strategy. In recent years, the brand has stepped 
up its marketing to women, as in its highly acclaimed “I Will” advertising 
campaign.
UNDER ARMOUR, INC.
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Companies must develop not only strategies for growing their business portfolios 
but also strategies for downsizing them. There are many reasons that a firm might want to 
abandon products or markets. A firm may have grown too fast or entered areas where it 
lacks experience. The market environment might change, making some products or mar-
kets less profitable. For example, in difficult economic times, many firms prune out weaker, 
less-profitable products and markets to focus their more limited resources on the strongest 
ones. Finally, some products or business units simply age and die.

When a firm finds brands or businesses that are unprofitable or that no longer fit its 
overall strategy, it must carefully prune, harvest, or divest them. For example, over the 
past several years, P&G has sold off dozens of major brands—from Crisco, Folgers, Jif, 
and Pringles to Duracell batteries, Right Guard deodorant, Aleve pain reliever, CoverGirl 
and Max Factor cosmetics, Wella and Clairol hair care products, and its Iams and other 
pet food brands—allowing the company to focus on household care and beauty and 
grooming products. And in recent years, GM has pruned several underperforming 
brands from its portfolio, including Oldsmobile, Pontiac, Saturn, Hummer, and Saab. 
Weak businesses usually require a disproportionate amount of management attention. 
Managers should focus on promising growth opportunities, not fritter away energy try-
ing to salvage fading ones.

Planning Marketing: Partnering to Build Customer 
Relationships
The company’s strategic plan establishes what kinds of businesses the company will oper-
ate and its objectives for each. Then, within each business unit, more detailed planning 
takes place. The major functional departments in each unit—marketing, finance, account-
ing, purchasing, operations, information systems, human resources, and others—must 
work together to accomplish strategic objectives.

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

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

Partnering with Other Company Departments
Each company department can be thought of as a link in the company’s internal value 
chain.9 That is, each department carries out value-creating activities to design, produce, 
market, deliver, and support the firm’s products. The firm’s success depends not only on 
how well each department performs its work but also on how well the various depart-
ments coordinate their activities.

For example, True Value Hardware’s goal is to create customer value and satisfaction 
by providing shoppers with the hardware and home improvement products they need at 
affordable prices along with top-notch customer service. Marketers at the retail-owned 
cooperative play an important role. They learn what customers need and help the 3,500 in-
dependent True Value retailers stock their store shelves with the desired products at com-
petitive prices. They prepare advertising and merchandising programs and assist shoppers 

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

Marketing can’t go it alone 
in creating customer value. 

Under the company-wide strategic plan, 
marketing must work closely with other 
departments to form an effective internal 
company value chain and with other 
companies in the marketing system 
to create an external value delivery 
network that jointly serves customers.

Author
Comment
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with customer service. Through these 
and other activities, True Value mar-
keters help deliver value to customers.

However, True Value’s marketers, 
both at the home office and in stores, 
need help from the company’s other 
functions. True Value’s ability to help 
you “Start Right. Start Here.” depends 
on purchasing’s skill in develop-
ing the needed suppliers and buying 
from them at low cost. True Value’s 
information technology people must 
provide fast and accurate information 
about which products are selling in 
each store. And its operations people 
must provide effective, low-cost mer-
chandise handling and delivery.

A company’s value chain is only as 
strong as its weakest link. Success de-
pends on how well each group performs 
its work of adding customer value and 
on how the company coordinates the 
activities of various functions. True 
Value’s marketing  campaign—“Behind 
Every Project Is a True Value”— 

recognizes the importance of having everyone in the organization—from in-store managers 
and employees to home-office operations managers and marketing research analysts— 
understand the needs and aspirations of the chain’s do-it-yourself customers and help them 
handle home improvement projects.

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

Yet marketers must find ways to get all departments to “think consumer” and develop 
a smoothly functioning value chain. One marketing expert puts it this way: “Engaging cus-
tomers today requires commitment from the entire company. We’re all marketers now.”10 
Thus, whether you’re an accountant, an operations manager, a financial analyst, an IT spe-
cialist, or a human resources manager, you need to understand marketing and your role in 
creating customer value.

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

More companies today are partnering with other members of the supply chain— 
suppliers, distributors, and, ultimately, customers—to improve the performance of the 
customer value delivery network. Competition no longer takes place only between 
individual competitors. Rather, it takes place between the entire value delivery network 
created by these competitors. Thus, Ford’s performance against Toyota depends on the 
quality of Ford’s overall value delivery network versus Toyota’s. Even if Ford makes the 
best cars, it might lose in the marketplace if Toyota’s dealer network provides a more 
customer- satisfying sales and service experience.

Value delivery network
A network composed of the company, 
suppliers, distributors, and, ultimately, 
customers who partner with each other 
to improve the performance of the entire 
system in delivering customer value.

 The value chain: These True Value ads recognize that everyone in the organization—
from marketing research analyst Jeff Alvarez to operations manager Tom Statham—must 
contribute to helping the chain’s customers handle their home improvement projects. They 
form the foundation for the brand’s “Behind Every Project Is a True Value” positioning.
True Value and Start Right. Start Here. are registered trademarks of True Value Company. The print ads and images are copyrighted 
works of authorship of True Value Company.
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Marketing Strategy and the Marketing Mix
The strategic plan defines the company’s overall mission and objectives. Marketing’s role 
is shown in Figure 2.4, which summarizes the major activities involved in managing a 
customer-driven marketing strategy and the marketing mix.

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

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

Customer Value–Driven Marketing Strategy
To succeed in today’s competitive marketplace, companies must be customer centered. 
They must win customers from competitors and then engage and grow them by delivering 
greater value. But before it can satisfy customers, a company must first understand cus-
tomer needs and wants. Thus, sound marketing requires careful customer analysis.

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

Market Segmentation
The market consists of many types of consumers, products, and needs. The marketer must 
determine which segments offer the best opportunities. Consumers can be grouped and 
served in various ways based on geographic, demographic, psychographic, and behavioral 

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

Now that we’ve set 
the context in terms of 

 company-wide strategy, it’s time 
to  discuss customer value–driven 
 marketing strategies and programs.
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Marketing strategy involves two key questions:
Which customers will we serve (segmentation
and targeting)? and How will we create value
for them (differentiation and positioning)?
Then the company designs a marketing
program—the four Ps—that delivers the
intended value to targeted consumers.

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

 FIGURE | 2.4 
Managing Marketing Strategies 
and the Marketing Mix
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factors. The process of dividing a market into distinct groups of buyers who have different 
needs, characteristics, or behaviors and who might require separate marketing strategies or 
mixes is called market segmentation.

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

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

A company with limited resources might decide to serve only one or a few special seg-
ments or market niches. Such nichers specialize in serving customer segments that major com-
petitors overlook or ignore. For example, McLaren sold only 1,653 of its very-high- performance 
cars last year but at very high prices—such as its 570S model at $180,000 or a made-to-order 
FI model starting at an eye-popping $980,000. Most nichers aren’t quite so exotic. Profitable 
low-cost airline Allegiant Air avoids direct competition with larger major airline rivals by 
targeting smaller, neglected markets and new fliers. Nicher Allegiant “goes where they ain’t.” 
And small online-search start-up DuckDuckGo thrives among privacy-minded users in the 
shadows of search giants Google and Microsoft’s Bing (see Real Marketing 2.2).

 The L’Oréal group serves major segments of the beauty market, and within each seg-
ment it caters to many sub segments. L’Oréal targets the larger segments through its major 
divisions: L’Oreal Luxe, Consumer Products, Professional Products, Active Cosmetics, and 
the Body Shop. Further within these major divisions, L’Oréal markets various brands that ca-
ter to customers of different ages, incomes, and lifestyles. For example, its Consumer Product 
division sells brands like Garnier, L’Oréal Paris, Maybelline New York, African Beauty Brand, 
Essie, and NYX Professional Make Up. Similarly, the L’Oreal Luxe division offers more than 
15 brands, including Lancôme,  Giorgio Armani, Urban Decay, Diesel , and Ralph Lauren.

Most companies enter a new market by serving a single segment; if this proves suc-
cessful, they add more segments. For example, Nike started with innovative running shoes 
for serious runners. Large companies eventually seek full market coverage. Nike now 
makes and sells a broad range of sports apparel and equipment for just about anyone and 
everyone in about every sport. It designs different products to meet the special needs of 
each segment it serves.

Market Differentiation and Positioning
After a company has decided which market segments to enter, it must de-
termine how to differentiate its market offering for each targeted segment 
and what positions it wants to occupy in those segments. A product’s po-
sition is the place it occupies relative to competitors’ products in consum-
ers’ minds. Marketers want to develop unique market positions for their 
products. If a product is perceived to be exactly like others on the market, 
consumers would have no reason to buy it.

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

BMW promises “Sheer driving pleasure”; Subaru is “Confidence in 
motion.” Coca-Cola wants you to “Taste the feeling”; Pepsi says “Live 
for now.” Del Monte is “Bursting with Life”; Cascadian Farm products 
are “Certified Organic. Guaranteed Delicious.” At Panera, you’ll find 
“Food as it should be”; at Wendy’s, “Quality Is Our Recipe.”

Market segmentation
Dividing a market into distinct groups 
of buyers who have different needs, 
characteristics, or behaviors and who 
might require separate marketing 
strategies or mixes.

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

Market targeting
Evaluating each market segment’s 
attractiveness and selecting one or more 
segments to serve.

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

 Positioning: The L’Oréal group serves major segments 
of the beauty market, catering to them through its various 
brands.
RosaIreneBetancourt 4/Alamy Stock Photo 
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many searches, DuckDuckGo provides direct 
“Instant Answers” in the form of zero-click 
information boxes above the search results. 
“When you do a search, you generally want 
an answer,” says Weinberg. “It’s our job to 
try to get an answer.” With Instant Answers, 
DuckDuckGo can “help you get where you 
want to go in fewer clicks.”

The Instant Answer feature is a good one, 
so good in fact that it has now been copied 
by Google and Bing. For example, run a 
Google search for “davinci” or “how long is 
the great wall” and along with the familiar list 
of blue links you’ll get a white box contain-
ing a mini-biography of Leonardo Da Vinci 
or displaying the length of the Great Wall of 
China (5,500.3 miles) and other interesting 
facts about it.

DuckDuckGo would tell you that its Instant 
Answers are often better. Its answers rely not 
just on third-party data sources but also on 
the deep and diverse knowledge of its active, 
growing, and loyal community of users and 
developers. DuckDuckGo’s community pro-
vides additional power behind its searches. 
In a Wikipedia-like fashion, DuckDuckGo us-
ers come up with ideas about what the an-
swers should be, suggest sources, and even 

develop answers themselves. “DuckDuckGo 
is a search engine driven by community—
you’re on the team!” says the company. 
“We’re not just servers and an algorithm. 
We’re so much more.”

Still, even though DuckDuckGo had 
Instant Answers long before Google, 
Google’s response illustrates a typical nicher 
dilemma. Market leaders usually have huge 
resources and can quickly copy the start-up’s 
most popular features. “At any point,” notes 
one analyst, “the Googles or Facebooks or 
Apples of the world can just mimic what 
made you different, slam- dunking your shat-
tered dreams into the waste bin of tech 
history.”

Fortunately for DuckDuckGo, it has one 
crucial differentiator that the Googles of 
the world simply can’t mimic. Real privacy. 
Google’s entire model is built around person-
alization for customers and behaviorally tar-
geted marketing for advertisers. That requires 
collecting and sharing data about users and 
their searches. When you search on Google, 
the company knows and retains in detail who 
you are, what you’ve searched for, and when 
you’ve searched. It then integrates your on-
line identity and data with its services.

Google dominates U.S. online 
search with its massive 64 percent 
market share. Two other giants—
Microsoft’s Bing and Yahoo!— 
combine for another 34 percent of 
the market. That leaves a precious 
2 percent sliver of the market for 

dozens of other search engines trying to get a 
foothold. What’s more, Google and the other 
search giants have deep pockets from their 
non-search businesses, letting them spend 
abundantly to hold and grow market share. 
So how does a small search engine wannabe 
compete against global powerhouses? The 
best answer: It doesn’t—at least not directly. 
Instead, it finds a unique market niche and 
runs where the big dogs don’t.

Enter DuckDuckGo, a plucky search en-
gine start-up that’s carving out its own special 
market niche. Instead of battling Google and 
other giants head-on, DuckDuckGo provides 
a customer benefit that the market leaders 
can’t—privacy. Then it energizes its unique 
niche with brand personality and user com-
munity. One look at DuckDuckGo’s icon—a 
quirky bow-tied duck—gives you the sense 
that, like the small locomotive in the classic 
children’s story, this might be “the little engine 
that could.”

DuckDuckGo isn’t just surviving in its 
niche, it’s exploding. The company is still 
comparatively tiny—it averages about 3  billion 
searches a year compared with Google’s 
more than 1.2 trillion. But DuckDuckGo’s 
daily search volume has surged nearly tenfold 
in just the past three years, whereas Google’s 
volume growth has lagged a bit.

When Gabriel Weinberg first launched 
DuckDuckGo eight years ago, most people 
questioned his sanity. How could a small 
upstart challenge the likes of mighty Google? 
But rather than simply mimicking Google, 
Weinberg went a different direction, devel-
oping a quality search engine with a key 
 differentiating feature. DuckDuckGo now 
 positions itself strongly on “Smarter Search. 
Less Clutter. Real Privacy.”

DuckDuckGo focuses only on search. It 
offers a streamlined, clutter-free, customizable 
user interface with far fewer sponsored ads. 
As with other search engines, a DuckDuckGo 
query returns link-by-link search results 
based on third-party sources, but the results 
are filtered and reorganized to reduce spam. 
And beyond the usual search-result links, for 

Niche marketing: DuckDuckGo thrives in the shadows of giant search 
engine competitors by giving its user community something the Googles of 
the world can’t mimic—real privacy.
Duck Duck Go, Inc.
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Such deceptively simple statements form the backbone of a product’s marketing strat-
egy. For example, from its founding, Southwest Airlines has positioned itself as “The LUV 
Airline,” a positioning recently reinforced by the colorful heart in its new logo and plane 
graphics design. As recent Southwest advertising affirms, “Without a heart, it’s just a ma-
chine.” The airline has “always put Heart in everything it does.”

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

Developing an Integrated Marketing Mix
After determining its overall marketing strategy, the company is ready to begin planning the 
details of the marketing mix, one of the major concepts in modern marketing. The marketing 
mix is the set of tactical marketing tools that the firm blends to produce the response it wants 
in the target market. The marketing mix consists of everything the firm can do to engage con-
sumers and deliver customer value. The many possibilities can be collected into four groups 
of variables—the four Ps. Figure 2.5 shows the marketing tools under each P.

Product means the goods-and-services combination the company offers to the tar-
get market. Thus, a Ford Escape consists of nuts and bolts, spark plugs, pistons, 

Differentiation
Actually differentiating the market offering 
to create superior customer value.

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

“It’s become obvious why people don’t want 
to be tracked.”

How does DuckDuckGo make money? 
Last year, Google made 90 percent of its 
$74.5 billion of revenue from search-related 
advertising, and most of that business in-
volved large-scale, behaviorally targeted ad-
vertising that relies on the very tracking tools 
that DuckDuckGo shuns. However, even 
without tracking users, smaller DuckDuckGo 
can be profitable. It simply focuses on the 
other part of Google’s business—delivering 
contextual search ads based on the topic of 
the search itself. So when users search for 
“curved OLED TVs,” DuckDuckGo shows ads 
and links for TV manufacturers and retailers 
who’ve paid for the associated key words.

Thus, in many ways, DuckDuckGo is 
David to Google’s Goliath. But unlike David, 
DuckDuckGo isn’t out to slay the giant. It 
knows that it can’t compete head-on with 

the Googles and Bings of the world—it 
doesn’t even try. Then again, given the depth 
of consumer engagement and loyalty that 
DuckDuckGo engenders in its own small cor-
ner of the online search market, Google and 
the other giants may find it difficult to compete 
with DuckDuckGo for privacy-minded users. 
DuckDuckGo is currently the nation’s 11th-
most-popular search engine based on unique 
monthly visitors. And as privacy grows in im-
portance, so will DuckDuckGo.

That’s what niche marketing is all 
about—a well-defined brand engaging a 
 focused customer community with mean-
ingful brand relationships that even large 
and resourceful competitors can’t crack. 
Smart niching has made DuckDuckGo 
“Google’s tiniest, fiercest competitor,” says 
the analyst. “Our vision is simple,” says 
DuckDuckGo. “To give you great search 
results without tracking you.”

By contrast, DuckDuckGo is specifically 
designed to be less invasive and less creepy 
than its competitors. DuckDuckGo doesn’t 
know who you are. It doesn’t log user IP 
addresses or use cookies to track users 
over time or other online locations. Users 
don’t have accounts. In fact, DuckDuckGo 
doesn’t even save user search histories. 
Perhaps most important, when users click 
on DuckDuckGo’s search results links, the 
linked websites don’t receive any informa-
tion generated by the search engine. As one 
privacy advocate puts it, “DuckDuckGo is 
a solid search engine that lets you surf the 
web without leaving behind a bunch of bread 
crumbs for Uncle Sam or anyone else to fol-
low.  . . . The sites you visit are being kept at 
arm’s length.”

So DuckDuckGo has become the pre-
ferred search engine for people concerned 
about online privacy, and that’s a fast- 
growing group. “If you look at the logs of 
people’s search sessions, they’re the most 
personal thing on the internet,” Weinberg 
says. “Unlike Facebook, where you choose 
what to post, with search you’re typing in 
medical and financial problems and all sorts 
of other things.” Today, more and more peo-
ple are thinking about the privacy implications 
of their search histories. “It was extreme at 
the time,” says Weinberg of DuckDuckGo’s 
early privacy positioning. But today, he adds, 

Sources: “comScore Releases February 2016 U.S. Desktop Search Engine Rankings,” March 16, 2016, www . 
comscore.com/Insights/Rankings/comScore-Releases-January-2016-US-Desktop-Search-Engine-Rankings; 
“DuckDuckGo Direct Queries per Day,” https://duckduckgo.com/traffic.html, accessed July 2016; John Paul 
Titlow, “Inside DuckDuckGo, Google’s Tiniest, Fiercest Competitor,” Fast Company, February 20, 2014, www . 
fastcompany.com/3026698/inside-duckduckgo-googles-tiniest-fiercest-competitor; Susan Adams, “The Founder 
of DuckDuckGo Explains Why Challenging Google Isn’t Insane,” Forbes, February 19, 2016, www.forbes.com/
sites/forbestreptalks/2016/02/19/the-founder-of-duckduckgo-explains-how-to-get-customers-before-you-have-a-
product-and-why-challenging-google-isnt-insane/#5899487d593c; “Top 15 Most Popular Search Engines—March 
2016,” www.ebizmba.com/articles/search-engines, accessed July 2016; and https://duckduckgo.com/about, 
 accessed September 2016.
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headlights, and thousands of other parts. Ford offers several Escape models and doz-
ens of optional features. The car comes fully serviced and with a comprehensive war-
ranty that is as much a part of the product as the tailpipe.
Price is the amount of money customers must pay to obtain the product. For example, 
Ford calculates suggested retail prices that its dealers might charge for each Escape. 
But Ford dealers rarely charge the full sticker price. Instead, they negotiate the price 
with each customer, offering discounts, trade-in allowances, and credit terms. These 
actions adjust prices for the current competitive and economic situations and bring 
them into line with the buyer’s perception of the car’s value.
Place includes company activities that make the product available to target con-
sumers. Ford partners with a large body of independently owned dealerships that 
sell the company’s many different models. Ford selects its dealers carefully and 
strongly supports them. The dealers keep an inventory of Ford automobiles, dem-
onstrate them to potential buyers, negotiate prices, close sales, and service the cars 
after the sale.
Promotion refers to activities that communicate the merits of the product and per-
suade target customers to buy it. Ford spends nearly $2.5 billion each year on U.S. 
advertising to tell consumers about the company and its many products.11 Dealership 
salespeople assist potential buyers and persuade them that Ford is the best car for 
them. Ford and its dealers offer special promotions—sales, cash rebates, and low fi-
nancing rates—as added purchase incentives. And Ford’s Facebook, Twitter, YouTube, 
Instagram, and other social media platforms engage consumers with the brand and 
with other brand fans.

An effective marketing program blends the marketing mix elements into an integrated 
marketing program designed to achieve the company’s marketing objectives by engaging 
consumers and delivering value to them. The marketing mix constitutes the company’s 
tactical tool kit for establishing strong positioning in target markets.

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

Target
customers

Intended
positioning

Place
Channels
Coverage
Locations
Inventory

Transportation
Logistics

List price
Discounts

Allowances
Payment period

Credit terms

Promotion
Advertising

Personal selling
Sales promotion
Public relations

Direct and digital

Product
Variety
Quality
Design

Features
Brand name
Packaging
Services

Price

The marketing mix—or the
four Ps—consists of tactical
marketing tools blended into
an integrated program that
actually engages target
customers and delivers the
intended customer value.

 FIGURE | 2.5 
The Four Ps of the Marketing Mix
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There is another concern, however, that is valid. It holds that the four Ps concept 
takes the seller’s view of the market, not the buyer’s view. From the buyer’s viewpoint, 
in this age of customer value and relationships, the four Ps might be better described as 
the four As:12

Four Ps Four As

Product Acceptability

Price Affordability

Place Accessibility

Promotion Awareness

Under this more customer-centered framework, acceptability is the extent to which 
the product exceeds customer expectations; affordability the extent to which customers are 
willing and able to pay the product’s price; accessibility the extent to which customers can 
readily acquire the product; and awareness the extent to which customers are informed 
about the product’s features, persuaded to try it, and reminded to repurchase. The four As 
relate closely to the traditional four Ps. Product design influences acceptability, price affects 
affordability, place affects accessibility, and promotion influences awareness. Marketers 
would do well to think through the four As first and then build the four Ps on that platform.

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

Marketing Analysis
Managing the marketing function begins with a complete analysis of the company’s situ-
ation. The marketer should conduct a SWOT analysis (pronounced “swat” analysis), by 

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

Control
Measure results

Evaluate results

Take corrective
action

Analysis

Planning
Develop strategic

plans

Develop marketing
plans

action

op marke

uate resu

e correct

The first part of the
chapter dealt with
this—developing
company-wide and
marketing strategies
and plans.

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

Implementation
and

Organization
Carry out the

plans

 FIGURE | 2.6 
Managing Marketing: Analysis, 
Planning, Implementation, and 
Control

So far we’ve focused on 
the marketing in marketing 

management. Now, let’s turn to the 
management.

Author
Comment
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which it evaluates the company’s overall strengths (S), weaknesses (W), opportunities (O), 
and threats (T) (see Figure 2.7). Strengths include internal capabilities, resources, and 
positive situational factors that may help the company serve its customers and achieve its 
objectives. Weaknesses include internal limitations and negative situational factors that 
may interfere with the company’s performance. Opportunities are favorable factors or 
trends in the external environment that the company may be able to exploit to its advan-
tage. And threats are unfavorable external factors or trends that may present challenges to 
performance.

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

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

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

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

Marketing Implementation
Planning good strategies is only a start toward successful marketing. A brilliant marketing 
strategy counts for little if the company fails to implement it properly. Marketing imple-
mentation is the process that turns marketing plans into marketing actions to accomplish 

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

Internal

External

Positive Negative

SStrengths
Internal capabilities that
may help a company 
reach its objectives WWeaknesses

Internal limitations that may
interfere with a company’s

ability to achieve its
objectives

OOpportunities
External factors that the
company may be able to 
exploit to its advantage TThreats

Current and emerging 
external factors that may 
challenge the company’s 

performance

The goal of SWOT analysis is to
match the company’s strengths to
attractive opportunities in the
environment while eliminating
or overcoming the weaknesses
and minimizing the threats.

Hang on to this figure! SWOT analysis 
(pronounced “swat” analysis) is a 
widely used tool for conducting a 
situation analysis. You’ll find yourself 
using it a lot in the future, especially 
when analyzing business cases.

 FIGURE | 2.7 
SWOT Analysis: Strengths (S), 
Weaknesses (W), Opportunities (O),  
and Threats (T)
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 Table 2.2 | Contents of a Marketing Plan

Section Purpose

Executive summary Presents a brief summary of the main goals and recommendations of the plan for management 
review, helping top management find the plan’s major points quickly.

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

A market description that defines the market and major segments and then reviews customer  
needs and factors in the marketing environment that may affect customer purchasing.
A product review that shows sales, prices, and gross margins of the major products in the 
product line.
A review of competition that identifies major competitors and assesses their market positions 
and strategies for product quality, pricing, distribution, and promotion.
A review of distribution that evaluates recent sales trends and other developments in major 
distribution channels.

Threats and opportunities  
analysis

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

Objectives and issues States the marketing objectives that the company would like to attain during the plan’s term and 
discusses key issues that will affect their attainment.

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

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

Budgets Details a supporting marketing budget that is essentially a projected profit-and-loss statement. 
It shows expected revenues and expected costs of production, distribution, and marketing. The 
difference is the projected profit. The budget becomes the basis for materials buying, production 
scheduling, personnel planning, and marketing operations.

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

strategic marketing objectives. Whereas marketing planning addresses the what and why of 
marketing activities, implementation addresses the who, where, when, and how.

Many managers think that “doing things right” (implementation) is as important 
as, or even more important than, “doing the right things” (strategy). The fact is that both 
are critical to success, and companies can gain competitive advantages through effective 
implementation. One firm can have essentially the same strategy as another yet win in the 
marketplace through faster or better execution. Still, implementation is difficult—it is often 
easier to think up good marketing strategies than it is to carry them out.

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

Marketing Department Organization
The company must design a marketing organization that can carry out marketing 
 strategies and plans. If the company is very small, one person might do all the research, 
selling,  advertising, customer service, and other marketing work. As the company expands, 
 however, a marketing department emerges to plan and carry out marketing activities. 

In large companies, this department contains many 
 specialists—product and market managers, sales man-
agers and salespeople, market researchers, and adver-
tising and social media experts, among others.

To head up such large marketing organizations, 
many companies have now created a chief marketing 
officer (or CMO) position. This person heads up the 
company’s entire marketing operation and represents 
marketing on the company’s top management team. 
The CMO position puts marketing on equal footing 
with other “C-level” executives, such as the chief op-
erating officer (COO) and the chief financial officer 
(CFO). As a member of top management, the CMO’s 
role is to champion the customer’s cause—to be the 
“chief customer officer.” To that end, British Airways 
even went so far as to rename its top marketing posi-
tion as Director of Customer Experience.13

Modern marketing departments can be ar-
ranged in several ways. The most common form of 
marketing organization is the functional organiza-
tion, under which different marketing activities are 
headed by a functional specialist—a sales manager, 

an advertising manager, a marketing research manager, a customer service manager, or 
a new product manager. A company that sells across the country or internationally often 
uses a geographic organization, assigning sales and marketing people to specific coun-
tries, regions, and districts. Companies with many very different products or brands 
often create a product management organization. For companies that sell one product line 
to many different types of markets and customers who have different needs and prefer-
ences, a market or customer management organization might be best. Large companies that 
produce many different products flowing into many different geographic and customer 
markets usually employ some combination of the functional, geographic, product, and 
market organization forms.

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

Marketing Control
Because many surprises occur during the implementation of marketing strategies and 
plans, marketers must practice constant marketing control—evaluating results and tak-
ing corrective action to ensure that the objectives are attained. Marketing control involves 

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

 Marketers must continually plan their analysis, implementation, and 
control activities.
Pressmaster/Adobe Photo
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four steps. Management first sets specific marketing goals. It then measures its perfor-
mance in the marketplace and evaluates the causes of any differences between expected 
and actual performance. Finally, management takes corrective action to close the gaps 
between goals and performance. This may require changing the action programs or even 
changing the goals.

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

Measuring and Managing Marketing Return on Investment
Marketing managers must ensure that their marketing dollars are being well spent. In the 
past, many marketers spent freely on big, expensive marketing programs and flashy ad-
vertising campaigns, often without thinking carefully about the financial returns on their 
spending. Their goal was often a general one—to “build brands and consumer preference.” 
They believed that marketing produces intangible creative outcomes, which do not lend 
themselves readily to measures of productivity or return.

However, those free-spending days have now been replaced by a new era of market-
ing measurement and accountability. More than ever, today’s marketers are being held 
accountable for linking their strategies and tactics to measurable marketing performance 
outcomes. One important marketing performance measure is marketing return on 
 investment (or marketing ROI). Marketing ROI is the net return from a marketing invest-
ment divided by the costs of the marketing investment. It measures the profits generated 
by investments in marketing activities.

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

A company can assess marketing ROI in terms of standard marketing performance 
measures, such as brand awareness, sales, or market share. Many companies are assem-
bling such measures into marketing dashboards—meaningful sets of marketing performance 
measures in a single display used to monitor strategic marketing performance. Just as 
automobile dashboards present drivers with details on how their cars are performing, the 
marketing dashboard gives marketers the detailed measures they need to assess and adjust 
their marketing strategies. For example, VF Corporation uses a marketing dashboard to 
track the performance of its more than 30 lifestyle apparel brands—including Wrangler, 
Lee, The North Face, Vans, Nautica, 7 For All Mankind, Timberland, and others. VF’s 
marketing dashboard tracks brand equity and trends, share of voice, market share, online 
sentiment, and marketing ROI in key markets worldwide, not only for VF brands but also 
for competing brands.14

Increasingly, however, beyond standard performance measures, marketers are using 
customer-centered measures of marketing impact, such as customer acquisition, customer 
engagement, customer experience, customer retention, customer lifetime value, and cus-
tomer equity. These measures capture not only current marketing performance but also 
future performance resulting from stronger customer relationships. Figure 2.8 views 
marketing expenditures as investments that produce returns in the form of more profit-
able customer relationships.15 Marketing investments result in improved customer value, 
engagement, and satisfaction, which in turn increase customer attraction and retention. 
This increases individual customer lifetime values and the firm’s overall customer equity. 
Increased customer equity, in relation to the cost of the marketing investments, determines 
return on marketing investment.

Marketing return on investment 
(marketing ROI)
The net return from a marketing 
investment divided by the costs of the 
marketing investment.

Measuring marketing 
return on investment has 

become a major emphasis. But it can 
be difficult. For example, a Super Bowl 
ad reaches more than 100 million 
consumers but may cost more than $4 
million for 30 seconds of airtime. How 
do you measure the return on such an 
investment in terms of sales, profits, 
and building customer engagement 
and relationships?

Author
Comment
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As one chief marketing officer says, “You have to be able to move on to those deeper 
engagement metrics, which show that for the money that I’m spending, here are the vari-
ous programs that are working in terms of driving engagement with customers and ulti-
mately driving purchase behavior and revenue.”16

Marketing returns

Marketing investments

Marketing return on investment

Improved customer value and engagement

Increased customer
attraction

Increased customer
retention

Cost of marketing
investment

Beyond measuring marketing return on investment
in terms of standard performance measures such
as sales or market share, many companies are
using customer relationship measures, such as
customer satisfaction, engagement, retention, and
equity. These are more difficult to measure but
capture both current and future performance.

Increased customer lifetime values
and customer equity

 FIGURE | 2.8 
Marketing Return on Investment

Source: Adapted from Roland T. Rust, Katherine 
N. Lemon, and Valerie A. Zeithaml, “Return on 
Marketing: Using Consumer Equity to Focus  
Marketing Strategy,” Journal of Marketing,  
January 2004, p. 112. Used with permission.

2 Reviewing and Extending the Concepts

OBJECTIVES REVIEW AND KEY TERMS

Objectives Review
In Chapter 1, we defined marketing and outlined the steps in 
the marketing process. In this chapter, we examined company-
wide strategic planning and marketing’s role in the organization. 
Then we looked more deeply into marketing strategy and the 
marketing mix and reviewed the major marketing management 
functions. So you’ve now had a pretty good overview of the fun-
damentals of modern marketing.

OBJECTIVE 2-1 Explain company-wide strategic 
planning and its four steps. (pp 64–66)

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

Strategic planning involves developing a strategy for long-
run survival and growth. It consists of four steps: (1) defining 
the company’s mission, (2) setting objectives and goals, (3) 
designing a business portfolio, and (4) developing functional 
plans. The company’s mission should be market oriented, 

realistic, specific, motivating, and consistent with the market 
environment. The mission is then transformed into detailed 
supporting goals and objectives, which in turn guide decisions 
about the business portfolio. Then each business and product 
unit must develop detailed marketing plans in line with the 
company-wide plan.

OBJECTIVE 2-2  Discuss how to design business 
portfolios and develop growth strategies. (pp 66–72)

Guided by the company’s mission statement and objectives, 
management plans its business portfolio, or the collection of 
businesses and products that make up the company. The firm 
wants to produce a business portfolio that best fits its strengths 
and weaknesses to opportunities in the environment. To do 
this, it must analyze and adjust its current business portfolio 
and  develop growth and downsizing strategies for adjusting the 
future portfolio. The company might use a formal portfolio- 
planning method. But many companies are now designing 
more-customized portfolio-planning approaches that better suit 
their unique situations.
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OBJECTIVE 2-3  Explain marketing’s role in strategic 
planning and how marketing works with its partners 
to create and deliver customer value. (pp 72–73)

Under the strategic plan, the major functional departments—
marketing, finance, accounting, purchasing, operations, infor-
mation systems, human resources, and others—must work 
together to accomplish strategic objectives. Marketing plays 
a key role in the company’s strategic planning by providing a 
marketing concept philosophy and inputs regarding attractive 
market opportunities. Within individual business units, marketing 
designs strategies for reaching the unit’s objectives and helps to 
carry them out profitably.

Marketers alone cannot produce superior value for custom-
ers. Marketers must practice partner relationship management, 
working closely with partners in other departments to form an ef-
fective value chain that serves the customer. And they must also 
partner effectively with other companies in the marketing system 
to form a competitively superior value delivery network.

OBJECTIVE 2-4  Describe the elements of a customer 
value–driven marketing strategy and mix and the 
forces that influence them. (pp 74–79)

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

OBJECTIVE 2-5  List the marketing management 
functions, including the elements of a marketing 
plan, and discuss the importance of measuring and 
managing marketing return on investment. (pp 79–84)

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

Marketing departments can be organized in one way or a 
combination of ways: functional marketing organization, geo-
graphic organization, product management organization, or 
market management organization. In this age of customer re-
lationships, more and more companies are now changing their 
organizational focus from product or territory management to 
customer relationship management. Marketing organizations 
carry out marketing control, both operating control and strate-
gic control.

More than ever, marketing accountability is the top mar-
keting concern. Marketing managers must ensure that their 
marketing dollars are being well spent. In a tighter economy, 
today’s marketers face growing pressures to show that they 
are adding value in line with their costs. In response, marketers 
are developing better measures of marketing return on invest-
ment. Increasingly, they are using customer-centered measures 
of marketing impact as a key input into their strategic decision 
making.

Key Terms

OBJECTIVE 2-1
Strategic planning (p 64)
Mission statement (p 65)

OBJECTIVE 2-2
Business portfolio (p 67)
Portfolio analysis (p 67)
Growth-share matrix (p 67)
Product/market expansion grid (p 70)
Market penetration (p 71)
Market development (p 71)

Product development (p 71)
Diversification (p 71)

OBJECTIVE 2-3
Value chain (p 72)
Value delivery network (p 73)

OBJECTIVE 2-4
Marketing strategy (p 74)
Market segmentation (p 75)
Market segment (p 75)

Market targeting (p 75)
Positioning (p 75)
Differentiation (p 77)
Marketing mix (p 77)

OBJECTIVE 2-5
SWOT analysis (p 79)
Marketing implementation (p 80)
Marketing control (p 82)
Marketing return on investment  

(marketing ROI) (p 83)



86   PART 1 | Defining Marketing and the Marketing Process

Critical Thinking Exercises
2-6 As a student you have individual experiences with your 

college or university. These may include managing the ap-
plication process, enrolling, orientation, choosing a major, 
setting schedules, and many more. Conduct a SWOT 
analysis for your school from your perspective. Discuss 
how your SWOT analysis would provide strategic insight 
for future decisions at your college or university. (AACSB: 
Communication; Reflective Thinking)

2-7 Examine the integrated marketing mix of the Japanese 
clothing brand UNIQLO. What are their key marketing mix 

ingredients? What about their brand, service, and IMC? 
(AASCB: Communication)

2-8 Create a mission statement for a nonprofit organization 
you would be interested in starting. Have another student 
evaluate your mission statement while you evaluate the 
other student’s statement, suggesting areas of improve-
ment. (AACSB: Communication; Reflective Thinking)

Founded in 1998 as an internet search engine, Google’s mission 
statement remains the same to this day: to “organize the world’s 
information and make it universally accessible and useful.” Google 
is certainly successful, with revenues growing from $3.2 billion in 
2002 to $74.5 billion in 2015, 90 percent of which comes from ad-
vertisers. Google is expanding rapidly into other areas well beyond 
its search engine, such as self-driving cars, smart contact lenses 
that measure a person’s blood sugar levels, internet-bearing bal-
loons to create internet hotspots anywhere on earth, and even 
magnetic nanoparticles to search for disease within the human 
bloodstream. In fact, Google has innovated into so many diverse 
new ventures that it recently created a broader organization—a 
parent holding company called Alphabet—to contain them all. 
Google/Alphabet has been on a buying frenzy recently, purchas-
ing security, biotech, and robotic companies in a quest to capital-
ize on the Internet of Things (IoT) phenomenon. Experts predict 
there will be 25 million connected devices in our homes and work-
places by 2020. Google recently announced its new IoT operat-

ing system, dubbed Brillo (after the Brillo scrubbing pad because 
it is a scrubbed-down version of its Android operating system), 
targeted to developers of smart products connected to the inter-
net, such as ovens, thermostats, and even toothbrushes. It’s also 
developed Weave, the corresponding IoT language that will allow 
smart products to speak to each other. Perhaps one day you will 
be sitting in your Google/Alphabet self-driving car, streaming the 
news, checking your blood sugar, and cooling your home by turn-
ing down your thermostat on the way home from work.

2-9 Conduct research on Google/Alphabet to learn more 
about its products and services. Some say the time has 
come for Google to create a new mission statement. 
Do you agree? Explain. (AACSB: Communication; 
Reflective Thinking)

2-10 Create a new mission statement for Google/Alphabet 
that will take it through the rest of this century. (AACSB: 
Communication; Reflective Thinking)

APPLICATIONS AND CASES

Online, Mobile, and Social Media Marketing Google’s (Alphabet’s) Mission

DISCUSSION AND CRITICAL THINKING

MyLab Marketing
Go to mymktlab.com to complete the problems marked with this icon .

2-1 Define strategic planning and briefly describe the four 
steps that lead managers and the firm through the strate-
gic planning process. Discuss the role marketing plays in 
this process. (AASCB: Communication)

2-2 Describe how a company’s mission statement and 
 objectives affect the way management plans its business 
portfolio. (AACSB: Communication; Reflective Thinking)

2-3 Describe the differences between a value chain and 
a value delivery network. (AACSB: Communication, 
Reflective Thinking)

2-4 Discuss how a new brand manufacturer would go about 
defining their market segments and then begin to target 
them. (AACSB: Communication; Reflective Thinking)

2-5 Imagine a marketing department structure for a company 
you are familiar with and explain how it is organized. 
(AACSB: Communication; Reflective Thinking)

Discussion Questions
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Marketing Ethics Predicting the Future
In 1966, Time magazine made a prediction about the retail world 
in 2000. It confidently predicted that remote shopping, although 
feasible, would never be likely to catch on. Time made this pre-
diction based on the reasoning that women, in particular, like to 
handle merchandise before they purchase it. Not only was the 
prediction hugely inaccurate, it was chauvinistic as well. Global 
online sales are now in excess of $500 billion. It is not only men 
who spend massive sums online, but also women, in direct con-
tradiction of Time’s prediction. In contrast to this poor prediction, 
there are cases of articles in the press correctly predicting digital 
trends in the future, but many predictions still fall short of reality. 
For example, Robert Metcalf, the inventor of Ethernet, made a 
prediction in 1995 that, within a year, the internet would spec-
tacularly collapse. In 2007, The New York Times predicted that 

Twitter would never be any more relevant to modern-day com-
munication than an old-fashioned short-wave radio. Tuning into 
predictions can be dangerous, but should they really be ignored?

2-11 In some cases, short-term predictions are far more 
reliable than long-term ones. To what extent should 
businesses base their long-term planning on the 
views of “experts”?  (AACSB: Communication; Ethical 
Understanding and Reasoning)

2-12 Business Monitor International is one of the several or-
ganizations that seek to predict future trends in sectors, 
countries, and financial markets. How are these ser-
vices sold to businesses as legitimate business planning 
tools? (AACSB: Communication; Reflective Thinking)

Marketing by the Numbers Apple vs. Microsoft
In 2014, Apple reported profits of more than $50 billion on sales 
of $182 billion. For that same period, Microsoft posted a profit 
of almost $30 billion on sales of $88 billion. So Apple is a better 
marketer, right? Sales and profits provide information to com-
pare the profitability of these two competitors, but between these 
numbers is information regarding the efficiency of marketing ef-
forts in creating those sales and profits. Appendix  2, Marketing 
by the Numbers, discusses other marketing profitability mea-
sures beyond the return on marketing investment (marketing ROI) 
measure described in this chapter. Review the Appendix to an-
swer the questions using the following information from the two 
companies’ incomes statements (all numbers are in thousands):

Apple Microsoft

Sales $182,795,000 $86,833,000

Gross Profit $ 70,537,000 $59,899,000

Marketing Expenses $  8,994,750 $15,474,000

Net Income (Profit) $ 52,503,000 $27,759,000

2-13 Calculate profit margin, net marketing contribution, 
marketing return on sales (or marketing ROS), and 
marketing return on investment (or marketing ROI) for 
each company. Which company is performing better? 
(AACSB: Communication; Use of IT; Analytic Thinking)

2-14 Go to Yahoo! Finance (http://finance.yahoo.com/) and 
find the income statements for two other compet-
ing companies. Perform the same analyses for these 
companies that you performed for the previous ques-
tion. Which company is doing better overall and with 
respect to marketing? For marketing expenses, use 75 
percent of the company’s reported “Selling General and 
Administrative” expenses, as not all of the expenses 
in that category are marketing expenses. (AACSB: 
Communication; Analytic Reasoning; Reflective 
Thinking)

Video Case Konica
Konica Minolta has been in business since 1873. For decades, 
it was a successful photo company selling cameras, equipment, 
and supplies primarily to final consumers. But dramatic changes 
in the marketing environment forced the company to reevaluate 
its marketing strategy and ultimately to abandon what had been 
its primary industry.

Today, Konica Minolta has a successful business-to-business 
strategy centered on office equipment and print products for 
commercial printers. The company has also developed a health-
care and medical group, an optics group, and a division that pro-
duces components for mobile phones and televisions. With the 

advent and growth of social media, Konica Minolta’s marketing 
strategy continues to evolve.

After viewing the video featuring Konica Minolta, answer the 
following questions:

2-15 What is Konica Minolta’s mission?

2-16 What market conditions led Konica Minolta to reevalu-
ate its marketing strategy?

2-17 How has Konica Minolta modified its marketing mix? 
Are these changes in line with its mission?
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Company Case Facebook: Making the World More Open and Connected
The world has rapidly gone online, social, and mobile. And no 
company is more online, social, and mobile than Facebook. In 
spite of the growing number of social media options, Facebook 
continues to dominate. In little more than a decade, it has accu-
mulated more than 1.6 billion active monthly users—more than 
20 percent of the world’s total population—and some 1.5 bil-
lion people now access the network on a mobile device. More 
than a billion Facebook members already log on daily, and five 
new Facebook profiles are created every second. In the United 
States, more collective time is spent on Facebook than on any 
other website. Together, the Facebook community uploads 350 
million photos, “Likes” 4.5 billion items, and shares 4.75 billion 
pieces of content daily.

Having achieved such phenomenal impact in such a short 
period of time, Facebook’s success can be attributed to tena-
cious focus on its mission—“to give people the power to share 
and make the world more open and connected.” It’s a place 
where friends and family meet, share their stories, display their 
photos, pass along information, and chronicle their lives. Hordes 
of people have made Facebook their digital home 24/7.

From Simple Things
Initially, carrying out this mission was relatively simple. When CEO 
Mark Zuckerberg and friends launched “thefacebook.com” in 
2004, it was for Harvard students only. Still, with its clean design 
(“No Disneyland, no ‘Live nude girls.’”), the fledgling site attracted 
a lot of attention when it racked up more than 1,200 registered 
users by the end of the first day. Within the first month, more than 
half of Harvard’s undergraduate student body had joined. The 
massive response demonstrated tremendous untapped demand. 
At first, the social network grew one university campus at a time. 
But it wasn’t long before Facebook was open to the public and 
people everywhere were registering by the millions.

As it grew, Facebook’s interface was a work in progress. 
Features were added and modified in order to appeal to everyone. 
The network’s growth and development also gave it the ability to 
target specific kinds of content to well-defined user segments. 
However, Facebook’s “all things to all people” approach left many 
users, especially younger ones, visiting Facebook less and shift-
ing time to more specialized competing social networks. To meet 
that growing threat, Facebook shifted gears from a “one site for 
all” approach to a multi-app strategy of providing “something for 
any and every individual.” According to Zuckerberg, “Our vision for 
Facebook is to create a set of products that help you share any 
kind of content you want with any audience you want.”

As the first move under its multi-app strategy, Facebook paid 
a then-stunning $1 billion to acquire Instagram, the surging photo-
sharing app. Although Facebook already had its own photo-
sharing features, the Instagram acquisition brought a younger, 
27-million-strong user base into the Facebook fold. And rather 
than incorporating Instagram as just another Facebook feature, 
Facebook maintained Instagram as an independent brand with 
its own personality and user base. Instagram and Facebook 
customers can choose their desired level of integration, including 
Instagram membership without a Facebook account. “The fact 
that Instagram is connected to other services beyond Facebook is 
an important part of the experience,” says Zuckerberg.

Not long after the Instagram acquisition, in its quest to add 
unique new products and user segments, Facebook announced 
the creation of Creative Labs, a Facebook division charged with 

developing single-purpose mobile apps. It also unveiled the new 
division’s first product—Paper, a mobile app that provides easy 
and personalized access to Facebook’s News Feed. Although the 
core Facebook mobile app already provided access to this con-
tent, Paper let users organize the feed by themes, interests, and 
sources, serving it all up in a full-screen, distraction-free layout.

On the heels of Paper came another stunning Facebook 
mega-acquisition. Dwarfing its Instagram deal, Facebook paid a 
shocking $19 billion for standalone messaging app WhatsApp. 
Facebook’s own Messenger had already grown quickly to 200 
million users. But similar to Instagram, WhatsApp immediately 
gave Facebook something it could not easily build on its own—
an independent brand with more than 450 million registered 
international users, many of whom were not on Facebook.

By developing and acquiring such new products and apps, 
Facebook is doing what it does best—growing its membership 
and giving its diverse users more ways and reasons to connect 
and engage. Facebook’s fuller portfolio lets users meet their indi-
vidual needs within the broadening Facebook family.

To the Stratosphere
As Facebook develops more reasons for more users to connect 
and engage, it also pursues technologies that might leave some 
observers scratching their heads. For example, a few years ago, 
the social media giant paid $2 billion to acquire Oculus VR, the 
virtual reality start-up. In the past year, Facebook has also de-
veloped its own 360-degree stereoscopic 3D video camera with 
17 lenses—a device it calls Facebook Surround360. Why these 
acquisitions and developments? According to Zuckerberg, it has 
to do with “first steps.”

When Zuckerberg took his first steps, his parents noted the 
event in his baby book. When one of his cousins first walked some 
time later, Mom and Dad captured the moment with a photo. 
When his niece learned to walk, the video camera was rolling. But 
for his own daughter, Zuckerberg wanted to take it to the next 
level. “When Max takes her first step, we’ll be able to capture the 
whole scene, not just write down the date or take a photo or take 
a little 2D video,” Zuckerber says. “The people we want to share 
this with . . . can go there. They can experience that moment.”

Zuckerberg’s wanting to broadcast his daughter’s first steps 
as though others were there is just one more example of how 
Facebook constantly focuses on its central mission—to connect 
the world. “Over time, people get richer and richer tools to com-
municate and express what they care about,” says Zuckerberg. 
Facebook anticipates that this kind of video could lead to an 
entirely new mode of communication, one that could extend to 
Facebook’s own Oculus virtual reality headset.

As much as 3D virtual reality video sounds like a long shot, it’s 
easy pickings compared to Facebook’s biggest current initiative. 
Zuckerberg has been spanning the globe, addressing everyone 
from global leaders to fellow entrepreneurs and making a case 
for what he sees as the most critical social endeavor of our 
time—making the internet a basic human right, like health care 
or clean water. As he tells it, lack of free and open access to 
information is the greatest barrier to prosperity for the world’s im-
poverished. Yet almost 5 billion people are not yet connected to 
the internet. Zuckerberg and the Facebook team aim to eliminate 
that barrier by making the internet accessible to all.

To this end, Facebook has created its own innovation think 
tank called the Connectivity Lab. This group will have a satellite 
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orbiting above sub-Saharan Africa within a year. But satellites are 
expensive, so the group is also working on other options. The 
most promising option is known internally as Aquila—a sleek, 
boomerang-shaped drone that has the wingspan of a Boeing 
737, weighs less than 1,000 pounds, and can to stay aloft at 
65,000 feet for months at a time. Soon to be tested, Aquila will 
receive radio signals from a ground station, relay those signals 
via lasers to transponders on the ground, and convert the signals 
to Wi-Fi or 4G networks. Facebook’s vision is to eventually have 
10,000 Aquilas flying the friendly skies around planet earth.

Giving It All Away
Although Facebook spent more than five years building its user 
base and paying almost no attention to generating income, it is 
now making up for lost time. In the past five years, Facebook’s 
revenues have gone viral—from $2 billion to $18 billion, a ninefold 
increase to its top line. With a 20 percent margin, its bottom line 
isn’t doing too badly either. And although Facebook has experi-
mented with various ways to generate income, the vast majority 
of its income comes via tried-and-true online advertising.

With all the development of fancy technologies such as drones, 
lasers, virtual reality, and 3D video, you might think that Facebook 
intends to diversify into new businesses that could generate cash 
and profits. But nothing could be further from the truth. In fact, 
as Facebook launches these and other technologies, it is giving 
away the designs for free. Years ago when Facebook built its own 
servers and data centers, it promptly open-sourced the designs 
and let the world have them for nothing. It did the same with big 
data analytics tools such as Cassandra and Hadoop. Although 
that might seem like throwing away money, it’s right in line with 
Facebook’s mission. Whereas most companies define them-
selves by a craft, such as making the best consumer electronic 
gadgets or solving companies’ efficiency problems, Facebook 
has been built around a single-minded goal of connecting every-
one in the world and giving them the tools they need “to share 
anything and everything in a natural way.”

For that reason, Facebook focuses on what it does best— 
being the best social network. Rather than becoming distracted 
by developing multiple business units and trying to make money 
through diversified means, it remains focused on building its 
user base and treating its core social media products as works 
in process. To those who view the projects coming out of the 
Connectivity Lab as unrelated, Zuckerberg points out, “They’re 
actually incredibly focused in terms of the mission. The real goal 
is to build the community. A lot of times, the best way to advance 
the technology is to work on it as a community.”

With many companies already working on the very tech-
nologies that Facebook is trying to advance, it might seem that 
Facebook isn’t adding much. But Zuckerberg is impatient, and 
he feels that the tech world is providing too little, too late. For ex-
ample, Facebook’s laser drones will be able to shower entire rural 

areas, villages, and cities with extremely high bandwidth at higher 
speeds with more economical costs than the systems currently 
being employed and developed by telecom companies. “We 
need certain technologies to exist in the world, so we will build 
those,” says Zuckerberg. “We’re not selling [servers] or cameras 
or connectivity services. But if no one else is building them, we’re 
going to.”

Whatever its future, Facebook seems to have barely scratched 
the surface when it comes to fulfilling its mission. Its new multi-app, 
multi-segment strategy, combined with its massive, closely knit 
social structure, gives Facebook staggering potential. And moving 
the world toward internet access for all will help make Facebook’s 
portfolio of apps and products available to everyone. For years, a 
popular saying around Facebook has been “We are one percent 
done with our mission.” These days, those who manage Facebook 
might concede that they’ve made progress—say, to maybe 2 per-
cent. For skeptics, consider how Facebook got started:

It was a few nights after [Zuckerberg] launched the website. He 
and his computer science buddy were getting pizza and talking. 
Zuckerberg told his friend that someone was going to build a so-
cial network, because it was too important not to exist. But he 
didn’t guess, back then, that he’d be the guy to do it. There were 
older people and bigger companies. So why, then, was Zucker-
berg the one to build Facebook? “I think it’s because we cared. 
A lot of times, caring about something and believing in it trumps,” 
he says. “I couldn’t connect the dots going forward on Facebook 
from the beginning. To me, that’s a lot of the story of [Facebook’s 
future] too.”

Questions for Discussion
2-18 Is Facebook’s mission statement market oriented? 

Explain.

2-19 How is Facebook’s strategy driven by its mission?

2-20 Is it wise for Facebook to give away it technologies for 
free? Why or why not?

2-21 As it moves forward in fulfilling its mission, what chal-
lenges does Facebook face in the future?

Sources: Based on information from Cade Metz, “How Will Zuckerberg 
Rule the World? By Giving Facebook’s Tech Away,” Wired, April 12, 
2016, www.wired.com/2016/04/mark-zuckerberg-giving-away-facebooks-
tech-free/; Jessi Hempel, “Inside Facebook’s Ambitious Plan to Connect 
the Whole World,” Wired, January 19, 2016, www.wired.com/2016/01/
facebook-zuckerberg-internet-org/; Sarah Kessler, “With Paper, Facebook 
Stops Trying to Be Everything for Everyone,” Fast Company, January 
30, 2014, www.fastcompany.com/3025762/with-paper-facebook-stops- 
trying-to-be-everything-for-everyone; Josh Constine, “Zuck Says Ads Aren’t 
the Way to Monetize Messaging,” Techcrunch, February 19, 2014, www 
.techcrunch.com/2014/02/19/whatsapp-will-monetize-later/; and informa-
tion from www.facebook.com/facebook/info/?tab=page_info and www 
.zephoria.com/top-15-valuable-facebook-statistics/, accessed June 2016.

MyLab Marketing
Go to mymktlab.com for the following Assisted-graded writing questions:

2-22 How are marketing departments organized? Which organization is best?
2-23 Explain the roles of  market segmentation, market targeting, differentiation,  

and positioning in implementing an effective marketing strategy.



So far, you’ve learned about the basic concepts of mar-
keting and the steps in the marketing process for en-
gaging and building profitable relationships with targeted 
consumers. Next, we’ll begin digging deeper into the 
first step of the marketing process—understanding the 

marketplace and customer needs and wants. In this chapter, you’ll 
see that marketing operates in a complex and changing environ-
ment. Other actors in this environment—suppliers, intermediaries, 
customers, competitors, publics, and others—may work with or 
against the company. Major environmental forces—demographic, 
economic, natural, technological, political, and cultural—shape 

marketing opportunities, pose threats, and affect the company’s 
ability to engage customers and build customer relationships. To 
develop effective marketing strategies, a company must first under-
stand the environment in which marketing operates.

To start, let’s look at Philips, one of the world’s biggest elec-
tronics companies and one of the most recognized and respected 
brands. Their lighting products have been found in homes all 
around the world. However, the markets Philips Lighting is operat-
ing in are subject to constant change. The storied company discov-
ered that a continuous and sophisticated assessment of the factors 
that influence and shape the marketing environment is paramount.

PHILIPS: Analyzing the Marketing Environment in the Middle East

Philips Lighting is no. 1 in the world 
market for lighting, but as the marketing 
environment constantly changes, 
Philips has realized that assessing 
multiple factors for change is vital to 
the understanding of current and future 
shifts.

Analyzing the Marketing 
Environment

companies in order to better tailor its offerings to the specific 
customer segments and leverage the Philips brand. Giving 
independence to the lighting solutions business, Philips claims, 
will better enable it to expand its global leadership position 
and venture into adjacent market opportunities. Both compa-
nies are supposed to be able to make the appropriate invest-
ments to boost growth and drive profitability, ultimately gener-

ating significantly more value for 
their customers, employees, and 
shareholders.

Since the 1980s, Philips has 
participated intensively in the 
concentration of the lighting sec-
tor by purchasing smaller national 
companies such as Companie des 
Lampes (France), AEG (Germany), 
and Polam Pila (Poland). It has 
also developed different joint ven-

tures; for example, with Westinghouse Lamps, Kono Sylvania, 
and EBT China. Today, Philips Lighting is no. 1 in the world 
market for lighting, ahead of competitors like Osram, Halonix, 
and Crompton. Their lighting products (light bulbs and lamps) 
are found all around the world, not only everywhere at home, 

K oninklijke Philips N.V. was founded by Anton and 
Gerard Philips in 1891 in Eindhoven to manufacture 
carbon filament lamps. Among their first major clients 
were early electricity companies, who included the 

provision of lamps in their power supply contracts. The com-
pany, now better known as Philips, is one of the world’s biggest 
electronics companies and one of the world’s most respected 
brands. It has evolved into a global 
player and today employs a work-
force of 113,687 around the world. 
A market leader in medical diag-
nostic imaging, patient monitoring 
systems, energy-efficient lighting, 
and lifestyle solutions for personal 
well-being, Philips manufactures 
more than 50,000 products across 
100 countries, in which it also op-
erates sales and service outlets. In 
2014, the firm reported sales of $23,982 billion. But Philips has 
also stayed true to its roots—today, it is the world leader in 
lighting products manufacturing.

On September 23, 2014, Philips announced that it would 
separate its healthcare and lighting businesses into two new 

C
H

A
P

T
E

R
 

P
R

E
V

IE
W

PART 1: Defining Marketing and the Marketing Process (Chapters 1–2)
PART 2: Understanding the Marketplace and Consumer Value (Chapters 3–6)
PART 3: Designing a Customer Value–Driven Strategy and Mix (Chapters 7–17)
PART 4: Extending Marketing (Chapters 18–20)

3



CHAPTER 3 | Analyzing the Marketing Environment   91

but also in many professional applications, including 30 
percent of offices, 65 percent of the world’s top airports, 
30 percent of hospitals, 35 percent of cars, and 55 percent 
of major football stadiums.

For 124 years, Philips has been a leader in building 
and shaping markets with meaningful innovations in-
cluding the radio, audio cassette, video cassette recorder 
(VCR), compact disc (CD), and digital versatile disc 
(DVD). In order to succeed in its markets, Philips must 
carefully and continuously analyze the marketing en-
vironment. At the beginning of the 21st century, Philips 
needed a new and coherent marketing strategy for the 
entire Middle East region, which had been identified as 
one of the key markets by the company. In order to bet-
ter address macroeconomic factors and regional prefer-
ences, Philips wanted to develop a more integrated and 
less fragmented marketing strategy for the region. 

The first objective was to select the most attrac-
tive markets in the region. Over the years, Philips has 
developed a statistical model that displays a correla-
tion between a country’s demand for lighting and its GDP per 
capita. The company has identified this correlation after careful 
analysis of GDP growth rate data and their corresponding sales 
figures. During discussions with agents and distributors in 
many countries, Philips was completely dependent on its infor-
mation about the market size. If Philips miscalculated market 
size, it missed market opportunities. The key reason why this 
model was developed was so that the company could cross-
check market estimations of its agents and distributors. The 
developed model showed that the demand for lamps and bulbs 
is a basic need for a country, and as soon as a country starts de-
veloping (which is indicated by the increase in GDP), this basic 
need increases. However, as the country’s wealth increases, 
the growth in the demand slows down, because basic lighting 
needs are covered at later stages of economic development.

In order to find the most attractive markets, Philips 
Lighting used the model and combined it with market data of 
the Middle East that contained population, GNP growth, and 
GNP per capita. They multiplied the demand for lighting per 
capita by the number of inhabitants in a country. Looking at 
the regions, Israel and Kuwait had the highest GDP per capita, 
but their population size was rather small. On the other hand, 
Iraq and Iran were (and still are) large markets for lighting, but 
they are very tough to enter because of their politically difficult 
situations.

However, the Philips Lighting Middle East managers did 
not use market size as the only selection criterion for priority; 
instead, the model was used as a starting point for discussions 
with agents and distributors in the respective countries. If 
the Philips sales in large lighting markets were very low, this 
would indicate a low Philips market share. This would lead to 
a discussion with local agents and distributors about how to 

increase the regional Philips market shares in cooperation with 
the local distributor.

Today, the lighting market is impacted by multiple fac-
tors, three of which are particularly important. The first 
is the macroeconomic situation, which is influenced and 
shaped by factors such as inflation rate and GDP, and which 
is influencing new construction and, consequently, the num-
ber of lighting installations. This key driver was used as a 
main indicator by Philips in its model to screen markets in 
the Middle East. Another important element used was, and 
still is, country-specific energy efficiency regulations and an 
increase in energy awareness, which are redefining future 
lighting product portfolios. For example, in 2014 the UAE 
government announced an energy efficiency regulation on 
lighting products, which bans the sale of inefficient standard 
bulbs while also seeking to reduce carbon dioxide emissions. 
Government action limiting certain energy sources—key be-
ing nuclear power due to events over the last years—results 
in additional demands for energy-efficient products such as 
LEDs. For  example, Dubai’s government has started an ini-
tiative in 2014 to switch all lighting in government buildings 
to LED, which is more energy-efficient and can be digitally 
controlled. It is these such projects that have helped Philips to 
grow in the region.

Philips has managed to assess these factors which heavily 
influence and shape the marketing environment for change. 
The company’s ability to understanding current and probable 
future shifts in the lighting market has driven its continuous 
growth in this region, making it the market leader in Middle 
Eastern countries such as the Emirates, where it has a 38.5 
percent market share; trailed by Osram, with 22.6 percent; and 
General Electric with 16.3 percent.1

Philips’s analysis of market needs—such as demands for energy-
efficient products like LEDs—has driven its continuous growth in this 
region.
Sergiy Palamarchuk/Alamy Stock Photo
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OBJECTIVES OUTLINE

OBJECTIVE 3-1  Describe the environmental forces that affect the company’s ability to serve its customers.

The Microenvironment and Macroenvironment (pp 92–96)

OBJECTIVE 3-2  Explain how changes in the demographic and economic environments affect marketing 
decisions.

The Demographic and Economic Environments (pp 96–104)

OBJECTIVE 3-3  Identify the major trends in the firm’s natural and technological environments.

The Natural and Technological Environments (pp 104–108)

OBJECTIVE 3-4  Explain the key changes in the political and cultural environments.

The Political–Social and Cultural Environments (pp 108–114)

OBJECTIVE 3-5 Discuss how companies can react to the marketing environment.

Responding to the Marketing Environment (pp 114–116)

A company’s marketing environment consists of the actors and forces outside market-
ing that affect marketing management’s ability to build and maintain successful relation-
ships with target customers. Like Kellogg, companies must constantly watch and adapt to 
the changing environment—or, in many cases, lead those changes.

More than any other group in the company, marketers must be environmental trend 
trackers and opportunity seekers. Although every manager in an organization should 
watch the outside environment, marketers have two special aptitudes. They have dis-
ciplined methods—marketing research and marketing intelligence—for collecting in-
formation and developing insights about the marketing environment. They also spend 
more time in customer and competitor environments. By carefully studying the envi-
ronment, marketers can adapt their strategies to meet new marketplace challenges and 
opportunities.

The Microenvironment and Macroenvironment
The marketing environment consists of a microenvironment and a macroenvironment. The 
microenvironment consists of the actors close to the company that affect its ability 
to engage and serve its customers—the company, suppliers, marketing intermediar-
ies, customer markets, competitors, and publics. The macroenvironment consists of 
the larger societal forces that affect the microenvironment—demographic, economic, 
natural, technological, political, and cultural forces. We look first at the company’s 
microenvironment.

The Microenvironment
Marketing management’s job is to build relationships with customers by creating customer 
value and satisfaction. However, marketing managers cannot do this alone. Figure 3.1 
shows the major actors in the marketer’s microenvironment. Marketing success requires 
building relationships with other company departments, suppliers, marketing intermedi-
aries, competitors, various publics, and customers, which combine to make up the com-
pany’s value delivery network.

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

Microenvironment
The actors close to the company that 
affect its ability to serve its customers—
the company, suppliers, marketing 
intermediaries, customer markets, 
competitors, and publics.

Macroenvironment
The larger societal forces that affect 
the microenvironment—demographic, 
economic, natural, technological, political, 
and cultural forces.

The microenvironment 
includes all the actors close 

to the company that affect, positively or 
negatively, its ability to create value for 
and relationships with customers.

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

Suppliers
Suppliers form an important link in the company’s overall customer value delivery net-
work. They provide the resources needed by the company to produce its goods and ser-
vices. Supplier problems can seriously affect marketing. Marketing managers must watch 
supply availability and costs. Supply shortages or delays, natural disasters, and other 
events can cost sales in the short run and damage customer satisfaction in the long run. 
Rising supply costs may force price increases that can harm the company’s sales volume.

Most marketers today treat their suppliers as partners in creating and deliver-
ing customer value. Morrison’s, one of the United Kingdom’s leading supermarkets, 
sells a large number of items, including seafood, dairy products, meat, bakery goods, 
and non-food grocery products. It has realized that the significance of its relationship 

with suppliers cannot be understated if it to succeed 
in the competitive retail sector. It acknowledges that 
the various awards it has achieved over the years—
including “Supermarket of the Year,” “Nations’ Best 
Café,” and “Most Sustainable Retailer of the Year”—
could not have been achieved without good relations 
with its suppliers. Its endeavor to maintain good 
relationships with suppliers shows in many ways. 
For instance, Morrison’s premium brand of milk 
costs 10 pence per liter more than the Morrison’s 
standard price, and according to Martyn Jones, the 
corporate services director of the organization, the 
supermarket uses this to support the dairy farmers 
who supply the milk. Morrison’s also encourages 
farmers to complete the Grocery Code Adjudicator’s 
annual supplier survey, through which the relation-
ship could be developed further. In fact, the close 
 relationship between Morrison’s and its suppliers 
has also culminated in a different way; the orga-
nization hired its former supplier, Neil Davison of 
Express Dairies, to work for it.2
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Marketers must work
in harmony with other
company departments
to create customer
value and relationships.

Customers are the most
important actors in the
company’s microenvironment.
The aim of the entire value
delivery system is to serve
target customers and create
strong relationships with them.

In creating value for customers,
marketers must partner with
other firms in the company’s
value delivery network.

 FIGURE | 3.1 
Actors in the Microenvironment

 Suppliers: Morrison’s has developed healthy, long-term relationships 
with its farmers.
Home Bird/Alamy Stock Photo
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Marketing Intermediaries
Marketing intermediaries help the company promote, sell, and distribute its products to 
final buyers. They include resellers, physical distribution firms, marketing services agen-
cies, and financial intermediaries.

Resellers are distribution channel firms that help the company find customers or 
make sales to them. These include wholesalers and retailers that buy and resell merchan-
dise. Physical distribution firms help the company stock and move goods from their points 
of origin to their destinations. Marketing services agencies are the marketing research 
firms, advertising agencies, media firms, and marketing consulting firms that help the 
company target and promote its products to the right markets. Financial intermediaries 
include banks, credit companies, insurance companies, and other businesses that help 
finance transactions or insure against the risks associated with the buying and selling 
of goods.

Like suppliers, marketing intermediaries form an important component of the 
company’s overall value delivery network. Thus, today’s marketers recognize the 
importance of working with their intermediaries as partners rather than simply as 
channels through which they sell their products. Although Apple has hundreds of 
its own retail locations throughout the world, it also uses the services of authorized 
resellers who help the firm sell its products all over the world. In this arrangement, 

Apple’s products are sold at identical prices both in its stores 
and in those of authorized resellers. Apple considers these 
authorized resellers as partners and has recently overhauled 
its premium resellers’ partners program. The organization is 
co-funding the renovation of resellers’ stores to follow Apple’s 
own retail formula and make demo units display consistent 
with Apple’s specifications. Apart from those who sell its 
products, Apple also has another set of intermediaries called 
authorized service providers. These are companies or indi-
viduals who represent organizations in providing repair and 
maintenance services to its customers. These intermediaries 
could belong to either of two categories, depending on the 
scale of the services that could be handled: authorized service 
providers or limited service providers. Apple gives its part-
ners reimbursements for labor, travel, and parts, where ap-
plicable. It also gives them comprehensive access to products, 
upgrade information, service, troubleshooting, on-the-spot 
technical support for certified technicians, etc. In addition, the 
partners benefit from inclusion in the Apple resource locator 
system, whereby they are displayed on Apple’s website for 
customers looking for nearby service providers.3

Competitors
The marketing concept states that, to be successful, a company 
must provide greater customer value and satisfaction than its 
competitors do. Thus, marketers must do more than simply adapt 
to the needs of target consumers. They also must gain strategic 
advantage by positioning their offerings strongly against competi-
tors’ offerings in the minds of consumers.

No single competitive marketing strategy is best for all 
companies. Each firm should consider its own size and industry 
position compared with those of its competitors. Large firms with 
dominant positions in an industry can use certain strategies that 
smaller firms cannot afford. But being large is not enough. There 
are winning strategies for large firms, but there are also losing 
ones. And small firms can develop strategies that give them better 
rates of return than large firms enjoy.

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

 Partnering with intermediaries: Apple provides its retail 
partners with much more than just phones. It also pledges 
technical support.
FC2/Picturesbyrob/Alamy Stock Photo 
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Publics
The company’s marketing environment also includes various publics. A public is any 
group that has an actual or potential interest in or impact on an organization’s ability to 
achieve its objectives. We can identify seven types of publics:

Financial publics. This group influences the company’s ability to obtain funds. Banks, 
investment analysts, and stockholders are the major financial publics.
Media publics. This group carries news, features, editorial opinions, and other content. 
It includes television stations, newspapers, magazines, and blogs and other social 
media.
Government publics. Management must take government developments into account. 
Marketers must often consult the company’s lawyers on issues of product safety, truth 
in advertising, and other matters.
Citizen-action publics. A company’s marketing decisions may be questioned by con-
sumer organizations, environmental groups, minority groups, and others. Its public 
relations department can help it stay in touch with consumer and citizen groups.
Internal publics. This group includes workers, managers, volunteers, and the board of 
directors. Large companies use newsletters and other means to inform and motivate 
their internal publics. When employees feel good about the companies they work for, 
this positive attitude spills over to the external publics.
General public. A company needs to be concerned about the general public’s attitude 
toward its products and activities. The public’s image of the company affects its buy-
ing behavior.
Local publics. This group includes local community residents and organizations. Large 
companies usually work to become responsible members of the local communities in 
which they operate.

 NatWest, one of the leading UK banks, maintains a strong link with its local com-
munity through various cause-related activities. In 2016, across the group, the organization 
gave a whooping £2.5 million to local charities, community groups, and social enterprises 
both in the United Kingdom and in Ireland. A further £2.5 million has been earmarked to 
be spent on similar endeavors in the year 2017. Meanwhile, the commitment of the bank 
to supporting local communities is not only displayed in the organizations’ corporate ef-

forts but also flows down to the staff 
members, who are very enthusiastic 
in supporting various local charities 
through their concerted efforts. In 
2015, the staff of the bank donated a 
total of £2.7 million to charity through 
the Pay-as-You-Earn Scheme and con-
tributed 45,437 hours of volunteering 
for various communities and charity 
projects. The same year, it became an 
official sponsor of Sports Relief. Over 
the years, it has been celebrated for 
supporting many other local charities 
to improve life, including Porchlight 
for the homeless, Discovery Park for 
tenants, and UKSA, a Youth charity. 
Its link to the Prince’s Trust spans over 
16 years, through which it has helped 
thousands of disadvantaged young 
people to create sustainable busi-
nesses. In 2014 alone, it ran a employ-
ability and mentoring program for 
2,521 disadvantaged people through 
hours devoted to the Trust.4

A company can prepare mar-
keting plans for these major publics 
as well as for its customer markets. 

Public
Any group that has an actual or potential 
interest in or impact on an organization’s 
ability to achieve its objectives.

 Publics: NatWest shows its commitment to its local community by giving generously to 
local charities, community groups, and social enterprises.
Jeff Gilbert/Alamy Stock Photo
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Suppose the company wants a specific response from a particular public, such as goodwill, 
favorable word of mouth and social sharing, or donations of time or money. The company 
would have to design an offer to this public that is attractive enough to produce the de-
sired response.

Customers
Customers are the most important actors in the company’s microenvironment. The aim of 
the entire value delivery network is to engage target customers and create strong relation-
ships with them. The company might target any or all of five types of customer markets. 
Consumer markets consist of individuals and households that buy goods and services for 
personal consumption. Business markets buy goods and services for further processing or 
use in their production processes, whereas reseller markets buy goods and services to resell 
at a profit. Government markets consist of government agencies that buy goods and services 
to produce public services or transfer the goods and services to others who need them. 
Finally, international markets consist of these buyers in other countries, including consum-
ers, producers, resellers, and governments. Each market type has special characteristics 
that call for careful study by the seller.

The Macroenvironment
The company and all of the other actors operate in a larger macroenvironment of forces 
that shape opportunities and pose threats to the company. Figure 3.2 shows the six 
major forces in the company’s macroenvironment. Even the most dominant companies 
can be vulnerable to the often turbulent and changing forces in the marketing environ-
ment. Some of these forces are unforeseeable and uncontrollable. Others can be predicted 
and handled through skillful management. Companies that understand and adapt well to 
their environments can thrive. Those that don’t can face difficult times. One-time dominant 
market leaders such as Xerox, Sears, and Sony have learned this lesson the hard way. In 
the remaining sections of this chapter, we examine these forces and show how they affect 
marketing plans.

The Demographic and Economic Environments
The Demographic Environment
Demography is the study of human populations in terms of size, density, location, age, 
gender, race, occupation, and other statistics. The demographic environment is of ma-
jor interest to marketers because it involves people, and people make up markets. The 
world population is growing at an explosive rate. It now exceeds 7.3 billion people and 
is expected to grow to more than 8 billion by the year 2030.5 The world’s large and highly 
diverse population poses both opportunities and challenges.

Changes in the world demographic environment have major implications for busi-
ness. Thus, marketers keep a close eye on demographic trends and developments in their 
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Marketers also want to be
socially responsible citizens
in their markets and
communities. For example,
online eyeware seller 
Warby Parker was founded 
on a cause: For every pair 
of glasses Warby Parker 
sells, it distributes a free 
pair to someone in need.

Concern for the natural environment
has spawned a so-called green
movement. For example, Timberland
is on a mission to develop products
that do less harm to the environment.

Changing demographics mean changes in 
markets and marketing strategies. For 
example, Netflix created a “Just for Kids” 
portal and app targeting today’s fast-growing 
young, tech-savvy “Gen Z” segment.

 FIGURE | 3.2 
Major Forces in the Company’s Macroenvironment

The macroenvironment 
consists of broader 

forces that affect the actors in the 
microenvironment.
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Changes in demographics 
mean changes in 

markets, so they are very important to 
marketers. We first look at the biggest 
demographic trend—the changing age 
structure of the population.

Author
Comment



CHAPTER 3 | Analyzing the Marketing Environment   97

markets. They analyze changing age and family structures, geographic population shifts, 
educational characteristics, and population diversity. Here, we discuss the most important 
demographic trends in the United States.

The Changing Age Structure of the Population
The U.S. population currently stands at nearly 323 million and may reach almost 364 mil-
lion by 2030.6 The single most important demographic trend in the United States is the 
changing age structure of the population. Primarily because of falling birthrates and longer 
life expectancies, the U.S. population is rapidly getting older. In 1970, the median age was 
28; by 2016, it was 38.7 This aging of the population will have a significant impact on mar-
kets and those who service them.

The U.S. population contains several generational groups. Here, we discuss the four 
largest groups—the baby boomers, Generation X, the millennials, and Generation Z—and 
their impact on today’s marketing strategies.

The Baby Boomers. The post–World War II baby boom produced 78 million baby 
boomers, who were born between 1946 and 1964. Over the years, the baby boomers 
have been one of the most powerful forces shaping the marketing environment. The 
youngest boomers are now in their 50s; the oldest are in their early 70s and well into 
retirement.

The baby boomers are the wealthiest generation in U.S. history, what one analyst calls 
“a marketer’s dream.” Today’s baby boomers account for about 26 percent of the U.S. pop-
ulation but control an estimated 70 percent of the nation’s disposable income and half of all 
consumer spending.8 The boomers constitute a lucrative market for financial services, new 
housing and home remodeling, new cars, travel and entertainment, eating out, health and 
fitness products, and just about everything else. And contrary to the popular belief that 
they are staid in their ways, one recent survey found that 82 percent of boomers are open to 

new brands. Says a researcher, “Changing and trying new brands helps 
boomers feel like they are staying current.”9

It would be a mistake to think of older boomers as phasing out 
or slowing down. Rather than viewing themselves that way, many of 
today’s boomers see themselves as entering new life phases. More ac-
tive boomers have no intention of abandoning their youthful lifestyles 
as they age. For example, adults over 50 now account for 80 percent of 
luxury travel spending in America. Boomers are also digitally active and 
increasingly social media savvy. They are the fastest-growing shopper 
demographic online, outspending younger generations two to one. They 
are also the fastest-growing social media users, with an 80 percent surge 
in Facebook usage over the past four years.10

Thus, although boomers buy lots of products that help them deal 
with issues of aging—from vitamins to blood pressure monitors to Good 
Grips kitchen tools—they tend to appreciate marketers who appeal to 
their youthful thinking rather than their advancing age. For example, 
Walgreens recently launched a campaign called “Carpe Med Diem,” 
telling older boomers how to “seize the day” to get more out of life 
and their Medicare Part D prescription coverage at Walgreens, not just 
with savings on prescriptions but also with products that make them 
look and feel good.11 One “Carpe Med Diem” ad features an active and 
stylish boomer-age woman with purple highlights in her hair and the 
headline “Who says blonds have more fun.” In another ad, two boomer 
women pick up their prescriptions at Walgreens but also load up on 
sunscreen before heading out to a nude beach, where they drop their 
clothes and enjoy some fun in the sun. “Walgreen’s has you covered,” 
says the ad. “Who says that being on Medicare has to stop you from be-
ing edgy?”

Generation X. The baby boom was followed by a “birth dearth,” creat-
ing another generation of 49 million people born between 1965 and 1976. 
Author Douglas Coupland calls them Generation X because they lie in 
the shadow of the boomers.

Baby boomers
The 78 million people born during the 
years following World War II and lasting 
until 1964.

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

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

 Targeting baby boomers: Walgreen’s Carpe Med 
Diem campaign appeals to older boomers’ youthful 
thinking rather than advancing age. “Who says that 
being on Medicare has to stop you from being edgy?”
Walgreen Co.
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Considerably smaller than the boomer generation that precedes them and the mil-
lennials who follow, the Generation Xers are a sometimes-overlooked consumer group. 
Although they seek success, they are less materialistic than the other groups; they prize 
experience, not acquisition. For many of the Gen Xers who are parents, family comes 
first—both children and their aging parents—and career second.

From a marketing standpoint, the Gen Xers are a more skeptical bunch. They are 
sensible shoppers who research products heavily before they consider a purchase, prefer 
quality to quantity, and tend to be less receptive to overt marketing pitches. They are more 
receptive to irreverent ad pitches that make fun of convention and tradition. The first to 
grow up in the internet era, Generation X is a connected generation that embraces the ben-
efits of new technology.

The Gen Xers, now in their 40s, have grown up and are taking over. They have increas-
ingly displaced the lifestyles, culture, and values of the baby boomers. They are firmly into 
their careers, and many are proud homeowners with growing families. They are the most 
educated generation to date, and they possess hefty annual purchasing power. Although 

Gen Xers make up less than a quarter of all U.S. adults, 
they pull in 29 percent of the nation’s total income.

With so much potential, many brands and organi-
zations focus on Gen Xers as a prime target segment. 
For example, a full 82 percent of Gen Xers own their 
own homes, making them an important segment for 
home-and-hearth marketers. Home-improvement 
retailer Lowe’s markets heavily to Gen X homeowners, 
urging them to “Never Stop Improving.” Through ads, 
online videos, and a substantial social media presence, 
Lowe’s provides ideas and advice on a wide range 
of indoor and outdoor home-improvement projects 
and problems, providing solutions that make life sim-
pler for busy Gen X homeowners and their families. 
Its myLowe’s app is like a 24/7 home-improvement 
concierge that lets customers build room-by-room pro-
files of their homes, archive their Lowe’s purchases, 
build product lists with photos, receive reminders for 
things like changing furnace filters, and even consult 
with store employees online as they plan out home-
improvement projects.12

Millennials. Both the baby boomers and Gen Xers will one day be passing the reins to the 
millennials (also called Generation Y or the echo boomers). Born between 1977 and 2000, 
these children of the baby boomers number 83 million or more, dwarfing the Gen Xers and be-
coming larger even than the baby boomer segment. In the post-recession era, the millennials are 
the most financially strapped generation. Facing higher unemployment and saddled with more 
debt, many of these young consumers have near-empty piggy banks. Still, because of their 
numbers, the millennials make up a huge and attractive market, both now and in the future.

One thing that all millennials have in common is their comfort with digital technol-
ogy. They don’t just embrace technology; it’s a way of life. The millennials were the first 
generation to grow up in a world filled with computers, mobile phones, satellite TV, iPods 
and iPads, and online social media. As a result, they engage with brands in an entirely new 
way, such as with mobile or social media.

Compared with other generational groups, millennials tend to be frugal, practical, 
connected, mobile, and impatient. More than sales pitches from marketers, millennials 
seek authenticity and opportunities to shape their own brand experiences and share them 
with others. One AT&T marketer identifies what she calls “universal Millennial truths: be-
ing transparent, authentic, immediate, and versatile.”13

Many brands are now fielding specific products and marketing campaigns aimed at 
millennial needs and lifestyles. For example, many financial services firms are shedding 
their once-stodgy images to make their brands more appealing to millennial consumers. 
Consider Fifth Third Bank:14

Fifth Third Bank knows that waiting is hard for time-crunched millennials. So it launched a new 
campaign called “No Waiting” that shows how its mobile app takes the wait out of banking. The 

Millennials (or Generation Y)
The 83 million children of the baby 
boomers born between 1977 and 2000.

 Targeting Gen Xers: Lowe’s markets heavily to Gen X homeowners with 
ideas and advice on home-improvement projects and problems, urging 
them to “Never Stop Improving.”
Bryan Bedder/Stringer/Getty Images



CHAPTER 3 | Analyzing the Marketing Environment   99

 Targeting millennials: Fifth Third Bank’s “No Waiting” 
campaign engages impatient, social-media-savvy 
millennials with anything-but-stodgy videos demonstrating 
how its mobile app takes the wait out of banking.
Fifth Third Bank

born after 1995 in this group). The approximately 82 million Gen Zers make up the impor-
tant kids, tweens, and teens markets. They spend an estimated $44 billion annually of their 
own money and influence up to $600 billion of family spending.15 These young consumers 
also represent tomorrow’s markets—they are now forming brand relationships that will af-
fect their buying well into the future.

Even more than the millennials, the defining characteristic of Gen Zers is their utter 
fluency and comfort with digital technologies. Generation Z takes smartphones, tablets, 
internet-connected game consoles, wireless internet, and digital and social media for 
granted—they’ve always had them—making this group highly mobile, connected, and 
social. On average, connected Gen Zers receive more than 3,000 texts per month. “If they’re 
awake, they’re online,” quips one analyst. They have “digital in their DNA,” says another.16

Gen Zers blend the online and offline worlds seamlessly as they socialize and shop. 
According to recent studies, despite their youth, more than half of all Generation Z tweens 
and teens do product research before buying a product or having their parents buy it for 
them. Of those who shop online, more than half prefer shopping online in categories rang-
ing from electronics, books, music, sports equipment, and beauty products to clothes, 
shoes, and fashion accessories.

Companies in almost all industries market products and services aimed at Generation 
Z. For example, many retailers have created special lines or even entire stores appealing to 
Gen Z buyers and their parents—consider Abercrombie Kids, Gap Kids, Old Navy Kids, 
and Pottery Barn Kids. The Justice chain targets only tween girls, with apparel and acces-
sories laser-focused on their special preferences and lifestyles. Although these young buy-
ers often have their mothers in tow, “the last thing a 10- or 12-year-old girl wants is to look 
like her mom,” says Justice’s CEO. Justice’s stores, website, and social media pages are 
designed with tweens in mind. “You have to appeal to their senses,” says the CEO. “They 
love sensory overload—bright colors, music videos, a variety of merchandise, the tumult 
of all of that.”17

Marketing to Gen Zers and their parents presents special challenges. Traditional media 
are still important to this group. Magazines such as J-14 and Twist are popular with some 
Gen Z segments, as are TV channels such as Nickelodeon and the Disney Channel. But mar-
keters know they must meet Gen Zers where they hang out and shop. Increasingly, that’s in 
the online and mobile worlds. Although the under-13 set remains barred from social media 
such as Periscope, Snapchat, and Instagram, at least officially, social media will play a cru-
cial marketing role as the kids and tweens grow into their teens and early twenties.

Today’s kids are notoriously fickle and hard to pin down. The key is to engage these 
young consumers and let them help to define their brand experiences. For example, to 
engage young consumers more deeply, The North Face even invites them to help design its 
outdoor apparel and gear:18

The North Face Youth Design Team holds focus groups at summer camps with tweens 9 to 12 year 
olds and their parents to get their input on the brand’s outdoor clothing for kids. “We find that 

campaign targets younger consumers who are increasingly put off by 
the traditional banking world. The “No Waiting” campaign includes TV 
spots but also a full slate of digital video and social media content, even 
a novel mobile game, aimed at engaging impatient, social-media-savvy 
millennials. The anything-but-stodgy digital videos provide humor-
ous side-by-side comparisons showing that a check can be deposited us-
ing the Fifth Third Bank app faster than a hamster can eat five cheese balls 
or faster than an accordion player can play “Mary Had a Little Lamb.” 
The campaign also features an animated mobile game, “TXTvsTXT,” 
that tests a user’s  texting speed. Something you wouldn’t expect from a 
bank, the mobile game offers a quirky way for text-savvy millennials to 
test their finger-clicking skills, challenge friends on Facebook, and earn 
badges ranging from “molasses hands” to “turbo twiddler.” Millennials 
“want it fast, whether in a text conversation or checking your balance on 
the Fifth Third Bank mobile app,” says Fifth Third’s chief marketer. “Our 
mobile banking takes the wait out of banking and we believe [this cam-
paign] tells that story in a fun engaging way.”

Generation Z. Hard on the heels of the millennials is Generation Z, 
young people born after 2000 (although many analysts include people 

Generation Z
People born after 2000 (although many 
analysts include people born after 1995) 
who make up the kids, tweens, and teens 
markets.
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these kids are just beginning to have their own per-
sonal style and are also beginning to influence their 
parents in their purchases,” says a North Face mar-
keter. To engage kids even further, The North Face 
recently launched a design contest in which it in-
vited young would-be artists ages 6 to 12 to submit 
new apparel and gear designs that represent what 
the brand’s “Never Stop Exploring” mantra means 
to them. The 10 winners will see their artwork fea-
tured in the brand’s youth collection. “Kids are our 
main source of inspiration,” says a Youth Design 
Team marketer. “It’s important that we make things 
that are ‘fun,’ and how fun would it be to have kids 
help design our product?” Such engagement efforts 
have helped to make The North Face one of today’s 
hottest brands among teens and tweens.

An important Generation Z marketing con-
cern involves children’s privacy and their vulner-
ability to marketing pitches. Companies marketing 
to this group must do so responsibly or risk the 
wrath of parents and public policy makers.

Generational Marketing. Do brands need to 
create separate products and marketing programs 

 Targeting Generation Z: The North Face engages young consumers directly 
and lets them help to define their brand experiences. Such efforts have helped 
to make The North Face one of today’s hottest brands among teens and 
tweens.
VF Corporation

for each generation? Some experts warn that marketers need to be careful about turning off 
one generation each time they craft a product or message that appeals effectively to another. 
Others caution that each generation spans decades of time and many socioeconomic levels. 
For example, marketers often split the baby boomers into three smaller groups—leading-
edge boomers, core boomers, and trailing-edge boomers—each with its own beliefs and 
behaviors. Similarly, they split Generation Z into kids, tweens, and teens.

Thus, marketers need to form more precise age-specific segments within each group. 
More important, defining people by their birth date may be less effective than segmenting 
them by lifestyle, life stage, or the common values they seek in the products they buy. We 
will discuss many other ways to segment markets in Chapters 5 and 7.

The Changing American Family
The traditional household consists of a husband, wife, and children (and sometimes grand-
parents). Yet the historic American ideal of the two-child, two-car suburban family has 

lately been losing some of its luster.
In the United States, fewer than half of today’s house-

holds contain married couples, down from 76 percent in 
1940. Married couples with children under 18 represent only 
19 percent of the nation’s 125 million households. Married 
couples without children represent 23 percent, and single 
parents are another 14 percent. A full 34 percent are nonfam-
ily households—singles living alone or unrelated adults of 
one or both sexes living together.19

More people are divorcing or separating, choosing not 
to marry, marrying later, remarrying, or marrying without 
intending to have children. Currently, 15 percent of all new 
marriages are interracial or interethnic, and 7.3 percent of 
same-sex couple households are raising children.20 The 
changing composition of today’s modern American families 
is increasingly reflected in popular movies and television 
shows, such as Modern Family, the award-winning TV sit-
com about an extended nontraditional family. Marketers 
must consider the special needs of nontraditional house-
holds because they are now growing more rapidly than 
traditional households. Each group has distinctive needs 
and buying habits.

 The American family: The changing composition of American 
families is increasingly reflected in popular movies and television 
shows, such as Modern Family, the award-winning TV sitcom about 
an extended nontraditional family.
Mitch Haddad/Getty Images
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The number of working women has also increased greatly, growing from 38 percent 
of the U.S. workforce in 1970 to 47 percent of the workforce today. American women now 
make up 40 percent of primary family breadwinners in households with children under 18. 
Among households made up of married couples with children, 60 percent are dual-income 
households; only the husband works in 27 percent. Meanwhile, more men also stay home 
with their children and manage the household while their wives go to work.21

Companies are now adapting their marketing to reflect the changing dynamics of 
American families. For example, whereas fathers were once ignored or portrayed as dolts 
in family-oriented ads, today’s advertisers are showing more caring and capable dads. One 
recent Samsung Galaxy phone ad, for instance, features a dad swaddling and calming his 
newborn son while Mom runs errands. When the anxious mom calls home to check in, the 
newly minted swaddle master replies, “We’re having a dudes’ day here. We’re fiiiiine. You 
take the weekend if you want to.”

Other ads reflect the evolving diversity in modern American households. For example, 
Campbell Soup’s recent “Your Father” commercial—part of the brand’s “Made for Real. 
Real Life” campaign—features a real-life same-sex couple feeding their son Campbell’s 
Star Wars soup as they mimic Darth Vader’s famous Star Wars line “I am your father.” The 
commercial, like others in the campaign, aligns the brand with the company’s purpose: 
“Real food that matters for real life moments.” Similarly, General Mills ran a series of com-
mercials for Cheerios featuring an interracial couple and their daughter portraying typical 
young family scenarios—from the daughter pouring Cheerios on her sleeping dad’s chest 
after learning that Cheerios are good for your heart to her negotiating for a new puppy 
after learning that she is going to have a baby brother. Said a General Mills marketer, “At 
Cheerios, we know there are many kinds of families and we celebrate them all.”22

Geographic Shifts in Population
This is a period of great migratory movements between and within countries. Americans, 
for example, are a mobile people, with about 12 percent of all U.S. residents moving each 

year. Over the past two decades, the U.S. population has shifted to-
ward the Sunbelt states. The West and South have grown, whereas 
the Midwest and Northeast states have lost population.23 Such pop-
ulation shifts interest marketers because people in different regions 
buy differently. For example, people in the Midwest buy more winter 
clothing than people in the Southeast.

Also, for more than a century, Americans have been moving 
from rural to metropolitan areas. In the 1950s, they made a mas-
sive exit from the cities to the suburbs. Today, the migration to the 
suburbs continues. And more and more Americans are moving to 
 “micropolitan areas,” small cities located beyond congested metro-
politan areas, such as Minot, North Dakota; Boone, North Carolina; 
Traverse City, Michigan; and Concord, New Hampshire. These 
smaller micros offer many of the advantages of metro areas—jobs, 
restaurants, diversions, community organizations—but without the 
population crush, traffic jams, high crime rates, and high property 
taxes often associated with heavily urbanized areas. Ten percent of 
the U.S. population now resides in micropolitan areas.24

The shift in where people live has also caused a shift in where 
they work. For example, the migration toward micropolitan and sub-
urban areas has resulted in a rapid increase in the number of people 
who “telecommute”—work at home or in a remote office and con-
duct business by phone or the internet. This trend, in turn, has cre-
ated a booming SOHO (small office/home office) market. Increasing 
numbers of people are working from home with the help of electronic 
conveniences such as PCs, tablets, smartphones, and broadband in-
ternet access. One recent study estimates that 37 percent of employed 
individuals do some or all of their work at home.25

Many marketers are actively courting the lucrative telecom-
muting market. For example, online applications such as Citrix’s 
GoToMeeting, Sqwiggle, and Cisco’s WebEx help connect people 
who telecommute or work remotely. With such applications, people 

 Telecommuting: Applications like Citrix’s GoToMeeting 
help people meet and collaborate online via computer, 
tablet, or smartphone, no matter what their work location.
Citrix Systems, Inc.
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can meet and collaborate online via computer, tablet, or smartphone, no matter what their 
work location. And companies ranging from Salesforce.com to Google and IBM offer cloud 
computing applications that let people collaborate anywhere and everywhere through the 
internet and mobile devices.

Additionally, for telecommuters who can’t work fully at home, companies such as 
ShareDesk, DaVinci, and Regus rent out fully equipped shared office space. For a daily, 
monthly, or yearly fee, telecommuters who work away from a main office can rent shared 
space that includes the same amenities of a regular office, from networked computers, 
printers, and copiers to conference rooms and lounge spaces.

A Better-Educated, More White-Collar, More Professional Population
The U.S. population is becoming better educated. For example, in 2012, 88 percent of the 
U.S. population over age 25 had completed high school and 32 percent had a bachelor’s 
degree or better, compared with 66 percent and 16 percent, respectively, in 1980.26 The 
workforce also is becoming more white collar. Job growth is now strongest for professional 
workers and weakest for manufacturing workers. Between 2014 and 2024, of 30 detailed 
occupations projected to have the fastest employment growth, most require some type of 
postsecondary education.27 The rising number of educated professionals will affect not just 
what people buy but also how they buy.

Increasing Diversity
Countries vary in their ethnic and racial makeup. At one extreme is Japan, where almost 
everyone is Japanese. At the other extreme is the United States, with people from virtually 
all national origins. The United States has often been called a melting pot, where diverse 
groups from many nations and cultures have melted into a single, more homogenous 

whole. Instead, the United States seems to have become more of a “salad 

 Serving diverse customer communities: 
Southwest Airlines reaches out to Asian American 
consumers through its title sponsorship of San 
Francisco’s Chinese New Year Festival and Parade 
and through ads like this one, which pass along 
“cleverly constructed well wishes and cheerful 
nods to the community.”
Southwest Airlines Co.

bowl” in which various groups have mixed together but have maintained their 
diversity by retaining and valuing important ethnic and cultural differences.

Marketers now face increasingly diverse markets, both at home and 
abroad, as their operations become more international in scope. The U.S. 
population is about 62.2 percent non-Hispanic white, with Hispanics at 17.4 
percent and African Americans at 13.2 percent. The U.S. Asian American pop-
ulation now totals more than 5.4 percent of the total U.S. population, with the 
remaining groups being Native Hawaiian, Pacific Islander, American Indian, 
Eskimo, or Aleut. Moreover, one in eight people living in the United States—
more than 13 percent of the population—was born in another country. The na-
tion’s ethnic populations are expected to explode in coming decades. By 2060, 
Hispanics will be about 28 percent of the population, African Americans will 
be about 14 percent, and Asian Americans will increase to 9 percent.28

Most large companies, from P&G, Walmart, Allstate, and Wells Fargo to 
McDonald’s and Southwest Airlines, now target specially designed products, 
ads, and promotions to one or more of these groups. For example, Southwest 
Airlines’s outreach to Asian Americans includes being the title sponsor for the 
Chinese New Year Festival and Parade in San Francisco, the biggest nighttime 
parade in the United States and the second-biggest in North America after the 
Macy’s Thanksgiving Day parade:29

San Francisco’s Chinese New Year Festival and Parade typically draws hundreds 
of thousands of spectators and is broadcast on English- and Asian-language TV 
stations to viewers around the world. Consumers in the affluent, fast-growing 
Asian American segment travel often. And they are concentrated in a few key 
areas such as California and New York, making them easy to pinpoint. That makes 
them an ideal target for Southwest. The Chinese New Year Festival and Parade 
event also aligns well with Southwest’s preference for grassroots marketing pro-
grams that position it as a hometown carrier targeting local “passion points,” in 
this case a cultural and family-related celebration. To support its title sponsor-
ship, Southwest ties its brand to the Lunar New Year through promotional efforts 
ranging from floats and ticket-giveaway contests to “cleverly constructed well 
wishes and cheerful nods to the community” on street pole banners, bus shelters, 
billboards, and traditional broadcast and print ads. Something must be working 
right—Southwest has been the event’s title sponsor for more than 15 years.
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Diversity goes beyond ethnic heritage. For example, many major companies explic-
itly target gay and lesbian consumers. According to one estimate, the 6 to 7 percent of 
U.S. adults who identify themselves as lesbian, gay, bisexual, or transgender (LGBT) have 
buying power of more than $884 billion.30 As a result of TV shows such as Modern Family, 
Transparent, and Gotham; movies like Brokeback Mountain and Carol; and openly gay celebri-
ties and public figures such as Neil Patrick Harris, Ellen DeGeneres, David Sedaris, and 
Apple CEO Tim Cook, the LGBT community has increasingly emerged in the public eye.

Brands in a wide range of industries are now targeting the LGBT community with 
gay-specific ads and marketing efforts—from Amazon, adidas, Allstate, and Apple to 
Kaiser Permanente, Wells Fargo, Macy’s, and Best Buy. For example, Allstate recently 
ran an “Everyone deserves to be in good hands” campaign with ads featuring same-sex 
couples and the hashtag #OutHoldingHands. Last Valentine’s Day, adidas posted an image 
on Instagram featuring a same-sex couple and quoting the Beatles’ “The Love You Take 
Is Equal to the Love You Make.” Macy’s and Best Buy run regular ads for their wedding 
registries featuring same-sex couples. And Frito-Lay launched a limited-edition Doritos 
Rainbows, multi-colored chips demonstrating the brand’s “expression of inclusion and 
support for individuality.”

Wells Fargo recently became one of the first banks to feature an LGBT couple in a 
national TV ad campaign. The heartwarming commercial, featuring a lesbian couple 
adopting a deaf child, is part of a nine-commercial series that also spotlights other diverse 
customer groups ranging from Asian Americans to small business owners. Says a Wells 
Fargo representative, “We…embrace diversity in every aspect, internally and externally. 
Diversity and inclusion is something we live internally very strongly. This [campaign] is a 
very important and natural progression of [that value] in how we serve our customers.”31

Another attractive diversity segment is the 53 million U.S. adults with disabilities—a 
market larger than African Americans or Hispanics—representing anywhere from $200 to 
$500 billion in annual spending power. Most individuals with disabilities are active consum-
ers. For example, one study found that the segment spends $17.3 billion on 73 million busi-
ness or leisure trips every year. And because people with disabilities typically travel with one 
or more other adults, the economic impact is estimated to be at least double that amount.32

How are companies trying to reach consumers with disabilities? Many marketers now 
recognize that the worlds of people with disabilities and those without disabilities are one 
in the same. Marketers such as McDonald’s, Verizon Wireless, Nike, Samsung, Nordstrom, 
Toyota, and Apple have featured people with disabilities in their mainstream marketing.  
For instance, a recent Apple iPad Air commercial features real-life travel writer Chérie King 
traveling the world with her iPad Air in hand, helping her along as she travels through 
diverse global settings. She communicates back home, posts photos, writes articles, and 
lets her iPad translate what she wants to say to shop keepers and others who don’t speak 
English. Only at the very end of the commercial is her disability revealed—she is deaf.33

As the population in the United States grows more diverse, successful marketers will 
continue to diversify their marketing programs to take advantage of opportunities in fast-
growing segments.

The Economic Environment
Markets require buying power as well as people. The economic environment consists of 
economic factors that affect consumer purchasing power and spending patterns. Economic 
factors can have a dramatic effect on consumer spending and buying behavior. For ex-
ample, until fairly recently, American consumers spent freely, fueled by income growth, 
a boom in the stock market, rapid increases in housing values, and other economic good 
fortunes. They bought and bought, seemingly without caution, amassing record levels of 
debt. However, the free spending and high expectations of those days were dashed by the 
Great Recession of 2008–2009.

As a result, as discussed in Chapter 1, consumers have now adopted a back-to-basics 
sensibility in their lifestyles and spending patterns that will likely persist for years to come. 
They are buying less and looking for greater value in the things they do buy. In turn, value 
marketing has become the watchword for many marketers. Marketers in all industries are 
looking for ways to offer today’s more financially frugal buyers greater value—just the 
right combination of product quality and good service at a fair price.

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

The economic environment 
can offer both opportunities 

and threats. For example, in the post–
Great Recession era of more sensible 
consumer spending, “value” has 
become the marketing watchword.

Author
Comment
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You’d expect value pitches from the sellers of 
everyday products. For example, as Target has 
shifted emphasis toward the “Pay Less” side of its 
“Expect More. Pay Less.” slogan, the once-chic head-
lines at the Target.com website have been replaced by 
more practical appeals such as “Our lowest prices of 
the season,” “Slam dunk deals,” and “Free shipping, 
every day.” However, these days, even luxury-brand 
marketers are emphasizing good value. For example, 
Tiffany has long been known for selling high-end “fine 
jewelry” and “statement jewelry” at prices of $5,000 to 
$50,000 or more. However, when the Great Recession 
eroded Tiffany’s high-end sales, the company began 
offering affordable luxury items—what it calls “fash-
ion jewelry”—priced at as little as $100 to $500. Such 
relatively affordable items now account for about one-
quarter of Tiffany’s sales.34

Marketers should pay attention to income distribution as well as income levels. Over the 
past several decades, the rich have grown richer, the middle class has shrunk, and the poor 
have remained poor. The top 5 percent of American earners capture 22 percent of the country’s 
adjusted gross income, and the top 20 percent of earners capture 51 percent of all income. In 
contrast, the bottom 40 percent of American earners get just 11 percent of the total income.35

This distribution of income has created a tiered market. Many companies—such as 
Nordstrom and Neiman Marcus—aggressively target the affluent. Others—such as Dollar 
General, Five Below, and Family Dollar—target those with more modest means. Still other 
companies tailor their marketing offers across a range of markets, from the less affluent to 
the very affluent. For example, Ford offers cars ranging from the low-priced Ford Fiesta, 
starting at $14,090, to the luxury Lincoln Navigator SUV, starting at $63,195.

Changes in major economic variables, such as income, cost of living, interest rates, 
and savings and borrowing patterns, have a large impact on the marketplace. Companies 
watch these variables by using economic forecasting. Businesses do not have to be wiped 
out by an economic downturn or caught short in a boom. With adequate warning, they can 
take advantage of changes in the economic environment.

The Natural and Technological Environments
The Natural Environment
The natural environment involves the physical environment and the natural resources 
that are needed as inputs by marketers or that are affected by marketing activities. At the 
most basic level, unexpected happenings in the physical environment—anything from 
weather to natural disasters—can affect companies and their marketing strategies. For ex-
ample, during a recent cold winter—in which the term polar vortex gusted into the American 
vocabulary—sales suffered across a wide range of businesses, from florists and auto deal-
ers to restaurants, airlines, and tourist destinations. In contrast, the severe weather boosted 
demand for products such as salt, snowblowers, winter clothing, and auto repair centers.

Although companies can’t prevent such natural occurrences, they should prepare for 
dealing with them. For example, shipping companies such as FedEx and UPS maintain 
corps of meteorologists on their staffs to anticipate weather conditions that might inhibit 
on-time deliveries around the world. “Someone awaiting a package in Bangkok doesn’t care 
if it snowed in Louisville, Kentucky,” says a UPS meteorologist. “They want their stuff.”36

At a broader level, environmental sustainability concerns have grown steadily over the 
past several decades. In many cities around the world, air and water pollution have reached 
dangerous levels. World concern continues to mount about the possibilities of global warm-
ing, and many environmentalists fear that we soon will be buried in our own trash.

Marketers should be aware of several trends in the natural environment. The first in-
volves growing shortages of raw materials. Air and water may seem to be infinite resources, 
but some groups see long-run dangers. Air pollution chokes many of the world’s large cit-
ies, and water shortages are already a big problem in some parts of the United States and 
the world. By 2030, more than one in three people in the world will not have enough water 

Natural environment
The physical environment and the natural 
resources that are needed as inputs 
by marketers or that are affected by 
marketing activities.

 Economic environment: Consumers adopted a new back-to-basics 
sensibility in their lifestyles and spending patterns. To serve the tastes 
of these more financially frugal buyers, companies like Target are 
emphasizing the “pay less” side of their value propositions.
Associated Press

Today’s enlightened 
companies are developing 

environmentally sustainable strategies 
in an effort to create a world economy 
that the planet can support indefinitely.
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to drink.37 Renewable resources, such as forests and food, also have to be used wisely. 
Nonrenewable resources, such as oil, coal, and various minerals, pose a serious problem. 
Firms making products that require these scarce resources face large cost increases even if 
the materials remain available.

A second environmental trend is increased pollution. Industry will almost always dam-
age the quality of the natural environment. Consider the disposal of chemical and nuclear 
wastes; the dangerous mercury levels in the ocean; the quantity of chemical pollutants 
in the soil and food supply; and the littering of the environment with nonbiodegradable 
bottles, plastics, and other packaging materials.

A third trend is increased government intervention in natural resource management. The 
governments of different countries vary in their concern and efforts to promote a clean 
environment. Some, such as the German government, vigorously pursue environmental 
quality. Others, especially many poorer nations, do little about pollution, largely because 
they lack the needed funds or political will.

In the United States, the Environmental Protection Agency (EPA) was created in 1970 
to create and enforce pollution standards and conduct pollution research. In the future, 
companies doing business in the United States can expect continued strong controls from 
government and pressure groups. Instead of opposing regulation, marketers should help 
develop solutions to the materials and energy problems facing the world.

Concern for the natural environment has spawned an environmental sustainabil-
ity movement. Today, enlightened companies go beyond what government regulations 
dictate. They are developing strategies and practices that create a world economy that the 
planet can support indefinitely. Environmental sustainability means meeting present needs 
without compromising the ability of future generations to meet their needs.

Many companies are responding to consumer demands with more environmentally re-
sponsible products. Others are developing recyclable or biodegradable packaging, recycled 
materials and components, better pollution controls, and more energy-efficient operations.  

Nike is not only committed to its economic objectives but positions itself as an advocate of 
sustainability. To that end, it tries to reduce its environmental impact through its value chain. 
Its key focus is to create a new generation of goods for maximum athletic performance but 
minimal environmental impact, an ethos that is held across all of its products. Nike thus trans-

formed £54 million worth of factory scrap into 
premium materials that were used to make its 
performance footwear and apparel in fiscal 
year 2015. Without energy recovery, it diverted 
92 percent of the total waste from landfill 
and incineration in its footwear production. 
The company launched its energy and carbon 
program in 2008, and since then, its footwear 
contract manufacturers have succeeded in cut-
ting energy use per unit in half. Nike is also 
proud to state that 95 percent of the materials 
used in its production passed its restricted sub-
stance list testing. It hopes that by 2020 it will 
minimize its environmental footprint through 
a 10 percent reduction in the average environ-
mental footprint and the elimination of waste 
from footwear manufacturing being consigned 
to incineration and landfill. It also hopes to 
achieve a 20 percent reduction in freshwater 
use in its finishing and dyeing of textile per 
unit of production. Ultimately, it is focused on 
achieving 100 percent renewable energy in its 
owned and operated facilities through FY25.38

Environmental sustainability
Developing strategies and practices that 
create a world economy that the planet 
can support indefinitely.

 The natural environment: Nike has tried to advocate sustainability through its own 
practices and its impact on the actions of its value chain.
david pearson/Alamy Stock Photo
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Many companies today are looking to do more than just good deeds. More and more, 
companies are making environmental sustainability a part of their core missions. For 
example, in accordance with the company’s purpose to make sustainable living common-
place, Knorr has committed itself to sustainable agriculture. Under the motto “Good Taste 
Is Our Nature,” the brand has positioned itself as a supplier of high-quality products that 
taste good and are made of natural ingredients (see Real Marketing 3.1).

The Technological Environment
The technological environment is perhaps the most dramatic force now shaping our 
destiny. Technology has released such wonders as antibiotics, robotic surgery, smartphones, 
and the internet. It also has released such horrors as nuclear missiles and assault rifles. It has 
released such mixed blessings as the automobile, television, and credit cards. Our attitude 
toward technology depends on whether we are more impressed with its wonders or its 
blunders.

New technologies can offer exciting opportunities for marketers. For example, what 
would you think about having tiny little transmitters implanted in all the products you 
buy that would allow tracking of the products from their point of production through use 
and disposal? How about a bracelet with a chip inserted that would let you make and pay 
for purchases, receive personalized specials at retail locations, or even track your where-
abouts or those of friends? Or how about “beacon” technology that would do all those 
things using your smartphone? On the one hand, such technologies would provide many 
advantages to both buyers and sellers. On the other hand, they could be a bit scary. Either 
way, with the advent of such technologies as radio-frequency identification (RFID), GPS, 
and Bluetooth, it’s already happening.

Many firms are already using RFID technology to track products and customers at 
various points in the distribution channel. For example, Walmart has strongly encouraged 
suppliers shipping products to its distribution centers to apply RFID tags to their pallets. 
And retailers such as American Apparel, Macy’s, and Bloomingdales are now installing 
item-level RFID systems in their stores. Fashion and accessories maker Burberry even uses 
chips imbedded in items and linked to smartphones to provide personalized, interactive 
experiences for customers in its stores and at runway shows.39

Disney is taking RFID technology to new levels with its cool MagicBand RFID 
wristband:40

Wearing a MagicBand at The Walt Disney World Resort opens up a whole new level of 
Disney’s famed magic. After registering for cloud-based MyMagic+ services, with the flick 

of your wrist you can enter a park or attraction, buy dinner 
or souvenirs, or even unlock your hotel room. But Disney has 
only begun to tap the MagicBand’s potential for personalizing 
guest experiences. Future applications could be truly magical. 
Imagine, for example, the wonder of a child who receives a 
warm hug from Mickey Mouse or a bow from Prince Charming, 
who then greets the child by name and wishes her a happy 
birthday. Imagine animatronics that interact with nearby guests 
based on personal information supplied in advance. You get 
separated from family or friends? No problem. A quick scan of 
your MagicBand at a nearby directory could pinpoint the loca-
tions of your entire party. Linked to your Disney phone app, 
the MagicBand could trigger in-depth information about park 
features, ride wait times, FastPass check-in alerts, and your res-
ervations schedule. Of course, the MagicBand also offers Disney 
a potential mother lode of digital data on guest activities and 
movements in minute detail, helping to improve guest logistics, 
services, and sales. If all this seems too Big Brother-ish, there 
will be privacy options—for example, letting parents opt out 
of things like characters knowing children’s names. In all, such 
digital technologies promise to enrich the Disney experience for 
both guests and the company.

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

Technological advances 
are perhaps the most 

dramatic forces affecting today’s 
marketing strategies. Just think about 
the tremendous impact on marketing 
of digital technologies—which have 
exploded in years. You’ll see examples 
of the fast-growing world of online, 
mobile, and social media marketing 
throughout every chapter, and we’ll 
discuss them in detail in Chapter 17.
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 Marketing technology: Disney is taking RFID technology to new 
levels with its cool new MagicBand RFID wristband.
Bob Croslin
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g 3.1 Unilever’s Knorr: Ways toward a  
Sustainable Future

mission, for it believes that the widespread 
adoption of sustainable agriculture is crucial if 
over 9 billion people are to be fed without fur-
ther depleting the planet’s natural resources. 
Sustainable farming methods have the poten-
tial to increase yields considerably, mitigate 
the effects of climate change, and provide 
economic and social benefits to smallholder 
farmers and rural communities. In addition, 
sourcing sustainably helps secure Unilever’s 
supplies and reduces risk and volatility in their 
raw material supply chains. 

Sourcing sustainably also opens up op-
portunities for innovation: by focusing on 
people’s sustainable living needs and con-
sumer preference, Unilever enhances the 
brand equity of Knorr. In this respect, the 
company also helps farmers to farm sustain-
ably via various initiatives such as the “Knorr 
Sustainability Partnership Fund.” The aim of 
the fund is to support farmers on complex 
sustainable agriculture projects. Knorr will in-
vest 50 percent of any agreed project budget, 
matched by an equivalent investment from 
their partner. This allows farmers to try out 
new ideas and accelerate implementation of 
sustainable agricultural practices. Within the 
scope of this initiative, Knorr invests $1 million 
every year in knowledge and equipment for 
their farmers to accelerate the implementation 
of sustainable practices.

In order to differentiate itself from the com-
petition and at the same time meet the in-
creasing information demands of consumers 

regarding the sources and manufacture of 
foods, Knorr began in 2010 to better com-
municate its commitment to sustainable ag-
riculture. Under the motto “Good Taste Is 
Our Nature,” a campaign was launched with 
the aim of positioning Knorr as a supplier of 
high-quality products that taste good and 
are made of natural ingredients. At Knorr 
in Germany, over 40 chefs are responsible 
for optimizing the recipes of existing prod-
ucts and creating new products. They are 
convinced that flavorsome, high-quality in-
gredients come from responsible cultivation. 
Credibility for the Knorr chefs is a further 
target for this campaign.

The campaign aims are to be met by 
means of the following strategy: The Knorr 
Chefs as well as its farmers and suppliers 
give the brand a face and translate com-
plex issues. Instruments of dialogue such as 
 social media are used in addition to regular 
events to create proximity, increase transpar-
ency, enable a positive brand experience, 
and thus turn consumers and employees into 
ambassadors.

Knorr communicates its commitment 
to high product quality and sustainable ag-
riculture through comprehensive above-the-
line and below-the-line measures. The mix 
of communications includes TV commercials, 
print advertisements, promotions at points of 
sale, and extensive online activity on the brand 
website, in addition to setting up a sepa-
rate website for specific initiatives. The brand 

Populations are growing fast, cre-
ating challenges like poverty and 
lack of food, basic hygiene, and 
sanitation. These developments 
and changes affect people all over 
the world in one way or the other 
and pose new challenges for en-

terprises too as commodity costs fluctuate, 
markets become unstable, and raw materials 
become harder to source. In order to make 
its business part of the solution, British–Dutch 
consumer goods company Unilever launched 
the Unilever Sustainable Living Plan in 2010, 
which is its blueprint for sustainable business. 
The strategic vision is to double the size of the 
business while reducing the environmental 
footprint and increasing the company’s posi-
tive social impact. The corporation’s purpose 
is to make sustainable living commonplace. 
Consequently, Unilever is developing new 
business practices that promote the company 
as well as communities, meeting people’s in-
creasing desire for more sustainable products 
and creating a brighter future for everyone. 

Against this background, Unilever is ac-
celerating the integration of sustainability into 
more of their brands, one of which is Knorr, the 
largest globally within the Unilever corporation. 
Knorr is a German food and beverage brand 
owned by Unilever since 2000, when Unilever 
acquired Best Foods, except in Japan, where 
it is made under license by Ajinomoto. It 
produces dehydrated soup mixes and condi-
ments, and in 2012, its global sales contrib-
uted more than 6 percent to the corporation’s 
total sales. In Europe alone, Unilever sells 10 
million Knorr products a day, manufactured 
from 128,000 tonnes of fresh vegetables a 
year, grown on 120,000 hectares of land that 
are being cultivated by 5,000 farmers. 

Vegetables and herbs are the main ingre-
dients of many Knorr products. By means 
of sustainable cultivation, Unilever wants to 
reduce its ecological footprint. In order to 
achieve this target, the corporation created 
the “Knorr Partnership for Sustainability” initia-
tive in 2010, relying on close cooperation with 
suppliers and farmers. By 2012, all of Knorr’s 
vegetable and herb suppliers had signed up 
to the “Knorr Partnership for Sustainability.” 
Having chosen sustainable sourcing as its key 
focus, Knorr already purchases over 90 per-
cent of its top 13 vegetables and herbs glob-
ally from sustainable sources. By 2020, all of 
the further agricultural raw materials should 
follow. This is in line with the company’s 

Knorr Chefs are its brand ambassadors and are integrated into all 
communications measures.
Paul Maguire/Alamy Stock Photo.
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Vine Tomato Soup, winner of a taste test from 
13 packaged tomato soups, provided on-
line entertainment and generated buzz. The 
launch is provided by a comprehensive press 
pack at the start of the initiative. Further press 
releases are on the subject of the work of 
the Chefs as product developers and brand 
ambassadors and inform about the prog-
ress made in sustainability commitment. The 
emphasis in the media work is on the press 
conference in the context of the Market Day 
with representatives of the company, Chefs, 
suppliers and farmers. 

The Town Vegetables/Allotment event suc-
ceeded in addressing a relevant topic that 
consumers could relate to emotionally and 
which generated media interest. More than 
7,000 applications were received. More than 
100 reports, especially from media with broad 
coverage, successfully mediate the mes-
sage. Knorr also chose well in launching a 
Facebook fan page: positive messages out-
numbered the negative from the start, and 
interaction by the Knorr fans surpasses that of 
the fans of its direct competitor. The participa-
tion in actions and discussions with critical 

 customers is lively and creates a positive 
resonance in the press. Knorr Market Day 
made a decisive contribution to the transpar-
ency and credibility of the communications 
and enabled high-value direct contact. The 
many media  representatives and the several 
thousand consumers in attendance testified 
to the  attraction and success of the event. 

Unilever has been committed to sustain-
able agriculture since 1998 and has so far 
invested more than €25 million in research 
and development. This is also why the corpo-
ration is heading the Dow Jones Sustainability 
Index (DJSI) for the 15th time as the most 
sustainable company in the food sec-
tor. In Germany, Unilever was awarded the 
German Sustainability Prize 2012 in the “Most 
Sustainable Future Strategy” category. In ad-
dition, CEO Paul Polman has been awarded 
the United Nation’s highest environmental ac-
colade, the Champion of the Earth Award, 
for leading the business world toward a new 
model of sustainable growth, which demon-
strates that the transition to a sustainable and 
socially responsible economy is an opportu-
nity to be seized, not a risk to be managed.

introduced its first on-pack sustainability logo 
in 2012 in order to help consumers choose 
products with sustainably sourced ingredients.

The PR campaign also included a 
 communications manual defining the key 
messages for various communicators 
(marketing, chefs, etc.) and to differenti-
ate  between the ways of addressing target 
groups (consumers, journalists, NGOs, etc.). 
A “Town Vegetables/Allotment” event at the 
beginning of the campaign drew attention and 
consumer engagement. Consumers could 
apply as “city farmers” and grow their own 
vegetables in 100 gardens supplied by Knorr. 

The central point in the campaign is the 
Knorr Chefs as brand ambassadors, inte-
grated into all communications measures. 
Among Knorr’s other events, they play a 
central role in the “Knorr Market Day,” staged 
in the foyer of the Unilever House in Germany. 
Journalists, opinion-makers, staff, and con-
sumers get to know the Knorr Chefs during a 
round table and at show-cooking. At market 
stands, guests can obtain information about 
Knorr products and the cultivation and pro-
cessing of ingredients during talks with em-
ployees as well as with farmers and suppliers.

A word-of-mouth action whereby product 
testers were sought for the Knorr Gourmet 

Sources: Information from http://www.unilever.de/sustainable-living and http://www.knorr.de, accessed October 
2015; the  authors would like to thank Katja Wagner, Marketing Lead Knorr at Unilever, for her contribution to this case.

The technological environment changes rapidly, creating new markets and opportu-
nities. However, every new technology replaces an older technology. Transistors hurt the 
vacuum-tube industry, digital photography hurt the film business, and digital downloads 
and streaming are hurting the DVD and book businesses. When old industries fight or 
 ignore new technologies, their businesses decline. Thus, marketers should watch the 
technological environment closely. Companies that do not keep up will soon find their 
products outdated. If that happens, they will miss new product and market opportunities.

As products and technologies become more complex, the public needs to know that 
these items are safe. Thus, government agencies investigate and ban potentially unsafe 
products. In the United States, the Food and Drug Administration (FDA) has created com-
plex regulations for testing new drugs. The Consumer Product Safety Commission (CPSC) 
establishes safety standards for consumer products and penalizes companies that fail to 
meet them. Such regulations have resulted in much higher research costs and longer times 
between new product ideas and their introduction. Marketers should be aware of these 
regulations when applying new technologies and developing new products.

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

Legislation Regulating Business
Even the strongest advocates of free-market economies agree that the system works best 
with at least some regulation. Well-conceived regulation can encourage competition and 
ensure fair markets for goods and services. Thus, governments develop public policy to 
guide commerce—sets of laws and regulations that limit business for the good of society as 
a whole. Almost every marketing activity is subject to a wide range of laws and regulations.

Political environment
Laws, government agencies, and 
pressure groups that influence and limit 
various organizations and individuals in a 
given society.

Author
Comment

Even the strongest free-
market advocates agree 

that the system works best with at 
least some regulation. But beyond 
regulation, most companies want to be 
socially responsible. We’ll dig deeper 
into marketing and social responsibility 
in Chapter 20.
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Legislation affecting business around the world has increased steadily over the years. 
The United States and many other countries have many laws covering issues such as com-
petition, fair-trade practices, environmental protection, product safety, truth in advertising, 
 consumer privacy, packaging and labeling, pricing, and other important areas (see Table 3.1).

Understanding the public policy implications of a particular marketing activity is not 
a simple matter. In the United States, there are many laws created at the national, state, 
and local levels, and these regulations often overlap. For example, aspirin products sold 
in Dallas are governed by both federal labeling laws and Texas state advertising laws. 
Moreover, regulations are constantly changing; what was allowed last year may now be 
prohibited, and what was prohibited may now be allowed. Marketers must work hard to 
keep up with changes in regulations and their interpretations.

Business legislation has been enacted for a number of reasons. The first is to protect 
companies from each other. Although business executives may praise competition, they 
sometimes try to neutralize it when it threatens them. Therefore, laws are passed to define 
and prevent unfair competition. In the United States, such laws are enforced by the Federal 
Trade Commission (FTC) and the Antitrust Division of the Attorney General’s office.

The second purpose of government regulation is to protect consumers from unfair busi-
ness practices. Some firms, if left alone, would make shoddy products, invade consumer 
privacy, mislead consumers in their advertising, and deceive consumers through their 
packaging and pricing. Rules defining and regulating unfair business practices are en-
forced by various agencies.

The third purpose of government regulation is to protect the interests of society against 
unrestrained business behavior. Profitable business activity does not always create a better 
quality of life. Regulation arises to ensure that firms take responsibility for the social costs 
of their production or products.

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

New laws and their enforcement will continue to increase. Business executives must 
watch these developments when planning their products and marketing programs. 
Marketers need to know about the major laws protecting competition, consumers, and soci-
ety. They need to understand these laws at the local, state, national, and international levels.

Increased Emphasis on Ethics and Socially Responsible Actions
Written regulations cannot possibly cover all potential marketing abuses, and existing laws 
are often difficult to enforce. However, beyond written laws and regulations, business is 
also governed by social codes and rules of professional ethics.

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

Almost every aspect of marketing involves ethics and social responsibility issues. 
Unfortunately, because these issues usually involve conflicting interests, well-meaning 
people can honestly disagree about the right course of action in a given situation. Thus, 
many industrial and professional trade associations have suggested codes of ethics. And 
more companies are now developing policies, guidelines, and other responses to complex 
social responsibility issues.

The boom in online, mobile, and social media marketing has created a new set of social 
and ethical issues. Critics worry most about online privacy issues. There has been an explosion 
in the amount of personal digital data available. Users themselves supply some of it. They vol-
untarily place highly private information on social media sites, such as Facebook or LinkedIn, 
or on genealogy sites that are easily searched by anyone with a computer or a smartphone.

However, much of the information is systematically developed by businesses seeking 
to learn more about their customers, often without consumers realizing that they are un-
der the microscope. Legitimate businesses track consumers’ online browsing and buying 
behavior and collect, analyze, and share digital data from every move consumers make at 



110   PART 2 | Understanding the Marketplace and Consumer Value

 Table 3.1 | Major U.S. Legislation Affecting Marketing

Legislation Purpose

Sherman Antitrust Act (1890) Prohibits monopolies and activities (price-fixing, predatory pricing) that restrain trade or competi-
tion in interstate commerce.

Federal Food and Drug  
Act (1906)

Created the Food and Drug Administration (FDA). It forbids the manufacture or sale of adulterated 
or fraudulently labeled foods and drugs.

Clayton Act (1914) Supplements the Sherman Act by prohibiting certain types of price discrimination, exclusive deal-
ing, and tying clauses (which require a dealer to take additional products in a seller’s line).

Federal Trade Commission Act 
(1914)

Established the Federal Trade Commission (FTC), which monitors and remedies unfair trade 
methods.

Robinson-Patman Act (1936) Amends the Clayton Act to define price discrimination as unlawful. Empowers the FTC to establish 
limits on quantity discounts, forbid some brokerage allowances, and prohibit promotional allow-
ances except when made available on proportionately equal terms.

Wheeler-Lea Act (1938) Makes deceptive, misleading, and unfair practices illegal regardless of injury to competition. 
Places advertising of food and drugs under FTC jurisdiction.

Lanham Trademark Act (1946) Protects and regulates distinctive brand names and trademarks.

National Traffic and Safety Act 
(1958)

Provides for the creation of compulsory safety standards for automobiles and tires.

Fair Packaging and Labeling Act 
(1966)

Provides for the regulation of the packaging and labeling of consumer goods. Requires that man-
ufacturers state what the package contains, who made it, and how much it contains.

Child Protection Act (1966) Bans the sale of hazardous toys and articles. Sets standards for child-resistant packaging.

Federal Cigarette Labeling and 
Advertising Act (1967)

Requires that cigarette packages contain the following statement: “Warning: The Surgeon 
General Has Determined That Cigarette Smoking Is Dangerous to Your Health.”

National Environmental Policy Act 
(1969)

Establishes a national policy on the environment. The 1970 Reorganization Plan established the 
Environmental Protection Agency (EPA).

Consumer Product Safety Act 
(1972)

Establishes the Consumer Product Safety Commission (CPSC) and authorizes it to set safety 
standards for consumer products as well as exact penalties for failing to uphold those standards.

Magnuson-Moss Warranty Act 
(1975)

Authorizes the FTC to determine rules and regulations for consumer warranties and provides con-
sumer access to redress, such as the class action suit.

Children’s Television Act (1990) Limits the number of commercials aired during children’s programs.

Nutrition Labeling and Education 
Act (1990)

Requires that food product labels provide detailed nutritional information.

Telephone Consumer Protection 
Act (1991)

Establishes procedures to avoid unwanted telephone solicitations. Limits marketers’ use of auto-
matic telephone dialing systems and artificial or prerecorded voices.

Americans with Disabilities Act 
(1991)

Makes discrimination against people with disabilities illegal in public accommodations, transporta-
tion, and telecommunications.

Children’s Online Privacy 
Protection Act (2000)

Prohibits websites or online services operators from collecting personal information from children 
without obtaining consent from a parent and allowing parents to review information collected from 
their children.

Do-Not-Call Implementation Act 
(2003)

Authorizes the FTC to collect fees from sellers and telemarketers for the implementation and en-
forcement of a national Do-Not-Call Registry.

CAN-SPAM Act (2003) Regulates the distribution and content of unsolicited commercial email.

Financial Reform Law (2010) Created the Bureau of Consumer Financial Protection, which writes and enforces rules for the 
marketing of financial products to consumers. It is also responsible for enforcement of the Truth-in-
Lending Act, the Home Mortgage Disclosure Act, and other laws designed to protect consumers.
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their online sites. Critics worry that these companies may now know too much and might 
use digital data to take unfair advantage of consumers. Although most companies fully 
disclose their internet privacy policies and most try to use data to benefit their customers, 
abuses do occur. As a result, consumer advocates and policy makers are taking action to 
protect consumer privacy. In Chapters 4 and 20, we discuss these and other societal mar-
keting issues in greater depth.

Cause-Related Marketing. To exercise their social responsibility and build more posi-
tive images, many companies are now linking themselves to worthwhile causes. These 
days, every product seems to be tied to some cause. For example, the P&G “Tide Loads 
of Hope” program provides mobile laundromats and loads of clean laundry to families in 
disaster-stricken areas—P&G washes, dries, and folds clothes for these families for free. 

Shake Shack runs an annual Great American Shake Sale: 
If you donate at least $2 at the register to Share Our Strength’s 
No Kid Hungry program dedicated to ending child hunger in 
America, you get a $5 shake free on your next visit. And 
AT&T joined forces with competitors Verizon, Sprint, and 
T-Mobile to spearhead the “It Can Wait” campaign, which ad-
dresses the texting-while-driving epidemic by urging people 
of all ages to take the pledge to never text and drive. The cam-
paign’s cause-related message: “No text is worth the risk. It 
can wait.”41

Some companies are founded on cause-related missions. 
Under the concept of  “values-led business” or “caring capi-
talism,” their mission is to use business to make the world 
a better place. For example, Warby Parker—the online mar-
keter of low-priced prescription eyewear—was founded with 
the hope of bringing affordable eyewear to the masses. The 
company sells “eyewear with a purpose.” For every pair of 
glasses Warby Parker sells, it distributes a free pair to some-
one in need. The company also works with not-for-profit 
organizations that train low-income entrepreneurs to sell af-
fordable glasses. “We believe that everyone has the right to 
see,” says the company.42

Cause-related marketing has become a primary form of 
corporate giving. It lets companies “do well by doing good” 
by linking purchases of the company’s products or services 
with benefiting worthwhile causes or charitable organiza-
tions. Beyond being socially admirable, Warby Parker’s Buy 

a Pair, Give a Pair program also makes good economic sense, for both the company and its 
customers. “Companies can do good in the world while still being profitable,” says Warby 
Parker co-founder Neil Blumenthal. “A single pair of reading glasses causes, on average, 
a 20 percent increase in income. Glasses are one of the most effective poverty alleviation 
tools in the world.”43

Cause-related marketing has also stirred some controversy. Critics worry that 
 cause-related marketing is more a strategy for selling than a strategy for giving—that 
“cause-related” marketing is really “cause-exploitative” marketing. Thus, companies us-
ing cause-related marketing might find themselves walking a fine line between increased 
sales and an improved image and facing charges of exploitation. However, if handled well, 
cause-related marketing can greatly benefit both the company and the cause. The company 
gains an effective marketing tool while building a more positive public image. The chari-
table organization or cause gains greater visibility and important new sources of funding 
and support. Spending on cause-related marketing in the United States skyrocketed from 
only $120 million in 1990 to $2 billion in 2016.44

The Cultural Environment
The cultural environment consists of institutions and other forces that affect a society’s 
basic values, perceptions, preferences, and behaviors. People grow up in a particular soci-
ety that shapes their basic beliefs and values. They absorb a worldview that defines their 

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

 Cause-related marketing: AT&T joined forces with competitors 
Verizon, Sprint, and T-Mobile to spearhead the “It Can Wait” 
campaign, which urges people of all ages to take the pledge to 
never text and drive.
Courtesy of AT&T Intellectual Property. Used with permission.

Cultural factors strongly 
affect how people think 

and how they consume, so marketers 
are keenly interested in the cultural 
environment.

Author
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relationships with others. The following cultural characteristics can affect marketing deci-
sion making.

The Persistence of Cultural Values
People in a given society hold many beliefs and values. Their core beliefs and values have a 
high degree of persistence. For example, most Americans believe in individual freedom, hard 
work, getting married, and achievement and success. These beliefs shape more specific atti-
tudes and behaviors found in everyday life. Core beliefs and values are passed on from parents 
to children and are reinforced by schools, businesses, religious institutions, and government.

Secondary beliefs and values are more open to change. Believing in marriage is a core 
belief; believing that people should get married early in life is a secondary belief. Marketers 
have some chance of changing secondary values but little chance of changing core values. 
For example, family-planning marketers could argue more effectively that people should 
get married later than not get married at all.

Shifts in Secondary Cultural Values
Although core values are fairly persistent, cultural swings do take place. Consider the im-
pact of popular music groups, movie personalities, and other celebrities on young people’s 
hairstyle and clothing norms. Marketers want to predict cultural shifts to spot new oppor-
tunities or threats. The major cultural values of a society are expressed in people’s views 
of themselves and others as well as in their views of organizations, society, nature, and the 
universe.

People’s Views of Themselves. People vary in their emphasis on serving themselves 
versus serving others. Some people seek personal pleasure, wanting fun, change, and es-
cape. Others seek self-realization through religion, recreation, or the avid pursuit of careers 
or other life goals. Some people see themselves as sharers and joiners; others see themselves 
as individualists. People use products, brands, and services as a means of self-expression, 
and they buy products and services that match their views of themselves.

Marketers can position their brands to appeal to specific self-view segments. For ex-
ample, consider Sperry, maker of storied Sperry Top-Sider boat shoes:45

Sperry first introduced its iconic Top-Sider shoes in 1935 as the perfect non-slip boat shoe 
for rough seas and slippery decks. That nautical legacy remains an important part of 
Sperry’s positioning. The brand’s recent “Odysseys Await” marketing campaign confirms 
that the sure-footed shoes are built for adventurous soles who can’t stay put. The campaign 
targets “intrepid consumers”—active millennials who view themselves as adventurous, 
authentic, bold, and creative. “There’s a certain section of Millennials that really look at 
life as an opportunity,” says a Sperry marketer. They “want to have meaningful experi-
ences and align with brands that provide opportunities for such.” The “Odysseys Await” 
campaign reconnects the brand with the sea, featuring intrepid consumers having nauti-
cal adventures, jumping off boats, sailing, and diving off cliffs. Headlines such as “The 
best stories are written with your feet,” “Keep your laces tight and your plans loose,”  
“Try living for a living,” and “If Earth has an edge, find it” suggest that Sperry Top-Siders are 
more than just shoes. They are the embodiment of customers’ self-views and lifestyles.

People’s Views of Others. People’s attitudes toward and interactions with others shift 
over time. In recent years, some analysts have voiced concerns that the digital age would 
result in diminished human interaction, as people buried themselves in social media pag-
es or emailed and texted rather than interacting personally. Instead, today’s digital tech-
nologies seem to have launched an era of what one trend watcher calls “mass mingling.” 
Rather than interacting less, people are using social media and mobile communications 
to connect more than ever. Basically, the more people meet, network, text, and socialize 
online, the more likely they are to eventually meet up with friends and followers in the 
real world.

However, these days, even when people are together, they are often “alone together.” 
Groups of people may sit or walk in their own little bubbles, intensely connected to tiny 

screens and keyboards. One expert describes the latest communication skill as “maintain-
ing eye contact with someone while you text someone else; it’s hard but it can be done,” 
she says. “Technology-enabled, we are able to be with one another, and also ‘elsewhere,’ 
connected to wherever we want to be.”46 Thus, whether the new technology-driven 
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communication is a blessing or a curse is a matter of 
much debate.

This new way of interacting strongly affects how 
companies market their brands and communicate with 
customers. Consumers increasingly tap digitally into 
networks of friends and online brand communities 
to learn about and buy products and to shape and 
share brand experiences. As a result, it is important for 
brands to participate in these networks too.

People’s Views of Organizations. People vary in 
their attitudes toward corporations, government agen-
cies, trade unions, universities, and other organiza-
tions. By and large, people are willing to work for ma-
jor organizations and expect them, in turn, to carry out 
society’s work.

The past two decades have seen a sharp decrease 
in confidence in and loyalty toward America’s busi-
ness and political organizations and institutions. In the 
workplace, there has been an overall decline in organi-
zational loyalty. Waves of company downsizings bred 
cynicism and distrust. In just the past decade, major 
corporate scandals, rounds of layoffs resulting from 

the Great Recession, the financial meltdown triggered by Wall Street bankers’ greed and in-
competence, and other unsettling activities have resulted in a further loss of confidence in 
big business. Many people today see work not as a source of satisfaction but as a required 
chore to earn money to enjoy their nonwork hours. This trend suggests that organizations 
need to find new ways to win consumer and employee confidence.

People’s Views of Society. People vary in their attitudes toward their society—patriots 
defend it, reformers want to change it, and malcontents want to leave it. People’s orienta-
tion to their society influences their consumption patterns and attitudes toward the mar-
ketplace.

American patriotism has been increasing gradually for the past two decades. One 
annual consumer survey shows that some brands are highly associated with patriotism, 
such as Jeep, Coca-Cola, Disney, Levi Strauss, Harley-Davidson, Gillette, and Apple. 
Marketers respond with renewed “Made in America” pitches and ads with patriotic 
themes. For example, last summer Coca-Cola launched a limited-edition red, white, and 
blue flag can surrounding the July 4 holiday with the patriotic song lyric “I’m proud to be 
an American” on the label. Apple recently kicked off a $100 million “Made in America” 
push with the introduction of a new high-end Mac Pro personal computer. The Mac Pro, 
“the most powerful Mac ever,” is built in Austin, Texas, with components made domesti-
cally. And Jeep’s recent patriotic “Portraits” Super Bowl ad—which featured famous and 
ordinary faces of Americans who’ve driven Jeeps through 75 years of wars, peace, boom 
times, and bust—resonated strongly with Americans. “We don’t make Jeep,” concludes 
the ad, “you do.”47

Although most such marketing efforts are tasteful and well received, waving the red, 
white, and blue can sometimes prove tricky. Flag-waving promotions can be viewed as 
corny or as token attempts to cash in on the nation’s emotions. For example, some crit-
ics note that, so far, Apple’s “Made in America” push hasn’t had much real impact. The 
Mac Pro contributes less than 1 percent of Apple’s total revenues. More than 70 percent 
of the company’s revenues come from its iPhone and iPad products, both built in China. 
Marketers must take care when appealing to patriotism and other strong national emotions.

People’s Views of Nature. People vary in their attitudes toward the natural world—
some feel ruled by it, others feel in harmony with it, and still others seek to master it. A 
long-term trend has been people’s growing mastery over nature through technology and 
the belief that nature is bountiful. More recently, however, people have recognized that na-
ture is finite and fragile; it can be destroyed or spoiled by human activities.

This renewed love of things natural has created a sizable market of consumers who 
seek out everything from natural, organic, and nutritional products to fuel-efficient cars 

 People’s views of others: Today’s digital technologies have launched a 
new era of mass mingling. However, even when people are together, they 
are often “alone together”—immersed in their own little bubbles, intensely 
connected to tiny screens and keyboards.
Dmitriy Shironosov/123RF



114   PART 2 | Understanding the Marketplace and Consumer Value

and alternative medicines. These consumers make up a siz-
able and growing market. For example, food producers have 
also found fast-growing markets for natural and organic 
products. In total, the U.S. organic/natural food market now 
generates $45 billion in annual retail sales and will grow to 
an estimated $200 billion by 2019.48

Annie’s Homegrown, a General Mills company, caters 
to this market with sustainable, all-natural food products—
from mac and cheese to pizzas, pastas, snacks, and salad 
dressings—made and sold in a sustainable way:49

Annie’s is out to create a happier and healthier world with 
nourishing foods and responsible conduct that is “forever kind 
to the planet.” Annie’s products are made from simple, natural 
ingredients grown by its farm partners. The products contain 
“no artificial anything,” says the company. “If it’s not real, it’s 
not Annie’s.” The company works closely with its food sup-
ply-system partners to jointly raise the bar for sustainability 
and organics. Annie’s also makes sustainable practices a top 
priority with its packaging—more than 90 percent of Annie’s 
packaging by weight is recyclable. Finally, Annie’s gives back 
to the community through programs such as sustainable agri-
culture scholarships, school garden programs, and support for 
like-minded organizations dedicated to making the planet a 
better place to live and eat.

 Riding the trend toward all things natural: Annie’s is out to create 
a happier and healthier world with nourishing foods and responsible 
conduct that is “forever kind to the planet.”
General Mills Marketing, Inc.

People’s Views of the Universe. Finally, people vary in their beliefs about the origins 
of the universe and their place in it. Although most Americans practice religion, religious 
conviction and practice have been dropping off gradually through the years. According to 
a recent poll, 22 percent of Americans now say they are not affiliated with any particular 
faith, up from about 17 percent just seven years prior. Among Americans ages 18 to 29, more 
than one-third say they are not currently affiliated with any particular religion.50

However, the fact that people are dropping out of organized religion doesn’t mean 
that they are abandoning their faith. Some futurists have noted a renewed interest in 
spirituality, perhaps as a part of a broader search for a new inner purpose. People have 
been moving away from materialism and dog-eat-dog ambition to seek more permanent 
values—family, community, earth, faith—and a more certain grasp of right and wrong. 
Rather than calling it “religion,” they call it “spirituality.” One recent survey found that 
whereas Americans have become less religious in recent years, the share of people who 
feel a deep sense of “spiritual peace and well-being” as well as a deep sense of “wonder 
about the universe” has risen.51 This changing spiritualism affects consumers in every-
thing from the television shows they watch and the books they read to the products and 
services they buy.

Responding to the Marketing Environment
Someone once observed, “There are three kinds of companies: those who make things 
happen, those who watch things happen, and those who wonder what’s happened.” 
Many companies view the marketing environment as an uncontrollable element to which 
they must react and adapt. They passively accept the marketing environment and do not 
try to change it. They analyze environmental forces and design strategies that will help 
the company avoid the threats and take advantage of the opportunities the environment 
provides.

Other companies take a proactive stance toward the marketing environment. Rather 
than assuming that strategic options are bounded by the current environment, these firms 
develop strategies to change the environment. Companies and their products often cre-
ate and shape new industries and their structures, products such as Ford’s Model T car, 
Apple’s iPod and iPhone, Google’s search engine, and Amazon’s online marketplace.

Even more, rather than simply watching and reacting to environmental events, proac-
tive firms take aggressive actions to affect the publics and forces in their marketing envi-
ronment. Such companies hire lobbyists to influence legislation affecting their industries 

Author
Comment

Rather than simply 
watching and reacting to 

the marketing environment, companies 
should take proactive steps.
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and stage media events to gain favorable press coverage. They take to the social media and 
run blogs to shape public opinion. They press lawsuits and file complaints with regulators 
to keep competitors in line, and they form contractual agreements to better control their 
distribution channels.

By taking action, companies can often overcome seemingly uncontrollable environ-
mental events. For example, whereas some companies try to hush up negative talk about 
their products, others proactively counter false information. McDonald’s did this when a 
photo went viral showing unappetizing “mechanically separated chicken” (also known as 
“pink goop”) and associating it with the company’s Chicken McNuggets:52

McDonald’s quickly issued statements disclaiming the pink goop photo as a hoax and noting 
that McNuggets are made using only boneless white breast meat chicken in a process that never 
produces anything remotely resembling the weird pink substance. But McDonald’s took its re-
sponse an important step further. It created its own nearly three-minute social media video giv-
ing a tour of a company processing plant in Canada, showing the step-by-step process by which 
McNuggets are made. In the process, fresh chicken breasts are ground and seasoned, stamped 
into four nugget shapes (balls, bells, boots, and bow ties), battered, flash-fried, frozen, packaged, 
and shipped out to local McDonald’s restaurants where they are fully cooked. There’s not a trace 
of the gross pink goop anywhere in the process. The proactive video itself went viral, garner-
ing more than 3.5 million YouTube views in less than six weeks. As a follow-up, McDonald’s 
launched an “Our Food. Your Questions.” campaign inviting consumers to submit questions 
about its food-making processes via Facebook, Twitter, YouTube, and other social media. It then 
addressed the top concerns in a series of “behind-the-scenes” webisodes.

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

package and the truck—goes viral, with 5 
million hits in just five days. TV news and 
talk shows go crazy discussing the clip.
A young creative team at Ford’s ad agen-
cy in India produces a Ford Figo print ad 
and releases it to the internet without ap-
proval. The ad features three women—
bound, gagged, and scantily clad—in 
the hatch of a Figo, with a caricature of 
a grinning Silvio Berlusconi (Italy’s sex-
scandal-plagued ex-prime minister) at 
the wheel. The ad’s tagline: “Leave your 
worries behind with Figo’s extra-large 
boot (trunk).” Ford quickly pulls the ad, 
but not before it goes viral. Within days, 
millions of people around the world have 
viewed the ad, causing an online uproar 
and giving Ford a global black eye.
When eight-year-old Harry Winsor sends 
a crayon drawing of an airplane he’s de-
signed to Boeing with a suggestion that 
the company might want to manufacture 
it, the company responds with a stern, le-
gal-form letter. “We do not accept unso-

licited ideas,” the letter states. “We regret 
to inform you that we have disposed of 
your message and retain no copies.” The 
embarrassing blunder would probably 
go unnoticed were it not for the fact that 
Harry’s father—John Winsor, a prominent 
ad exec—blogs and tweets about the in-
cident, making it instant national news.

Extreme events? Not anymore. The inter-
net and social media have turned the tradi-
tional power relationship between businesses 
and consumers upside down. In the good old 
days, disgruntled consumers could do little 
more than bellow at a company service rep 
or shout out their complaints from a street 
corner. Now, armed with only a laptop or 
smartphone, they can take it public, airing 
their gripes to millions on blogs, social me-
dia sites, or even hate sites devoted exclu-
sively to their least favorite corporations. “A 
consumer’s megaphone is now [sometimes] 
more powerful than a brand’s,” says one 
ad agency executive. “Individuals can bring 

Marketers have hailed the internet 
and social media as the great new 
way to engage customers and nur-
ture customer relationships. In turn, 
today’s more-empowered con-
sumers use the new digital media 
to share their brand experiences 

with companies and with each other. All of 
this back and forth helps both the company 
and its customers. But sometimes, the dia-
logue can get nasty. Consider the following 
examples:

Upon receiving a severely damaged 
computer monitor via FedEx, YouTube 
user goobie55 posts footage from his 
security camera. The video clearly shows 
a FedEx delivery man hoisting the moni-
tor package over his head and tossing it 
over goobie55’s front gate without ever 
attempting to ring the bell, open the gate, 
or walk the package to the door. The 
video—with FedEx’s familiar purple and 
orange logo prominently displayed on 
everything from the driver’s shirt to the 
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accepted the company’s apology. “This goes 
directly against all FedEx values,” declared 
Thornton. The FedEx video struck a responsive 
chord. Numerous journalists and bloggers re-
sponded with stories about FedEx’s outstand-
ing package handling and delivering record.

Many companies have now created teams 
of specialists that monitor online conversa-
tions and engage unhappy consumers. For 
example, the social care team at Southwest 
Airlines includes a chief Twitter officer who 
tracks Twitter comments and monitors 
Facebook groups, an online representative 
who checks facts and interacts with blog-
gers, and another person who takes charge 
of the company’s presence on sites such as 
YouTube, Instagram, Flickr, and LinkedIn. So if 
someone posts an online comment, the com-
pany can respond promptly in a personal way.

Not long ago, Southwest’s team averted 
what could have been a major PR catastrophe 
when a hole popped open in a plane’s fuselage 

on a flight from Phoenix to Sacramento. The 
flight had Wi-Fi, and the first passenger tweet 
about the incident, complete with a photo, was 
online in only nine minutes—11 minutes before 
Southwest’s official dispatch channel report. 
But Southwest’s monitoring team picked up 
the social media chatter and was able to craft 
a blog post and other social media responses 
shortly after the plane made an emergency 
landing in Yuma, Arizona. By the time the story 
hit the major media, the passenger who had 
tweeted initially was back on Twitter praising 
the Southwest crew for its professional han-
dling of the situation.

Thus, by monitoring and proactively re-
sponding to seemingly uncontrollable events 
in the environment, companies can prevent 
the negatives from spiraling out of control or 
even turn them into positives. Who knows? 
With the right responses, Walmartblows.com 
might even become Walmartrules.com. Then 
again, probably not.

a huge company to its knees … simply by 
sharing their experiences and opinions on 
Facebook, Yelp, Twitter, Instagram, or other 
social forums.”

“I hate” and “sucks” sites are almost 
commonplace. These sites target some 
highly respected companies with some 
highly disrespectful labels: Walmartblows.
com, PayPalSucks.com (aka NoPayPal), 
IHateStarbucks.com, DeltaREALLYsucks.com, 
and UnitedPackageSmashers.com (UPS), to 
name only a few. “Sucks” videos on YouTube 
and other video sites also abound. For ex-
ample, a search of “Apple sucks” on YouTube 
turns up more than 600,000 videos; a search 
for Microsoft finds 143,000 videos. An “Apple 
sucks” search on Facebook links to hundreds 
of groups. If you don’t find one you like, try 
“Apple suks” or “Apple sux” for hundreds more.

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

How should companies react to online 
attacks? The real quandary for targeted com-
panies is figuring out how far they can go 
to protect their images without fueling the 
already-raging fire. One point on which all 
experts seem to agree: Don’t try to retali-
ate in kind. “It’s rarely a good idea to lob 
bombs at the fire starters,” says one analyst. 
“Preemption, engagement, and diplomacy 
are saner tools.” Such criticisms are often 
based on real consumer concerns and unre-
solved anger. Hence, the best strategy might 
be to proactively monitor these sites and re-
spond honestly to the concerns they express.

For example, Boeing quickly took respon-
sibility for mishandling aspiring Harry Winsor’s 
designs, turning a potential PR disaster into 
a positive. It called and invited young Harry 
to visit Boeing’s facilities. On its corporate 
Twitter site, it confessed, “We’re experts at 
airplanes but novices in social media. We’re 
learning as we go.” In response to its Figo ad 
fiasco, Ford’s chief marketing officer issued a 
deep public apology, citing that Ford had not 
approved the ads and that it had since modi-
fied its ad review process. Ford’s ad agency 
promptly fired the guilty creatives.

Similarly, FedEx drew praise by immediately 
posting its own YouTube video addressing 
the monitor-smashing incident. In the video, 
FedEx Senior Vice President of Operations 
Matthew Thornton stated that he had person-
ally met with the aggrieved customer, who had 

Sources: See Matt Wilson, “How Southwest Airlines Wrangled Four Social Media Crises,” Ragan.com, February 
20, 2013, www.ragan.com/Main/Articles/How_Southwest_Airlines_wrangled_four_social_media_46254.aspx#; 
Vanessa Ko, “FedEx Apologizes after Video of Driver Throwing Fragile Package Goes Viral,” Time, December 
23, 2011, http://newsfeed.time.com/2011/12/23/fedex-apologizes-after-video-of-driver-throwing-fragile-package-
goes-viral/; Michelle Conlin, “Web Attack,” BusinessWeek, April 16, 2007, pp. 54–56; “Boeing’s Social Media 
Lesson,” May 3, 2010, http://mediadecoder.blogs.nytimes.com/2010/05/03/boeings-social-media-lesson/; Brent 
Snavely, “Ford Marketing Chief Apologizes for Ads,” USA Today, March 27, 2013; Benet J. Wilson, “Southwest 
Airlines Steps Up Its Social Media Game during Jonas Snowstorm,” Airways News, February 3, 2016, http://
airwaysnews.com/blog/2016/02/03/swa-sm-jonas/; and www.youtube.com/watch?v=C5uIH0VTg_o, accessed 
September 2016.

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

OBJECTIVES REVIEW AND KEY TERMS

Objectives Review
In this and the next two chapters, you’ll examine the environments 
of marketing and how companies analyze these environments to 
better understand the marketplace and consumers. Companies 
must constantly watch and manage the marketing environment to 
seek opportunities and ward off threats. The marketing environ-
ment consists of all the actors and forces influencing the compa-
ny’s ability to transact business effectively with its target market.

OBJECTIVE 3-1 Describe the environmental forces that 
affect the company’s ability to serve its customers.  
(pp 92–96)

The company’s microenvironment consists of actors close to the 
company that combine to form its value delivery network or that af-
fect its ability to serve customers. It includes the company’s internal 
environment—its several departments and management levels—as 
it influences marketing decision making. Marketing channel firms—
suppliers, marketing intermediaries, physical distribution firms, mar-
keting services agencies, and financial intermediaries—cooperate 
to create customer value. Competitors vie with the company in an 
effort to serve customers better. Various publics have an actual or 
potential interest in or impact on the company’s ability to meet its 
objectives. Finally, five types of customer markets exist: consumer, 
business, reseller, government, and international markets.

The macroenvironment consists of larger societal forces that 
affect the entire microenvironment. The six forces making up 
the company’s macroenvironment are demographic, economic, 
natural, technological, political/social, and cultural forces. These 
forces shape opportunities and pose threats to the company.

OBJECTIVE 3-2 Explain how changes in the 
demographic and economic environments affect 
marketing decisions. (pp 96–104)

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

affect buying power and patterns. The economic environment is 
characterized by more frugal consumers who are seeking greater 
value—the right combination of good quality and service at a fair 
price. The distribution of income also is shifting. The rich have 
grown richer, the middle class has shrunk, and the poor have 
remained poor, leading to a two-tiered market.

OBJECTIVE 3-3  Identify the major trends in the firm’s 
natural and technological environments. (pp 104–108)

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

OBJECTIVE 3-4 Explain the key changes in the political 
and cultural environments. (pp 108–114)

The political environment consists of laws, agencies, and groups 
that influence or limit marketing actions. The political environment 
has undergone changes that affect marketing worldwide: increas-
ing legislation regulating business, strong government agency 
enforcement, and greater emphasis on ethics and socially respon-
sible actions. The cultural environment consists of institutions and 
forces that affect a society’s values, perceptions, preferences, and 
behaviors. The environment shows trends toward new technology-
enabled communication, a lessening trust of institutions, increasing 
patriotism, greater appreciation for nature, a changing spiritualism, 
and the search for more meaningful and enduring values.

OBJECTIVE 3-5  Discuss how companies can react to 
the marketing environment. (pp 114–116)

Companies can passively accept the marketing environment as 
an uncontrollable element to which they must adapt, avoiding 
threats and taking advantage of opportunities as they arise. Or 
they can take a proactive stance, working to change the envi-
ronment rather than simply reacting to it. Whenever possible, 
companies should try to be proactive rather than reactive.

Key Terms

OBJECTIVE 3-1
Marketing environment  

(p 92)
Microenvironment (p 92)
Macroenvironment (p 92)
Marketing intermediaries  

(p 94)
Public (p 95)

OBJECTIVE 3-2
Demography (p 96)
Baby boomers (p 97)
Generation X (p 97)
Millennials (Generation Y) (p 98)
Generation Z (p 99)
Economic environment  

(p 103)

OBJECTIVE 3-3
Natural environment (p 104)
Environmental sustainability (p 105)
Technological environment (p 106)

OBJECTIVE 3-4
Political environment (p 108)
Cultural environment (p 111)
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Critical Thinking Exercises
3-6 In 1965, more than 40 percent of American adults were 

smokers. That percentage has now fallen to less than 18 
percent. Tobacco companies have dealt with this threat 
by developing new markets overseas and also devel-
oping alternative nicotine products such as electronic 
cigarettes (e-cigarettes). Research this product and the 
regulatory environment regarding this product, then write 
a report advising tobacco companies on the opportu-
nities and threats posed by this technology. (AACSB: 
Communication; Reflective Thinking)

3-7 Form a small group and discuss cultural trends in the 
United States. Research one of them in depth and create a 
presentation on the trend’s impact on marketing. (AACSB: 
Communication; Reflective Thinking)

3-8 Visit www.causemarketingforum.com to learn about com-
panies that have won Halo Awards for outstanding cause-
related marketing programs. Present an award-winning case 
study to your class. (AACSB: Communication; Use of IT)

Changes in the technological environment have created amazing 
opportunities for new business models while at the same time 
threatening traditional ones. For example, Airbnb has shaken 
up the hospitality industry by allowing people to rent out spare 
rooms or their entire homes to strangers. The Uber and Lyft ride-
sharing businesses allow consumers to find a ride from people 
looking to earn extra money with their vehicles. And with Uber 
you don’t have to worry about having enough cash or giving your 
credit card to the driver—payments and tips are all done through 
the Uber app. Traditional hotel and cab companies are crying 
foul, claiming that these businesses are not playing by the same 
regulatory rules to which they are subject. Others are concerned 
about safety amid reports of riders allegedly being attacked, kid-
nappings, and driver accidents, questioning the thoroughness 

of background checks of the 160,000-plus Uber drivers around 
the world. Some countries, states, and cities in the United States 
have banned Uber because of these issues.

3-9 Describe how Uber’s business model works and the 
role technology has played in its success. What are 
the arguments for banning these types of businesses? 
What are the arguments for defending them? (AACSB: 
Communication; Use of IT; Reflective Thinking)

3-10 Describe examples of two other businesses based on 
the sharing economy model and create a new business 
idea based on this concept. (AACSB: Communication; 
Reflective Thinking)

APPLICATIONS AND CASES

Online, Mobile, and Social Media Marketing Sharing Economy

Marketing Ethics Your Insurance Renewal Notice Could Be a Trap
Consumers in the United Kingdom seem to be at the mercy of 
their own insurers. Hidden within the fine print of the renewal no-
tices is the true cost of renewing the insurance, often as much as 
a 100 percent increase. This is despite the fact that there have 

been no claims on the insurance and perhaps the value of the 
insured asset has fallen since last year. Unwittingly, consumers 
have signed up for continuous payment to authorities. In effect, 
this means that consumers have agreed to continue to buy the 

MyLab Marketing
Go to mymktlab.com to complete the problems marked with this icon .

DISCUSSION AND CRITICAL THINKING

3-1 Name and describe the types of publics in a company’s 
marketing environment. (AASCB: Communication)

3-2 What are publics in the marketing context? Why are they 
important to marketers? Suggest the publics for a specific 
business. (AACSB: Communication; Reflective Thinking)

3-3 Describe Generation Z. What differentiates GenZers from 
other demographic groups, such as baby boomers, 
Generation X, and millennials? (AACSB: Communication; 
Reflective Thinking)

Discussion Questions
3-4 How would you characterize the current state of the eco-

nomic environment in developed countries? How does it 
impact the activities and approach of marketers? (AACSB: 
Communication; Reflective Thinking)

3-5 Why should marketers play close attention to the political 
environment? (AASCB: Communication)
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Marketing by the Numbers Demographic Trends
Marketers are interested in demographic trends related to vari-
ables such as age, ethnicity, and population. The U.S. Census 
Bureau provides considerable demographic information that is 
useful for marketers. For example, the following table provides 
a sample of such population data (see www.censusscope.
org/2010Census/PDFs/RaceEth-States.pdf):

2000 2010

State Total Hispanic Total Hispanic

Georgia 8,186,453 435,227 9,687,653 853,689

Michigan 9,938,444 323,877 9,883,640 436,358

California 33,871,648 10,966,556 37,253,956 14,013,719

3-13 What percentage change in the total and Hispanic 
populations occurred in each state between 2000 and 
2010? What conclusions can be drawn from this anal-
ysis? (AACSB: Communication; Analytical Reasoning; 
Reflective Thinking)

3-14 Research another demographic trend and create a pre-
sentation to marketers regarding the significance of the 
trend you analyzed. (AACSB: Communication; Reflective 
Thinking)

Video Case Burger King
In the fast-food burgers business, french fries are perhaps more 
important than the burgers themselves. System-wide, Burger 
King sells 56 million orders of french fries every month—one or-
der of fries for every two customers. But nothing is exempt from 
the impact of marketing environment forces. As health trends 
drove some companies to cut back on fatty foods, Burger King 
saw its french fry sales dip.

So Burger King decided to let people have their fries and 
eat them to. To bring health-conscious customers back to the 
counter, Burger King introduced Satisfries—french fries with 30 
percent less fat and 20 percent fewer calories than its regular 
fries. In a product category that has seen little if any innovation, 

Satisfries could be a big game changer. Still, reduced fat and 
calories may not be enough to make a difference to health-food 
lovers. And at 30 to 40 cents more per item, Satisfries may end 
up as little more than a fry fiasco.

After viewing the video featuring Burger King, answer the fol-
lowing questions:

3-15 Considering marketing environment forces, describe how 
Burger King went about developing its new Satisfries.

3-16 With Satisfries, has Burger King truly created customer 
value, or is it just chasing trends? Explain.

Company Case Fitbit: Riding the Fitness Wave to Glory
It was 2009. James Park and Eric Friedman were at a breaking 
point. They’d been flitting around Asia for months, setting up the 
supply chain for their company’s first product, the Fitbit Tracker. 
Having raised capital to launch the product with nothing more 
than a circuit board in a balsa wood box, they were now on the 

verge of pushing the button to start the assembly line. But with 
thousands of orders to fill, they discovered that the antenna on the 
device wasn’t working properly. They stuck a piece of foam on the 
circuit board and called it “good enough.” Five thousand custom-
ers received shiny new Fitbit Trackers just in time for the holidays.

insurance year over year, regardless of an increase in price, un-
less they contact the insurer and cancel it. If only cancelling insur-
ance was that simple. If consumers fail to read the small print in 
their contracts carefully, they are hit by a cancellation fee. With 
higher percentages of consumers checking insurance quotes on 
price comparison websites, insurers still take the chance of in-
ertia when the consumers receive their renewal notices. Insurers 
seem to rely on the fact that a certain percentage of consumers 
do not bother to read the documents, and if they do, they do not 
readily notice that the price is far higher than the previous year. 
The Financial Conduct Authority, which has responsibility for deal-
ing with disputes arising out of financial services, receives around 
500 complaints a year regarding insurance renewal. From April 
2017, UK insurers are required to include text on their renewal 
communication to encourage consumers to shop around for the 

best deal. In cases when consumers have renewed with the same 
insurer four times, an additional message is required in the renewal 
communication to encourage shopping around. Insurers are also 
required to disclose last year’s premium alongside this year’s for 
clear comparison.

3-11 Discuss the aspects of the competitive environment of 
the insurance industry that might encourage this type of 
practice. (AACSB: Communication; Use of IT; Reflective 
Thinking)

3-12 Discuss whether or not technology and access 
to price comparison websites can banish this type of 
fraudulent practice in the insurance industry. (AACSB: 
Communication; Use of IT; Reflective Thinking)
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Getting a start-up company off the ground is challenging. 
Getting a hardware start-up to succeed is near impossible, es-
pecially when you’re the pioneer. But with so many changes in 
the marketing environment, Park and Friedman knew they had 
something special. Pedometers had been selling for years, fol-
lowing personal fitness and wellness trends. But those devices 
were low-tech and limited in the information they provided con-
sumers. And with the seemingly endless demand for high-tech 
gadgetry, Park and Friedman saw big potential for using sensors 
in small, wearable devices.

The two entrepreneurs were correct. In just seven years, Fitbit 
has marketed more than a dozen different products and sold mil-
lions of units. Last year alone, the company shipped 21 million 
devices—almost double the previous year’s number—ringing up 
$1.86 billion in revenues and $116 million in profits. Fitbit created 
what is now a fast-growing segment—wearable tech. Amid its 
best year to date, Fitbit went public with an initial public offering 
of $4.1 billion. How did the company go from a balsa wood box 
to sitting atop an exploding industry? To hear Park tell it, “It was 
the right product at the right time at the right price point.”

A Magical Device
Although Park’s response may seem simplistic, it’s right on. 
Coming up with a product that delivers the right benefits to con-
sumers at precisely the time they need them is the key to any 
new product launch. In Fitbit’s case, consumers were hungry 
for this small device that could not only track steps taken but 
calculate distance walked, calories burned, floors climbed, and 
activity duration and intensity, all from an unobtrusive spot—
clipped on a pants pocket. What’s more, the Fitbit Tracker 
could track sleep quality based on periods of restlessness, the 
amount of time before falling asleep, and the amount of time 
actually sleeping.

Even more enticing to consumers, the device could upload 
data to a computer and make them available on the Fitbit web-
site. At the site, users could overview their physical activity, set 
and track goals, and keep logs on food eaten and additional 
activities not tracked by the device. To top things off, the explo-
sion of social media and sharing personal information went hand 
in hand with what users were uploading. By design, Park and 
Friedman put more into Fitbit’s software than its own hardware, 
recognizing that other hardware device companies like Garmin 
had shortchanged the software aspect.

But Fitbit’s success can also be attributed to new models. 
Recognizing that gadgets have a limited life span and that 
competition would attempt to improve on its offerings, Fitbit 
has made development a constant process. From the original 
Tracker to its current Blaze smartwatch with GPS, heart-rate 
monitor, and the ability to display smartphone notifications for 
calls, texts, calendar alerts, Fitbit has stayed ahead in giving con-
sumers what they want.

An Unexpected Opportunity
Still, Fitbit’s path to success has been challenging. One big chal-
lenge the company has faced from the start is customer reten-
tion. Like many diets and pieces of exercise equipment, users 
are drawn to the “wow” factor of something that can improve 
their health and wellness but quickly fizzle out. And if users stop 
using a device, they are far less likely to purchase the “new-and-
improved” version, much less recommend it to anyone else. But 
an interesting thing happened as Fitbit got things rolling. The 

company received a flood of calls and messages from corporate 
human resource departments. Perplexed as to why businesses 
would want to buy Fitbit devices in bulk, the company assigned a 
point person to find out.

It turned out that corporate America was going through a push 
to enroll employees in wellness programs. The reasons for this 
push extended far beyond concerns about employee health and 
well-being. Healthy employees provide major benefits for a com-
pany. They call in sick less often and are generally more productive. 
They also cost less in terms of health-care benefits. And although 
diet and exercise can’t erase every poor health condition, they can 
have a big effect on health factors such as blood pressure, choles-
terol levels, and blood sugar levels—conditions related to common 
diseases such as heart disease, stroke, and diabetes. So it’s no 
wonder that companies have an incentive to do whatever they can 
to motivate employees to take better care of themselves.

As Fitbit talked to companies, it discovered that most 
were struggling to enroll even a small proportion of employ-
ees in their workforce wellness programs—many had less 
than 20 percent compliance. One problem was that—even 
as the latest fitness wearables from Fitbit and its competitors 
were showing up around offices everywhere—participation 
in corporate wellness programs often required the use of a 
bulky corporate-issued tracker, better known as an analog 
pedometer. “Can you imagine asking engineers to wear a 
janky old pedometer and write down their steps?” mused Amy 
McDonough, Fitbit’s corporate point person. Fitbit, of course, 
offered a much more high-tech option, letting individuals easily 
track more complex data and letting HR departments easily 
compile and analyze the data as well. Fitbit’s bulk sales to cor-
porations started rolling in.

Much to Fitbit’s pleasant surprise, Fitbit products sold through 
corporations versus those sold to individuals had noticeably 
higher retention rates. Fitness trackers in corporate wellness 
programs were often used in wellness challenges—maintain a 
minimum of 10,000 steps a day and get free vacation days or 
a discount on health insurance premiums. It might seem logi-
cal that people would stop using their devices once a challenge 
ended. But when IBM gave out 40,000 Fitbits to employees over 
a two-year period, it found not only that 96 percent of employ-
ees routinely logged their health data and eating habits but that 
63 percent of employees continued to wear their Fitbits months 
after the challenge concluded.

Other companies noted even greater tangible benefits. 
Cloud-services start-up Appirio bought Fitbit devices for 400 
employees. Armed with data from the wearables, Appirio was 
able to convince its health insurance provider, Anthem, that the 
increased health benefits were translating into lower health-care 
costs. This gave Appirio the leverage to negotiate lower premi-
ums, shaving $280,000 off its annual bill.

Today, Fitbit’s well division offers tools specifically designed 
for employers, such as dashboards, dedicated service support, 
and webinars. Corporate clients include BP America, Kimberly-
Clark, Time Warner, and Barclays. Target offered Fitbit Zip 
trackers to 335,000 of its employees. Corporate sales currently 
 account for 10 percent of Fitbit revenues. But the corporate 
share of the sales will increase, as adoption in that sector is 
growing at a faster rate than in consumer markets. Founder Park 
claims that the use of Fitbits in employee wellness programs is 
having an impact not only on health and well-being but on job 
safety as well. Companies have also experienced improvements 
in office cultures as a result of the unified effort among coworkers 
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to achieve fitness goals together—a factor that is also likely 
boosting retention numbers in the corporate setting.

Encountering Hurdles
With high growth rates and plenty of market potential, it would 
seem that the sky is the limit for Fitbit. But Fitbit still faces nu-
merous obstacles. For starters, privacy issues have increased as 
technology creates new ways to gather and share information. 
In Fitbit’s early days, information logged by users was public by 
default. That meant that as users integrated their information into 
social networks, their fitness, eating, sleeping, and in some cases 
sexual activities were being posted for all to see. That was eas-
ily remedied by making “private” the default setting. But general 
concerns about what happens with uploaded personal data re-
main, even amid assurances from Fitbit that it does not analyze 
individual data or sell or share consumer data.

But other privacy matters haven’t been so easily managed. 
Fitness trackers and the data they generate are not regulated. 
That means that any organization bound by compliance with the 
U.S. Health Insurance Portability and Accountability Act (HIPAA) 
has had to tread lightly when adopting a digital tracking device. 
Fitbit has always been proactive on privacy and information 
security issues, leading the industry by working with Congress 
on legislation in this area. Fitbit recently achieved HIPAA compli-
ance, which goes a long way toward putting employers’ fears 
about privacy and security to rest.

But other concerns remain on the part of both employers 
and employees. Even as Fitbit and its corporate customers do 
all they can to allay privacy concerns, many employees have ex-
pressed concerns that companies will misuse the data. Concern 
about what data are being collected and how they are being 
used has led some employees to wonder whether their Fitbits 
could be telling employers if they are recovering from a wild night 
of partying, calling in sick when they really aren’t, or feeling ner-
vous in a meeting or even if they become pregnant.

Although the overall benefits of integrating a Fitbit device 
into wellness programs and the associated challenges seem 
clear, there are negative outcomes as well. Health experts 
point to the potential for a cultural divide between the “dos” 
and the “do nots.” Employees with disabilities, chronic ail-
ments, or even unhealthy habits may opt out of such pro-
grams. Particularly in programs that use leaderboards and 
group incentives, the result can be to celebrate the fit but 
demoralize those who are not. And rewards given to those who 
participate as well as those who succeed are viewed as penal-
ties for those who opt out.

Cheaters are also a concern. Yes, some participants in well-
ness programs have found ways to fool their Fitbits. For example, 
a dog can trigger 13,000 to 30,000 steps per day with a Fitbit at-
tached to its collar, easily exceeding the standard 10,000-step 
goal. Social media sites have erupted with shared practices. 

“Want to cheat your Fitbit? Try a puppy or a power drill,” sug-
gests one Tweet with a link to instructions. Other methods for 
logging steps include putting it in the dryer, shaking the fist, 
attaching it to small children, playing the piano, leading music, 
and whisking a bowl of chocolate-chip cookie batter. Even the 
vibrations from riding a Harley or a lawnmower can do the trick.

Beyond these concerns that stand in the way of more wide-
spread acceptance and use, perhaps Fitbit’s greatest challenge 
is competition. With a dominant market share in the rapidly 
growing product category that it created, you might think the 
Fitbit has it made. However, as digital technologies advance on 
all fronts, it has become apparent that a fitness tracker is not a 
product. It’s a feature. That became painfully apparent when the 
Apple Watch hit the market. The Apple Watch wowed the public 
as a wrist-worn extension of the iPhone with practically unlimited 
app potential. Its fitness tracking features seemed to minimize 
those of Fitbit’s products. And if Apple can jump Fitbit’s train as 
one simple addition to a far more robust product, what other 
companies and devices might make their way into Fitbit’s terri-
tory? And on the software and analytics side, Apple Health and 
Google Fit seem poised to corner the market with compatibility 
across mobile platforms.

But Fitbit is hard at work differentiating its wares and posi-
tioning itself as more than just a maker of fitness trackers. It has 
already introduced its own smartwatch. And its “next big leap” 
is to move beyond fitness tracking into medical diagnosis. By 
partnering with organizations that can link Fitbit’s products with 
more detailed clinical research, Fitbit devices could soon replace 
blood glucose meters and even alert users to dangerous health 
conditions and disease. If Fitbit can successfully position itself on 
strengths that competitors have a hard time replicating, the sky 
may be the limit.

Questions for Discussion
3-17 What microenvironmental factors have affected Fitbit 

since it opened for business?

3-18 What macroenvironmental factors have affected Fitbit?

3-19 How should Fitbit overcome the threats and obstacles it 
faces?

3-20 What factors in the marketing environment not men-
tioned in this case could affect Fitbit?

Sources: Based on information from Christina Farr, “Fitbit at Work,” 
Fast Company, May 2016, pp. 27–30; Robert Hof, “How Fitbit Survived 
as a Hardware Startup,” Forbes, February 4, 2014, www.forbes.
com/sites/roberthof/2014/02/04/how-fitbit-survived-as-a-hardware-
startup/#5e2a544e4f42; Lance Whitney, “Fitbit Still Tops in Wearables, 
but Market Share Slips,” Cnet, February 23, 2016, www.cnet.com/news/
fitbit-still-tops-in-wearables-market/; Jen Wieczner, “Fitbit Users Are 
Finding Creative Ways to Cheat,” Fortune, June 10, 2016, http://fortune.
com/2016/06/10/fitbit-hack-cheat/.

MyLab Marketing
Go to mymktlab.com for the following Assisted-graded writing questions:
3-21 What is environmental sustainability and why has it grown in importance for 

marketers?
3-22 Discuss a recent change in the technological environment that impacts mar-

keting. How has it affected buyer behavior and how has it changed marketing?



In this chapter, we continue our exploration of how 
marketers gain insights into consumers and the mar-
ketplace. We look at how companies develop and 
manage information about important marketplace ele-
ments: customers, competitors, products, and mar-

keting programs. To succeed in today’s marketplace, companies 
must know how to turn mountains of marketing information into 
fresh customer insights that will help them engage customers and 
deliver greater value to them.

Let’s start with a story about marketing research and cus-
tomer insights in action. In order to tailor its products to the 
market it operates in, Italian chocolate and confectionary manu-
facturer Ferrero derives fresh insights on customers and the 
marketplace from marketing information. The company’s ability 
to use this information and capitalize on them by improving deci-
sion making and tailoring their offerings to the local market has 
been a key success factor in major and growing markets such 
as India.

FERRERO: Managing Marketing Information and Customer Insights

Ferrero successfully analyzes and uses 
marketing information and customer 
insights to better tailor its offerings to 
the local market. Its ability to gain fresh 
understandings of customers and the 
marketplace from marketing information 
has become the basis for the company’s 
success.

Managing Marketing Information
to Gain Customer Insights

chocolate in India with the help of sophisticated marketing 
analysis.

When Ferrero entered India in 2004, the country did not 
really have a ready market for premium chocolates. Since India 
is a very price-sensitive country, most brands offer products 
at low prices in small packs. Market leader Cadbury had been 
selling its flagship brand, Dairy Milk, at an entry price of $0.07 
for over a decade. That has changed today due to Ferrero’s 
sophisticated and ongoing analysis of the local market and its 

customers that paved the way for 
a new product segment in that 
region. Premium chocolates now 
make up about 27 percent of the 
market in India. Besides Ferrero, 
several companies compete in 
this segment, including Cadbury, 
Nestlé, Mars, Hershey, and Lindt. 
Cadbury, with its Celebrations, 
Bournville, and Silk brands, is the 
market leader, with more than 
60 percent share in the premium 
segment and 70 percent overall. 

Within just a decade, Ferrero has garnered a 6 percent share of 
the Indian chocolate market. More notably, it is credited with 
developing the premium segment. When Ferrero launched its 
Rocher chocolates, the only competing brand was Cadbury 
Celebrations, which was priced between $1.50 and $2.65 per 

F errero SpA is an Italian manufacturer of branded choc-
olate and confectionery products, and the third big-
gest chocolate producer and confectionery company 
in the world. It was founded in 1946 in Alba, Italy, 

by Pietro Ferrero and is still privately owned by the Ferrero 
family. In the updated listings for the year 2016, Ferrero was 
named the most reputable company in the food-and-beverages 
sector in Reputation Institute’s Global RepTrak 100, which 
ranks the world’s most reputable companies on innovation, 
governance, and citizenship. Its 
revenue in the fiscal year of 2015 
was $9.9 billion, a 12 percent rise 
from the previous year. The com-
pany employs nearly 33,219 peo-
ple worldwide. Because of its con-
sistent commitment to innovation 
and customer focus, the company 
has outperformed its competitors 
in many markets.

The firm concentrates on 
meeting high standards; thus, it 
manufactures only in places where 
it is sure it can deliver consistently and establish a secure retail 
supply chain. The company strives to understand market pref-
erences and has a proven track record of successfully managing 
marketing information and gaining customer insights. A prime 
example of this is when it created a new market for premium 
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box. However, Ferrero has managed to launch their product at 
$4.55 (per box of 12 chocolates) and make it work even at such 
a steep price point. So, how did the Italian confectionery giant 
do it?

The company rolled out Rocher chocolates across India 
in 2007 and followed this up in 2009 with Tic Tac and Kinder 
Joy, an egg-shaped chocolate that comes with a toy for 
children. In October 2011, it opened a factory at Baramati, 
in the state of Maharashtra. The factory produces one mil-
lion Kinder Joy eggs and 20 million pellets of Tic Tac daily. 
Though the company still imports Rocher, it has made India 
its center for Asia and exports half its local production. 
Ferrero set up its branch office in Chennai because this re-
gion offered contrasting cultures with different needs and 
wants.

Ferrero sensed as early as 2004 that there was a set of 
consumers in India willing to pay a premium price for a box 
of chocolates. To gain and manage the appropriate market-
ing information and customer insights, Ferrero did not hire 
any market research firm when it was test-marketing Rocher. 
Instead, it decided to go to the market on its own to bet-
ter understand the Indian customer. The company set up a 
specific customer insights team as a center of excellence in 
market research. This team provided deep insight into the lo-
cal market across all relevant aspects, from the launch of new 
products to changing packaging, developing and modifying 
recipes, and finding the ideal communication channels. In 
order to better understand the customer and their potential 
needs and wants as well as their habits, the Ferrero customer 
insights team as well as the management traveled into the 
metro cities as well as out of them, to Nagpur and smaller 
markets in the interior. They also visited consumer homes 
to understand consumer habits and aspirations. As a result, 
Ferrero  not  only  realized that  Indians  were  open  to  buy-
ing  an  expensive box of  chocolates, even if it was sold in a 
kirana store  (a  small  neighborhood retail store in the Indian 
subcontinent), but they also discovered  that  consumers 
would buy expensive chocolates  mostly during festivals, 
when they generally gift sweets.

As a consequence, Ferrero supplies Rocher round the year 
to modern retail stores such as Food Bazaar, but kirana stores get 
these chocolates typically during the festival season (from October 
to March). During the summer months, Ferrero distributors do 
not usually allow kirana stores to stock more than three to four 
boxes so that quality is not compromised because of a lack of re-
frigeration facilities. The logic is that it is better not to be present at 
all than give the consumer a stale product. By 2014, despite being 
available mostly during festivals, Ferrero Rocher had captured 
14 percent share in the box chocolate category. In India, where 
the sheer variety of sweets is vast, where recipes vary from state 
to state, Ferrero has managed to lodge itself in the minds of the 
people as a luxury and exclusive product, and people are consum-
ing and gifting these chocolates during local festivals in addition 
to other occasions when local sweets are consumed. It  is worth 

emphasizing that Ferrero’s growth comes despite a 30 percent 
import duty on chocolate.

Nestle recently launched its premium brand Alpino at 
$0.45 a piece for round chocolates that look like Ferrero Rocher. 
Although both Cadbury and Nestlé sell premium brands, they 
derive the major share of their revenue from mass-market 
products. Ferrero’s strategy is different: it does not even plan to 
make cheaper variants of Tic Tac and Kinder Joy, but success-
fully pursued a premium strategy instead. Tic Tac is priced at 
$0.15 while most mouth-freshener candies cost $0.01. Kinder 
Joy is pitched as a healthy product that contains more milk than 
cocoa to target mothers conscious of their children’s health.

The success behind Ferrero’s product launches lies in its 
ability to manage marketing information and gain customer 
insights. New flavors of products are introduced only after con-
ducting thorough research on Indian requirements and prefer-
ences. After further in-depth marketing research, the company 
successfully introduced an Indian flavor, “Elaichi Mint,” to its 
Tic Tac brand in late 2014 to suit the local palate. This is the first 
time that the brand has introduced a local flavor in the market 
especially to cater to the Indian audience. The new flavored Tic 
Tac mint has the strong flavor of cardamom and has the tag line 
“The Desi Mint.” This condiment is widely used in India for its 
health benefits and as a mouth freshener after meals.

The Indian chocolate market has been growing at a rate of 
more than 15 percent over the last seven years and is projected 
to grow at an even higher rate in the future. Ferrero’s objective 
is to sell Tic Tac and Kinder Joy at 1.1 million retail stores in the 
next two to three years, up from 38,000 at present. Although 
Nestlé and Cadbury together account for the majority of the 
chocolate market, Ferrero is expected to overtake Nestlé in 
the next few years with the increasing popularity of Ferrero 
Rocher and Kinder Joy. The company’s ability to capitalize 
on its management of the marketing information by gaining 
customer insights and using them to improve decision-making 
will definitely prove to be a valuable asset in this endeavor.1

Ferrero is credited with developing the premium segment in India, 
a price-sensitive market where chocolates are sold at low prices in 
small packs.
Ekaterina Minaeva/Alamy Stock Photo
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OBJECTIVES OUTLINE

OBJECTIVE 4-1 Explain the importance of information in gaining insights about the marketplace and customers.

Marketing Information and Customer Insights (pp 124–126)

OBJECTIVE 4-2 Define the marketing information system and discuss its parts.

Assessing Information Needs and Developing Data (pp 126–130)

OBJECTIVE 4-3 Outline the steps in the marketing research process.

Marketing Research (pp 130–140)

OBJECTIVE 4-4 Explain how companies analyze and use marketing information.

Analyzing and Using Marketing Information (pp 140–144)

OBJECTIVE 4-5 Discuss the special issues some marketing researchers face, including public policy and ethics 
issues.

Other Marketing Information Considerations (pp 144–149)

AS THE FERRERO STORY highlights, good products and marketing programs 
begin with good customer information. Companies also need an abundance of informa-
tion on competitors, resellers, and other actors and marketplace forces. But more than 
just gathering information, marketers must use the information to gain powerful customer 
and market insights.

Marketing Information and Customer Insights
To create value for customers and build meaningful relationships with them, marketers 
must first gain fresh, deep insights into what customers need and want. Such customer 
insights come from good marketing information. Companies use these customer insights 
to develop a competitive advantage.

For example, when it began six years ago, social media site Pinterest needed to differ-
entiate itself from the dozens, even hundreds, of existing social networking options.2

Pinterest’s research uncovered a key customer insight: Many people want more than just 
Twitter- or Facebook-like places to swap messages and pictures. They want a way to collect, 
organize, and share things on the internet related to their interests and passions. So Pinterest 
created a social scrapbooking site where people can create and share digital pinboards—theme-
based image collections of things that inspire them. “Pinterest is your own little internet of only 
the things you love,” says the company.

Thanks to this unique customer insight, Pinterest has been wildly popular. Today, more 
than 100 million active monthly Pinterest users collectively pin more than 5 million articles a day 
and view more than 2.5 billion Pinterest pages a month. In turn, more than a half-million busi-
nesses use Pinterest to engage and inspire their customer communities. For example, L.L.Bean 
has 5.1 million Pinterest followers, Nordstrom has 4.3 million followers, and Lowe’s has 3.4 mil-
lion followers. Some 47 percent of U.S. online shoppers have purchased something as a result of 
a Pinterest recommendation.

Although customer and market insights are important for building customer value and 
engagement, these insights can be very difficult to obtain. Customer needs and buying mo-
tives are often anything but obvious—consumers themselves usually can’t tell you exactly 
what they need and why they buy. To gain good customer insights, marketers must effec-
tively manage marketing information from a wide range of sources.

Marketing information 
by itself has little value. 

The value is in the customer insights 
gained from the information and how 
marketers use these insights to make 
better decisions.

Author
Comment
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Marketing Information and Today’s “Big Data”
With the recent explosion of information technologies, companies can now generate and 
find marketing information in great quantities. The marketing world is filled to the brim 
with information from innumerable sources. Consumers themselves are now generating 
tons of marketing information. Through their smartphones, PCs, and tablets—via online 
browsing and blogging, apps and social media interactions, texting and video, and geolo-
cation data—consumers now volunteer a tidal wave of bottom-up information to compa-
nies and to each other.

Far from lacking information, most marketing managers are overloaded with data 
and often overwhelmed by it. This problem is summed up in the concept of big data. The 
term big data refers to the huge and complex data sets generated by today’s sophisticated 
information generation, collection, storage, and analysis technologies. Every year, the 
people and systems of the world generate about a trillion gigabytes of information. That’s 
enough data to fill 2.47 trillion good old CD-ROMs, a stack tall enough to go to the moon 
and back four times. A full 90 percent of all the data in the world has been created in just 
the past two years.3

Big data presents marketers with both big opportunities and big challenges. 
Companies that effectively tap this glut of data can gain rich, timely customer insights. 
However, accessing and sifting through so much data is a daunting task. For example, 
when a large consumer brand such as Coca-Cola or Apple monitors online discussions 
about its brand in tweets, blogs, social media posts, and other sources, it might take in a 
stunning 6 million public conversations a day, more than 2 billion a year. That’s far more 
information than any manager can digest. Thus, marketers don’t need more information; 
they need better information. And they need to make better use of the information they 
already have.

Managing Marketing Information
The real value of marketing information lies in how it is used—in the customer insights 
that it provides. Based on such thinking, companies ranging from PepsiCo, Starbucks, and 
McDonald’s to Google and GEICO have restructured their marketing information and 
research functions. They have created customer insights teams, whose job it is to develop 
actionable insights from marketing information and work strategically with marketing 
decision makers to apply those insights. Consider PepsiCo:4

Years ago, PepsiCo’s various marketing research departments were mainly data providers. But 
not anymore. Today they are integrated “customer insights teams” charged with delivering in-
sights at the center of the brand, the business, and consumers. The teams gather insights from a 
rich and constantly evolving variety of sources—ranging from grocery store cash registers, focus 
groups and surveys, and subconscious measures to mingling with and observing customers in 
person and monitoring their digital and social media behaviors. The teams continually evaluate 
new methods for uncovering consumer truths that might predict market behavior. Then the in-
sights teams use the data and observations, tempered by intuitive judgment, to form actionable 
consumer insights with real business implications. Finally, they share these insights with brand 
teams from Pepsi, Mountain Dew, Aquafina, and other PepsiCo brands to help them make better 
decisions.

Beyond just transmitting data and findings through traditional fact-based presentations, 
reports, and spreadsheets, the Consumer Insights teams share their insights in more engaging, 
accessible, and digestible ways. For example, the PepsiCo North America Beverages (NAB) 
Consumer Insights team has even developed a consumer insights app that disseminates custom-
designed data and content to marketing and brand decision makers. More than just collecting 
and distributing data, the PepsiCo consumer insights teams are strategic marketing partners. 
“We drive decisions that ultimately lead to sustainable growth,” says a senior PepsiCo consumer 
strategy and insights executive. “And everything we do impacts the bottom line.”

Thus, companies must design effective marketing information systems that give man-
agers the right information, in the right form, at the right time and help them to use this 
information to create customer value, engagement, and stronger customer relationships. 
A  marketing information system (MIS) consists of people and procedures dedicated 
to  assessing information needs, developing the needed information, and helping decision 
 makers use the information to generate and validate actionable customer and market insights.

Big data
The huge and complex data sets 
generated by today’s sophisticated 
information generation, collection, 
storage, and analysis technologies.

Customer insights
Fresh marketing information-based 
understandings of customers and the 
marketplace that become the basis for 
creating customer value, engagement, 
and relationships.

Marketing information 
system (MIS)
People and procedures dedicated to 
assessing information needs, developing 
the needed information, and helping 
decision makers to use the information 
to generate and validate actionable 
customer and market insights.

 Consumer insights: PepsiCo’s 
“consumer insights teams” wring 
actionable insights out of the glut 
of marketing data. They have even 
developed a consumer insights app 
to share custom-designed content 
with brand decision makers.
PepsiCo
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Figure 4.1 shows that the MIS begins and ends with information users— 
marketing managers, internal and external partners, and others who need marketing 
information and insights. First, it interacts with these information users to assess in-
formation needs. Next, it interacts with the marketing environment to develop needed 
information through internal company databases, marketing intelligence activities, and 
marketing research. Finally, the MIS helps users to analyze and use the information to 
develop customer insights, make marketing decisions, and manage customer engage-
ment and relationships.

Assessing Information Needs and Developing Data
Assessing Marketing Information Needs
The marketing information system primarily serves the company’s marketing and other 
managers. However, it may also provide information to external partners, such as sup-
pliers, resellers, or marketing services agencies. For example, Walmart’s Retail Link 
system gives key suppliers access to information on everything from customers’ buying 
patterns and store inventory levels to how many items they’ve sold in which stores in 
the past 24 hours.5

A good marketing information system balances the information users would like to 
have against what they really need and what is feasible to offer. Some managers will ask for 
whatever information they can get without thinking carefully about what they really need. 
And in this age of big data, some managers will want to collect and store vast amounts 
of digital data simply because technology lets them. But too much information can be as 
harmful as too little. In contrast, other managers may omit things they ought to know, or 
they may not know to ask for some types of information they should have. The MIS must 
monitor the marketing environment to provide decision makers with information and in-
sights they should have to make key marketing decisions.

Finally, the costs of obtaining, analyzing, storing, and delivering information can 
mount quickly. The company must decide whether the value of insights gained from ad-
ditional information is worth the costs of providing it, and both value and cost are often 
hard to assess.

Developing Marketing Information
Marketers can obtain the needed information from internal data, marketing intelligence, and 
marketing research.

Obtaining customer and market insights from marketing information
Marketing managers and other information users

Competitors Publics Macroenvironment
forces

Target
markets

Marketing
channels

Marketing environment

Marketing information system

Developing needed information

Assessing
information

needs

Analyzing
and using

information
Marketing

intelligence
Internal

databases
Marketing
research in

This chapter is all about
managing marketing information
to gain customer insights. And
this important figure organizes
the entire chapter. Marketers
start by assessing user
information needs. Then they
develop the needed information
using internal data, marketing
intelligence, and marketing
research processes. Finally, they
make the information available
to users in the right form at the
right time.  

 FIGURE | 4.1
The Marketing 
Information System

The problem isn’t finding 
information; in this “big 

data” age, the world is bursting with 
information from a glut of sources. 
The real challenge is to find the right 
information—from inside and outside 
sources—and turn it into customer 
insights.
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The marketing information 
system begins and ends 

with users—assessing their information 
needs and then delivering information 
and insights that meet those needs.

Author
Comment
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Internal Data
Many companies build extensive internal databases, collections of consumer and mar-
ket information obtained from data sources within the company’s network. Information in 
an internal database can come from many sources. The marketing department furnishes 
information on customer characteristics, in-store and online sales transactions, and web 
and social media site visits. The customer service department keeps records of customer 
satisfaction or service problems. The accounting department provides detailed records of 
sales, costs, and cash flows. Operations reports on production, shipments, and inventories. 
The sales force reports on reseller reactions and competitor activities, and marketing chan-
nel partners provide data on sales transactions. Harnessing such information can provide 
powerful customer insights and competitive advantage.

For example, insurance and financial services provider USAA uses its internal data-
base to create an incredibly loyal customer base:6

USAA provides financial services to U.S. military personnel and their families, largely 
through direct marketing via the phone, the internet, and mobile channels. It maintains a 

huge customer database built from customer purchasing his-
tories and information collected directly through customer 
surveys, transaction data, and browsing behavior at its online 
sites. USAA uses the database to tailor direct marketing of-
fers to the needs of individual customers. For example, for 
customers looking toward retirement, it sends information on 
estate planning. If the family has college-age children, USAA 
sends those children information on how to manage their 
credit cards.

One delighted reporter, a USAA customer, recounts how 
USAA even helped him teach his 16-year-old daughter to drive. 
Just before her birthday, but before she received her driver’s 
license, USAA sent a “package of materials, backed by research, 
to help me teach my daughter how to drive, help her practice, 
and help us find ways to agree on what constitutes safe driving 
later on, when she gets her license.” Through such skillful use 
of its database, USAA serves each customer uniquely, resulting 
in legendary levels of customer satisfaction and loyalty. More 
important, the $24 billion company retains 98 percent of its 
customers.

Internal databases usually can be accessed more 
quickly and cheaply than other information sources, but they also present some prob-
lems. Because internal information is often collected for other purposes, it may be in-
complete or in the wrong form for making marketing decisions. Data also age quickly; 
keeping the database current requires a major effort. Finally, managing and mining 
the mountains of information that a large company produces require highly sophisti-
cated equipment and techniques.

Competitive Marketing Intelligence
Competitive marketing intelligence is the systematic monitoring, collection, and 
analysis of publicly available information about consumers, competitors, and develop-
ments in the marketplace. The goal of competitive marketing intelligence is to improve 
strategic  decision making by understanding the consumer environment, assessing and 
tracking competitors’ actions, and providing early warnings of opportunities and threats. 
Marketing intelligence techniques range from observing consumers firsthand to quizzing 
the company’s own employees, benchmarking competitors’ products, online research, and 
monitoring social media buzz.

Good marketing intelligence can help marketers gain insights into how consumers 
talk about and engage with their brands. Many companies send out teams of trained ob-
servers to mix and mingle personally with customers as they use and talk about the com-
pany’s products. Other companies—such as PepsiCo, Mastercard, Kraft, and Dell—have 
set up sophisticated digital command centers that routinely monitor brand-related online 
consumer and marketplace activity (see Real Marketing 4.1).

Internal databases
Collections of consumer and market 
information obtained from data sources 
within the company network.

Competitive marketing intelligence
The systematic monitoring, collection, 
and analysis of publicly available 
information about consumers, 
competitors, and developments in the 
marketing environment.

 Internal data: Financial services provider USAA uses its extensive 
database to tailor its services to the specific needs of individual 
customers, creating incredible loyalty.
Courtney Young
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from the Conversation Suite,” says another 
manager. “[It’s] transforming the way we do 
business.”

PepsiCo’s Gatorade was one of the first 
brands to set up a social media command 
center, called Gatorade Mission Control. The 
center conducts extensive real-time moni-
toring of brand-related social media activ-
ity. Whenever someone mentions anything 
related to Gatorade (including competitors, 
Gatorade athletes, and sports nutrition- 
related topics) on major social media or blogs, 
it pops up in various visualizations and dash-
boards on one of six big screens. Gatorade 
Mission Control staffers also monitor digital 
ad, web, and mobile site traffic, producing a 
consolidated picture of the brand’s internet 
image. Gatorade uses what it sees and learns 
at the center to improve its products, market-
ing, and interactions with customers.

Gatorade Mission Control also lets the 
brand engage consumers in real time, some-
times adding to or even shaping the online 
discourse. For example, during Game One 
of the 2014 NBA Finals, when then-Miami 
Heat forward LeBron James was carried off 
the court with leg cramps, Twitter exploded 
with comments that Gatorade had failed 

to prevent James’s cramps. Although the 
former Gatorade spokesman had recently 
switched to rival Powerade, a Coca-Cola 
brand, most fans still associated King James 
with Gatorade. However, at the same time 
that fans were tweeting concerns about the 
brand, the Gatorade Mission Control team 
was countering with its own humorous re-
sponses, such as “The person cramping isn’t 
our client. Our athletes can take the Heat.” 
When one fan tweet asked where Gatorade 
was when LeBron James needed it, the team 
replied, “Waiting on the sidelines, but he pre-
fers to drink something else.” Thus, real-time 
social media monitoring helped Gatorade 
turn potentially negative online chatter into a 
game-winning shot at the buzzer.

All kinds of organizations are now setting 
up social media command centers, even 
not-for-profits. For example, the American 
Red Cross partnered with Dell to create its 
Digital Operations Center in Washington, DC, 
which helps the humanitarian relief organiza-
tion improve its responses to emergencies 
and natural disasters. The Red Cross got 
serious about monitoring social media after 
an opinion poll revealed that 80 percent 
of Americans expect emergency responders 

Today’s social space is alive with 
buzz about brands and related hap-
penings and trends. As a result, 
many companies are now setting 
up state-of-the-art social media 
command centers with which they 
track or even help shape the con-

stant barrage of social media activity sur-
rounding their brands.

Some social media command centers are 
event-specific. For example, Jaguar set up 
“The Villain’s Lair,” a social media command 
center for the express purpose of managing 
engagement with its Super Bowl ads featur-
ing famous movie villains. But many other 
organizations, ranging from financial institu-
tions and consumer products companies to 
not-for-profit organizations, have opened per-
manent digital command centers to harness 
the power of today’s burgeoning social media 
chatter.

For example, Mastercard’s digital intel-
ligence command center—called the Con-
versation Suite—monitors, analyzes, and 
responds in real time to millions of online 
conversations around the world. It monitors 
online brand-related conversations across 
43 markets and 26 languages. It tracks social 
networks, blogs, online and mobile video, and 
traditional media—any and every digital place 
that might contain relevant content or com-
mentary on Mastercard.

At Mastercard’s Purchase, New York, 
headquarters, Conversation Suite staff hud-
dle with managers from various Mastercard 
departments and business units in front of a 
giant 40-foot LED screen that displays sum-
maries of ongoing global brand conversa-
tions, refreshed every four minutes. A rotating 
group of marketing and customer service 
people spends two or three hours a day in 
the command center. “It’s a real-time focus 
group,” says a Mastercard marketing execu-
tive. “We track all mentions of Mastercard and 
any of our products, plus the competition.”

Mastercard uses what it sees, hears, and 
learns in the Conversation Suite to improve its 
products and marketing, track brand perfor-
mance, and spark meaningful customer con-
versations and engagement. Mastercard is 
even training “social ambassadors,” who can 
join online conversations and engage cus-
tomers and brand influencers directly. “Today, 
almost everything we do [across the com-
pany] is rooted in insights we’re gathering 

Competitive marketing intelligence: Mastercard’s digital intelligence command 
center—called the Conversation Suite—monitors, analyzes, and responds in 
real time to millions of brand-related conversations across 43 markets and 
26 languages around the world.
Mastercard
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photos posted online. In all, it tracked more 
than 2 million posts and responded directly 
to thousands of people. In at least 88 cases, 
social media posts had a direct effect on Red 
Cross actions. “We put trucks in areas where 
we saw a greater need, we moved cots to 
a shelter where we needed more supplies,” 
says the Red Cross manager. Even a lack of 
social media activity was an important indica-
tor. A social media “black hole” in a specific 
area probably meant that factors were pre-
venting people in that area from tweeting and 
that they needed help.

So whether it’s Mastercard, Gatorade, or 
the American Red Cross, a social media 

command center can help marketers scour 
the digital environment, analyze brand-related 
conversations in real time to gain marketing 
insights, and respond quickly and appropri-
ately. Ultimately, social media listening gives 
consumers another voice, to the benefit of 
both customers and the brand. “It enables 
us to give the public a seat at our response 
table,” says the Red Cross manager. Wells 
Fargo’s Director of Social Media agrees: 
“Consumers want to be a part of how com-
panies serve them,” she says. “Our nirvana 
is that if someone offers us an idea, tip, or 
feedback that really helps us, we respond 
directly.”

to monitor social networks, and one-third 
presumed that they could get help dur-
ing a disaster within an hour if they posted 
or tweeted a request. Modeled after Dell’s 
own iconic social media center, the Red 
Cross Digital Operations Center broke new 
ground with an innovative digital volunteer 
program, adding thousands of trained volun-
teers around the country to help handle the 
massive volume of social media traffic that 
occurs during a disaster.

The Digital Operations Center helps im-
prove the Red Cross’s everyday relief efforts, 
such as responses to an apartment fire in 
a large metropolitan area. “Not only are we 
scanning the social media landscape looking 
for actionable intelligence,” says a Red Cross 
manager, “we are also scanning the social 
space to see if there are people out there who 
need information and emotional support.”

But it’s the major disasters that highlight 
the center’s biggest potential. For example, 
during the week of Hurricane Sandy, one of 
the biggest natural disasters in U.S. history, 
the Digital Operations Center played a crucial 
role in directing Red Cross relief efforts. In 
addition to the usual data from government 
partners, on-the-ground assessments, and 
damage reports from traditional media, the 
center pored through and acted on millions 
tweets, Facebook posts, blog entries, and 

Sources: “Mastercard Conversation Suite Video,” http://newsroom.mastercard.com/videos/mastercard- 
conversation-suite-video/, accessed September 2016; Sheila Shayon, “Mastercard Harnesses the Power 
of Social with Innovative Conversation Suite,” brandchannel, May 7, 2013, www.brandchannel.com/home/
post/2013/05/07/Mastercard-Conversation-Suite-050713.aspx; Giselle Abramovich, “Inside Mastercard’s Social 
Command Center,” Digiday, May 9, 2013, http://digiday.com/brands/inside-mastercards-social-command- 
center/; Anthony Shop, “Social Media Lessons from Gatorade Mission Control,” Socialmediadriver.com, August 
28, 2013, http://socialdriver.com/2013/08/28/social-media-lessons-from-gatorade-mission-control/; Evan 
Hanson, “PepsiCo Drinks In Gatorade’s Social Media Performance at Game One of NBA Finals,” 24/7 Wallstreet, 
June 7, 2014, http://247wallst.com/general/2014/06/07/pepsico-drinks-in-gatorades-social-media-performance-
at-game-one-of-nba-finals/#ixzz3O6SWtQJt; Ariel Schwartz, “How the Red Cross Used Tweets to Save Lives 
 during Hurricane Sandy,” Fast Company, October 31, 2013, www.fastcoexist.com/3020923/how-the-red-cross-
used-tweets-to-save-lives-during-hurricane-sandy; “Gatorade Mission Control,” YouTube, www.youtube.com/
watch?v=YPBUZOX36DQ, accessed September 2016; and “Examples of Ten Social Media Command Centers,” 
Salesforce, www.exacttarget.com/sites/exacttarget/files/10-Examples-of-Social-Media-Command-Centers.pdf, 
accessed June 2016.

Companies also need to actively monitor competitors’ activities. They can monitor 
competitors’ web and social media sites. For example, Amazon’s Competitive Intelligence 
arm routinely purchases merchandise from competing sites to analyze and compare their 
assortment, speed, and service quality. Companies can use the internet to search specific 
competitor names, events, or trends and see what turns up. And tracking consumer con-
versations about competing brands is often as revealing as tracking conversations about 
the company’s own brands.

Firms use competitive marketing intelligence to gain early insights into competitor 
moves and strategies and to prepare quick responses. For example, Samsung routinely 
monitors real-time social media activity surrounding the introductions of Apple’s latest 
iPhones, iPads, and other devices to quickly shape marketing responses for its own Galaxy 
S smartphones and tablets. At the same time that Apple CEO Tim Cook is onstage unveil-
ing the latest much-anticipated new models, Samsung marketing strategists are huddled 
around screens in a war room hundreds of miles away watching the introductions unfold. 
They carefully monitor not only each new device feature as it is presented but also the gush 
of online consumer commentary flooding blogs and social media channels. Even as the 
real-time consumer and competitive data surge in, the Samsung team is drafting responses. 
Within only a few days, just as Apple’s new models are hitting store shelves, Samsung is 
already airing TV, print, and social media responses that rechannel the excitement toward 
its own Galaxy line.

Much competitor intelligence can be collected from people inside the company— 
executives, engineers and scientists, purchasing agents, and the sales force. The company 
can also obtain important intelligence information from suppliers, resellers, and key cus-
tomers. Intelligence seekers can also pour through any of thousands of online databases. 
Some are free. For example, the U.S. Security and Exchange Commission’s database 
provides a huge stockpile of financial information on public competitors, and the U.S. 
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Defining the
problem and

research
objectives

Implementing the
research plan––
collecting and

analyzing the data

Interpreting and
reporting

the findings

Developing the
research plan
for collecting
information

This first step is probably the most difficult but also
the most important one. It guides the entire
research process. It’s frustrating and costly to reach
the end of an expensive research project only to
learn that you’ve addressed the wrong problem!

 FIGURE | 4.2
The Marketing 
Research Process

Whereas marketing 
intelligence involves 

actively scanning the general marketing 
environment, marketing research 
involves more focused studies to gain 
customer insights related to specific 
marketing decisions.
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Patent Office and Trademark database reveals patents that competitors have filed. For a 
fee, companies can also subscribe to any of the more than 3,000 online databases and in-
formation search services, such as Hoover’s, LexisNexis, and Dun & Bradstreet. Today’s 
marketers have an almost overwhelming amount of competitor information only a few 
keystrokes away.

The intelligence game goes both ways. Facing determined competitive marketing 
intelligence efforts by competitors, most companies take steps to protect their own infor-
mation. One self-admitted corporate spy advises that companies should try conducting 
marketing intelligence investigations of themselves, looking for potentially damaging 
information leaks. They should start by “vacuuming up” everything they can find in the 
public record, including job postings, court records, company advertisements and blogs, 
web pages, press releases, online business reports, social media postings by customers and 
employees, and other information available to inquisitive competitors.7

The growing use of marketing intelligence also raises ethical issues. Some intelligence-
gathering techniques may involve questionable ethics. Clearly, companies should take ad-
vantage of publicly available information. However, they should not stoop to snoop. With 
all the legitimate intelligence sources now available, a company does not need to break the 
law or accepted codes of ethics to get good intelligence.

Marketing Research
In addition to marketing intelligence information about general consumer, competitor, and 
marketplace happenings, marketers often need formal studies that provide customer and 
market insights for specific marketing situations and decisions. For example, Starbucks 
wants to know how customers would react to a new breakfast menu item. Yahoo! wants to 
know how web searchers will react to a proposed redesign of its site. Or Samsung wants 
to know how many and what kinds of people will buy its next-generation, ultrathin televi-
sions. In such situations, managers will need marketing research.

Marketing research is the systematic design, collection, analysis, and reporting of 
data relevant to a specific marketing situation facing an organization. Companies use mar-
keting research in a wide variety of situations. For example, marketing research gives mar-
keters insights into customer motivations, purchase behavior, and satisfaction. It can help 
them to assess market potential and market share or measure the effectiveness of pricing, 
product, distribution, and promotion activities.

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

The marketing research process has four steps (see Figure 4.2): defining the prob-
lem and research objectives, developing the research plan, implementing the research plan, 
and interpreting and reporting the findings.

Defining the Problem and Research Objectives
Marketing managers and researchers must work together closely to define the problem 
and agree on research objectives. The manager best understands the decision for which in-
formation is needed, whereas the researcher best understands marketing research and how 
to obtain the information. Defining the problem and research objectives is often the hard-
est step in the research process. The manager may know that something is wrong without 
knowing the specific causes.

Marketing research
The systematic design, collection, 
analysis, and reporting of data relevant to 
a specific marketing situation facing an 
organization.



CHAPTER 4 | Managing Marketing Information to Gain Customer Insights   131

After the problem has been defined carefully, the manager and the researcher must set 
the research objectives. A marketing research project might have one of three types of ob-
jectives. The objective of exploratory research is to gather preliminary information that 
will help define the problem and suggest hypotheses. The objective of descriptive re-
search is to describe things, such as the market potential for a product or the demograph-
ics and attitudes of consumers who buy the product. The objective of causal research is 
to test hypotheses about cause-and-effect relationships. For example, would a 10 percent 
decrease in tuition at a private college result in an enrollment increase sufficient to offset 
the reduced tuition? Managers often start with exploratory research and later follow with 
descriptive or causal research.

The statement of the problem and research objectives guides the entire research pro-
cess. The manager and the researcher should put the statement in writing to be certain that 
they agree on the purpose and expected results of the research.

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

Research objectives must be translated into specific information needs. For example, 
suppose that Chipotle Mexican Grill wants to know how consumers would react to the 
addition of drive-thru service to its restaurants. U.S. fast-food chains generate an esti-
mated 24 percent of sales through drive-thrus. However, Chipotle—the sustainability-
minded fast-casual restaurant that positions itself on “Food With Integrity”—doesn’t 
offer drive-thru service. Adding drive-thrus might help Chipotle leverage its strong brand 
position and attract new sales. The proposed research might call for the following specific 
information:

Exploratory research
Marketing research to gather preliminary 
information that will help define problems 
and suggest hypotheses.

Descriptive research
Marketing research to better describe 
marketing problems, situations, or 
markets, such as the market potential 
for a product or the demographics and 
attitudes of consumers.

Causal research
Marketing research to test hypotheses 
about cause-and-effect relationships.

 A decision by Chipotle Mexican Grill to add drive-thru service 
would call for marketing research that provides lots of specific 
information.
Chipotle Mexican Grill, Inc.

The demographic, economic, and lifestyle char-
acteristics of current Chipotle customers: Do current 
counter-service customers also use drive-thrus? Are 
drive-thrus consistent with their needs and lifestyles? 
Or would Chipotle need to target a new segment of 
consumers?
The characteristics and usage patterns of the broader 
population of fast-food and fast-casual diners: What 
do they need and expect from such restaurants? 
Where, when, and how do they use them, and what 
existing quality, price, and service levels do they 
value? The new Chipotle service would require strong, 
relevant, and distinctive positioning in the crowded 
fast-food market.
Impact on the Chipotle customer experience: Would 
drive-thrus be consistent with a higher-quality fast-
casual experience like the one Chipotle offers?
Chipotle employee reactions to drive-thru service: 
Would restaurant employees support drive-thrus? 
Would adding drive-thrus disrupt operations and 
their ability to deliver high-quality food and service to 
inside customers?

Forecasts of both inside and drive-thru sales and profits: Would the new drive-thru 
service create new sales and customers or simply take sales away from current inside 
operations?

Chipotle’s marketers would need these and many other types of information to decide 
whether to introduce drive-thru service and, if so, the best way to do it.

The research plan should be presented in a written proposal. A written proposal is 
especially important when the research project is large and complex or when an outside 
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firm carries it out. The proposal should cover the management problems addressed, the 
research objectives, the information to be obtained, and how the results will help manage-
ment’s decision making. The proposal also should include estimated research costs.

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

Gathering Secondary Data
Researchers usually start by gathering secondary data. The company’s internal database 
provides a good starting point. However, the company can also tap into a wide assortment 
of external information sources.

Companies can buy secondary data from outside suppliers. For example, Nielsen sells 
shopper insight data from a consumer panel of more than 250,000 households in 25 countries 
worldwide, with measures of trial and repeat purchasing, brand loyalty, and buyer demo-
graphics. Experian Simmons carries out a full spectrum of consumer studies that provide a 
comprehensive view of the American consumer. The U.S. Yankelovich MONITOR service by 
The Futures Company sells information on important social and lifestyle trends. These and 
other firms supply high-quality data to suit a wide variety of marketing information needs.8

Using commercial online databases, marketing researchers can conduct their own searches 
of secondary data sources. General database services such as ProQuest and LexisNexis 
put an incredible wealth of information at the fingertips of marketing decision makers. 
Beyond commercial services offering information for a fee, almost every industry associa-

tion, government agency, business 
publication, and news medium of-
fers free information to those tena-
cious enough to find their websites 
or apps.

Internet search engines can also be 
a big help in locating relevant second-
ary information sources. However, 
they can also be very frustrating and 
inefficient. For example, a Chipotle 
marketer Googling “fast-food drive-
thru” would come up with more than 
6.8 million hits. Still, well-structured, 
well-designed online searches can be 
a good starting point to any market-
ing research project.

Secondary data can usually 
be obtained more quickly and at a 
lower cost than primary data. Also, 
secondary sources can sometimes 
provide data an individual com-
pany cannot collect on its own— 
information that either is not  directly 

available or would be too expensive to collect. For example, it would be too expensive for 
a consumer products brand such as Coca-Cola or Tide to conduct a continuing retail store 
audit to find out about the market shares, prices, and displays of its own and competitors’ 
brands. But those marketers can buy store sales and audit data from IRI, which provides 
data from 34,000 retail stores in markets around the nation.9

Secondary data can also present problems. Researchers can rarely obtain all the data 
they need from secondary sources. For example, Chipotle will not find existing infor-
mation regarding consumer reactions about new drive-thru service that it has not yet 
installed. Even when data can be found, the information might not be very usable. The 
researcher must evaluate secondary information carefully to make certain it is relevant (fits 
the research project’s needs), accurate (reliably collected and reported), current (up-to-date 
enough for current decisions), and impartial (objectively collected and reported).

Secondary data
Information that already exists 
somewhere, having been collected for 
another purpose.

Primary data
Information collected for the specific 
purpose at hand.

 General database services such as Dialog, ProQuest, and LexisNexis put an incredible 
wealth of information at the fingertips of marketing decision makers.
Copyright 2016 LexisNexis, a division of Reed Elsevier Inc. All rights reserved. LexisNexis, Lexis, Lexis Advance and the Knowledge Burst 
logo are registered trademarks of Reed Elsevier Properties Inc., used with the permission of LexisNexis.
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Primary Data Collection
Secondary data provide a good starting point for research and often help to define research 
problems and objectives. In most cases, however, the company must also collect primary 
data. Table 4.1 shows that designing a plan for primary data collection calls for a number 
of decisions on research approaches, contact methods, the sampling plan, and research instruments.

Research Approaches
Research approaches for gathering primary data include observation, surveys, and experi-
ments. We discuss each one in turn.

Observational Research. Observational research involves gathering primary data by 
observing relevant people, actions, and situations. For example, food retailer Trader Joe’s 
might evaluate possible new store locations by checking traffic patterns, neighborhood con-
ditions, and the locations of competing Whole Foods, Fresh Market, and other retail chains.

Researchers often observe consumer behavior to glean customer insights they can’t 
obtain by simply asking customers questions. For instance, Fisher-Price has established 
an observation lab in which it can observe the reactions little tots have to new toys. The 
Fisher-Price Play Lab is a sunny, toy-strewn space where lucky kids get to test Fisher-Price 
prototypes under the watchful eyes of designers who hope to learn what will get them 
worked up into a new-toy frenzy. In the lab, some 3,500 kids participate each year testing 
1,200 products annually. “Our designers watch and learn from how [children] play,” says a 
Fisher-Price child research manager. “It really helps us make better products.”10

Marketers not only observe what consumers do but also observe what consumers are 
saying. As discussed earlier, marketers now routinely listen in on consumer conversations on 
blogs, social media, and websites. Observing such naturally occurring feedback can provide 
inputs that simply can’t be gained through more structured and formal research approaches.

A wide range of companies now use ethnographic research. Ethnographic research 
involves sending observers to watch and interact with consumers in their “natural envi-
ronments.” The observers might be trained anthropologists and psychologists or company 
researchers and managers. For example, Coors insights teams frequent bars and other loca-
tions in a top-secret small-town location—they call it the “Outpost”—within a day’s drive 
of Chicago. The researchers use the town as a real-life lab, hob-knobbing anonymously 
with bar patrons, supermarket shoppers, restaurant diners, convenience store clerks, and 
other townspeople to gain authentic insights into how middle American consumers buy, 
drink, dine, and socialize around Coors and competing beer brands.11

Global branding firm Landor launched Landor Families, an ongoing ethnographic 
study that has followed 11 French families intensely for the past seven years. Landor re-
searchers visit the families twice a year in their homes, diving deeply into both their refrig-
erators and their food shopping behaviors and opinions. The researchers also shop with the 
families at their local supermarkets and look over their shoulders while they shop online. 
The families furnish monthly online reports detailing their shopping behaviors and opin-
ions. The Landor Families study provides rich behavioral insights for Landor clients such as 
Danone, Kraft Foods, and Procter & Gamble. Today’s big data analytics can provide impor-
tant insights into the whats, whens, and wheres of consumer buying. The Landor Families 

Observational research
Gathering primary data by observing 
relevant people, actions, and situations.

Ethnographic research
A form of observational research that 
involves sending trained observers to 
watch and interact with consumers in 
their “natural environments.”

 Table 4.1 | Planning Primary Data Collection

Research 
Approaches

Contact  
Methods

Sampling  
Plan

Research 
Instruments

Observation Mail Sampling unit Questionnaire

Survey Telephone Sample size Mechanical instruments

Experiment Personal Sampling procedure

Online
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program is designed to explore the whys. According to 
Landor, “There is no better way to understand people than 
to observe them in real life.”12

Observational and ethnographic research often yields 
the kinds of details that just don’t emerge from traditional 
research questionnaires or focus groups. Whereas traditional 
quantitative research approaches seek to test known hy-
potheses and obtain answers to well-defined product or 
strategy questions, observational research can generate fresh 
customer and market insights that people are unwilling or 
unable to provide. It provides a window into customers’ un-
conscious actions and unexpressed needs and feelings.

However, some things simply cannot be observed, 
such as attitudes, motives, or private behavior. Long-term 
or infrequent behavior is also difficult to observe. Finally, 
observations can be very difficult to interpret. Because of 
these limitations, researchers often use observation along 
with other data collection methods.

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

The major advantage of survey research is its  flexibility; 
it can be used to obtain many different kinds of information 
in many different situations. Surveys addressing  almost any 
marketing question or decision can be conducted by phone 
or mail, online, or in person.

However, survey research also presents some problems. 
Sometimes people are unable to answer survey questions 
because they cannot remember or have never thought about 
what they do and why they do it. People may be unwilling 

to respond to unknown interviewers or about things they consider private. Respondents may 
answer survey questions even when they do not know the answer just to appear smarter or 
more informed. Or they may try to help the interviewer by giving pleasing answers. Finally, 
busy people may not take the time, or they might resent the intrusion into their privacy.

Experimental Research. Whereas observation is best suited for exploratory research 
and surveys for descriptive research, experimental research is best suited for gathering 
causal information. Experiments involve selecting matched groups of subjects, giving them 
different treatments, controlling unrelated factors, and checking for differences in group 
responses. Thus, experimental research tries to explain cause-and-effect relationships.

For example, before adding a new sandwich to its menu, McDonald’s might use 
experiments to test the effects on sales of two different prices it might charge. It could in-
troduce the new sandwich at one price in one city and at another price in another city. If 
the cities are similar and if all other marketing efforts for the sandwich are the same, then 
differences in sales in the two cities could be related to the price charged.

Contact Methods
Information can be collected by mail, by telephone, by personal interview, or online. Each 
contact method has its own particular strengths and weaknesses.

Mail, Telephone, and Personal Interviewing. Mail questionnaires can be used to collect 
large amounts of information at a low cost per respondent. Respondents may give more 
honest answers on a mail questionnaire than to an unknown interviewer in person or over 
the phone. Also, no interviewer is involved to bias respondents’ answers. However, mail 
questionnaires are not very flexible; all respondents answer the same questions in a fixed 
order. And mail surveys usually take longer to complete and response rates are often low. 

Survey research
Gathering primary data by asking people 
questions about their knowledge, 
attitudes, preferences, and buying 
behavior.

Experimental research
Gathering primary data by selecting 
matched groups of subjects, giving them 
different treatments, controlling related 
factors, and checking for differences in 
group responses.

 The Landor Families ongoing ethnographic study has followed 
11 French families intensely for the past seven years, diving deeply 
into both their refrigerators and their food shopping behaviors. Says 
Landor, “There is no better way to understand people than to observe 
them in real life.”
Landor
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As a result, more and more marketers are now shifting to faster, more flexible, and lower-
cost email, online, and mobile phone surveys.

Telephone interviewing is one of the best methods for gathering information quickly, and 
it provides greater flexibility than mail questionnaires. Interviewers can explain difficult 
questions and, depending on the answers they receive, skip some questions or probe on 
others. Response rates tend to be higher than with mail questionnaires, and interviewers 
can ask to speak to respondents with the desired characteristics or even by name.

However, with telephone interviewing, the cost per respondent is higher than with mail, 
online, or mobile questionnaires. Also, people may not want to discuss personal questions 
with an interviewer. The method introduces interviewer bias—the way interviewers talk, 
how they ask questions, and other differences that may affect respondents’ answers. Finally, 
in this age of do-not-call lists and promotion-harassed consumers, potential survey respon-
dents are increasingly hanging up on telephone interviewers rather than talking with them.

Personal interviewing takes two forms: individual interviewing and group interview-
ing. Individual interviewing involves talking with people in their homes or offices, on the 
street, or in shopping malls. Such interviewing is flexible. Trained interviewers can guide 
interviews, explain difficult questions, and explore issues as the situation requires. They 
can show subjects actual products, packages, advertisements, or videos and observe reac-
tions and behavior. However, individual personal interviews may cost three to four times 
as much as telephone interviews.

Focus Group Interviewing. Group interviewing consists of inviting small groups of 
people to meet with a trained moderator to talk about a product, service, or organization. 
Participants normally are paid a small sum for attending. A moderator encourages free 
and easy discussion, hoping that group interactions will bring out deeper feelings and 
thoughts. At the same time, the moderator “focuses” the discussion—hence the name 
focus group interviewing.

In traditional focus groups, researchers and marketers watch the focus group discus-
sions from behind a one-way mirror and video-record sessions for later study. Through 
videoconferencing and internet technology, marketers in far-off locations can look in and 
listen, even participate, as a focus group progresses.

Focus group interviewing has become one of the major qualitative marketing research tools 
for gaining fresh insights into consumer thoughts and feelings. In focus group settings, research-
ers not only hear consumer ideas and opinions, they also can observe facial expressions, body 
movements, group interplay, and conversational flows. However, focus group studies present 
some challenges. They usually employ small samples to keep time and costs down, and it may 
be hard to generalize from the results. Moreover, consumers in focus groups are not always 
open and honest about their real feelings, behaviors, and intentions in front of other people.

To overcome these problems, many researchers are tinker-
ing with the focus group design. Some companies are chang-
ing the environments in which they conduct focus groups to 
help consumers relax and elicit more authentic responses. For 
example, Lexus hosts “An Evening with Lexus” dinners in 
customers’ homes with groups of luxury car buyers to learn 
up close and personal why they did or did not buy a Lexus. 
Other companies use immersion groups—small groups of con-
sumers who interact directly and informally with product 
designers without a focus group moderator present.

Research and innovation consultancy The Mom 
Complex uses such immersion groups to help brand market-
ers from companies such as Unilever, Johnson & Johnson, 
Kimberly-Clark, Kellogg, Playskool, and Walmart under-
stand and connect with their “mom customers”:13

Focus group interviewing
Personal interviewing that involves inviting 
small groups of people to gather for a few 
hours with a trained interviewer to talk 
about a product, service, or organization. 
The interviewer “focuses” the group 
discussion on important issues.

 New focus group designs: The Mom Complex uses “Mom 
Immersion Sessions” to help brand marketers understand and 
connect directly with their “mom customers” on important brand 
issues.
© caia image/Alamy

According to The Mom Complex, America’s 80 million moms 
control 85 percent of household purchases, yet three out of 
four moms say marketers have no idea what it’s like to be a 
mother. To change that, The Mom Complex arranges “Mom 
Immersion Sessions,” in which brand marketers interact di-
rectly with groups of mothers, who receive $100 in compensa-
tion for a two-hour session. Rather than the usual focus group 
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practice of putting the marketers behind a one-way mirror to observe groups of moms discuss-
ing their brands, the participants and marketers sit in the same room. Guided by a discussion 
facilitator, the moms begin by educating the marketers about the realities of motherhood—“the 
raw, real ugly truth about being a mom.” Then the moms and marketers work together to ad-
dress specific brand issues—whether it’s new product ideas, current product problems, or po-
sitioning and communications strategy. The goal is to “turn the challenges of motherhood into 
growth opportunities for brands.”

Individual and focus group interviews can add a personal touch as opposed to more 
numbers-oriented, big data research. They can provide rich insights into the motivations 
and feelings behind the numbers and analytics. “Focus groups are the most widely used 
qualitative research tool,” says one analyst, “and with good reason. They foster fruitful 
discussion and can provide unique insight into customers’ and potential customers’ needs, 
wants, thoughts, and feelings.” Things really come to life when you hear people say them.14

Online Marketing Research. The internet has had a dramatic impact on how market-
ing research is conducted. Increasingly, researchers are collecting primary data through 
online marketing research: internet and mobile surveys, online focus groups, con-
sumer tracking, experiments, and online panels and brand communities.

Online research can take many forms. A company can use the internet or mobile technol-
ogy as a survey medium: It can include a questionnaire on its web or social media sites or use 
email or mobile devices to invite people to answer questions. It can create online panels that 
provide regular feedback or conduct live discussions or online focus groups. Researchers can 
also conduct online experiments. They can experiment with different prices, headlines, or 
product features on different web or mobile sites or at different times to learn the relative ef-
fectiveness of their offers. They can set up virtual shopping environments and use them to test 
new products and marketing programs. Or a company can learn about the behavior of online 
customers by following their click streams as they visit the online site and move to other sites.

The internet is especially well suited to quantitative research—for example, conducting 
marketing surveys and collecting data. More than 90 percent of all Americans now use the 
internet, making it a fertile channel for reaching a broad cross-section of consumers.15 As 
response rates for traditional survey approaches decline and costs increase, the internet is 
quickly replacing mail and the telephone as the dominant data collection methodology.

Internet-based survey research offers many advantages over traditional phone, mail, 
and personal interviewing approaches. The most obvious advantages are speed and low 
costs. By going online, researchers can quickly and easily distribute surveys to thousands of 
respondents simultaneously via email or by posting them on selected online and mobile sites. 
Responses can be almost instantaneous, and because respondents themselves enter the infor-
mation, researchers can tabulate, review, and share research data as the information arrives.

Online research also usually costs much 
less than research conducted through mail, 
phone, or personal interviews. Using the inter-
net eliminates most of the postage, phone, in-
terviewer, and data-handling costs associated 
with the other approaches. Moreover, sample 
size and location have little impact on costs. 
Once the questionnaire is set up, there’s little 
difference in cost between 10 respondents and 
10,000 respondents on the internet or between 
local or globally distant respondents.

Its low cost puts online research well 
within the reach of almost any business, large 
or small. In fact, with the internet, what was 
once the domain of research experts is now 
available to almost any would-be researcher. 

Even smaller, less sophisticated research-
ers can use online survey services such as 
Snap Surveys (www.snapsurveys.com) and 
SurveyMonkey (www.surveymonkey.com) 
to create, publish, and distribute their own 
custom online or mobile surveys in minutes.

Online marketing research
Collecting primary data through internet 
and mobile surveys, online focus groups, 
consumer tracking, experiments, and 
online panels and brand communities.

 Online research: Thanks to survey services such as Snap Surveys, almost any 
business, large or small, can create, publish, and distribute its own custom online or 
mobile surveys in minutes.
Reproduced with permission from Snap Surveys. www.snapsurveys.com



CHAPTER 4 | Managing Marketing Information to Gain Customer Insights   137

Internet-based surveys also tend to be more interactive and engaging, easier to com-
plete, and less intrusive than traditional phone or mail surveys. As a result, they usually 
garner higher response rates. The internet is an excellent medium for reaching the hard-to-
reach consumer—for example, the often-elusive teen, single, affluent, and well-educated 
audiences. It’s also good for reaching people who lead busy lives, from working mothers 
to on-the-go executives. Such people are well represented online, and they can respond in 
their own space and at their own convenience.

Just as marketing researchers have rushed to use the internet for quantitative surveys 
and data collection, they are now also adopting qualitative internet-based research ap-
proaches, such as online focus groups, blogs, and social networks. The internet can provide a 
fast, low-cost way to gain qualitative customer insights.

A primary qualitative internet-based research approach 
is online focus groups. For example, online research 
firm FocusVision offers its InterVu service, which harnesses 
the power of the internet to conduct focus groups with partici-
pants at remote locations, anywhere in the world, at any time. 
Using their own webcams, InterVu participants can log on to 
focus sessions from their homes or offices and see, hear, and 
react to each other in real-time, face-to-face discussions.16 Such 
focus groups can be conducted in any language and viewed 
with simultaneous translation. They work well for bringing 
together people from different parts of the country or world at 
low cost. Researchers can view the sessions in real time from 
just about anywhere, eliminating travel, lodging, and facility 
costs. Finally, although online focus groups require some ad-
vance scheduling, results are almost immediate.

Although growing rapidly, both quantitative and qualita-
tive internet-based research have some drawbacks. One major 
problem is controlling who’s in the online sample. Without 
seeing respondents, it’s difficult to know who they really are. 
To overcome such sample and context problems, many online 
research firms use opt-in communities and respondent panels.

Alternatively, many companies have now developed their own “insight communities” 
from which they obtain customer feedback and insights. For example, NASCAR has built an 
online community of 12,000 core fans called the NASCAR Fan Council from which it obtains 
quick and relevant feedback from fans. Similarly, women’s magazine Allure formed its own 
insight community—called Beauty Enthusiasts, now 35,000 members strong—from which it 
solicits feedback both on its own content and on advertisers’ brands. When Beauty Enthusiast 
members first join the community, they provide detailed information about their demograph-
ics, product needs, and preferences. Brands can then interact online with specific segments of 
the Beauty Enthusiasts community about brand perceptions, product ideas, beauty trends, 
and marketing moves. Says one analyst, “The feedback combines the precision of quantitative 
research with the qualitative results of focus groups, as people write their reactions to prod-
ucts in their own words.”17

Online Behavioral and Social Tracking and Targeting. Thus, in recent years, the inter-
net has become an important tool for conducting research and developing customer insights. 
But today’s marketing researchers are going even further—well beyond online surveys, focus 
groups, and online communities. Increasingly, they are listening to and watching consumers by 
actively mining the rich veins of unsolicited, unstructured, “bottom-up” customer information 
already coursing around the internet. Whereas traditional marketing research provides more 
logical consumer responses to structured and intrusive research questions, online listening pro-
vides the passion and spontaneity of unsolicited consumer opinions.

Tracking consumers online might be as simple as scanning customer reviews and com-
ments on the company’s brand site or on shopping sites such as Amazon.com or BestBuy.
com. Or it might mean using sophisticated online-analysis tools to deeply analyze the 
mountains of consumer brand-related comments and messages found in blogs or on social 
media sites. Listening to and engaging customers online can provide valuable insights 
into what consumers are saying or feeling about a brand. It can also provide opportunities 
for building positive brand experiences and relationships. Many companies now excel at 

Online focus groups
Gathering a small group of people online 
with a trained moderator to chat about 
a product, service, or organization and 
gain qualitative insights about consumer 
attitudes and behavior.

 Online focus groups: FocusVision’s InterVu service lets focus 
group participants at remote locations see, hear, and react to each 
other in real-time, face-to-face discussions.
FocusVision
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listening online and responding quickly and appropriately. As noted previously, more and 
more companies are setting up social media command centers with which they scour the 
digital environment and analyze brand-related comments and conversations to gain mar-
keting insights.

Information about what consumers do while trolling the vast digital expanse—what 
searches they make, the online and mobile sites they visit, how they shop, and what they 
buy—is pure gold to marketers. And today’s marketers are busy mining that gold. Then, 
in a practice called behavioral targeting, marketers use the online data to target ads and 
offers to specific consumers. For example, if you place an Apple iPad in your Amazon.com 
shopping cart but don’t buy it, you might expect to see some ads for that very type of tablet 
the next time you visit your favorite ESPN site to catch up on the latest sports scores.

The newest wave of web analytics and targeting takes online eavesdropping even 
 further—from behavioral targeting to social targeting. Whereas behavioral targeting tracks 
consumer movements across online sites, social targeting also mines individual online social 
connections and conversations from social networking sites. Research shows that consumers 
shop a lot like their friends and are much more likely to respond to ads from brands friends 
use. So, instead of just having a Zappos.com ad for running shoes pop up because you’ve 

recently searched online for running shoes (behavioral targeting), an ad for 
a specific pair of running shoes pops up because a friend that you’re con-
nected to via Twitter just bought those shoes from Zappos.com last week 
(social targeting).

Online listening, behavioral targeting, and social targeting can help 
marketers to harness the massive amounts of consumer information swirl-
ing around the internet. However, as marketers get more adept at trolling 
blogs, social networks, and other internet and mobile domains, many crit-
ics worry about consumer privacy. At what point does sophisticated 
online research cross the line into consumer stalking? Proponents claim 
that behavioral and social targeting benefit more than abuse consumers 
by feeding back ads and products that are more relevant to their interests. 
But to many consumers and public advocates, following consumers online 
and stalking them with ads feels more than just a little creepy.

Regulators and others are stepping in. The Federal Trade 
Commission (FTC) has recommended the creation of a “Do Not Track” 
system (the online equivalent to the “Do Not Call” registry)—which 
would let people opt out of having their actions monitored online. 
However, progress has been mixed. Meanwhile, many major internet 
browsers and social media have heeded the concerns by adding ex-
tended privacy features to their services.18

Sampling Plan
Marketing researchers usually draw conclusions about large groups of consumers by 
studying a small sample of the total consumer population. A sample is a segment of the 
population selected for marketing research to represent the population as a whole. Ideally, 
the sample should be representative so that the researcher can make accurate estimates of 
the thoughts and behaviors of the larger population.

Designing the sample requires three decisions. First, who is to be studied (what sam-
pling unit)? The answer to this question is not always obvious. For example, to learn about 
the decision-making process for a family automobile purchase, should the subject be the 
husband, the wife, other family members, dealership salespeople, or all of these? Second, 
how many people should be included (what sample size)? Large samples give more reliable 
results than small samples. However, larger samples usually cost more, and it is not neces-
sary to sample the entire target market or even a large portion to get reliable results.

Finally, how should the people in the sample be chosen (what sampling procedure)? 
Table 4.2 describes different kinds of samples. Using probability samples, each popula-

tion member has a known chance of being included in the sample, and researchers can 
calculate confidence limits for sampling error. But when probability sampling costs too 
much or takes too much time, marketing researchers often take nonprobability samples even 
though their sampling error cannot be measured. These varied ways of drawing samples 
have different costs and time limitations as well as different accuracy and statistical proper-
ties. Which method is best depends on the needs of the research project.

Behavioral targeting
Using online consumer tracking data to 
target advertisements and marketing 
offers to specific consumers.

Sample
A segment of the population selected 
for marketing research to represent the 
population as a whole.

 Marketers watch what consumers say and do 
online, then use the resulting insights to personalize 
online shopping experiences. Is it sophisticated online 
research or “just a little creepy”?
Andresr/Shutterstock.com
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Research Instruments
In collecting primary data, marketing researchers have a choice of two main research in-
struments: questionnaires and mechanical devices.

Questionnaires. The questionnaire is by far the most common instrument, whether admin-
istered in person, by phone, by email, or online. Questionnaires are very flexible—there are 
many ways to ask questions. Closed-ended questions include all the possible answers, and 
subjects make choices among them. Examples include multiple-choice questions and scale 
questions. Open-ended questions allow respondents to answer in their own words. In a sur-
vey of airline users, Southwest Airlines might simply ask, “What is your opinion of Southwest 
Airlines?” Or it might ask people to complete a sentence: “When I choose an airline, the most 
important consideration is . . . ” These and other kinds of open-ended questions often reveal 
more than closed-ended questions because they do not limit respondents’ answers.

Open-ended questions are especially useful in exploratory research, when the re-
searcher is trying to find out what people think but is not measuring how many people think 
in a certain way. Closed-ended questions, on the other hand, provide answers that are 
easier to interpret and tabulate.

Researchers should also use care in the wording and ordering of questions. They should 
use simple, direct, and unbiased wording. Questions should be arranged in a logical order. 
The first question should create interest if possible, and difficult or personal questions 
should be asked last so that respondents do not become defensive.

Mechanical Instruments. Although questionnaires are the most common research 
instrument, researchers also use mechanical instruments to monitor consumer behavior. 
For example, Nielsen Media Research attaches people meters to television sets in selected 
homes to record who watches which programs. Retailers use checkout scanners to record 
shoppers’ purchases. Other marketers use mobile phone GPS technologies to track con-
sumer movements in and near their stores.

Still other researchers apply neuromarketing, using EEG and MRI technologies to track 
brain electrical activity to learn how consumers feel and respond. Neuromarketing measures, 
often combined with biometric measures (such as heart rates, respiration rates, sweat levels, 
and facial and eye movements), can provide companies with insights into what turns consum-
ers on and off regarding their brands and marketing. For example, research firm Nielsen and 
the Ad Council used neuromarketing to improve the effectiveness of an ad for the Shelter Pet 
Project, a public service campaign focused on increasing adoption rates for pets in shelters:19

Using neuroscience methods, Nielsen charted how people’s brains responded to an existing 
Shelter Pet Project public service ad and the ad’s canine star, Jules the dog. Researchers used 
a combination of EEG and eye-tracking measurements to determine the second-by-second, 

 Table 4.2 | Types of Samples

Probability Sample

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

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

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

Nonprobability Sample

Convenience sample The researcher selects the easiest population members from which to obtain information.

Judgment sample The researcher uses his or her judgment to select population members who are good prospects 
for accurate information.

Quota sample The researcher finds and interviews a prescribed number of people in each of several categories.
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scene-by-scene impact of the ad on viewer attention, emotional 
engagement, and memory activation. They discovered that viewer 
attention and emotional engagement jumped when Jules was on 
the screen. They also learned that the end of the ad caused confu-
sion, with Jules, the logo, and the website URL all competing for 
viewer attention. The creative team re-edited the ad, increasing 
Jules’s onscreen moments and sharpening the ad’s ending and 
call to action. A second round of neuroscience tests showed that 
the recrafted ad held viewers’ attention better, kept them more 
consistently engaged, and improved ad recall. As a result, in the 
first three months after the launch of the refreshed ad, traffic to 
the Shelter Pet Project website more than doubled, a change that 
may have real life-or-death implications for shelter pets.

Although neuromarketing techniques can measure con-
sumer involvement and emotional responses second by sec-
ond, such brain responses can be difficult to interpret. Thus, 
neuromarketing is usually used in combination with other 
research approaches to gain a more complete picture of what 
goes on inside consumers’ heads.

Implementing the Research Plan
The researcher next puts the marketing research plan into action. This involves collecting, pro-
cessing, and analyzing the information. Data collection can be carried out by the company’s 
marketing research staff or outside firms. Researchers should watch closely to make sure that 
the plan is implemented correctly. They must guard against problems with data collection 
techniques and technologies, data quality, and timeliness.

Researchers must also process and analyze the collected data to isolate important infor-
mation and insights. They need to check data for accuracy and completeness and code them 
for analysis. The researchers then tabulate the results and compute statistical measures.

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

However, interpretation should not be left only to researchers. Although they are often 
experts in research design and statistics, the marketing manager knows more about the 
problem and the decisions that must be made. The best research means little if the manager 
blindly accepts faulty interpretations from the researcher. Similarly, managers may be bi-
ased. They might tend to accept research results that show what they expected and reject 
those that they did not expect or hope for. In many cases, findings can be interpreted in 
different ways, and discussions between researchers and managers will help point to the 
best interpretations. Thus, managers and researchers must work together closely when in-
terpreting research results, and both must share responsibility for the research process and 
resulting decisions.

Analyzing and Using Marketing Information
Information gathered from internal databases, competitive marketing intelligence, and 
marketing research usually requires additional analysis. Managers may need help apply-
ing the information to gain customer and market insights that will improve their marketing 
decisions. This help may include advanced analytics to learn more about the relationships 
within sets of data. Information analysis might also involve the application of analytical 
models that will help marketers make better decisions.

Once the information has been processed and analyzed, it must be made available to 
the right decision makers at the right time. In the following sections, we look deeper into 
analyzing and using marketing information.

 Neuromarketing helped improve the effectiveness of ads for 
the Shelter Pet Project, as measured by Nielsen, increasing viewer 
attention, emotional engagement, and memory recall and more than 
doubling traffic to the organization’s website.
Copyrighted information ©2017, of  The Nielsen Company, licensed for use herein. 

We’ve talked generally 
about managing customer 

relationships throughout the book. 
But here, customer relationship 
management (CRM) has a much 
narrower data-management meaning. 
It refers to capturing and using 
customer data from all sources to 
manage customer interactions, engage 
customers, and build customer 
relationships.

Author
Comment
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Customer Relationship Management (CRM)
The question of how best to analyze and use individual customer data presents special 
problems. In the current big data era, most companies are awash in information about their 
customers and the marketplace. Still, smart companies capture information at every pos-
sible  customer touch point. These touch points include customer purchases, sales force con-
tacts, service and support calls, web and social media site visits, satisfaction surveys, credit 
and payment interactions, market research studies—every contact between a customer and 
a company.

Unfortunately, this information is usually scattered widely across the organization or 
buried deep in separate company databases. To overcome such problems, many companies 
are now turning to customer relationship management (CRM) to manage detailed 
information about individual customers and carefully manage customer touch points to 
maximize customer loyalty.

CRM consists of sophisticated software and analysis tools from companies such as 
Salesforce.com, Oracle, Microsoft, and SAS that integrate customer and marketplace in-
formation from all sources, analyze it, and apply the results to build stronger customer 
relationships. CRM integrates everything that a company’s sales, service, and marketing 
teams know about individual customers, providing a 360-degree view of the customer 
relationship. For example, MetLife recently developed a CRM system that it calls “The 
MetLife Wall”:20

One of the biggest customer service challenges for MetLife’s sales and service reps used to be 
quickly finding and getting to customer information—different records, transactions, and in-
teractions stored in dozens of different company data locations and formats. The MetLife Wall 
solves that problem. The Wall uses a Facebook-like interface to serve up a consolidated view of 
each MetLife customer’s service experience. The innovative CRM system draws customer data 
from 70 different MetLife systems containing 45 million customer agreements and 140 million 
transactions. It puts all of a given customer’s information and related links into a single record 
on a single screen, updated in near real time. Now, thanks to The MetLife Wall—with only a 
single click instead of the 40 clicks it used to take—sales and service reps can see a complete view 
of a given customer’s various policies, transactions, and claims filed and paid along with a his-
tory of all the interactions the customer has had with MetLife across the company’s many touch 
points, all on a simple timeline. The Wall has given a big boost to MetLife’s customer service and 
cross-selling efforts. According to a MetLife marketing executive, it’s also had “a huge impact on 
customer satisfaction.”

By using CRM to understand customers better, companies can provide higher levels 
of customer service and develop deeper customer relationships. They can use CRM to pin-
point high-value customers, target them more effectively, cross-sell the company’s prod-
ucts, and create offers tailored to specific customer requirements.

Big Data and Marketing Analytics
As noted at the start of the chapter, today’s big data can yield big results. But sim-
ply collecting and storing huge amounts of data has little value. Marketers must sift 
through the mountains of data to mine the gems—the bits that yield customer insights. 
As one marketing executive puts it, “It’s actually [about getting] big insights from big 
data. It’s throwing away 99.999 percent of that data to find things that are actionable.” 
Says another data expert, “right data trumps big data.”21 That’s the job of marketing 
analytics.

Marketing analytics consists of the analysis tools, technologies, and processes by 
which marketers dig out meaningful patterns in big data to gain customer insights and 
gauge marketing performance.22 Marketers apply marketing analytics to the large and 
complex sets of data they collect from web, mobile, and social media tracking; customer 
transactions and engagements; and other big data sources. For example, Netflix maintains 
a bulging customer database and uses sophisticated marketing analytics to gain insights, 
which it then uses to fuel recommendations to subscribers, decide what programming to 
offer, and even develop its own exclusive content in the quest to serve its customers better 
(see Real Marketing 4.2).

Another good example of marketing analytics in action comes from food products 
giant Kraft, whose classic brands—from JELL-O, Miracle Whip, and Kraft Macaroni and 

Customer relationship 
 management (CRM)
Managing detailed information about 
individual customers and carefully 
managing customer touch points to 
maximize customer loyalty.

Marketing analytics
The analysis tools, technologies, and 
processes by which marketers dig out 
meaningful patterns in big data to gain 
customer insights and gauge marketing 
performance.
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and Marketing Analytics

Wading through 60,000 titles to decide what to 
watch can be overwhelming. So when new 
customers sign up, Netflix asks them to rate 
their interest in movie and TV genres and to rate 
specific titles they have already seen. It then 
cross-references what people like with other 
similar titles to predict additional movies or pro-
grams customers will enjoy.

But that’s just the beginning. As custom-
ers watch and rate more and more video 
content, and as Netflix studies the details 
of their viewing behavior, the predictions 
become more and more accurate. Netflix 
often comes to know individual customer 
viewing preferences better than customers 
themselves do. How accurate are Netflix’s 
recommendations? Seventy-five percent of 
viewing activity results from these sugges-
tions. That’s important. The more subscrib-
ers watch, the more likely they are to stay 
with Netflix—viewers who watch at least 15 
hours of content each month are 75 percent 
less likely to cancel. Accurate recommenda-
tions increase average viewing time, keeping 
subscribers in the fold.

Increased viewing also depends on of-
fering the right content in the first place. But 
adding new programming is expensive—con-
tent licensing fees constitute the lion’s share 

of Netflix’s cost of goods sold. With so many 
new and existing movies and TV programs 
on the market, Netflix must be very selective 
in what it adds to its content inventory. Once 
again, it’s big data and marketing analytics 
to the rescue. Just as Netflix analyzes its 
database to come up with subscriber recom-
mendations, it uses the data to assess what 
additional titles customers might enjoy and 
how much each is worth. The goal is to maxi-
mize subscriber “happiness-per-dollar-spent” 
on new titles. “We always use our in-depth 
knowledge about what our members love to 
watch to decide what’s available on Netflix,” 
says a Netflix marketer. “If you keep watch-
ing, we’ll keep adding more of what you love.”

To get even more viewers watching even 
more hours, Netflix uses its extensive big 
data insights to add its own exclusive video 
content—things you can see only on Netflix. 
In its own words, Netflix wants “to become 
HBO faster than HBO can become Netflix.” 
For example, Netflix stunned the media in-
dustry when it outbid both HBO and AMC by 
paying a stunning $100 million for exclusive 
rights to air the first two seasons of House of 
Cards, a U.S. version of a hit British political 
drama produced by Hollywood bigwigs David 
Fincher and Kevin Spacey.

Americans now watch more mov-
ies and TV programs streamed on-
line than they watch on DVDs and 
Blu-ray discs. And with its rotating 
library of more than 60,000 titles, 
Netflix streams more movie and 
program content by far than any 

other video service. Netflix’s 81.5 million paid 
subscribers watch some 3.8 billion hours 
of movies and TV programs every month. 
A remarkable 51 percent of all Americans 
have streamed Netflix content during the 
past year.

All of this comes as little surprise to avid 
Netflixers. But members might be startled 
to learn that while they are busy watch-
ing Netflix videos, Netflix is busy watching 
them—watching them very, very closely. 
Netflix tracks and analyzes heaps of customer 
data in excruciating detail. Then it uses the 
big data insights to give customers exactly 
what they want. Netflix knows in depth what 
its audience wants to watch, and it uses this 
knowledge to fuel recommendations to sub-
scribers, decide what programming to offer, 
and even develop its own exclusive content.

No company knows its customers better 
than Netflix. The company has mind-boggling 
access to real-time data on member viewing 
behavior and sentiments. Every day, Netflix 
tracks and parses member data on tens of 
millions of searches, ratings, and “plays.” 
Netflix’s bulging database contains every 
viewing detail for each individual subscriber—
what shows they watch, at what time of day, 
on what devices, at what locations, even 
when they hit the pause, rewind, or fast-
forward buttons during programs.

Netflix supplements this already-massive 
database with consumer information pur-
chased from Nielsen, Facebook, Twitter, and 
other sources. Finally, the company employs 
experts to classify each video on hundreds of 
characteristics, such as talent, action, tone, 
genre, color, volume, scenery, and many, 
many others. Using this rich base of big 
data, Netflix builds detailed subscriber pro-
files based on individual viewing habits and 
preferences. It then uses these profiles to per-
sonalize each customer’s viewing experience. 
According to Netflix, there are 69 million differ-
ent versions of Netflix, one for each individual 
subscriber worldwide.

For example, Netflix uses data on viewing 
history to make personalized recommendations. 

Netflix, big data, and CRM: While members are busy watching Netflix videos, 
Netflix is busy watching them—watching them very, very closely. Then it uses 
the big data insights to give customers exactly what they want.
© OJO Images Ltd/Alamy (photo); PR NEWSWIRE (logo)
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program would be a hit before the director 
ever shouted “action.”

Based on the success of House of Cards, 
Netflix has developed a number of other 
original series, including Hemlock Grove, 
Lillyhammer, Orange Is the New Black, Bad 
Samaritans, Marco Polo, and the animated se-
ries BoJack Horseman. For traditional broad-
cast networks, the average success rate for 
new television shows is 35 percent. In con-
trast, Netflix is batting almost 70 percent. To 
continue the momentum, Netflix committed to 
spending a dazzling $6 billion in new original 
content in 2016. Such investments promise 
an ever-growing slate of new and continuing 

Netflix original series, specials, documentaries, 
and films.

As more and more high-quality video 
streams out of Netflix, more success streams in. 
Netflix’s sales have surged 36 percent during the 
past two years. Last year alone, membership 
grew by more than 20 percent. Netflix thrives on 
using big data and marketing analytics to know 
and serve its customers. The company excels 
at helping customers figure out just what they 
want to watch and offering just the right content 
profitably. Says Netflix’s chief communications 
officer, “Because we have a direct relationship 
with consumers, we know what people like to 
watch, and that helps us [immeasurably].”

To outsiders, the huge investment in House 
of Cards seemed highly risky. However, us-
ing its powerful database, Netflix was able to 
predict accurately which and how many exist-
ing members would watch the new House of 
Cards regularly and how many new members 
would sign up because of the show. Netflix 
also used its viewer knowledge to pinpoint 
and personalize promotion of the exclusive 
series to just the right members. Before House 
of Cards premiered, based on their profiles, 
selected subscribers saw one of 10 different 
trailers of the show aimed at their specific likes 
and interests.

Thanks to Netflix’s big data and market-
ing analytics prowess, House of Cards was 
a smash hit. It brought in 3 million new sub-
scribers in only the first three months. These 
new subscribers alone covered almost all 
of the $100 million investment. More impor-
tant, a Netflix survey revealed that for the 
average House of Cards viewer, 86 percent 
were less likely to cancel because of the new 
program. Such success came as no surprise 
to Netflix. Its data had predicted that the 

Sources: Shalini Ramachandram, “Netflix Drops on Weak-Growth Forecast,” Wall Street Journal, April 19, 2016, 
www.wsj.com/articles/netflix-adds-more-users-than-expected-1461010680; David Carr, “Giving Viewers What 
They Want,” New York Times, February 25, 2013, p. B1; Trey Williams, “Netflix Has Star-Studded Original Content 
Up Its Sleeve,” October 14, 2015, www.marketwatch.com/story/netflix-has-star-studded-original-content-up-
its-sleeve-2015-08-26; Zach Bulygo, “How Netflix Uses Analytics to Select Movies, Create Content, and Make 
Multimillion Dollar Decisions,” Kissmetrics, September 6, 2013, http://blog.kissmetrics.com/how-netflix-uses-
analytics/; Craig Smith, “By the Numbers: 50+ Amazing Netflix Statistics and Facts,” Expanded Ramblings, 
April 18, 2016, http://expandedramblings.com/index.php/netflix_statistics-facts/; and www.netflix.com, accessed 
September 2016.

Within these segments, Kraft knows in detail what consumers 
need and like. Says one analyst, it knows “their dietary [charac-
teristics and] restrictions—gluten free, a diabetic, low calorie, big 
snacks, feeding a big family, whether they are new cooks.” Kraft 
uses this knowledge to personalize digital interactions with 
individual customers, down to the fine details. “If Kraft knows 
you’re not a bacon user,” says the analyst, “you will never be 
served a bacon ad.” Thus, sophisticated analytics let Kraft target 
the right customer with the right message in the right medium 
at the right moment.

The benefits of customer relationship management and 
big data analytics don’t come without costs or risks. The most 
common mistake is to view CRM and marketing analytics as 
technology processes only. Or they get buried in the big data 
details and miss the big picture.24 Yet technology alone can-
not build profitable customer relationships. Companies can’t 
improve customer relationships by simply installing some new 
software. Instead, marketers should start with the fundamentals 
of managing customer relationships and then employ high-tech 
data and analytics solutions. They should focus first on the R—
it’s the relationship that CRM is all about.

 Marketing analytics: Food products giant Kraft reaps a treasure 
trove of data from customers of its classic brands, then applies high-
level marketing analytics to mine nuggets of customer insights.
Bloomberg/Getty Images

Cheese to Oscar Mayer, Philadelphia Cream Cheese, Lunchables, and Planters nuts—are 
found in 98 percent of all North American households:23

Kraft has a treasure trove of marketing data, gathered from years of interactions with cus-
tomers and from its social media monitoring hub called Looking Glass. Looking Glass tracks 
consumer trends, competitor activities, and more than 100,000 brand-related conversations daily 
in social media and on blogs. Kraft also reaps data from customer interactions with its Kraft 
Food & Family magazine, email communications, and the more than 100 web and social media 
sites that serve its large brand portfolio. In all, Kraft has 18 years’ worth of customer data across 
22,000 different attributes.

Kraft applies high-level marketing analytics to this wealth of data to mine nuggets of customer 
insight. Then it uses these insights to shape big data–driven marketing strategies and tactics, from 
developing new products to creating more focused and personalized web, mobile, and social me-
dia content. For example, Kraft’s analytics have identified more than 500 custom target segments. 
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Distributing and Using Marketing Information
Marketing information has no value until it is used to make better marketing decisions. 
Thus, the marketing information system must make information readily available to man-
agers and others who need it, when they need it. In some cases, this means providing man-
agers with regular performance reports, intelligence updates, and reports on the results of 
research studies.

But marketing managers may also need access to nonroutine information for special 
situations and on-the-spot decisions. For example, a sales manager having trouble with a 
large customer may want a summary of the account’s sales and profitability over the past 
year. Or a brand manager may want to get a sense of the amount of the social media buzz 
surrounding the recent launch of a new product. These days, therefore, information distri-
bution involves making information available in a timely, user-friendly way.

Many firms use company intranet and internal CRM systems to facilitate this process. 
These systems provide ready access to research and intelligence information, customer 
transaction and experience information, shared reports and documents, and more. For 
example, the CRM system at phone and online gift retailer 1-800-Flowers.com gives cus-
tomer-facing employees real-time access to customer information. When a repeat customer 
calls, the system immediately pulls up data on previous transactions and other contacts, 
helping reps make the customer’s experience easier and more relevant. For instance, if a 
customer usually buys tulips for his wife, the rep can talk about the best tulip selections 
and related gifts. Such connections result in greater customer satisfaction and loyalty and 
greater sales for the company. “We can do it in real time,” says a 1-800-Flowers.com execu-
tive, “and it enhances the customer experience.”25

In addition, companies are increasingly allowing key customers and value-network 
members to access account, product, and other data on demand through extranets. Suppliers, 

customers, resellers, and select other network members may 
access a company’s extranet to update their accounts, arrange 
purchases, and check orders against inventories to improve 
customer service. For example, online shoes and accessories 
retailer Zappos considers suppliers to be “part of the Zappos 
family” and a key component in its quest to deliver “WOW” 
through great customer service. So it treats suppliers as valued 
partners, including sharing information with them. Through 
its ZUUL extranet (Zappos Unified User Login), thousands of 
suppliers are given full access to brand-related Zappos’s inven-
tory levels, sales figures, and even profitability. Suppliers can 
also use ZUUL to interact with the Zappos creative team and to 
enter suggested orders for Zappos buyers to approve.26

Thanks to modern technology, today’s marketing man-
agers can gain direct access to a company’s information 
system at any time and from virtually anywhere. They can 
tap into the system from a home office, customer location, 
airport, or the local Starbucks—anyplace they can connect 
on a laptop, tablet, or smartphone. Such systems allow man-
agers to get the information they need directly and quickly 
and tailor it to their own needs.

Other Marketing Information Considerations
This section discusses marketing information in two special contexts: marketing research 
in small businesses and nonprofit organizations and international marketing research. 
Then we look at public policy and ethics issues in marketing research.

Marketing Research in Small Businesses and Nonprofit Organizations
Just like larger firms, small businesses and not-for-profit organizations need market infor-
mation and the customer insights that it can provide. However, large-scale research studies 
are beyond the budgets of most small organizations. Still, many of the marketing research 

We finish this chapter by 
examining three special 

marketing information topics.

Author
Comment

 Extranets: Zappos shares marketing information and insights with 
suppliers through its ZUUL extranet. It considers suppliers to be 
“part of the Zappos family.”
Zappos
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 Before opening Bibbentuckers dry cleaner, owner Robert Byerley conducted 
research to gain insights into what customers wanted. First on the list: quality.
Bibbentuckers

techniques discussed in this chapter can be used by smaller organizations in a less formal 
manner and at little or no expense. Consider how one small business owner conducted 
market research on a shoestring before even opening his doors:27

After a string of bad experiences with his local dry cleaner, Robert Byerley decided to open his 
own dry-cleaning business. But before jumping in, he conducted plenty of market research. He 
needed a key customer insight: How would he make his business stand out from the others? To 
start, Byerley spent an entire week online, researching the dry-cleaning industry. To get input 
from potential customers, using a local marketing firm, Byerley held focus groups on the store’s 
name, look, and brochure. He also took clothes to the 15 best competing cleaners in town and 
had focus group members critique their work. Based on his research, he made a list of features 

for his new business. First on his list: quality. His 
business would stand behind everything it did. 
Not on the list: cheap prices. Creating the perfect 
dry-cleaning establishment simply didn’t fit with 
a discount operation.

With his research complete, Byerley 
opened Bibbentuckers, a high-end dry cleaner 
positioned on high-quality service and conve-
nience. It featured a bank-like drive-thru area 
with curbside delivery. A computerized barcode 
system read customer cleaning preferences and 
tracked clothes all the way through the clean-
ing process. Byerley added other differentiators, 
such as decorative awnings, TV screens, and 
refreshments (even “candy for the kids and a 
doggy treat for your best friend”). “I wanted a 
place . . . that paired five-star service and quality 
with an establishment that didn’t look like a dry 
cleaner,” he says. The market research yielded 
results. Today, Bibbentuckers is a thriving eight-
store operation.

Thus, small businesses and not-for-profit 
organizations can obtain good marketing 
 insights through observation or informal sur-
veys using small convenience samples. Also, 

many associations, local media, and government agencies provide special help to small 
organizations. For example, the U.S. Small Business Administration offers dozens of 
free publications and a website (www.sba.gov) that give advice on topics ranging from 
starting, financing, and expanding a small business to ordering business cards. Other 
excellent research resources for small businesses include the U.S. Census Bureau (www.
census.gov) and the Bureau of Economic Analysis (www.bea.gov). Finally, small busi-
nesses can collect a considerable amount of information at very little cost online. They 
can check out online product and service review sites, use internet search engines to 
research specific companies and issues, and scour competitor and customer web, mobile, 
and social media sites.

In summary, secondary data collection, observation, surveys, and experiments can all 
be used effectively by small organizations with small budgets. However, although these 
informal research methods are less complex and less costly, they still must be conducted 
with care. Managers must think carefully about the objectives of the research, formulate 
questions in advance, recognize the biases introduced by smaller samples and less skilled 
researchers, and conduct the research systematically.28

International Marketing Research
International researchers follow the same steps as domestic researchers, from defining 
the research problem and developing a research plan to interpreting and reporting the 
results. However, these researchers often face more and different problems. Whereas 
domestic researchers deal with fairly homogeneous markets within a single country, 
international researchers deal with diverse markets in many different countries. These 
markets often vary greatly in their levels of economic development, cultures and cus-
toms, and buying patterns.
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In many foreign markets, the international researcher may 
have a difficult time finding good secondary data. Whereas U.S. 
marketing researchers can obtain reliable secondary data from 
dozens of domestic research services, many countries have al-
most no research services at all. Some of the largest international 
research services operate in many countries. For example, The 
Nielsen Company (the world’s largest marketing research com-
pany) has offices in more than 100 countries, from Schaumburg, 
Illinois, to Hong Kong to Nicosia, Cyprus.29 However, most 
research firms operate in only a relative handful of countries. 
Thus, even when secondary information is available, it usually 
must be obtained from many different sources on a country-by-
country basis, making the information difficult to combine or 
compare.

Because of the scarcity of good secondary data, international 
researchers often must collect their own primary data. However, 
obtaining primary data may be no easy task. For example, it can 
be difficult simply to develop good samples. U.S. researchers can 
use current telephone directories, email lists, census tract data, 
and any of several sources of socioeconomic data to construct 
samples. However, such information is largely lacking in many 
countries.

Once the sample is drawn, the U.S. researcher usually can 
reach most respondents easily by phone, by mail, online, or 
in person. However, reaching respondents is often not so easy 
in other parts of the world. Researchers in Mexico cannot rely 
on  phone, internet, and mail data collection—most data col-
lection is conducted door to door and concentrated in three or 
four of the largest cities. In some countries, few people have 
computers, let alone internet access. For example, whereas there 

are 84 internet users per 100 people in the United States, there are only 43 internet us-
ers per 100 people in Mexico. In Madagascar, the number drops to 2 internet users per 
100 people. In some countries, the postal system is notoriously unreliable. In Brazil, for 
instance, an estimated 30 percent of the mail is never delivered; in Russia, mail delivery 
can take several weeks. In many developing countries, poor roads and transportation 
systems make certain areas hard to reach, making personal interviews difficult and 
expensive.30

Cultural differences from country to country cause additional problems for interna-
tional researchers. Language is the most obvious obstacle. For example, questionnaires 
must be prepared in one language and then translated into the languages of each country 
researched. Responses then must be translated back into the original language for analy-
sis and interpretation. This adds to research costs and increases the risks of error. Even 
within a given country, language can be a problem. For example, in India, English is the 
language of business, but consumers may use any of 14 “first languages,” with many ad-
ditional dialects.

Translating a questionnaire from one language to another is anything but easy. 
Many idioms, phrases, and statements mean different things in different cultures. For 
example, a Danish executive noted, “Check this out by having a different translator 
put back into English what you’ve translated from English. You’ll get the shock of your 
life. I remember [an example in which] ‘out of sight, out of mind’ had become ‘invisible 
things are insane.’”31

Consumers in different countries also vary in their attitudes toward marketing 
research. People in one country may be very willing to respond; in other countries, 
nonresponse can be a major problem. Customs in some countries may prohibit people 
from talking with strangers. In certain cultures, research questions often are considered 
too personal. For example, in many Muslim countries, mixed-gender focus groups 
are taboo, as is videotaping female-only focus groups. In some countries, even when 
respondents are willing to respond, they may not be able to because of high functional 
illiteracy rates.

 Some of the largest research services firms have large 
international organizations. Nielsen has offices in more than 
100 countries.
Copyrighted information ©2017, of  The Nielsen Company, licensed for use herein.
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 Consumer privacy: Target made some customers uneasy when it 
used their buying histories to figure out things about them that even 
their family and friends didn’t know. The chain’s bull’s-eye logo may 
now “send a shiver . . . down the closely-watched spines of some 
Target shoppers.”
©Ken Wolter/Shutterstock

Despite these problems, as global marketing grows, global companies have little 
choice but to conduct these types of international marketing research. Although the costs 
and problems associated with international research may be high, the costs of not doing 
it—in terms of missed opportunities and mistakes—might be even higher. Once recog-
nized, many of the problems associated with international marketing research can be 
overcome or avoided.

Public Policy and Ethics in Marketing Research
Most marketing research benefits both the sponsoring company and its consumers. 
Through marketing research, companies gain insights into consumers’ needs, resulting in 
more satisfying products and services and stronger customer relationships. However, the 
misuse of marketing research can also harm or annoy consumers. Two major public policy 
and ethics issues in marketing research are intrusions on consumer privacy and the misuse 
of research findings.

Intrusions on Consumer Privacy
Many consumers feel positive about marketing research and believe that it serves a useful 
purpose. Some actually enjoy being interviewed and giving their opinions. However, oth-
ers strongly resent or even mistrust marketing research. They don’t like being interrupted 
by researchers. They worry that marketers are building huge databases full of personal 
information about customers. Or they fear that researchers might use sophisticated tech-
niques to probe our deepest feelings, track our internet and mobile device usage, or peek 
over our shoulders as we shop and then use this knowledge to manipulate our buying. A 
recent survey showed that more than 90 percent of Americans feel that they have lost con-
trol over the collection and use by companies of their personal data and information they 
share on social media sites.32

For example, Target made some of its customers very uneasy recently when it used 
their buying histories to figure out that they had a baby on the way, including eerily accu-
rate estimates of child gender and due date:33

Target gives every customer a Guest ID number, tied to his or her name, credit card, or email 
address. It then tracks the customer’s purchases in detail, along with demographic infor-
mation from other sources. By studying the buying histories of women who’d previously 
signed up for its baby registries, Target found that it could develop a “pregnancy prediction” 

score for each customer based on her purchasing patterns 
across 25 product categories. It used this score to start send-
ing personalized books of coupons for baby-related items to 
expectant parents, keyed to their pregnancy stages.

The strategy seemed to make good marketing sense—by 
hooking parents-to-be, Target could turn them into loyal buy-
ers as their families developed. However, the strategy hit a 
snag when an angry man showed up at his local Target store, 
complaining that his high school-aged daughter was receiving 
Target coupons for cribs, strollers, and maternity clothes. “Are 
you trying to encourage her to get pregnant?” he demanded. 
The Target store manager apologized. But when he called 
to apologize again a few days later, he learned that Target’s 
marketers had, in fact, known about the young woman’s 
pregnancy before her father did. It turns out that many other 
customers were creeped out that Target knew about their preg-
nancies before they’d told even family and close friends. And 
they wondered what else Target might be tracking and profil-
ing. As one reporter concluded: “The store’s bull’s-eye logo 
may now send a shiver . . . down the closely-watched spines of 
some [Target shoppers].”

When mining customer information, marketers must 
be careful not to cross over the privacy line. But there are 
no easy answers when it comes to marketing research and 
privacy. For example, is it a good or bad thing that some 
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retailers use mannequins with cameras hidden in one eye to record customer demograph-
ics and shopping behavior in order to serve them better? Should we applaud or resent 
companies that monitor consumer posts on Facebook, Twitter, Instagram, YouTube, or 
other social media in an effort to be more responsive? Should we worry when marketers 
track consumers’ mobile phone usage to issue location-based information, ads, and offers? 
Consider this example:34

SAP’s Consumer Insight 365 service helps mobile service providers to “extract data about sub-
scribers [and their] mobile-centric lifestyles.” It ingests as many as 300 mobile web surfing, text 
messaging, phone call, and other mobile events per day for each of 20 to 25 million mobile sub-
scribers across multiple carriers. The data tell marketers in detail where customers are coming 
from and where they go. According to one analyst, by combining the mobile data with other in-
formation, the service can tell businesses “whether shoppers are checking out competitor prices 
on their phones or just emailing friends. It can tell them the age ranges and genders of people 
who visited a store location between 10 a.m. and noon, and link location and demographic data 
with shoppers’ web browsing histories. Retailers might use the information to arrange store dis-
plays to appeal to certain customer segments at different times of the day, or to help determine 
where to open new locations.” Although such information can help marketers target customers 
with more useful offers, it might be “a little too close for comfort” from a consumer privacy 
viewpoint.

Increasing consumer privacy concerns have become a major problem for the market-
ing research industry. Companies face the challenge of unearthing valuable but potentially 
sensitive consumer data while also maintaining consumer trust. At the same time, consum-
ers wrestle with the trade-offs between personalization and privacy. They want to receive 
relevant, personalized offers that meet their needs, but they worry or resent that compa-
nies may track them too closely. The key question: When does a company cross the line in 
gathering and using customer data?

Failure to address privacy issues could result in angry, less cooperative consumers and 
increased government intervention. As a result, the marketing research industry is consid-
ering several options for responding to intrusion and privacy issues. One example is the 
Marketing Research Association’s “Your Opinion Counts” and “Respondent Bill of Rights” 
initiatives to educate consumers about the benefits of marketing research and distinguish it 
from telephone selling and database building.35

Most major companies—including Facebook, Apple, Microsoft, IBM, American 
Express, and even the U.S. government—have now appointed a chief privacy officer 
(CPO), whose job is to safeguard the privacy of customers. In the end, however, if re-
searchers provide value in exchange for information, customers will gladly provide it. For 
example, Amazon’s customers don’t mind if the firm builds a database of previous pur-
chases as a way to provide future product recommendations. This saves time and provides 
value. The best approach is for researchers to ask only for the information they need, use 
it responsibly to provide customer value, and avoid sharing information without the cus-
tomer’s permission.

Misuse of Research Findings
Research studies can be powerful persuasion tools; companies often use study results as 
claims in their advertising and promotion. Today, however, many research studies appear 
to be little more than vehicles for pitching the sponsor’s products. In fact, in some cases, 
research surveys appear to have been designed just to produce the intended effect. For ex-
ample, a Black Flag survey once asked: “A roach disk . . . poisons a roach slowly. The dying 
roach returns to the nest and after it dies is eaten by other roaches. In turn these roaches 
become poisoned and die. How effective do you think this type of product would be in 
killing roaches?” Not surprisingly, 79 percent said effective.

Few advertisers openly rig their research designs or blatantly misrepresent the 
 findings—most abuses tend to be more subtle “stretches.” Or disputes arise over the 
validity, interpretation, and use of research findings. Almost any research results can 
be variously interpreted depending on the researchers’ bias and viewpoints.

Recognizing that marketing research can be abused, several associations—including 
the American Marketing Association, the Marketing Research Association, and the Council 
of American Survey Research Organizations (CASRO)—have developed codes of research 
ethics and standards of conduct. For example, the CASRO Code of Standards and Ethics 
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4 Reviewing and Extending the Concepts

OBJECTIVES REVIEW AND KEY TERMS

Objectives Review
To create value for customers and build meaningful relationships 
with them, marketers must first gain fresh, deep insights into 
what customers need and want. Such insights come from good 
marketing information. As a result of the recent explosion of 
“big data” and digital technologies, companies can now obtain 
great quantities of information, often even too much. Consumers 
themselves are now generating a tidal wave of bottom-up infor-
mation through their smartphones, PCs, and tablets via online 
browsing and blogging, apps and social media interactions, and 
texting and video. The challenge is to transform today’s vast 
volume of consumer information into actionable customer and 
market insights.

OBJECTIVE 4-1 Explain the importance of information 
in gaining insights about the marketplace and 
customers. (pp 124–126)

The marketing process starts with a complete understanding 
of the marketplace and consumer needs and wants. Thus, the 
company needs to turn sound consumer information into mean-
ingful customer insights by which it can produce superior value 
for its customers. The company also requires information on 
competitors, resellers, and other actors and forces in the market-
place. Increasingly, marketers are viewing information not only 
as an input for making better decisions but also as an important 
strategic asset and marketing tool.

OBJECTIVE 4-2 Define the marketing information 
system and discuss its parts. (pp 126–130)

The marketing information system (MIS) consists of people and 
procedures for assessing information needs, developing the 
needed information, and helping decision makers use the infor-
mation to generate and validate actionable customer and market 
insights. A well-designed information system begins and ends 
with users.

The MIS first assesses information needs. The MIS primar-
ily serves the company’s marketing and other managers, but 
it may also provide information to external partners. Then the 
MIS develops information from internal databases, marketing 
intelligence activities, and marketing research. Internal data-
bases provide information on the company’s own operations 
and departments. Such data can be obtained quickly and 

cheaply but often need to be adapted for marketing decisions. 
Marketing intelligence activities supply everyday information 
about developments in the external marketing environment, 
including listening and responding to the vast and complex 
digital environment. Market research consists of collecting 
information relevant to a specific marketing problem faced by 
the company. Last, the marketing information system helps 
users analyze and use the information to develop customer 
insights, make marketing decisions, and manage customer 
relationships.

OBJECTIVE 4-3 Outline the steps in the marketing 
research process. (pp 130–140)

The first step in the marketing research process involves de-
fining the problem and setting the research objectives, which 
may be exploratory, descriptive, or causal research. The sec-
ond step consists of developing a research plan for collecting 
data from primary and secondary sources. The third step calls 
for implementing the marketing research plan by gathering, 
processing, and analyzing the information. The fourth step 
consists of interpreting and reporting the findings. Additional 
information analysis helps marketing managers apply the 
information and provides them with sophisticated statistical 
procedures and models from which to develop more rigorous 
findings.

Both internal and external secondary data sources often pro-
vide information more quickly and at a lower cost than primary 
data sources, and they can sometimes yield information that a 
company cannot collect by itself. However, needed information 
might not exist in secondary sources. Researchers must also 
evaluate secondary information to ensure that it is relevant, ac-
curate, current, and impartial.

Primary research must also be evaluated for these features. 
Each primary data collection method—observational, survey, 
and experimental—has its own advantages and disadvantages. 
Similarly, each of the various research contact methods—mail, 
telephone, personal interview, and online—has its own advan-
tages and drawbacks.

OBJECTIVE 4-4 Explain how companies analyze and 
use marketing information. (pp 140–144)

Information gathered in internal databases and through mar-
keting intelligence and marketing research usually requires 

for Survey Research outlines researcher responsibilities to respondents, including confi-
dentiality, privacy, and avoidance of harassment. It also outlines major responsibilities in 
reporting results to clients and the public.36

In the end, however, unethical or inappropriate actions cannot simply be regulated 
away. Each company must accept responsibility for policing the conduct and reporting of 
its own marketing research to protect consumers’ best interests as well as its own.
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more analysis. To analyze individual customer data, many 
companies have now acquired or developed special software 
and analysis techniques—called customer relationship man-
agement (CRM)—that integrate, analyze, and apply the moun-
tains of individual customer data to gain a 360-degree view 
of customers and build stronger the customer relationships. 
They apply marketing analytics to dig out meaningful patterns 
in big data and gain customer insights and gauge marketing 
performance.

Marketing information has no value until it is used to make 
better marketing decisions. Thus, the MIS must make the 
information available to managers and others who make mar-
keting decisions or deal with customers. In some cases, this 
means providing regular reports and updates; in other cases, 
it means making nonroutine information available for special 
situations and on-the-spot decisions. Many firms use com-
pany intranets and extranets to facilitate this process. Thanks 
to modern technology, today’s marketing managers can gain 

direct access to marketing information at any time and from 
virtually any location.

OBJECTIVE 4-5 Discuss the special issues some 
marketing researchers face, including public policy 
and ethics issues. (pp 144–149)

Some marketers face special marketing research situations, 
such as those conducting research in small business, not-for-
profit, or international situations. Marketing research can be 
conducted effectively by small businesses and nonprofit orga-
nizations with limited budgets. International marketing research-
ers follow the same steps as domestic researchers but often 
face more and different problems. All organizations need to act 
responsibly concerning major public policy and ethical issues 
surrounding marketing research, including issues of intrusions on 
consumer privacy and misuse of research findings.

MyLab Marketing
Go to mymktlab.com to complete the problems marked with this icon .

Key Terms

OBJECTIVE 4-1
Big data (p 125)
Customer insights (p 125)
Marketing information system  

(MIS) (p 125)

OBJECTIVE 4-2
Internal databases (p 127)
Competitive marketing  

intelligence (p 127)

OBJECTIVE 4-3
Marketing research (p 130)
Exploratory research (p 131)
Descriptive research (p 131)
Causal research (p 131)
Secondary data (p 132)
Primary data (p 132)
Observational research (p 133)
Ethnographic  

research (p 133)
Survey research (p 134)

Experimental research (p 134)
Focus group interviewing (p 135)
Online marketing research (p 136)
Online focus groups (p 137)
Behavioral targeting (p 138)
Sample (p 138)

OBJECTIVE 4-4
Customer relationship management 

(CRM) (p 141)
Marketing analytics (p 141)

4-1 What is big data, and what opportunities and challenges 
does it provide for marketers? (AACSB: Communication; 
Reflective Thinking)

4-2 Explain how internal databases differ from marketing intel-
ligence. What are some advantages and disadvantages of 
both? (AACSB: Communication; Reflective Thinking)

4-3 What is behavioral targeting? Provide an example of be-
havioral targeting. How are firms responding to consumers 
and public advocates that it is a form of stalking consum-
ers? (AACSB: Communication; Reflective Thinking)

Discussion Questions
4-4 Marketers make heavy use of both open-ended and 

closed-ended questions in questionnaires. What are some 
of the benefits or drawbacks of using each of these ways 
to ask questions? (AACSB: Communication; Reflective 
Thinking)

4-5 The marketing research process has several very distinct 
and important stages that need to be followed. In your 
opinion, which is the most important? Justify your view on 
this. (AACSB: Communication; Reflective Thinking)

DISCUSSION AND CRITICAL THINKING
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Critical Thinking Exercises
4-6 In a small group, identify the steps a business organiza-

tion might need to take to carry out market research in an 
overseas market. Discuss whether the business would be 
best advised to have someone do the research for them, 
or do it themselves. (AACSB: Communication; Reflective 
Thinking)

4-7 Suppose you are conducting market research for your 
favorite soda brand. Sales have been lagging for two quar-
ters, and you are determined to find out why. You decide 
to host an in-person focus group to gain customer insights 
into your brand’s current product offerings. You are also in-
terested in obtaining feedback on a new product that your 

brand plans to launch in the next six months. Determine 
the makeup of your focus group. Who should be invited 
to the focus group, and why? What types of information 
would you want to obtain? Identify possible questions to 
present to the focus group. (AACSB: Communication; 
Reflective Thinking)

4-8 Conduct an online search to learn more about the mar-
keting research industry. Develop a presentation describ-
ing the variety of jobs in the marketing research field along 
with the compensation for those jobs. Create a graphical 
representation to communicate your findings. (AACSB: 
Communication; Use of IT; Reflective Thinking)

Every second of every day, personal information is being indexed 
and processed. Every device we use has a unique address 
which is being broadcast as long as you have wireless network-
ing switched on. Many of us do not even realize that programs 
exist to find every picture you may have ever posted online. They 
can also pinpoint exactly where you were when you uploaded 
them. If you haven’t set the right privacy settings, it will become 
fairly easy to work out exactly where you live, your habits, and 
when you are at home and when you are out. Some services are 
specifically designed to scare people about the information they 
are unintentionally leaking to the world, such as pleaserobme.
com. This shows you whether you are sharing your location and 
prompts you to change your privacy settings.

 4-9 Make a detailed list of all the websites, online forums, 
social networks, and other web pages you have vis-
ited this week. What data have you left that could 
be of value to marketers? (AACSB: Communication; 
Information Technology)

4-10 Monetizing relevant data is the key to revealing its true 
value. Should marketers have access to the personal 
information of billions of people who use the internet? 
Discuss how you would use data trails left by indi-
viduals on the internet if you ran a business. (AACSB: 
Communication; Ethical reasoning)

APPLICATIONS AND CASES

Online, Mobile, and Social Media Marketing Online Snooping

Marketing Ethics Metadata
Everyone generates metadata when using technologies such 
as computers and mobile devices to search, post, tweet, play, 
text, and talk. What many people don’t realize, however, is that 
this treasure trove of date, time, and location information can be 
used to identify them without their knowledge. For example, in 
analyzing more than a million anonymous credit card transac-
tions, researchers at the Massachusetts Institute of Technology 
were able to link 90 percent of the transactions to specific 
users with just four additional bits of metadata, such as user 
locations based on apps such as Foursquare, the timing of an 
activity such as a tweet on Twitter, or playing a mobile game. 
Since there are more mobile devices than there are people in 

the United States and 60 percent of purchases are made with a 
credit card, marketing research firms are gobbling up all sorts of 
metadata that will let them tie a majority of purchase transactions 
to  specific individuals.

4-11 Describe at least four applications you use that provide 
location, time, and date information that can be tied 
to your identity. (AACSB Communication; Reflective 
Thinking)

4-12 Debate whether it is ethical for marketers to use metadata 
to link individual consumers with specific credit card trans-
actions. (AACSB: Communication; Ethical Reasoning)

Marketing by the Numbers What’s Your Sample?
Decisions are often made by businesses on the basis of fairly 
small samples in relation to the actual size of the population 
or number of customers. Thus, the future of products and 
services is often determined by relatively small numbers of 

people. But just how reliable are small-scale samples? Larger 
samples cost more money; they take more time and ultimately 
may not be any more accurate than a smaller sample. Are busi-
nesses and organizations right to rely so heavily on these small 
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samples? Statistically speaking, a small sample is probably just 
as accurate.

4-13 Go to http://www.surveysystem.com/sscalc.htm to 
determine the appropriate sample size for a popula-
tion in your country. Briefly explain what is meant by 
confidence interval and confidence level. Assuming a 
confidence interval of 5, how large should the sample of 
households be when desiring a 95 percent confidence 
level? How large for a 99 percent confidence level? 

(AACSB: Communication; Information Technology; 
Analytical Thinking)

4-14 What sample sizes are necessary to cover the 
 population of the whole region in which you live with 
a confidence interval of a 5-percent and a 95-percent  
confidence level? Explain the effect population size 
has on a  required sample size. (AACSB: Written 
Communication; Information Technology; Analytical 
Thinking)

Video Case Nielsen
Most people know Nielsen as the TV ratings company. In reality, 
however, Nielsen is a multiplatform market research company 
that has constantly been evolving since 1923. Its goal is to 
measure and track a wide range of consumer activity in order to 
establish a 360-degree view of individuals and market segments. 
To accomplish this, Nielsen has to follow consumers wherever 
they may be—watching TV, online, in their homes, or in stores.

How does Nielsen track all this activity? The veteran research 
firm has established effective methods of recording consumer 
activity, from retail scanner data to household panels to monitor-
ing social networks. As data are captured, they are transferred 
to a Nielsen data warehouse, where they are matched to the 

right individual and added to the terabytes of information Nielsen 
already possesses. Through data sorting and analytics, Nielsen 
cuts through billions of daily transactions to deliver clear con-
sumer insights to clients.

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

4-15 What is Nielsen’s expertise?

4-16 Providing a real-world example, describe how Nielsen 
might discover a consumer insight.

4-17 What kinds of partnerships might Nielsen need to form 
with other companies in order to accomplish its goals?

Company Case Campbell Soup Company: Watching What You Eat
You might think that a well-known, veteran consumer products 
company like the Campbell Soup Company has it made. After 
all, when people think of soup, they think of Campbell’s. In the $5 
billion U.S. soup market, Campbell dominates with a 44 percent 
share. Selling products under such an iconic brand name should 
be a snap. But if you ask Denise Morrison, CEO of Campbell, she’ll 
tell you a different story. Just a few years ago, when Morrison took 
over as head of the world’s oldest and best-known soup com-
pany, she faced a big challenge—reverse the declining market 
share of a 145-year-old brand in a mature, low-growth, and fickle 
market characterized by shifting consumer preferences, ever-
expanding tastes, and little tolerance for price increases. Turning 
things around would require revitalizing the company’s brands in a 
way that would attract new customers without alienating the faith-
ful who had been buying Campbell products for decades.

Morrison had a plan. A core element of that plan was to main-
tain a laser-like focus on consumers. “The consumer is our boss,” 
Morrison said. “[Maintaining a customer focus] requires a clear, 
up-to-the-minute understanding of consumers in order to create 
more relevant products.” Morrison’s plan involved transforming 
the traditional stagnant culture of a corporate dinosaur into one 
that embraces creativity and flexibility. But it also involved em-
ploying innovative methods that would allow brand managers 
and product developers to establish the customer understand-
ing that was so desperately needed. In other words, marketing 
research at the Campbell Soup Company was about to change.

Reading Consumers’ Minds
Soup is a well-accepted product found in just about ev-
eryone’s pantry in the United States. However, not long 
ago, Campbell researchers discovered that marketing soups 

presents unique problems. People don’t covet soup. Sure, a 
steaming bowl of savory soup really hits the spot after com-
ing in out of a bitingly cold rain. But soup is not a top-of-mind 
meal or snack choice, and it’s typically a prelude to a more 
interesting main course. The bottom line—consumers don’t 
really think much about soup, making meaningful marketing 
research difficult.

For years, Campbell researchers relied on good old paper-
and-pencil surveys and traditional interviews to gain con-
sumer insights for making ads, labels and packaging, and the 
products themselves more effective. But Campbell’s experi-
ence with such marketing research showed that traditional 
methods failed to capture important subconscious thoughts, 
emotions, and behaviors that consumers experience when 
shopping for soup.

So instead, to get closer to what was really going on inside 
consumers’ hearts and minds, Campbell researchers began 
employing state-of-the-art neuroscience methods. They outfit-
ted shoppers with special vests that measured skin-moisture 
levels, heart rates, depth and pace of breathing, and postures. 
Sensors tracked eye movements and pupil width. Then, to aid 
interpretation, such biometric data was combined with inter-
views and videos that captured each shopper’s experiences.

The high-tech research produced some startling insights. 
Campbell knew that people hold strong emotions associated 
with eating soup. After all, who doesn’t remember getting a hot 
bowl of soup from Mom when they were sick or cold? But the 
new biometric testing revealed that all that warmth and those 
positive emotions evaporated when consumers confronted 
the sea of nearly identical red and white Campbell’s cans found 
on a typical grocery store soup aisle.
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In the past, the top of a typical store shelf display featured 
a large Campbell’s logo with a bright red background. But the 
new research showed that such signs made all varieties of 
Campbell’s Soup blend together, creating an overwhelming 
browsing situation and causing shoppers to spend less time 
at the aisle. The biometric research methods also revealed 
that the soup can labels themselves were lacking—the big 
bowl of soup on Campbell’s labels was not perceived warmly, 
and the large spoon filled with soup provoked no emotional 
response.

Based on these research insights, in an attempt to prompt 
and preserve important consumer emotions surrounding soup 
consumption, Campbell began evaluating specific aspects of 
its displays, labels, and packaging. This led to seemingly small 
but important changes. For starters, the Campbell’s logo 
is now smaller and lower on the shelf, minimizing the over-
whelming “sea of cans” effect. To further encourage browsing, 
can labels now fall into different categories, each with distin-
guishing visual cues. Varieties like Beef Broth and Broccoli 
Cheese, which are typically used as ingredients in recipes, 
feature a narrow blue swath across the middle of the can 
with a “Great for Cooking” label. A green swath and the label 
“98% Fat Free” characterize reduced-fat varieties. Tomato 
Chipotle & Olive Oil, part of Campbell’s “Latin Inspired” line, 
features a black background rather than the traditional white. 
And top-sellers such as Chicken Noodle, Tomato, and Cream 
of Mushroom feature the plain traditional label with the cen-
ter medallion, immortalized by Andy Warhol’s larger-than-life 
recreations of Campbell’s soup cans. As for bringing out 
those warm emotions, Campbell’s labels are now adorned 
with steam rising off a larger, more vibrant picture of the fea-
tured soup in a more modern white bowl. The non-emotional 
spoons are gone as well.

Can such minor label changes make a real difference? Yes, 
they can. Campbell claims that its sales of condensed soups are 
up by 2 percent since making the changes. That may not sound 
like much, but even a small sales bump applied to a $2 billion 
consumer brand means real money. The sales jump also indi-
cates that consumers are receiving greater value through a more 
fulfilling shopping experience.

Diving Deeper for Insights
Although the insights from Campbell’s biometric marketing re-
search have proven valuable, it will take more to capture the 
attention of a new generation of customers and stay attuned 
to the changing nature of consumer food tastes and prefer-
ences. Additionally, the Campbell Soup Company makes and 
markets much more than just soup these days. Over the years, 
the company has added or created such brands as Pepperidge 
Farms, Swanson, Pace, Prego, V8, Bolthouse Farms, and Plum 
Organics. Today, Campbell’s house of packaged food brands 
includes something for just about everyone. With that kind of 
product portfolio, maintaining and creating relevant products 
based on a clear, up-to-the-minute understanding of consumers 
is an especially daunting proposition.

To capture clear and contemporary customer insights, 
Campbell researchers turn to deep dive marketing research—
qualitative methods employed in the fields of anthropology 
and other social sciences for up-close-and-personal study. 
Campbell researchers and marketers dive in and spend time 

with consumers on their own turf. “We’re in their homes,” says 
Charles Vila, Campbell’s vice president of consumer and cus-
tomer insights. “We are cooking with them; we’re eating with 
them; we’re shopping with them.” By spending hours at a time 
with consumers and observing them in their natural environ-
ments, researchers can unlock deep consumer insights of which 
customers themselves are often not aware.

By employing deep dive marketing research methods, 
Campbell researchers have identified six different consumer 
groups, each with an extensive profile. For each of these 
groups, Campbell has created six fully equipped kitchens at 
its Camden, New Jersey, headquarters, each designed to mir-
ror the homes of consumers in the six groups. Each kitchen 
has a unique design, with different appliances, different fea-
tures, and, most importantly, different food in the cabinets and 
refrigerators.

At one end of the spectrum is the group called “Uninvolved 
Quick Fixers.” These are individuals and families who are not 
acquainted with or into cooking. Their kitchens are strewn 
with pizza boxes, and collections of takeout menus adorn their 
fridges. Their stoves and ovens often look like they’ve never been 
touched. “They’re doing a lot of microwaving and frozen foods,” 
explains the manager of Campbell’s test facilities.

At the other end of the spectrum is group six, the 
“Passionate Kitchen Masters.” Their kitchens tend to be filled 
with well-used, high-end appliances. Their refrigerators are 
stuffed with fresh produce, dairy, and meats. Gourmet sauces 
and artisanal breads and pastas are complemented by a wide 
variety of spices.

Such levels of detail help Campbell marketers discover and 
understand existing and developing trends in each consumer 
group as well as in the general market. For example, ginger is 
in. Only a few years ago, this herb was something found only in 
ethnic restaurants or in obscure recipes. But now its popularity 
is soaring. Campbell expects that it will soon be an important 
ingredient for each of the six consumer segments, a valuable 
insight for developing new products.

Another conclusion from Campbell’s deep dive is that al-
though Passionate Kitchen Masters consume far fewer prepared 
and packaged foods than other consumers, they still buy a lot of 
ingredients—such as broth. Broth flies under the radar of most 
consumers. But for people who like to cook, it’s a sturdy compo-
nent of soups, sauces, and braised meats.

Under both the Campbell’s and Swanson brands, broth is 
also a $400 million business for the Campbell Soup Company. 
Applying the 2 percent sales boost resulting from the label 
changes discussed earlier translates to $8 million in sales gains 
for broth alone. That’s why Campbell researchers are so inter-
ested in consumer trends, big and small.

The main goal is to enhance the customer’s food experience. 
For example, Thai dishes are becoming more popular for food-
ies. But coming up with key ingredients like lemongrass is both 
time consuming and expensive. “Even for confident cooks, to 
bring those together, to go and purchase them, and actually 
blend them in such a way that it actually works, that’s not easy,” 
says Campbell’s vice president Dale Clemiss, who oversees the 
Swanson and other Campbell brands. Add that to other insights 
that Campbell’s research has uncovered, and a new broth is 
born—Swanson Thai Ginger, a broth “infused with flavors of lime, 
soy sauce, coconut, lemongrass, cilantro, and ginger—a simple 
way to make delicious restaurant inspired global dishes at home.”
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Questions for Discussion
4-18 What are the strengths and weaknesses of the Campbell 

Soup Company’s marketing information system?

4-19 What objectives does Campbell have for the marketing 
research efforts described in this case?

4-20 Compare the effectiveness of Campbell’s biometric 
 research with its deep dive research.

4-21 Describe how traditional marketing research could be 
integrated with Campbell’s research efforts from this   
case.

Sources: “Soup in the U.S.,” Euromonitor International, December 
2015, www.euromonitor.com/soup-in-the-us/report; Mark Garrison, 
“How Food Companies Watch What You Eat,” Marketplace, December 
2, 2013, www.marketplace.org/topics/business/how-food-compa-
nies-watch-what-you-eat; Ilan Brat, “The Emotional Quotient of Soup 
Shopping,” Wall Street Journal, February 17, 2010, p. B1; Bonnie 
Marcus, “Campbell Soup CEO Denise Morrison Stirs the Pot to Create 
Cultural Change,” Forbes, April 25, 2015, www.forbes.com/sites/bon-
niemarcus/2014/04/25/campbell-soup-ceo-denise-morrison-stirs-the-
pot-to-create-cultural-change/; and information from www.campbell-
soupcompany.com/about-campbell/ and www.google.com/finance, 
accessed September 2016.

Every marketing research method has pitfalls. So Campbell 
combines multiple research methods to minimize the possibility 
of making incorrect judgments. In addition to neuroscience and 
deep dive research, the company still employs traditional meth-
ods of surveys and interviews. The triangulation of data across 
methods allows for greater accuracy as well as the ability to 
cover larger consumer samples.

In the packaged foods business, every little bit helps. It’s 
all about staying in tune with consumers and keeping up with 
the changes—large and small—in consumer preferences. That 
philosophy has worked well for the Campbell Soup Company 
in the past. And as Campbell has dug deeper through multiple 
marketing research methods, the proof is in the pudding. Over 
the most recent three years, Campbell’s corporate revenues rose 
12.6 percent while net profits returned 6 to 10 percent each year. 
Campbell’s stock price also increased by more than 60 percent 
during that time. As the company website states, “For gen-
erations, people have trusted Campbell to provide authentic, 
flavorful, and readily available foods and beverages that connect 
them to each other, to warm memories, and to what’s important 
today.” With the help of Campbell’s marketing research program, 
it looks like consumers will continue to trust Campbell for gen-
erations to come.
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MyLab Marketing
Go to mymktlab.com for the following Assisted-graded writing questions:
4-22 What is neuromarketing and how is it useful in marketing research? Why is this 

research approach usually used with other approaches?
4-23 Describe an example in which marketing research could cause harm to 

 participants. Many companies have a review process similar to that required 
for following the government’s “Common Rule.” Write a brief  report 
 explaining this rule and how you would apply it to your example.



You’ve studied how marketers obtain, analyze, and 
use information to develop customer insights and as-
sess marketing programs. In this chapter, we take 
a closer look at the most important element of the 
 marketplace—customers. The aim of marketing is to 

engage customers and affect how they think and act. To affect the 
whats, whens, and hows of buyer behavior, marketers must first 
understand the whys. In this chapter, we look at final consumer 
buying influences and processes. In the next chapter, we’ll study 

the buyer behavior of business customers. You’ll see that under-
standing buyer behavior is an essential but very difficult task.

To get a better sense of the importance of understanding con-
sumer behavior, we begin by looking at Lenovo, the world’s largest 
personal computer vendor by unit sales. Before it acquired IBM’s 
computer business, you might never have heard of Lenovo. Yet 
few brands can match the avid enthusiasm and intense loyalty that 
Lenovo has generated in its customers. Its business model is thus 
built on customer satisfaction, innovation, and operational efficiency.

LENOVO: Understanding Customers and Building Profitable Relationships

The global success of Lenovo is rooted 
in its deep and sound understanding 
of customers and its ability to build 
profitable relationships. The business 
model is thus built on customer 
satisfaction, innovation, and operational 
efficiency.

Consumer Markets and 
Buyer Behavior

they feel about the products? What makes them tick? In order 
to arrive at comprehensive answers to these questions, Lenovo’s 
product design and engineering teams listen to their customers 
through their social media channels, forums, blogs, and fan clubs 
around the world.

The company highly values the input of its customers 
and tracks it accordingly. For example, after Lenovo had in-
troduced new variants of its Lenovo ThinkPad series in 2012 
and 2013, customers complained on internet forums that the 

two physical TrackPoint buttons 
had been removed from the touch-
pad at the bottom of the keyboard. 
These buttons correspond to the 
left and right mouse buttons on a 
 conventional mouse and work as a 
substitute to an external mouse or 
touchpad. Always with an ear to 
the ground, Lenovo soon realized 
this issue and publically admitted 
that they had made a big mistake. 

Soon afterwards, they brought back the TrackPoint buttons.
Lenovo’s product development is always driven by deep 

customer understanding from around the globe. The company 
emphasizes on its websites that every time customers provide 
feedback in some form, they are actually and personally helping 

L enovo was established in Beijing, China, in 1984 by 
11 members of the Computer Technology Research 
Institute. Originally founded as Legend by Liu 
Chunzhi with a group of 10 engineers, the company 

decided to abandon the brand name in 2002 to expand inter-
nationally, and so its name was changed to Lenovo. In 2005, 
the company acquired IBM’s personal computer business, 
including the ThinkPad laptop and tablet lines. This acquisi-
tion accelerated access to foreign markets and made Lenovo 
the third-largest computer maker 
worldwide by volume. In 2015, 
Lenovo was the world’s largest 
personal computer vendor by 
unit sales and had operations 
in more than 60 countries, with 
products sold in around 160 
countries.

The global success of Lenovo 
is rooted in its deep and sound un-
derstanding of customers and its 
ability to build profitable relationships. The business model is 
thus built on customer satisfaction, innovation, and operational 
efficiency. Lenovo’s marketers spend a great deal of time think-
ing about customers and their buying behavior. They want to 
know who their customers are. What do they think? How do 
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to influence the next wave of technology 
that it puts into the market. By listening and 
communicating constantly with their cus-
tomers and taking into consideration their 
input when it comes to product develop-
ment and improvement, Lenovo has been 
successful in building emotional relation-
ships with their customers. They engage 
more directly with customers when they 
display traits such as honesty in admitting 
mistakes, as in case of the ThinkPad re-
design. In this respect, Tracey Trachta, vice 
president of Brand Experience at Lenovo, 
states that the company aims to not just 
display its products on shelves, but through 
engagement to also enable people to under-
stand what it is that makes Lenovo’s prod-
ucts different. Through the years, Lenovo’s 
emphasis on building emotional relation-
ships with their customers has given them 
a more personal cast than a mere computer 
manufacturer.

In addition to listening to their custom-
ers, Lenovo also filters and focuses their 
analytic efforts on better understanding the 
online behavior of site visitors. Concentrating on two of their 
main user segments, purchasers and non-purchasers, Lenovo 
constantly aims to better understand their online buying behav-
ior on the homepage and product pages specifically. Learning the 
differences between them enables Lenovo to develop and deliver 
the right message to the right users, ultimately converting non-
purchasing users into purchasers. In order to achieve this objec-
tive, Lenovo permanently visualizes the in-page behavior of each 
customer segment via so-called heat maps, which provide deep 
insights into users’ digital psychology.

In a recent study, Lenovo identified an interesting difference 
between purchasers and non-purchasers. One finding was that 
purchasers were drawn to the main homepage banner and deals, 
whereas non-purchasers avoided the banner and were less fo-
cused on their search, favoring product images and videos over 
text. As non-purchasers dominate a significant percentage of the 
Lenovo website user base, better understanding their customer 
experience was crucial towards improving it and increasing 
conversion rates. Drawing from the study, the company has used 
greater ratios of images and videos to text in order to guide those 
potential customers and engage with them to a greater extent.

Understanding what’s most important to the customer is 
paramount for Lenovo because the company continuously fo-
cuses on exceeding customer expectations and creating customer 
delight. For example, when the company noticed that many of 
the discussions about PCs, tablets, and other electronic devices 

were happening on blogs and third-party discussion forums, 
they spent a lot of time trying to understand the existing conver-
sations and participating in discussions. Lenovo then decided 
that it wanted more ownership, even better customer under-
standing, and stronger leadership in the discussions about its 
products. Accordingly, Lenovo set up its own discussion forums 
and actively asked customers to share their ideas, user experi-
ence, and tips with Lenovo’s product, design, and development 
teams. By doing so, Lenovo was able to better connect with its 
customers and provide even better customer service.

In all, Lenovo possesses a unique ability to achieve cus-
tomer satisfaction and engagement. The company has positively 
shaped and influenced customers’ perceptions of Lenovo’s 
brand personality by trying to listen to and understand them. 
Consumers today—conditioned by mobile and powered by the 
Internet—need brands that can interact with them in real time. 
Lenovo engages in a consistent, respectful, two-way dialogue 
with their target audience. As a result, various satisfaction 
studies consistently place the company well ahead of its com-
petitors in various satisfaction studies. Technology Business 
Research (TBR), for example, has declared Lenovo the best 
computer brand in its extensive Corporate IT Buying Behavior 
and Customer Satisfaction studies. Giving top marks in im-
portant categories of customer satisfaction and innovation, the 
analysis found Lenovo’s customer service and cutting-edge 
features second to none.1

Lenovo listens and communicates constantly with their customers and takes their input 
into consideration, as for instance when customers complained about the removal of 
the TrackPoint buttons from the ThinkPad.
Elena Elisseeva/Shutterstock
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OBJECTIVES OUTLINE

OBJECTIVE 5-1  Define the consumer market and construct a simple model of consumer buyer behavior.

Model of Consumer Behavior (pp 158–159)

OBJECTIVE 5-2  Name the four major factors that influence consumer buyer behavior.

Characteristics Affecting Consumer Behavior (pp 159–173)

OBJECTIVE 5-3  List and define the major types of buying decision behavior and the stages in the buyer decision 
process.

Buying Decision Behavior and the Buyer Decision Process (pp 174–178)

OBJECTIVE 5-4  Describe the adoption and diffusion process for new products.

The Buyer Decision Process for New Products (pp 178–180)

THE HARLEY-DAVIDSON EXAMPLE shows that factors at many levels affect 
 consumer buying behavior. Buying behavior is never simple, yet understanding it is an es-
sential task of marketing management. Consumer buyer behavior refers to the buying 
behavior of final consumers—individuals and households that buy goods and services for 
personal consumption. All of these final consumers combine to make up the consumer 
market. The American consumer market consists of more than 323 million people who 
consume more than $11.9 trillion worth of goods and services each year, making it one of 
the most attractive consumer markets in the world.2

Consumers around the world vary tremendously in age, income, education level, 
and tastes. They also buy an incredible variety of goods and services. How these diverse 
consumers relate with each other and with other elements of the world around them af-
fects their choices among various products, services, and companies. Here we examine the 
fascinating array of factors that affect consumer behavior.

Model of Consumer Behavior
Consumers make many buying decisions every day, and the buying decision is the focal 
point of the marketer’s effort. Most large companies research consumer buying decisions in 
great detail to answer questions about what consumers buy, where they buy, how and how 
much they buy, when they buy, and why they buy. Marketers can study actual consumer 
purchases to find out what they buy, where, and how much. But learning about the whys 
behind consumer buying behavior is not so easy—the answers are often locked deep within 
the consumer’s mind. Often, consumers themselves don’t know exactly what influences their 
purchases.

The central question for marketers is this: How do consumers respond to various mar-
keting efforts the company might use? The starting point is the stimulus-response model 
of buyer behavior shown in Figure 5.1. This figure shows that marketing and other 
stimuli enter the consumer’s “black box” and produce certain responses.

Marketers want to understand how the stimuli are changed into responses inside the 
consumer’s black box, which has two parts. First, the buyer’s characteristics influence 
how he or she perceives and reacts to the stimuli. These characteristics include a variety 
of cultural, social, personal, and psychological factors. Second, the buyer’s decision pro-
cess itself affects his or her behavior. This decision process—from need recognition, in-
formation search, and alternative evaluation to the purchase decision and postpurchase 
behavior—begins long before the actual purchase decision and continues long after. 

Consumer buyer behavior
The buying behavior of final consumers—
individuals and households that buy 
goods and services for personal 
consumption.

Consumer market
All the individuals and households that 
buy or acquire goods and services for 
personal consumption.

Despite the simple-looking 
model in Figure 5.1, 

understanding the whys of buying 
behavior is very difficult. Says one expert, 
“The mind is a whirling, swirling, jumbled 
mass of neurons bouncing around . . . .”

Author
Comment
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Psychological

Motivation
Perception
Learning

Beliefs and
attitudes

Buyer

Cultural

Culture

Subculture

Social class

Social

Groups and social
networks

Family

Roles and status

Personal

Age and life-
cycle stage
Occupation

Economic situation
Lifestyle

Personality and
self-concept

Our buying decisions
are affected by an
incredibly complex
combination of
external and internal
influences.

Many brands now target
specific subcultures—such as
Hispanic American, African
American, and Asian American
consumers—with marketing
programs tailored to their
specific needs and preferences.

People’s buying decisions reflect and contribute to their lifestyles—
their whole pattern of acting and interacting in the world. For example,
KitchenAid sells much more than just kitchen appliances. It sells an entire
cooking and entertainment lifestyle to “Kitchenthusiasts.”

FIGURE | 5.2 
Factors Influencing 
Consumer Behavior

We look first at buyer characteristics as they affect buyer behavior and then discuss the 
buyer decision process.

Characteristics Affecting Consumer Behavior
Consumer purchases are influenced strongly by cultural, social, personal, and psychologi-
cal characteristics, as shown in  Figure 5.2. For the most part, marketers cannot control 
such factors, but they must take them into account.

Cultural Factors
Cultural factors exert a broad and deep influence on consumer behavior. Marketers need to 
understand the role played by the buyer’s culture, subculture, and social class.

Culture
Culture is the most basic cause of a person’s wants and behavior. Human behavior is 
largely learned. Growing up in a society, a child learns basic values, perceptions, wants, 
and behaviors from his or her family and other important institutions. A child in the 
United States normally is exposed to the following values: achievement and success, 
 freedom, individualism, hard work, activity and involvement, efficiency and practical-
ity, material comfort, youthfulness, and fitness and health. Every group or society has a 
culture, and cultural influences on buying behavior may vary greatly from both county to 
county and country to country.

Marketers are always trying to spot cultural shifts so as to discover new products that 
might be wanted. For example, the cultural shift toward greater concern about health and 
fitness has created a huge industry for health-and-fitness services, exercise equipment and 
clothing, organic foods, and a variety of diets.

Culture
The set of basic values, perceptions, 
wants, and behaviors learned by a 
member of society from family and other 
important institutions.

Author
Comment

Many levels of factors affect 
our buying behavior—from 

broad cultural and social influences to 
motivations, beliefs, and attitudes lying 
deep within us.

The environment

Marketing stimuli
Product
Price
Place
Promotion

Other
Economic
Technological
Social
Cultural

Buyer responses

Buying attitudes and preferences
Purchase behavior: what the buyer buys,
when, where, and how much
Brand engagements and relationships

Buyer’s black box

Buyer’s characteristics
Buyer’s decision process

We can measure the whats, wheres, and whens of buyer
behavior. But it’s diffcult to “see” inside the consumer’s
head and figure out the whys (that’s why it’s called
the black box).

 FIGURE | 5.1 
The Model of Buyer Behavior
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Subculture
Each culture contains smaller subcultures, or groups of people with shared value systems 
based on common life experiences and situations. Subcultures include nationalities, reli-
gions, racial groups, and geographic regions. Many subcultures make up important mar-
ket segments, and marketers often design products and marketing programs tailored to 
their needs. Examples of three such important subculture groups are Hispanic American, 
African American, and Asian American consumers.

Hispanic American Consumers. Hispanics represent a large, fast-growing market. 
The nation’s more than 55 million Hispanic consumers (almost one out of every six 
Americans) have total annual buying power of $1.7 trillion. The U.S. Hispanic popu-
lation will surge to more than 130 million by 2030, close to one-third of the total U.S. 
population. Hispanics are a youthful segment—more than 52 percent of U.S. Hispanics 
are below age 30.3 Within the Hispanic market, there exist many distinct subsegments 
based on nationality, age, income, and other factors. A company’s product or message 
may be more relevant to one nationality over another, such as  Mexicans, Costa Ricans, 
Argentineans, or Cubans.

Although Hispanic consumers share many characteristics and behaviors with the 
mainstream buying public, there are also distinct differences. They tend to be deeply fam-
ily oriented and make shopping a family affair—children have a big say in what brands 
they buy. Older, first-generation Hispanic consumers tend to be very brand loyal and to 
favor brands and sellers who show special interest in them. Younger Hispanics, however, 
have shown increasing price sensitivity in recent years and a willingness to switch to store 
brands. Befitting their youthfulness, Hispanics are more active on mobile and social net-
works than other segments, making digital media ideal for reaching this segment.4

Companies ranging from P&G, McDonald’s, AT&T, Walmart, and State Farm to 
Google, L’Oréal, and many others have developed special targeting efforts for this fast-
growing consumer segment. For example, working with its longtime Hispanic advertising 
agency Conill, Toyota has developed numerous Hispanic marketing campaigns that have 
helped make it the favorite automobile brand among Hispanic buyers. Consider its recent 
award-winning “Más Que un Auto” campaign:

Last fall, to celebrate its 10th year as America’s most-loved auto brand among Hispanics, 
Toyota ran a Hispanic campaign themed “Más Que un Auto” (translation: “More than a Car”). 
The campaign appealed to Hispanics’ special love for their cars and their penchant for giving 
everything and anything a superpersonal nickname, including their cars. The campaign 
offered Hispanic customers free nameplates featuring their unique car names, made with the 
same typeface and materials as the official Toyota nameplates. Now, along with the Toyota and 
model names, they could adorn their cars with personalized, official-looking brand badges of 
their own—whether Pepe, El Niño, Trueno (“Thunder”), Monster, or just plain Oliver, Ellie, or 
Rolly the Corolla.

Subculture
A group of people with shared value 
systems based on common life 
experiences and situations.

 Targeting Hispanic consumers: Toyota’s award-winning “Más Que un 
Auto” campaign created a strong emotional connection between Hispanics 
and their Toyotas with free, official-looking, personalized nameplates for 
their much-loved cars—here, Pepe.
Toyota Motor Sales, U.S.A. Inc.

The award-winning “Más Que un Auto” cam-
paign created a strong emotional connection between 
Hispanics and their Toyotas. Within the first few 
months, customers had ordered more than 100,000 
customer nameplates, far exceeding the goal of 25,000. 
Brand fans by the thousands posted pictures and 
shared their car love stories on campaign sites and 
other social media. Toyota is now shaping new phases 
of the “Más Que un Auto” campaign, such as turning 
some of the fan car stories into ads or asking custom-
ers to imagine what a how commercial featuring their 
beloved ride might look and then picking the best idea 
to produce for a real broadcast ad.5

African American Consumers. The U.S. African 
American population is growing in affluence and so-
phistication. The nation’s more than 44 million black 
consumers wield almost $1.3 trillion in annual buying 
power. Although more price conscious than other seg-
ments, blacks are also strongly motivated by quality 
and selection. Brands are important. African American 
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consumers are heavy users of digital and social media, providing access through 
a rich variety of marketing channels.6

Many companies develop special products, appeals, and marketing 
programs for African American consumers—from carmakers like Ford and 
Hyundai to consumer products companies like P&G to even not-for-profits and 
government agencies such as the U.S. Forest Service. For example, the U.S. 
Forest Service and the Ad Council recently joined forces to create the “Discover 
the Forest” public service campaign to raise awareness among families of the 
benefits for children of getting outside and enjoying nature. One round of the 
campaign specifically targeted the parents of African American tweens:7

Although more than 245 million Americans live within 100 miles of a national for-
est or grassland, research shows that a majority of children in some population 
segments are not spending active time outdoors. For example, only 37 percent of 
African American children ages 6 to 12 participate frequently in outdoor activities 
compared with 67 percent of the broader U.S. population in that age group. To help 
close that gap, the U.S. Forest Service and the Ad Council created the “Discover the 
Forest” campaign, a series of public service messages ranging from billboards and 
radio commercials to interactive social media and website content. With headlines 
such as “Unplug,” “Where Curiosity Blooms,” and “Where Imagination Sprouts,” 
the ads targeting African American families promote the discovery and imagination 
wonders of connecting with the great outdoors and the resulting physical, mental 
health, and emotional well-being benefits. “The forest is one of those amazing 
places where kids can flex their imagination muscles through exploration and dis-
covery,” says a marketer associated with the campaign.

Asian American Consumers. Asian Americans are the most affluent U.S. de-
mographic segment. A relatively well-educated segment, they now number 
more than 18.5 million (5 percent of the population), with annual buying pow-
er expected to approach $1 trillion by 2018. Asian Americans are the second- 
fastest-growing subsegment after Hispanic Americans. And like Hispanic 
Americans, they are a diverse group. Chinese Americans constitute the largest 
group,  followed by  Filipinos, Asian Indians, Vietnamese, Korean Americans, 
and Japanese Americans. Yet, unlike Hispanics who all speak various dialects of 

 Targeting African American consumers: The 
U.S. Forest Service and the Ad Council joined 
forces to create the “Discover the Forest” public 
service campaign to raise awareness among 
African American families of the benefits for 
children of getting outside and enjoying nature.
The Forest Service, an agency of the U.S. Department of Agriculture, 
and the Ad Council

Spanish, Asians speak many different languages. For example, ads for the 2010 U.S. Census 
ran in languages ranging from Japanese, Cantonese, Khmer, Korean, and Vietnamese to 
Thai, Cambodian, Hmong, Hinglish, and Taglish.8

As a group, Asian American consumers shop frequently and are the most brand 
conscious of all the ethnic groups. They can be fiercely brand loyal, especially to brands 
that work to build relationships with them. As a result, many firms now target the 
Asian American market. For example, many retailers, especially luxury retailers such as 
Bloomingdale’s, now feature themed events and promotions  during the Chinese New Year, 
a spending season equivalent to the Christmas holidays for Chinese American  consumers. 
They hire  Mandarin-speaking staff, offer Chinese-themed fashions and other  merchandise, 
and feature Asian cultural  presentations. Bloomingdale’s has even introduced seasonal, 
limited edition pop-up shops in many stores around the country:

Richly designed in red, gold, and black motifs, Chinese colors of good fortune, the 
Bloomingdale’s pop-up boutiques feature high-end Chinese-themed fashions and other mer-
chandise created especially for the Chinese New Year celebration. Some locations sponsor en-
tertainment such as lion dancers, Chinese tarot card readings, calligraphy, lantern making, tea 
tastings, and free Zodiac nail art. Shoppers in some stores are invited to select Chinese red enve-
lopes with prizes such as gift cards in denominations of $8, $88, or $888 (eight is a lucky number 
in Chinese culture). In addition to the pop-up boutiques, Bloomingdale’s celebrates the days and 
weeks leading up to the Chinese New Year with Chinese-language ads and promotions in care-
fully targeted traditional and online media. The retailer also has 175 Chinese-speaking associates 
across the country. “Chinese customers, including both tourists as well as Chinese Americans, 
are an important part of the overall Bloomingdale’s business,” says the retailer’s CEO.9

A Total Marketing Strategy. Beyond targeting segments such as Hispanics,  African 
Americans, and Asian Americans with specially tailored  efforts, many marketers now 
embrace a total  market strategy—the practice of integrating ethnic themes and 

Total market strategy
Integrating ethnic themes and cross-
cultural perspectives within a brand’s 
mainstream marketing, appealing to 
consumer similarities across subcultural 
segments rather than differences.
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cross- cultural perspectives within their main-
stream marketing. An example is general-market 
commercials for Cheerios and Honey Maid that 
feature interracial and blended families and cou-
ples. A total market strategy appeals to consumer 
similarities across subcultural segments rather 
than differences.10

Many marketers are finding that insights 
gleaned from ethnic consumer segments can influ-
ence their broader markets. For example, today’s 
youth-oriented lifestyle is influenced heavily by 
Hispanic and African American entertainers. So it 
follows that consumers expect to see many differ-
ent cultures and ethnicities represented in the ad-
vertising and products they consume. For instance, 
McDonald’s takes cues from African Americans, 
Hispanics, and Asians to develop menus and ad-
vertising in hopes of encouraging mainstream con-
sumers to buy smoothies, mocha drinks, and snack 
wraps as avidly as they consume hip-hop and rock 
’n’ roll. Or McDonald’s might take an ad primar-
ily geared toward African Americans and run it in 
general-market media.

Social Class
Almost every society has some form of social class structure. Social classes are society’s 
relatively permanent and ordered divisions whose members share similar values, interests, 
and behaviors. Social scientists have identified seven American social classes: upper up-
per class, lower upper class, upper middle class, middle class, working class, upper lower 
class, and lower lower class.

Social class is not determined by a single factor, such as income, but is measured as a 
combination of occupation, income, education, wealth, and other variables. In some social 
systems, members of different classes are reared for certain roles and cannot change their 
social positions. In the United States, however, the lines between social classes are not fixed 
and rigid; people can move to a higher social class or drop into a lower one.

Marketers are interested in social class because people within a given social class tend 
to exhibit similar buying behavior. Social classes show distinct product and brand prefer-
ences in areas such as clothing, home furnishings, travel and leisure activity, financial ser-
vices, and automobiles.

Social Factors
A consumer’s behavior also is influenced by social factors, such as the consumer’s small 
groups, social networks, family, and social roles and status.

Groups and Social Networks
Many small groups influence a person’s behavior. Groups that have a direct influence and 
to which a person belongs are called membership groups. In contrast, reference groups serve 
as direct (face-to-face interactions) or indirect points of comparison or reference in forming 
a person’s attitudes or behavior. People often are influenced by reference groups to which 
they do not belong. For example, an aspirational group is one to which the individual wishes 
to belong, as when a young basketball player hopes to someday emulate basketball star 
LeBron James and play in the NBA.

Marketers try to identify the reference groups of their target markets. Reference 
groups expose a person to new behaviors and lifestyles, influence the person’s attitudes 
and self-concept, and create pressures to conform that may affect the person’s prod-
uct and brand choices. The importance of group influence varies across products and 
brands. It tends to be strongest when the product is visible to others whom the buyer 
respects.

Social class
Relatively permanent and ordered 
divisions in a society whose members 
share similar values, interests, and 
behaviors.

Group
Two or more people who interact to 
accomplish individual or mutual goals.

 Targeting Asian American consumers: Bloomingdale’s celebrates the 
important Chinese New Year with carefully targeted ads and promotions 
and even special seasonal pop-up boutiques in its stores featuring Chinese-
themed merchandise, events, and entertainment.
Petr Svab/Epoch Times Inc.
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Word-of-mouth influence can have a powerful impact on consumer buying behav-
ior. The personal words and recommendations of trusted friends, family, associates, and 
other consumers tend to be more credible than those coming from commercial sources, 
such as advertisements or salespeople. One recent study found that only 49 percent of 
consumers reported that they trust or believe advertising, whereas 72 percent said they 
trusted family and friends and 72 percent said they trust online reviews.11 Most word-of-
mouth influence happens naturally: Consumers start chatting about a brand they use or 
feel strongly about one way or the other. Often, however, rather than leaving it to chance, 
marketers can help to create positive conversations about their brands.

Marketers of brands subjected to strong group influence must figure out how to reach 
opinion leaders—people within a reference group who, because of special skills, knowl-
edge, personality, or other characteristics, exert social influence on others. Some experts 
call this group the influentials or leading adopters. When these influentials talk, consumers 
listen. Marketers try to identify opinion leaders for their products and direct marketing ef-
forts toward them.

Buzz marketing involves enlisting or even creating opinion leaders to serve as “brand 
ambassadors” who spread the word about a company’s products. Consider Mercedes-
Benz’s award-winning “Take the Wheel” influencer campaign:12

Mercedes-Benz wanted get more people talking about its all-new, soon-to-be-launched 2014 CLA 
model, priced at $29,900 and aimed at getting a new generation of younger consumers into the 
Mercedes brand. So it challenged five of Instagram’s most influential photographers—everyday 
Gen Y consumers whose stunning imagery had earned them hundreds of thousands of fans—to 
each spend five days behind the wheel of a CLA, documenting their journeys in photos shared 
via Instagram. The photographer who got the most Likes got to keep the CLA. The short cam-
paign really got people buzzing about the car, earning 87 million social media impressions and 
more than 2 million Likes. Ninety percent of the social conversation was positive. And when 
Mercedes launched the CLA the following month, it broke sales records.

Sometimes, everyday customers become a brand’s best evangelists. For instance, Alan 
Klein loves the McDonald’s McRib—a sandwich made of a boneless pork patty molded 
into a rib-like shape, slathered in BBQ sauce and topped with pickles and onion. The 
McRib is sold for only short time periods each year at McDonald’s restaurants around the 
nation. Klein loves it so much that he created the McRib Locator app and website (mcrib-
locator.com), where McRib fans buzz about locations where they’ve recently sighted the 
coveted sandwich.13

Over the past several years, a new type of social interaction has exploded onto the 
scene—online social networking. Online social networks are online communities where 
people socialize or exchange information and opinions. Social networking communities 
range from blogs (Consumerist, Engadget, Gizmodo) and message boards (Craigslist) to 
social media sites (Facebook, Twitter, YouTube, Instagram, Snapchat, LinkedIn) and even 
communal shopping sites (Amazon.com and Etsy). These online forms of consumer-to-
consumer and business-to-consumer dialogue have big implications for marketers.

Marketers are working to harness the power of these new social networks and other 
“word-of-web” opportunities to promote their products and build closer customer rela-
tionships. Instead of throwing more one-way commercial messages at consumers, they 
hope to use digital, mobile, and social media to become an interactive part of consumers’ 
conversations and lives.

For example, Red Bull has an astounding 44 million friends on Facebook; Twitter 
and Facebook are the primary ways it communicates with college students. Dunkin’ 
Donuts uses Vine personality Logan Paul to promote its Dunkin’ Donuts app and DD 
Perks loyalty program with posts on Vine and other social media. As it turns out, Paul is a 
genuine Dunkin’ Donuts fan, so the brand lets him figure out what to say to his more than 
8.7   million Vine followers, 5.4 million Facebook fans, 2.4 million followers on Instagram, 
and 615 followers on Twitter.14

Other marketers are working to tap the army of self-made influencers already ply-
ing the internet—independent bloggers. Believe it or not, there are now almost as many 
people making a living as bloggers as there are lawyers. The key is to find bloggers who 
have strong networks of relevant readers, a credible voice, and a good fit with the brand. 
For example, you’ll no doubt cross paths with the likes of climbers and skiers blogging for 
Patagonia, bikers blogging for Harley-Davidson, and foodies blogging for Whole Foods 
Market or Trader Joe’s. And companies such as P&G, McDonald’s, Walmart, and Disney 

Word-of-mouth influence
The impact of the personal words and 
recommendations of trusted friends, 
family, associates, and other consumers 
on buying behavior.

Opinion leader
A person within a reference group who, 
because of special skills, knowledge, 
personality, or other characteristics, 
exerts social influence on others.

Online social networks
Online social communities—blogs, online 
social media, brand communities, and 
other online forums—where people 
socialize or exchange information and 
opinions.
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work closely with influential “mom bloggers” or 
“social media moms,” turning them into brand ad-
vocates (see Real Marketing  5.1).

Even Bermuda uses social media exten-
sively. The Bermuda Tourism Authority maintains 
Facebook, Instagram, Pinterest, Twitter, YouTube, 
and other social media pages; two mobile apps, 
including the Bermuda’s Very Own Mobile Events 
App; and a Discovering Bermuda blog featuring 
“Posts from Paradise.” It also hires popular us-
ers of social media such as Instagram and trendy 
Tastemade—which features quirky videos about 
restaurants—to the island and urges them to post 
about their visits.15

We will dig deeper into online and social 
media as marketing tools in Chapter 17. However, 
although much current talk focuses on the digital, 
mobile, and social media, most brand conversa-
tions still take place the old-fashioned way—face 
to face. So effective word-of-mouth marketing 
programs usually begin with generating person-
to-person brand conversations and integrating 

both offline and online social influence strategies. The goal is to get customers involved 
with brands and then help them share their brand passions and experiences with others 
in both their real and digital worlds. Consider Red Bull:16

Red Bull’s fizzy energy drink was launched as a true product innovation in 1987 and went on 
to become a massive success, with more than 6 billion cans sold worldwide in 2016. Besides the 
product itself, the success of Red Bull rests on the unique marketing approaches of its founder, 
Dietrich Mateschitz. He tied Red bull to extreme activities, from air races to Formula One to 
Felix Baumgartner’s stratosphere jump in 2012, making it a synonym for adventure and energy. 
Social media is a significant pillar of this strategy: the brand’s Facebook and Twitter accounts, 
which are home to an extensive and active community, feature a vast array of pictures, videos, 
and stories illustrating the brand’s spirit. But Red Bull also places great value on promoting the 
brand on a personal level in the form of student ambassadors around the world who represent 
the brand on their campuses and are responsible for spreading its image by organizing events 
and brand-relevant initiatives.

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

Husband–wife involvement varies widely by product category and by stage in the 
buying process. Buying roles change with evolving consumer lifestyles. For example, in 
the United States, the wife traditionally has been considered the main purchasing agent 
for the family in the areas of food, household products, and clothing. But with 71 percent 
of all mothers now working outside the home and the willingness of husbands to do more 
of the family’s purchasing, all this has changed in recent years. Recent surveys show that 
41 percent of men are now the primary grocery shoppers in their households, 39 percent 
handle most of their household’s laundry, and about one-quarter say they are responsible 
for all of their household’s cooking. At the same time, today women outspend men three 
to two on new technology purchases and influence more than 80 percent of all new car 
purchases.17

Such shifting roles signal a new marketing reality. Marketers in industries that 
have traditionally sold their products to only women or only men—from groceries and 
personal care products to cars and consumer electronics—are now carefully targeting 
the opposite sex. Other companies are showing their products in “modern family” con-
texts. For example, one General Mills ad shows a father packing Go-Gurt yogurt in his 
son’s lunch as the child heads off to school in the morning, with the slogan “Dads who 

 Harnessing the power of online social networking: Dunkin’ Donuts uses 
Vine personality Logan Paul to promote its Dunkin’ Donuts app and DD Perks 
loyalty program with posts on Vine and other social media.
Courtesy Logan Paul
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Harnessing the power of mom-to-mom influence: 
Each year, Disney invites 175 to 200 moms and their 
families to its Disney Social Media Moms Celebration in 
Florida, an affair that’s a mix of public relations event, 
educational conference, and family vacation with plenty  
of Disney magic for these important mom influencers.
Mindy Marzec
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g 5.1 Tapping Social Media Moms as Brand 
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smoothies and they have yogurt and they 
have other things that my kids would want,” 
says one prominent blogger. “I really couldn’t 
tell you what Burger King’s doing right now,” 
she adds. “I have no idea.”

Walmart Moms. Eight years ago, Walmart 
enlisted a group of 11 influential mom blog-
gers—originally called the ElevenMoms—to 
“represent the voice of all moms.” Now num-
bering 22 and called simply the “Walmart 
Moms,” these influential social media moms 
provide input to Walmart on behalf of all 
moms and in turn represent Walmart to their 
large blog followings.

Described by Walmart as “moms like you,” 
the Walmart Moms represent a cross-section 
of American moms in terms of geography, 
ethnicity, and age. “Walmart Moms are pretty 
much like most moms out 
there,” says Walmart. They 
“know what it’s like to bal-
ance family, work, errands, 
searching for missing softball 
mitts, and everything else 
in between. And [they’re] 
always looking for ways to 
save money and live better.”

The Walmart Moms have 
become important and in-
fluential Walmart brand am-
bassadors. Though surveys, 
focus groups, and in-store 
events, the mom bloggers 
and their readers provide 
Walmart and its suppliers 
with key customer insights 
regarding its stores and 
products. Going the other 
way, the Walmart Moms cre-
ate relevant written and video 
content—everything from 
money-saving tips to product 
reviews to craft suggestions 
and recipes—shared on their 
blogs and through links on 
Walmart’s online and social 
media sites.

Walmart Moms receive 
product samples and com-
pensation. Their posts often 
refer to products sold by 
Walmart and include links 
to the products on Walmart 
sites. But both Walmart and 

the Walmart Moms know that their strength 
lies in their authenticity and in the trust they 
build with their readers. So with Walmart’s 
urging and full support, the moms write what-
ever they please and share their sincere opin-
ions. “Walmart does not require anything of 
us but to be ourselves and remain authentic 
to our own voice,” says one mom blogger. 
Without that, what the Walmart Moms write 
and say would be viewed as little more than 
paid promotions.

Disney Social Media Moms. The Walt 
Disney Company has long recognized the 
power of moms in social media and the 
importance moms play in planning family va-
cations. Five years ago, the company as-
sembled a group called Disney Social Media 
Moms, roughly 1,300 carefully selected mom 

America’s moms constitute a huge 
market. Women account for 85 
percent of all consumer purchases, 
and the nation’s 85 million moms 
account $3.2 trillion worth of an-
nual consumer spending. Moms are 
also heavy social media sharers and 

shoppers. They are 20 percent more likely than 
the general population to use social media, and 
44 percent of moms have made a purchase on 
their smartphones within the past week.

Moreover, many moms rely heavily on so-
cial media to share experiences with other 
moms, including brand and buying experi-
ences. For example, there are as many as 14.2 
million U.S. mothers who blog, and some mom 
bloggers influence millions of followers. Some 
55 percent of moms on social media regularly 
base their buying decisions on personal stories, 
recommendations, and product reviews that 
they find in blogs and other social media.

Given these pretty amazing figures, it’s 
not surprising that many marketers now har-
ness the power of mom-to-mom influence by 
creating or tapping into networks of influential 
social media moms and turning them into 
brand ambassadors. Here are just three ex-
amples: McDonald’s, Walmart, and Disney.

McDonald’s Mom Bloggers. McDonald’s 
systematically reaches out to key “mom blog-
gers,” those who influence the nation’s home-
makers, who in turn influence their families’ 
eating-out choices. For example, McDonald’s 
recently hosted 15 influential mom bloggers 
on an all-expenses-paid tour of its Chicago-
area headquarters. The bloggers toured the 
facilities (including the company’s test kitch-
ens), met McDonald’s USA president, and 
had their pictures taken with Ronald at a 
nearby Ronald McDonald House.

McDonald’s knows that these mom blog-
gers have loyal followings and talk a lot about 
McDonald’s in their blogs. So it’s turning 
the bloggers into believers by giving them a 
behind-the-scenes view. McDonald’s doesn’t 
try to tell the bloggers what to say in their 
posts about the visit. It simply asks them to 
write one honest recap of their trip. However, 
the resulting posts (each acknowledging the 
blogger’s connection with McDonald’s) were 
mostly very positive. Thanks to this and other 
such efforts, mom bloggers around the coun-
try are now more informed about and con-
nected with McDonald’s. “I know they have 
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occasional perks. For example, every year, 
Disney invites 175 to 200 of the moms and 
their families for a deeply discounted, four-
day trip to attend its annual Disney Social 
Media Moms Celebration in Florida. The cel-
ebration is a mix of public relations event, 
educational conference, and family vacation 
with plenty of Disney magic for these impor-
tant mom influencers.

The Disney Social Media Moms are un-
der no obligation to post anything about 
Disney, and the company doesn’t tell them 
what to say when they do post. However, 

the most recent celebration generated 
28,500 tweets, 4,900 Instagram photos, 
and 88 blog posts full of ride reviews, videos 
of families meeting Disney characters, and a 
host of overwhelmingly positive comments. 
“For a big chunk of our guests, it’s the 
moms who are making [travel] decisions,” 
says a top Disney executive. The Disney 
Social Media Moms effort costs the com-
pany very little but effectively harnesses the 
power of mom-to-mom influence to help 
sprinkle Disney’s magical pixie dust on an 
important group of buyers.

bloggers (and some dads), travel bloggers, 
and active Disney-focused social media 
posters.

Disney looks for influential moms who fit 
the brand’s family-friendly focus, use social 
media heavily, and are active in their commu-
nities offline as well as online. One example 
is Rachel Pitzel, a mother of two and CEO 
of ClubMomMe, a social and educational 
group that sponsors events for moms, ex-
pectant parents, and families and maintains 
an active blog. Another is Wendy Wright, a 
homeschooling mother of two and a pro-
lific blogger. Wendy describes herself as a 
“Disney nut” (she named her cats Mickey and 
Minnie), and she fills her blog with advice for 
planning Disney park visits, tips for holding 
Disney-themed parties, and reviews of Disney 
movies.

Disney Social Media Moms aren’t paid; 
they participate because of their passion and 
enthusiasm for all things Disney. However, 
they do receive special educational atten-
tion from Disney, inside information, and 

Sources: See Mindy Rasledvich, “Harnessing the Power of Mom-to-Mom Influence,” Dedicated Media, May 19, 
2015, www.dedicatedmedia.com/articles/harnessing-the-power-of-mom-to-mom-influence-2; Elizabeth Segran, 
“On Winning the Hearts—and Dollars—of Mommy Bloggers,” Fast Company, August 14, 2015, www.fast 
company.com/3049137; Keith O’Brien, “How McDonald’s Came Back Bigger than Ever,” New York Times, May 6, 
2012, p. MM44; “Who Are Walmart Moms?” http://learn.walmart.com/Tips-Ideas/Articles/Walmart_Moms/19242/, 
accessed June 2016; “How Walmart Made 11 Moms Become Its Brand Ambassadors,” http://crezeo.com/
how-11-moms-became-walmart-brand-ambassadors/, accessed June 2016; Lisa Richwine, “Disney’s Powerful 
Marketing Force: Social Media Moms,” Reuters, June 15, 2015, www.reuters.com/article/us-disney-moms-insight-
idUSKBN0OV0DX20150615; and “Disney Parks Social Media Moms Celebration,” http://disneysmmoms.com/, 
accessed September 2016.

get it, get Go-Gurt.” And a recent General Mills “How to Dad” campaign for Cheerios 
presents a dad as a multitasking superhero around the house, a departure from the 
bumbling dad stereotypes often shown in food ads. This dad does all the right things, 
including feeding this children healthy Cheerios breakfasts. “Being a dad is awesome,” 
he proclaims in one ad. “Just like Cheerios are awesome. That’s why it’s the Official 
Cereal of Dadhood.”18

Children also have a strong influence on family buying decisions. A global survey 
showed that children—from babies to teens—wield particular influence over their par-
ents’ decisions regarding how money and free time are spent (71 and 70 percent), where 

to go on vacation (64 percent), how often to go out 
to eat (58 percent), and where to live (43 percent). 
Furthermore, the majority of parents felt that their 
kids exert more influence on family purchases than 
they did themselves when growing up.19

Roles and Status
A person belongs to many groups—family, clubs, or-
ganizations, online communities. The person’s posi-
tion in each group can be defined in terms of both role 
and status. A role consists of the activities people are 
expected to perform according to the people around 
them. Each role carries a status reflecting the general 
esteem given to it by society.

People usually choose products appropriate to 
their roles and status. Consider the various roles a 
working mother plays. In her company, she may play 
the role of a brand manager; in her family, she plays 
the role of wife and mother; at her favorite sporting 
events, she plays the role of avid fan. As a brand man-
ager, she will buy the kind of clothing that reflects her 
role and status in her company. At the game, she may 
wear clothing supporting her favorite team.

 Family buying influences: Children may weigh in heavily on family 
purchases for everything from restaurants and vacation destinations to 
mobile devices and even car purchases.
Andres Rodriguez/123RF
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Personal Factors
A buyer’s decisions also are influenced by personal characteristics such as the buyer’s 
occupation, age and stage, economic situation, lifestyle, and personality and self-concept.

Occupation
A person’s occupation affects the goods and services bought. Blue-collar workers 
tend to buy more rugged work clothes, whereas executives buy more business suits. 
Marketers try to identify the occupational groups that have an above-average inter-

est in their products and services. A company 
can even specialize in making products needed 
by a given occupational group. For example, 
Caterpillar/CAT, the world’s leading manufac-
turer of construction machinery, offers rugged 
mobile phones made for tough and challenging 
work environments. In demanding surroundings 
like the construction and heavy industry, normal 
smartphones are not durable, robust, or reliable 
enough. According to the devices maker, conse-
quential damage of handsets is a common prob-
lem for tradesmen in these professions, leaving 
them being unnecessarily burdened and out-of-
pocket. CAT’s phones withstand extreme drops 
and temperatures, are dust- and waterproof, offer 
enhanced audio quality for noisy workplaces, 
and feature displays that can be controlled with 
wet fingers or gloves.20

Age and Life Stage
People change the goods and services they buy 
over their lifetimes. Tastes in food, clothes, furni-

ture, and recreation are often age related. Buying is also shaped by the stage of the fam-
ily life cycle—the stages through which families might pass as they mature over time. 
Life-stage changes usually result from demographics and life-changing events—mar-
riage, having children, purchasing a home, divorce, children going to college, changes 
in personal income, moving out of the house, and retirement. Marketers often define 
their target markets in terms of life-cycle stage and develop appropriate products and 
marketing plans for each stage.

One of the leading life-stage segmentation systems is the Nielsen PRIZM Lifestage 
Groups system. PRIZM classifies every American household into one of 66 distinct life-
stage segments, which are organized into 11 major life-stage groups based on affluence, 
age, and family characteristics. The classifications consider a host of demographic factors 
such as age, education, income, occupation, family composition, ethnicity, and housing; 
and behavioral and lifestyle factors such as purchases, free-time activities, and media 
preferences.

The major PRIZM Lifestage groups carry names such as “Striving Singles,” “Midlife 
Success,” “Young Achievers,” “Sustaining Families,” “Affluent Empty Nests,” and 
“Conservative Classics,” which in turn contain subgroups such as “Brite Lites, Li’l City,” 
“Kids & Cul-de-Sacs,” “Gray Power,” and “Big City Blues.” The “Young Achievers” 
group consists of hip, single 20-somethings who rent apartments in or close to metro-
politan neighborhoods. Their incomes range from working class to well-to-do, but the 
entire group tends to be politically liberal, listen to alternative music, and enjoy lively 
nightlife.21

Life-stage segmentation provides a powerful marketing tool for marketers in all 
industries to better find, understand, and engage consumers. Armed with data about 
the makeup of consumer life stages, marketers can create targeted, actionable, personal-
ized campaigns based on how people consume and interact with brands and the world 
around them.

 Appealing to occupation segments: CAT makes rugged, durable phones for 
the construction and heavy industries.
B Christopher/Alamy Stock Photo 
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Economic Situation
A person’s economic situation will affect his or her store and product choices. Marketers 
watch trends in spending, personal income, savings, and interest rates. In today’s more 
value-conscious times, most companies have taken steps to create more customer value 
by redesigning, repositioning, and repricing their products and services. For example, in 
recent years, upscale discounter Target has put more emphasis on the “Pay Less” side of its 
“Expect More. Pay Less.” positioning promise.

Similarly, in line with worldwide economic trends, smartphone makers who once of-
fered only premium-priced phones are now offering lower-priced models for consumers 
both at home and in the world’s emerging economies. Microsoft’s Nokia division recently 
targeted emerging markets with lower-end Lumia models priced well under $100. And 
Apple is rumored to be introducing a lower-priced version of its iPhone. As their more af-
fluent Western markets have become saturated and more competitive, the phone makers 
hope that their lower-priced phones will help them to compete effectively in less-affluent 
emerging Eastern markets such as China and Southeast Asia against low-cost smartphone 
makers such as Chinese giant Xiaomi.22

Lifestyle
People coming from the same subculture, social class, and occupation may have quite dif-
ferent lifestyles. Lifestyle is a person’s pattern of living as expressed in his or her psycho-
graphics. It involves measuring consumers’ major AIO dimensions—activities (work, hob-
bies, shopping, sports, social events), interests (food, fashion, family, recreation), and opinions 
(about themselves, social issues, business, products). Lifestyle captures something more 
than the person’s social class or personality. It profiles a person’s whole pattern of acting 
and interacting in the world.

When used carefully, the lifestyle concept can 
help marketers understand changing consumer val-
ues and how they affect buyer behavior. Consumers 
don’t just buy products; they buy the values and 
lifestyles those products represent.  For example, 
The Body Shop markets much more than just beauty 
products. Its founder, Anita Roddick has always 
been a strong advocate of ethical consumerism, hu-
man and animal rights issues, and environmental 
protection. When she made her first beauty products 
in 1976, she infused her philosophy in them by using 
natural and non-animal-tested ingredients, making 
them ethical and ecological statement pieces. As she 
grew her business, she continued to use her products 
as a platform for communicating more of her beliefs, 
like the importance of raising self-esteem in women. 
Although The Body Shop was sold to L’Oréal in 
2006, its social and environmental commitment re-
mains in its marketing DNA today. The present-day 
Body Shop brand stands for fighting exploitation of 
animals, the planet, and people by fighting animal 
cruelty, protecting endangered creatures, preserving 

the rainforest, and supporting fair trade. Its “BioBridges” campaign, aimed at restoring 
wildlife corridors in the rainforest, was supported by several social media activities that 
engaged with consumers conscious about sustainability.

Marketers look for lifestyle segments with needs that can be served through special 
products or marketing approaches. Such segments might be defined by anything from 
family characteristics or outdoor interests to the foods people eat.

Personality and Self-Concept
Each person’s distinct personality influences his or her buying behavior. Personality 
refers to the unique psychological characteristics that distinguish a person or group. 
Personality is usually described in terms of traits such as self-confidence, dominance, 

Lifestyle
A person’s pattern of living as expressed 
in his or her activities, interests, and 
opinions.

Personality
The unique psychological characteristics 
that distinguish a person or group.

 Lifestyles: The Body Shop markets much more than just beauty 
products. Its cosmetics embody the ethical consumerism lifestyle.
UK retail Alan King/Alamy Stock Photo
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sociability, autonomy, defensiveness, adaptability, and aggressiveness. Personality can be 
useful in analyzing consumer behavior for certain product or brand choices.

The idea is that brands also have personalities, and consumers 
are likely to choose brands with personalities that match their own. A 
brand personality is the specific mix of human traits that may be attrib-
uted to a particular brand. One researcher identified five brand person-
ality traits: sincerity (down-to-earth, honest, wholesome, and cheerful), 
excitement (daring, spirited, imaginative, and up-to-date), competence 
(reliable, intelligent, and successful), sophistication (glamorous, upper 
class, charming), and ruggedness (outdoorsy and tough). “Your person-
ality determines what you consume, what TV shows you watch, what 
products you buy, and [most] other decisions you make,” says one 
consumer behavior expert.23

Most well-known brands are strongly associated with a particu-
lar trait: the Ford F150 with “ruggedness,” Apple with “excitement,” 
the Washington Post with “competence,” Method with “sincerity,” 
and Gucci with “class and sophistication.” Many brands build their 
positioning and brand stories around such traits. For example, fast-
growing lifestyle brand Shinola has crafted an “authentic, built in 
Detroit” persona that has made it one of America’s hottest brands (see 
Real Marketing  5.2).

Many marketers use a concept related to personality—a person’s 
self-concept (also called self-image). The idea is that people’s possessions 
contribute to and reflect their identities—that is, “we are what we 
consume.” Thus, to understand consumer behavior, marketers must 
first understand the relationship between consumer self-concept and 
possessions.

Hence, brands will attract people who are high on the same per-
sonality traits.  For example, the MINI automobile has an instantly 
recognizable personality as a clever and sassy but powerful little car. 
MINI owners—who sometimes call themselves “MINIacs”—have a 
strong and emotional connection with their cars. More than tar-
geting specific demographic segments, MINI appeals to personality 
segments—to people who are “adventurous, individualistic, open-
minded, creative, tech-savvy, and young at heart,” just like the car.24

Psychological Factors
A person’s buying choices are further influenced by four major psychological factors: moti-
vation, perception, learning, and beliefs and attitudes.

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

Sigmund Freud assumed that people are largely unconscious about the real psycho-
logical forces shaping their behavior. His theory suggests that a person’s buying decisions 
are affected by subconscious motives that even the buyer may not fully understand. Thus, 
an aging baby boomer who buys a sporty BMW convertible might explain that he simply 
likes the feel of the wind in his thinning hair. At a deeper level, he may be trying to impress 
others with his success. At a still deeper level, he may be buying the car to feel young and 
independent again.

Consumers often don’t know or can’t describe why they act as they do. Thus, many 
companies employ teams of psychologists, anthropologists, and other social scientists 
to carry out motivation research that probes the subconscious motivations underlying 

Motive (drive)
A need that is sufficiently pressing to 
direct the person to seek satisfaction of 
the need.

 Brand personality: MINI markets to personality 
segments of people who are “adventurous, individualistic, 
open-minded, creative, tech-savvy, and young at heart”—
anything but “normal”—just like the car.
Used with permission of MINI Division of BMW of North America, LLC



170   PART 2 | Understanding the Marketplace and Customer Value
Re

al
 M

ar
ke

tin
g 5.2 Shinola: A Real, Authentic, “Detroit” 

Persona

an age of products “made in China,” Shinola 
is on a mission to revive old-time American 
manufacturing. “We are a Detroit-based com-
pany dedicated to quality, craft, and creating 
world-class manufacturing jobs in the United 
States,” says the company.

Why the Shinola name and why the Detroit 
location? “We’re starting with the reinvigora-
tion of a storied American brand, and a storied 
American city,” says the company. Shinola “is 
a brand committed to turning out high-quality 
products in America with . . . American suppli-
ers and American labor,” says an analyst. “To 
drive home that commitment, the company 
selected Detroit—the buckle of the American 
rust belt—as its base.” The brand story just 
wouldn’t be as compelling if it was based in 
Chicago or San Francisco.

The brand reflects a gritty Detroit, au-
thentically American persona. So do its 
products and manufacturing. Shinola be-
gan with about 100 local manufacturing 
employees and brought in the world’s best 
Swiss watchmakers to train them how to 
build watches the old-fashioned way—by 
hand. As the company expanded into other 
lines, it remained committed to working 
with mostly U.S.-based suppliers. Leather 
goods come from the Horween tannery in 
Chicago, whereas bike frames and forks are 

hand-built by Waterford, a Wisconsin com-
pany. We are “creating a community that will 
thrive through excellence of craft and pride 
of work,” says the company “where we will 
reclaim the making of things that are made 
well and define American luxury through 
American quality.”

The roots of American ingenuity and 
manufacturing are evident in every facet 
of Shinola’s products and branding, from 
its Wright Brothers Limited Edition Runwell 
bike ($2,950 and sold out), to its Bluetooth 
player with Gramophone speaker ($400 
with a waiting list of buyers), to its limited- 
edition Great American Series Muhammad 
Ali watch, a tribute to the six principles that 
shaped the life of the famed fighter: convic-
tion, respect, dedication, confidence, giving, 
and spirituality.

Shinola products are at once both classic 
and modern, with clean, functional, and au-
thentically American designs, craftsmanship, 
and quality. Backed by a lifetime guarantee, 
they are meant to be handed down from gen-
eration to generation rather than to end up in 
a landfill after a few years of use.

Shinola’s retail stores are the ultimate 
embodiment of its brand persona. Store 
interiors have an industrial feel—weathered 
brick, varnished wood, glass, stainless 

Earlier this year, a comedy sketch 
on Jimmy Kimmel Live featured 
a mock TV game show that pre-
sented each of two contestants 
with a pair of luxury products and 
asked, “Which of these products 
is sh*t, and which is Shinola?” It 

wasn’t much of a challenge. One product 
in each pair really did look like it was made 
from poop, whereas the other items were 
genuine products from the hot new American 
luxury brand Shinola. The contestants ended 
up taking home “all this beautiful sh*t from 
Shinola.” The idea for the gag came from the 
very company that was the butt of the joke, 
Detroit-based luxury goods maker Shinola.

Shinola opened for business less than five 
years ago with a line of premium watches 
priced between $550 and $850. Its unlikely 
name derives from the old Shinola shoe pol-
ish brand that became a household name 
following a widely circulated story during 
World War II that a soldier had polished his 
commander’s boots with poop because “he 
doesn’t know sh*t from Shinola.”

The original Shinola company closed its 
doors in 1960, but the founders of the cur-
rent company purchased the rights to the 
unique Shinola name, replete with its mildly 
crude but colorful associations. In another 
seemingly surprising move, Shinola chose to 
headquarter itself in Detroit, the once-iconic 
symbol of gritty American manufacturing and 
ingenuity that had since fallen into bankruptcy 
and desperately hard times. Shinola prints the 
city’s name in its logo and on every product 
it makes.

Since its founding, Shinola has expanded 
rapidly into other product categories includ-
ing high-end bicycles, apparel, leather ac-
cessories, and even basketballs. Its sales 
are booming. Shinola is now sold in high-
end department stores such as Nordstrom, 
Neiman-Marcus, Saks Fifth Avenue, and 
Bloomingdale’s. The company has opened 
16 retail stores of its own and faces exploding 
online demand for its products. And it seems 
Shinola is just getting started.

Such success might seem surprising. At 
first blush, Shinola’s name and its Detroit 
roots seem incongruous with the luxury lines 
of trendy products it makes and sells. But dig 
deeper and you find that everything about 
Shinola binds together strongly under a care-
fully crafted, all-American brand persona. In 

Brand personality: Shinola’s carefully crafted, real, authentic, “Detroit” persona has 
made it one of America’s hottest brands.
Shinola
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promote-from-within policy. Today, many of 
Shinola’s critical operations managers are 
people who started with the company as se-
curity guards, janitors, and delivery people. 
“We build our goods to last,” says Shinola, 
“but of all the things we make, American 
jobs might just be the thing we’re most 
proud of.”

Thus, Shinola’s well-crafted, deeply felt 
brand persona has made it special to consum-
ers who identify with its personality. “Shinola is 

about pride and craft, making things that mat-
ter and last, and honoring the past as well as 
the future,” observes a business writer. “It’s a 
no-nonsense notion combined with a lot of 
nostalgia, and it’s the real deal.” “Consumers 
want something real, something authentic. 
You want to feel proud about something,” 
says Shinola’s marketing director. “We have 
good timing, a good product, and a good 
story.” In short, nobody’s confusing sh*t with 
Shinola anymore.

steel, and exposed iron trusswork. But 
they are also warm and inviting. According 
to Shinola’s marketer director, “Shinola’s 
stores are more than a place to buy stuff—
they’re centers of activity complete with 
permanent coffee bars and period events 
like whisky tastings or pop-up florists and 
barbershops.” The company plans to open 
a dozen or more new stores each year go-
ing forward.

In another throwback to a bygone era, 
Shinola is committed to its employees. If 
you take care of your people, the company 
believes, they will take care of your cus-
tomers and your business. Shinola pays its 
people above-market wages and provides 
amazing benefits. All employees spend time 
in the company’s retail stores to gain a clear 
understanding of the customers for whom 
they are making products. Shinola has a 

Sources: Robert Klara, “How Shinola Went from Shoe Polish to the Coolest Brand in America,” Adweek, June 22, 
2015, pp. 23–25; Helen Heller, “The Luxury-Goods Company Shinola Is Capitalizing on Detroit,” Washington Post, 
November 17, 2014, www.washingtonpost.com/lifestyle/style/the-luxury-goods-company-shinola-is-capitalizing-
on-detroit/2014/11/17/638f88a4-6a8f-11e4-b053-65cea7903f2e_story.html; Howard Tullman, “4 Lessons from 
Shinola,” Inc., February 17, 2015, www.inc.com/howard-tullman/4-lessons-from-shinola.html; Jack Preston, 
“What Does the Success of Shinola Tell Us about the City’s Future?” July 29, 2015, www.virgin.com/entrepreneur/
inside-detroit-what-does-the-success-of-shinola-tell-us-about-the-citys-future; and www.shinola.com/our-story 
and www.shinola.com/about-shinola, accessed September 2016.

consumers’ emotions and behaviors toward brands. One ad agency routinely conducts 
one-on-one, therapy-like interviews to delve the inner workings of consumers. Another 
company asks consumers to describe their favorite brands as animals or cars (say, a 
Mercedes versus a Chevy) to assess the prestige associated with various brands. Still oth-
ers rely on hypnosis, dream therapy, or soft lights and mood music to plumb the murky 
depths of consumer psyches.

Such projective techniques might seem pretty goofy, and some marketers dismiss 
such motivation research as mumbo jumbo. But many marketers use such touchy-feely ap-
proaches, now sometimes called interpretive consumer research, to dig deeper into consumer 
psyches and develop better marketing strategies.

Abraham Maslow sought to explain why people are driven by particular needs at 
particular times. Why does one person spend a lot of time and energy on personal safety 
and another on gaining the esteem of others? Maslow’s answer is that human needs are 
arranged in a hierarchy, as shown in  Figure 5.3, from the most pressing at the bottom 
to the least pressing at the top.25 They include physiological needs, safety needs, social needs, 
esteem needs, and self-actualization needs.

Self-
actualization

needs
Self-development

and realization

Esteem needs
Self-esteem, recognition, status

Safety needs
Security, protection

Physiological needs
Hunger, thirst

Social needs
Sense of belonging, love

According to Maslow, human
needs are arranged in a hierarchy.
Starving people will take little
interest in the latest happenings
in the art world.

 FIGURE | 5.3 
Maslow’s Hierarchy of Needs
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A person tries to satisfy the most important need first. When that need is satisfied, it 
will stop being a motivator, and the person will then try to satisfy the next most important 
need. For example, starving people (physiological need) will not take an interest in the 
latest happenings in the art world (self-actualization needs) nor in how they are seen or 
esteemed by others (social or esteem needs) nor even in whether they are breathing clean 
air (safety needs). But as each important need is satisfied, the next most important need 
will come into play.

Perception
A motivated person is ready to act. How the person acts is influenced by his or her own 
perception of the situation. All of us learn by the flow of information through our five 
senses: sight, hearing, smell, touch, and taste. However, each of us receives, organizes, and 
interprets this sensory information in an individual way. Perception is the process by 
which people select, organize, and interpret information to form a meaningful picture of 
the world.

People can form different perceptions of the same stimulus because of three per-
ceptual processes: selective attention, selective distortion, and selective retention. 
People are exposed to a great amount of stimuli every day. For example, individuals 
are exposed to an estimated 3,000 to 5,000 ad messages daily—from TV and magazine 
ads to billboards to social media ads and posts on their smartphones.26 People can’t 
possibly pay attention to all the competing stimuli surrounding them. Selective atten-
tion—the tendency for people to screen out most of the information to which they are 
exposed—means that marketers must work especially hard to attract the consumer’s 
attention.

Even noticed stimuli do not always come across in the in-
tended way. Each person fits incoming information into an existing 
mindset. Selective distortion describes the tendency of people to 
interpret information in a way that will support what they already 
believe. People also will forget much of what they learn. They 
tend to retain information that supports their attitudes and beliefs. 
Selective retention means that consumers are likely to remember 
good points made about a brand they favor and forget good points 
made about competing brands. Because of selective attention, dis-
tortion, and retention, marketers must work hard just to get their 
messages through.

Interestingly, although most marketers worry about whether their 
offers will be perceived at all, some consumers worry that they will be 
affected by marketing messages without even knowing it—through 
subliminal advertising. More than 50 years ago, a researcher announced 
that he had flashed the phrases “Eat popcorn” and “Drink Coca-
Cola” on a screen in a New Jersey movie theater every five seconds 
for 1/300th of a second. He reported that although viewers did not 
consciously recognize these messages, they absorbed them subcon-
sciously and bought 58 percent more popcorn and 18 percent more 
Coke. Suddenly advertisers and consumer-protection groups became 
intensely interested in subliminal perception. Although the researcher 
later admitted to making up the data, the issue has not died. Some 
consumers still fear that they are being manipulated by subliminal 
messages.

Numerous studies by psychologists and consumer research-
ers have found little or no link between subliminal messages and 
consumer behavior. Recent brain-wave studies have found that in 
certain circumstances, our brains may register subliminal messages. 
However, it appears that subliminal advertising simply doesn’t 
have the power attributed to it by its critics.27  One classic ad 
from the American Association of Advertising Agencies pokes fun 
at subliminal advertising. “So-called ‘subliminal advertising’ sim-
ply doesn’t exist,” says the ad. “Overactive imaginations, however, 
most certainly do.”

Perception
The process by which people select, 
organize, and interpret information to 
form a meaningful picture of the world.

 This classic ad from the American Association of 
Advertising Agencies pokes fun at subliminal advertising. 
“So-called ‘subliminal advertising’ simply doesn’t exist,” 
says the ad. “Overactive imaginations, however, most 
certainly do.”
American Association of Advertising Agencies
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Learning
When people act, they learn. Learning describes changes in an individual’s behavior aris-
ing from experience. Learning theorists say that most human behavior is learned. Learning 
occurs through the interplay of drives, stimuli, cues, responses, and reinforcement.

A drive is a strong internal stimulus that calls for action. A drive becomes a motive 
when it is directed toward a particular stimulus object. For example, a person’s drive for 
self-actualization might motivate him or her to look into buying a camera. The consumer’s 
response to the idea of buying a camera is conditioned by the surrounding cues. Cues are 
minor stimuli that determine when, where, and how the person responds. The camera 
buyer might spot several camera brands in a shop window, hear of a special sale price, or 
discuss cameras with a friend. These are all cues that might influence a consumer’s response 
to his or her interest in buying the product.

Suppose the consumer buys a Nikon camera. If the experience is rewarding, the con-
sumer will probably use the camera more and more, and his or her response will be rein-
forced. Then the next time he or she shops for a camera, or for binoculars or some similar 
product, the probability is greater that he or she will buy a Nikon product. The practical 
significance of learning theory for marketers is that they can build up demand for a prod-
uct by associating it with strong drives, using motivating cues, and providing positive 
reinforcement.

Beliefs and Attitudes
Through doing and learning, people acquire beliefs and attitudes. These, in turn, influence 
their buying behavior. A belief is a descriptive thought that a person holds about some-
thing. Beliefs may be based on real knowledge, opinion, or faith and may or may not carry 
an emotional charge. Marketers are interested in the beliefs that people formulate about 
specific products and services because these beliefs make up product and brand images 
that affect buying behavior. If some of the beliefs are wrong and prevent purchase, the mar-
keter will want to launch a campaign to correct them.

People have attitudes regarding religion, politics, clothes, music, food, and almost ev-
erything else. Attitude describes a person’s relatively consistent evaluations, feelings, and 
tendencies toward an object or idea. Attitudes put people into a frame of mind of liking or 
disliking things, of moving toward or away from them. Our camera buyer may hold atti-
tudes such as “Buy the best,” “The Japanese make the best camera products in the world,” 
and “Creativity and self-expression are among the most important things in life.” If so, the 
Nikon camera would fit well into the consumer’s existing attitudes.

Attitudes are difficult to change. A person’s attitudes fit into a pattern; changing one 
attitude may require difficult adjustments in many others. Thus, a company should usually 
try to fit its products into existing attitude patterns rather than attempt to change attitudes. 
Of course, there are exceptions. Repositioning or extending a brand calls for changing at-
titudes. For example, consider the Burberry brand:28

When you think of Burberry now, you probably think of a luxury high-fashion label, its signa-
ture trench coats, and its association with celebrities like Kate Moss. However, this very profit-
able positioning is the result of an extensive brand overhaul. The company started out in 1856 
and over time become a glamorous fashion label worn by the rich and famous. In the years lead-
ing up to 2006, when Angela Ahrendts became CEO, the brand’s image had slid downmarket as 
their distinct beige/red/black check pattern had become associated with the chav culture and 
football hooliganism. The far-reaching sale of licences over the years had resulted in products 
as diverse as disposable nappies for dogs featuring its trademark. While the global market 
was booming, Burberry only grew by 2 percent annually. Existing attitudes towards the brand 
needed to be changed to make it successful again.

Angela Ahrendts started the turnaround by buying back licences, thereby re-centralizing 
control over the brand. For its repositioning, she decided to go back to Burberry’s roots, re-
claiming its luxury authenticity, reviving its high-quality heritage, and focusing less on the 
famous check pattern. In support of this revamped positioning, Burberry launched modern 
campaigns targeting luxury customers with its core, classic high-fashion products augmented 
by a modern twist, enlisting the help of celebrities like Naomi Campbell and Romeo Beckham.

We can now appreciate the many forces acting on consumer behavior. The consumer’s 
choice results from the complex interplay of cultural, social, personal, and psychological 
factors.

Learning
Changes in an individual’s behavior 
arising from experience.

Belief
A descriptive thought that a person holds 
about something.

Attitude
A person’s consistently favorable or 
unfavorable evaluations, feelings, and 
tendencies toward an object or idea.
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Buying Decision Behavior and the Buyer 
Decision Process
Types of Buying Decision Behavior
Buying behavior differs greatly for a tube of toothpaste, a smartphone, financial ser-
vices, and a new car. More complex decisions usually involve more buying partici-
pants and more buyer deliberation. Figure 5.4 shows the types of consumer buy-
ing behavior based on the degree of buyer involvement and the degree of differences 
among brands.

Complex Buying Behavior
Consumers undertake complex buying behavior when they are highly involved in a 
purchase and perceive significant differences among brands. Consumers may be highly 
involved when the product is expensive, risky, purchased infrequently, and highly self-
expressive. Typically, the consumer has much to learn about the product category. For 
example, someone buying a new car might not know what models, attributes, and acces-
sories to consider or what prices to expect.

This buyer will pass through a learning process, first developing beliefs about the 
product, then attitudes, and then make a thoughtful purchase choice. Marketers of high-
involvement products must understand the information-gathering and evaluation behav-
ior of high-involvement consumers. They need to help buyers learn about product-class 
attributes and their relative importance. They need to differentiate their brand’s features, 
perhaps by describing and illustrating the brand’s benefits through printed promotional 
materials or in-depth online information and videos. They must motivate store salespeople 
and the buyer’s acquaintances to influence the final brand choice.

Dissonance-Reducing Buying Behavior
Dissonance-reducing buying behavior occurs when consumers are highly involved 
with an expensive, infrequent, or risky purchase but see little difference among brands. 
For example, consumers buying carpeting may face a high-involvement decision because 
carpeting is expensive and self-expressive. Yet buyers may consider most carpet brands in 
a given price range to be the same. In this case, because perceived brand differences are not 
large, buyers may shop around to learn what is available but buy relatively quickly. They 
may respond primarily to a good price or purchase convenience.

After the purchase, consumers might experience postpurchase dissonance (after-sale 
discomfort) when they notice certain disadvantages of the purchased carpet brand or hear 
favorable things about brands not purchased. To counter such dissonance, the marketer’s 
after-sale communications should provide evidence and support to help consumers feel 
good about their brand choices.

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

Complex buying behavior
Consumer buying behavior in situations 
characterized by high consumer 
involvement in a purchase and significant 
perceived differences among brands.

Dissonance-reducing buying 
behavior
Consumer buying behavior in situations 
characterized by high involvement but few 
perceived differences among brands.

Habitual buying behavior
Consumer buying behavior in situations 
characterized by low consumer 
involvement and few significant perceived 
brand differences.

High involvement

Significant differences
between brands

Complex
buying

behavior

Few differences
between brands

Dissonance-
reducing

buying behavior

Low involvement

Variety-
seeking

buying behavior

Habitual
buying

behavior

Buying behavior varies greatly for
different types of products. For example,
someone buying a new car might undertake
a full information-gathering and brand
evaluation process.

At the other extreme, for
low-involvement products,
consumers may simply select
a familiar brand out of habit.
For example, what brand of
salt do you buy and why?

FIGURE | 5.4 
Four Types of Buying Behavior

Source: Adapted from Henry Assael, 
Consumer Behavior and Market-
ing Action (Boston: Kent Publishing 
Company, 1987), p. 87. Used with 
permission of the author.

Some purchases are simple 
and routine, even habitual. 

Others are far more complex— involving 
extensive information gathering 
and evaluation—and are subject to 
sometimes subtle influences. For 
example, think of all that goes into a 
new car buying decision.

Author
Comment
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 To raise involvement, Bob’s Red Mill adds an “honest-
to-goodness” touch, using only the best whole grains and 
time-honored stone mill production processes.
Photo Courtesy of Bob’s Red Mil

Author
Comment

The actual purchase 
decision is part of a much 

larger buying process—from recognizing 
a need through postpurchase behavior. 
Marketers want to be involved 
throughout the entire buyer decision 
process.

The buying process starts long before the
actual purchase and continues long after.
Therefore, marketers must focus on the entire
buying process, not just the purchase decision.

Need
recognition

Evaluation of
alternatives

Purchase
decision

Postpurchase
behavior

Information
search

FIGURE | 5.5 
Buyer Decision Process

In such cases, consumer behavior does not pass through the 
usual belief-attitude-behavior sequence. Consumers do not search 
extensively for information about the brands, evaluate brand char-
acteristics, and make weighty decisions about which brands to buy. 
Because they are not highly involved with the product, consumers 
may not evaluate the choice, even after purchase. Thus, the buy-
ing process involves brand beliefs formed by passive learning, fol-
lowed by purchase behavior, which may or may not be followed by 
evaluation.

Because buyers are not highly committed to any brands, market-
ers of low-involvement products with few brand differences often 
use price and sales promotions to promote buying. Alternatively, 
they can add product features or enhancements to differentiate their 
brands from the rest of the pack and raise involvement.

For example, take something as seemingly uncomplicated as 
wheat flour or oatmeal. To set its brand apart, Bob’s Red Mill adds 
an “honest-to-goodness” touch to all of the baking, grain, and ce-
real products it makes, using only the best nutritional whole grains 
and time-honored stone mill production processes. Bob’s Red Mill 
doesn’t sell just plain old flour. It offers “America’s Best Baking 
Flours,” nine varieties of differentiated wheat flours, ranging from 
Unbleached White Fine Pastry Flour and Super-Fine Cake Flour to 
100% Whole Grain Organic Ivory Wheat flour.  The same goes for 
its oatmeal—billed as the World’s Best Oatmeal—with 24 varieties 
ranging from Extra Thick Rolled Oats to High Fiber Oat Bran hot 
cereal to Organic Scottish Oatmeal.

Variety-Seeking Buying Behavior
Consumers undertake variety-seeking buying behavior in 
situations characterized by low consumer involvement but sig-
nificant perceived brand differences. In such cases, consumers 

often do a lot of brand switching. For example, when buying cookies, a consumer may 
hold some beliefs, choose a cookie brand without much evaluation, and then evaluate 
that brand during consumption. But the next time, the consumer might pick another 
brand out of boredom or simply to try something different. Brand switching occurs for 
the sake of variety rather than because of dissatisfaction.

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

The Buyer Decision Process
Now that we have looked at the influences that affect buyers, we are ready to look at how 
consumers make buying decisions. Figure 5.5 shows that the buyer decision process 
consists of five stages: need recognition, information search, evaluation of alternatives, the pur-
chase decision, and postpurchase behavior. Clearly, the buying process starts long before the 
actual purchase and continues long after. Marketers need to focus on the entire buying 
process rather than on the purchase decision only.

Variety-seeking buying behavior
Consumer buying behavior in situations 
characterized by low consumer 
involvement but significant perceived 
brand differences.
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Figure 5.5 suggests that consumers pass through all five stages with every purchase in 
a considered way. But buyers may pass quickly or slowly through the buying decision pro-
cess. And in more routine purchases, consumers often skip or reverse some of the stages. 
Much depends on the nature of the buyer, the product, and the buying situation. A person 
buying a regular brand of toothpaste would recognize the need and go right to the pur-
chase decision, skipping information search and evaluation. However, we use the model in 
Figure 5.5 because it shows all the considerations that arise when a consumer faces a new 
and complex purchase situation.

Need Recognition
The buying process starts with need recognition—the buyer recognizes a problem 
or need. The need can be triggered by internal stimuli when one of the person’s normal 
needs—for example, hunger or thirst—rises to a level high enough to become a drive. 
A need can also be triggered by external stimuli. For example, an advertisement or a 
discussion with a friend might get you thinking about buying a new car. At this stage, 
the marketer should research consumers to find out what kinds of needs or problems 
arise, what brought them about, and how they led the consumer to this particular 
product.

Information Search
An interested consumer may or may not search for more information. If the consumer’s 
drive is strong and a satisfying product is near at hand, he or she is likely to buy it then. 
If not, the consumer may store the need in memory or undertake an information search 
related to the need. For example, once you’ve decided you need a new car, at the least, 
you will probably pay more attention to car ads, cars owned by friends, and car conver-
sations. Or you may actively search online, talk with friends, and gather information in 
other ways.

Consumers can obtain information from any of several sources. These include 
personal sources (family, friends, neighbors, acquaintances), commercial sources (ad-
vertising, salespeople, dealer and manufacturer web and mobile sites, packaging, 
displays), public sources (mass media, consumer rating organizations, social media, 
online searches and peer reviews), and experiential sources (examining and using the 
product). The relative influence of these information sources varies with the product 
and the buyer.

Traditionally, consumers have received the 
most information about a product from commer-
cial sources—those controlled by the marketer. The 
most effective sources, however, tend to be personal. 
Commercial sources normally inform the buyer, but 
personal sources legitimize or evaluate products for the 
buyer. Few advertising campaigns can be as effective 
as a next-door neighbor leaning over the fence and 
raving about a wonderful experience with a product 
you are considering.

Increasingly, that “neighbor’s fence” is a digi-
tal one. Today, consumers share product opinions, 
images, and experiences freely across social media. 
And buyers can find an abundance of user-generated 
reviews alongside the products they are considering 
at sites ranging from Amazon.com or BestBuy.com to 
Yelp, TripAdvisor, and Epicurious.  For example, 
Yelp’s goal is “to connect people with great local busi-
nesses” by maintaining a huge, searchable collection 
of candid reviews from people who’ve used those 
businesses. Over the past decade, Yelpers have writ-
ten more than 90 million reviews of local restaurants, 
service business, arts and entertainment activities, and 
other service in cities across the nation. The site re-
ceives some 89 million unique visitors per month 

Need recognition
The first stage of the buyer decision 
process, in which the consumer 
recognizes a problem or need.

Information search
The stage of the buyer decision process 
in which the consumer is motivated to 
search for more information.

 Yelp’s goal is “to connect people with great local businesses” by 
collecting “Real People. Real Reviews.” from people who’ve actually used 
those businesses.
Yelp Inc.
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seeking reviews and ratings.29 Although individual user reviews at Yelp and other sites 
vary widely in quality, an entire body of reviews often provides a reliable product assess-
ment—straight from the fingertips of people like you who’ve actually purchased and expe-
rienced the product.

As more information is obtained, the consumer’s awareness and knowledge of the 
available brands and features increase. In your car information search, you may learn 
about several brands that are available. The information might also help you to drop cer-
tain brands from consideration. A company must design its marketing mix to make pros-
pects aware of and knowledgeable about its brand. It should carefully identify consumers’ 
sources of information and the importance of each source.

Evaluation of Alternatives
We have seen how consumers use information to arrive at a set of final brand choices. 
Next, marketers need to know about alternative evaluation, that is, how consumers pro-
cess information to choose among alternative brands. Unfortunately, consumers do not use 
a simple and single evaluation process in all buying situations. Instead, several evaluation 
processes are at work.

How consumers go about evaluating purchase alternatives depends on the individual 
consumer and the specific buying situation. In some cases, consumers use careful calcula-
tions and logical thinking. At other times, the same consumers do little or no evaluating. 
Instead, they buy on impulse and rely on intuition. Sometimes consumers make buying 
decisions on their own; sometimes they turn to friends, online reviews, or salespeople for 
buying advice.

Suppose you’ve narrowed your car choices to three brands. And suppose that you are 
primarily interested in four attributes—price, style, operating economy, and performance. 
By this time, you’ve probably formed beliefs about how each brand rates on each attribute. 
Clearly, if one car rated best on all the attributes, the marketer could predict that you would 
choose it. However, the brands will no doubt vary in appeal. You might base your buying 
decision mostly on one attribute, and your choice would be easy to predict. If you wanted 
style above everything else, you would buy the car that you think has the most style. But 
most buyers consider several attributes, each with different importance. By knowing the 
importance that you assigned to each attribute, the marketer could predict and affect your 
car choice more reliably.

Marketers should study buyers to find out how they actually evaluate brand alterna-
tives. If marketers know what evaluative processes go on, they can take steps to influence 
the buyer’s decision.

Purchase Decision
In the evaluation stage, the consumer ranks brands and forms purchase intentions. 
Generally, the consumer’s purchase decision will be to buy the most preferred 
brand, but two factors can come between the purchase intention and the purchase deci-
sion. The first factor is the attitudes of others. If someone important to you thinks that 
you should buy the lowest-priced car, then the chances of you buying a more expensive 
car are reduced.

The second factor is unexpected situational factors. The consumer may form a 
purchase intention based on factors such as expected income, expected price, and 
expected product benefits. However, unexpected events may change the purchase 
intention. For example, the economy might take a turn for the worse, a close competi-
tor might drop its price, or a friend might report being disappointed in your preferred 
car. Thus, preferences and even purchase intentions do not always result in an actual 
purchase choice.

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

Alternative evaluation
The stage of the buyer decision process 
in which the consumer uses information 
to evaluate alternative brands in the 
choice set.

Purchase decision
The buyer’s decision about which brand 
to purchase.

Postpurchase behavior
The stage of the buyer decision process 
in which consumers take further action 
after purchase, based on their satisfaction 
or dissatisfaction.
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the consumer is satisfied; if it exceeds expectations, the 
consumer is delighted. The larger the negative gap be-
tween expectations and performance, the greater the con-
sumer’s dissatisfaction. This suggests that sellers should 
promise only what their brands can deliver so that buyers 
are satisfied.

Almost all major purchases, however, result in cogni-
tive dissonance, or discomfort caused by postpurchase 
conflict. After the purchase, consumers are satisfied with 
the benefits of the chosen brand and are glad to avoid the 
drawbacks of the brands not bought. However, every pur-
chase involves compromise. So consumers feel uneasy about 
acquiring the drawbacks of the chosen brand and about 
losing the benefits of the brands not purchased. Thus, con-
sumers feel at least some postpurchase dissonance for every 
purchase.

Why is it so important to satisfy the customer? 
Customer satisfaction is a key to building profitable 
relationships with consumers—to keeping and growing 
consumers and reaping their customer lifetime value. 
Satisfied customers buy a product again, talk favorably 
to others about the product, pay less attention to compet-
ing brands and advertising, and buy other products from 
the company.  Many marketers go beyond merely meet-
ing the expectations of customers—they aim to delight 
customers.

A dissatisfied consumer responds differently. Bad word 
of mouth often travels farther and faster than good word of 

mouth. It can quickly damage consumer attitudes about a company and its products. But 
companies cannot simply wait for dissatisfied customers to volunteer their complaints. 
Most unhappy customers never tell the company about their problems. Therefore, a com-
pany should measure customer satisfaction regularly. It should set up systems that encour-
age customers to complain. In this way, the company can learn how well it is doing and 
how it can improve.

By studying the overall buyer decision process, marketers may be able to find ways 
to help consumers move through it. For example, if consumers are not buying a new 
product because they do not perceive a need for it, marketing might launch advertising 
messages that trigger the need and show how the product solves customers’ problems. 
If customers know about the product but are not buying because they hold unfavorable 
attitudes toward it, marketers must find ways to change either the product or consumer 
perceptions.

The Buyer Decision Process for New Products
We now look at how buyers approach the purchase of new products. A new product is 
a good, service, or idea that is perceived by some potential customers as new. It may have 
been around for a while, but our interest is in how consumers learn about products for the 
first time and make decisions on whether to adopt them. We define the adoption process 
as the mental process through which an individual passes from first learning about an in-
novation to final adoption. Adoption is the decision by an individual to become a regular 
user of the product.30

Stages in the Adoption Process
Consumers go through five stages in the process of adopting a new product:

Awareness. The consumer becomes aware of the new product but lacks information 
about it.
Interest. The consumer seeks information about the new product.

Cognitive dissonance
Buyer discomfort caused by 
postpurchase conflict.

New product
A good, service, or idea that is perceived 
by some potential customers as new.

Adoption process
The mental process through which an 
individual passes from first hearing about 
an innovation to final adoption.

 Postpurchase cognitive dissonance: Postpurchase customer 
satisfaction is a key to building profitable customer relationships. 
Most marketers go beyond merely meeting the customer 
expectations—they aim to delight customers.
Dusit/Shutterstock
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Evaluation. The consumer considers whether trying the new product makes sense.
Trial. The consumer tries the new product on a small scale to improve his or her estimate 
of its value.
Adoption. The consumer decides to make full and regular use of the new product.

This model suggests that marketers should think about how to help consumers move 
through these stages. For example, if a company finds that many consumers are consid-
ering its products but are still tentative about buying one, it might offer sales prices or 
special promotions that help get consumers over the decision hump. To help car buyers 
past purchase-decision hurdles following the economic meltdown in 2008, Hyundai of-
fered a unique Hyundai Assurance Plan. It promised buyers who financed or leased new 
Hyundais that they could return them at no cost and with no harm to their credit rating if 
they lost their jobs or incomes within a year. Sales of the Hyundai Sonata surged 85 percent 
in the month following the start of the campaign.

Individual Differences in Innovativeness
People differ greatly in their readiness to try new products. In each product area, there 
are “consumption pioneers” and early adopters. Other individuals adopt new products 
much later. People can be classified into the adopter categories shown in Figure 5.6.31 
As shown by the curve, after a slow start, an increasing number of people adopt the new 
product. As successive groups of consumers adopt the innovation, it eventually reaches 
its cumulative saturation level. Innovators are defined as the first 2.5 percent of buyers to 
adopt a new idea (those beyond two standard deviations from mean adoption time); the 
early adopters are the next 13.5 percent (between one and two standard deviations); and 
then come early mainstream, late mainstream, and lagging adopters.

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

This adopter classification suggests that an innovating firm should research the char-
acteristics of innovators and early adopters in their product categories and direct initial 
marketing efforts toward them.

Influence of Product Characteristics on Rate of Adoption
The characteristics of the new product affect its rate of adoption. Some products catch on 
almost overnight. For example, Apple’s iPod, iPhone, and iPad flew off retailers’ shelves 
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at an astounding rate from the day they were first introduced. Others take a longer time to 
gain acceptance. For example, all-electric cars were first introduced in the United States in 
2010, led by models such as the Nissan Leaf and the Tesla Model S. However, electric ve-
hicles still account for far less than 1 percent of total U.S. automobile sales. It will likely be 
years or even decades before they replace the gasoline-powered cars.32

Five characteristics are especially important in influencing an innovation’s rate of 
adoption. For example, consider the characteristics of all-electric vehicles in relation to 
their rate of adoption:

Relative advantage. The degree to which the innovation appears superior to existing prod-
ucts. All-electric cars require no gas and use clean, less costly energy. This will accelerate 
their rate of adoption. However, they have limited driving range before recharging and 
cost more initially, which will slow the adoption rate.
Compatibility. The degree to which the innovation fits the values and experiences of po-
tential consumers. Electric cars are driven the same way as gas-powered cars. However, 
they are not compatible with the nation’s current refueling network. Plug-in electric 
charging stations are few and far between. Increased adoption will depend on the devel-
opment of a national network of recharging stations, which may take considerable time.
Complexity. The degree to which the innovation is difficult to understand or use. Electric 
cars are not different or complex to drive, which will help to speed up adoption. How-
ever, the “conceptual complexity” of the new technologies and concerns about how well 
they will likely work slow down the adoption rate.
Divisibility. The degree to which the innovation may be tried on a limited basis. Consum-
ers can test-drive electric cars, a positive for the adoption rate. However, current high 
prices to own and fully experience these new technologies will likely slow adoption.
Communicability. The degree to which the results of using the innovation can be ob-
served or described to others. To the extent that electric cars lend themselves to demon-
stration and description, their use will spread faster among consumers.

Other characteristics influence the rate of adoption, such as initial and ongoing costs, 
risk and uncertainty, and social approval. The new product marketer must research all 
these factors when developing the new product and its marketing program.

5 Reviewing and Extending the Concepts

OBJECTIVES REVIEW AND KEY TERMS

Objectives Review
The American consumer market consists of more than 323 
million people who consume more than $11.8 trillion worth of 
goods and services each year, making it one of the most attrac-
tive consumer markets in the world. Consumers vary greatly in 
terms of cultural, social, personal, and psychological makeup. 
Understanding how these differences affect consumer buying 
behavior is one of the biggest challenges marketers face.

OBJECTIVE 5-1  Define the consumer market 
and construct a simple model of consumer buyer 
behavior. (pp 158–159)

The consumer market consists of all the individuals and households 
that buy or acquire goods and services for personal consumption. 

The simplest model of consumer buyer behavior is the stimulus-
response model. According to this model, marketing stimuli (the 
four Ps) and other major forces (economic, technological, political, 
cultural) enter the consumer’s “black box” and produce certain re-
sponses. Once in the black box, these inputs produce observable 
buyer responses, such as brand choice, purchase location and 
timing, and brand engagement and relationship behavior.

OBJECTIVE 5-2  Name the four major factors that 
influence consumer buyer behavior. (pp 159–173)

Consumer buyer behavior is influenced by four key sets of buyer 
characteristics: cultural, social, personal, and psychological. 
Although many of these factors cannot be influenced by the 
marketer, they can be useful in identifying interested buyers and 
shaping products and appeals to serve consumer needs better. 
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Culture is the most basic determinant of a person’s wants and 
behavior. Subcultures are “cultures within cultures” that have 
distinct values and lifestyles and can be based on anything from 
age to ethnicity. Many companies focus their marketing pro-
grams on the special needs of certain cultural and subcultural 
segments, such as Hispanic American, African American, and 
Asian American consumers.

Social factors also influence a buyer’s behavior. A person’s 
reference groups—family, friends, social networks, professional 
associations—strongly affect product and brand choices. The 
buyer’s age, life-cycle stage, occupation, economic circum-
stances, personality, and other personal characteristics influence 
his or her buying decisions. Consumer lifestyles—the whole 
pattern of acting and interacting in the world—are also an impor-
tant influence on purchase decisions. Finally, consumer buying 
behavior is influenced by four major psychological factors: mo-
tivation, perception, learning, and beliefs and attitudes. Each of 
these factors provides a different perspective for understanding 
the workings of the buyer’s black box.

OBJECTIVE 5-3  List and define the major types 
of buying decision behavior and the stages in the 
buyer decision process. (pp 174–178)

Buying behavior may vary greatly across different types of 
products and buying decisions. Consumers undertake complex 
buying behavior when they are highly involved in a purchase 
and perceive significant differences among brands. Dissonance-
reducing behavior occurs when consumers are highly involved 
but see little difference among brands. Habitual buying behavior 
occurs under conditions of low involvement and little significant 
brand difference. In situations characterized by low involvement 
but significant perceived brand differences, consumers engage 
in variety-seeking buying behavior.

When making a purchase, the buyer goes through a deci-
sion process consisting of need recognition, information search, 
evaluation of alternatives, purchase decision, and postpurchase 
behavior. The marketer’s job is to understand the buyer’s 
behavior at each stage and the influences that are operating. 
During need recognition, the consumer recognizes a problem 
or need that could be satisfied by a product or service in the 
market. Once the need is recognized, the consumer is aroused 
to seek more information and moves into the information search 
stage. With information in hand, the consumer proceeds to 
alternative evaluation, during which the information is used to 
evaluate brands in the choice set. From there, the consumer 
makes a purchase decision and actually buys the product. In 
the final stage of the buyer decision process, postpurchase 
behavior, the consumer takes action based on satisfaction or 
dissatisfaction.

OBJECTIVE 5-4  Describe the adoption and diffusion 
process for new products. (pp 178–180)

The product adoption process is made up of five stages: aware-
ness, interest, evaluation, trial, and adoption. New-product mar-
keters must think about how to help consumers move through 
these stages. With regard to the diffusion process for new 
products, consumers respond at different rates, depending on 
consumer and product characteristics. Consumers may be in-
novators, early adopters, early mainstream, late mainstream, or 
lagging adopters. Each group may require different marketing 
approaches. Marketers often try to bring their new products to 
the attention of potential early adopters, especially those who are 
opinion leaders. Finally, several characteristics influence the rate 
of adoption: relative advantage, compatibility, complexity, divis-
ibility, and communicability.

Key Terms

OBJECTIVE 5-1
Consumer buyer behavior (p 158)
Consumer market (p 158)

OBJECTIVE 5-2
Culture (p 159)
Subculture (p 160)
Total market strategy (p 161)
Social class (p 162)
Group (p 162)
Word-of-mouth influence (p 163)
Opinion leader (p 163)
Online social networks (p 163)

Lifestyle (p 168)
Personality (p 168)
Motive (drive) (p 169)
Perception (p 172)
Learning (p 173)
Belief (p 173)
Attitude (p 173)

OBJECTIVE 5-3
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(p 174)
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Variety-seeking buying behavior (p 175)
Need recognition (p 176)
Information search (p 176)
Alternative evaluation (p 177)
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Cognitive dissonance (p 178)

OBJECTIVE 5-4
New product (p 178)
Adoption process (p 178)
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Critical Thinking Exercises
5-6 Researchers study the role of personality on consumer 

purchase behavior. One research project—Beyond the 
Purchase—offers a range of surveys consumers can take 
to learn more about their own personality in general and 
their consumer personality in particular. Register at http://
www.beyondthepurchase.org/ and take the “Spending 
Habits” surveys along with any of the other surveys that 
interest you. What do these surveys tell you about your 
general and consumer personality? Do you agree with the 
findings? Why or why not? (AACSB: Communication; Use 
of IT; Diversity; Reflective Thinking)

5-7 Late adopters are those that tend to be suspicious of 
new technology and new products. Generally, they fail 
to see the value of the new capabilities or they don’t feel 
they can engage with it. These are not necessarily all 
older consumers. How would you target them? (AACSB: 
Communication; Reflective Thinking)

5-8 The characteristics of a new product affect its rate of 
adoption. Identify the five characteristics that influence the 
rate of adoption and describe how each factor will influ-
ence the rate of adoption of the Apple Watch. (AACSB: 
Communication; Reflective Thinking)

Bloggers can be highly influential. On the one hand, we read their 
pieces because we value their opinions and ideas, but on the oth-
er, do we really know their motivations? There is a growing trend 
for social media and public relations agencies to approach blog-
gers to get them to “blogvertize” on their behalf. The agencies 
also insist that such bloggers make no mention of the fact that 
they are being paid to make positive statements about certain 
products and services. In the United Kingdom, the Advertising 
Standards Authority (ASA) state that it is acceptable for a blogger 
to receive payment for a positive review, but the blogger has to 
be clear that they are advertising. The ASA suggests signpost-

ing paid for posts. The ASA argues that just like any other me-
dia, consumers need to be able to judge whether or not they are 
seeing an advertisement. The clear rules are that advertisements 
must be obviously identifiable as such and not likely to mislead.

5-9 Have you encountered this type of blog posting be-
fore? Was it clear that the post was an advertisement? 
How might the fact that the blogger is being paid for 
an opinion change your view? Write a brief report of 
your observations. (AACSB: Use of IT; Communication; 
Reflective Thinking)

APPLICATIONS AND CASES

Online, Mobile, and Social Media Marketing Blogvertorials

MyLab Marketing
Go to mymktlab.com to complete the problems marked with this icon .

5-1 Define the consumer market and describe the four major 
sets of factors that influence consumer buyer behavior. 
Which characteristics influenced your choice when de-
ciding on the school you would attend? Are those the 
same characteristics that would influence you when de-
ciding what to do on Saturday night? Explain. (AACSB: 
Communication; Reflective Thinking)

5-2 What is a total market strategy, and why do marketers 
use this approach? Provide a recent example of a product 
or service that uses the total market strategy approach 
and discuss the components that make it effective or 
ineffective. (AACSB: Communication, Diversity, Reflective 
Thinking)

DISCUSSION AND CRITICAL THINKING

5-3 What is subculture? Describe at least two subcultures 
to which you belong and identify any reference groups 
that might influence your consumption behavior. (AACSB: 
Communication; Diversity; Reflective Thinking)

5-4 What is the significance of complex consumer buying 
behavior and the level of consumer involvement to market-
ers? (AACSB: Communication; Reflective Thinking)

5-5 How is the need recognition triggered in the buyer deci-
sion making process?  Provide examples of the two differ-
ent types of triggers. (AACSB: Communication; Reflective 
Thinking)

Discussion Questions
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5-10 Are there clear rules in your country concerning blog-
vertorials, such as the U.S. Federal Trade Commission’s 
disclosure rules on using social media for the promotion 
of products and services? If yes, can the rules help 

Marketing Ethics Make Yourself Feel Good
The Ethical Superstore (http://www.ethicalsuperstore.com) 
states its mission as enabling customers to make choices that 
let them feel good about their purchases. To this end, they of-
fer a broad range of products from ethical sources around the 
world. The Ethical Superstore takes all the angst out of ethically 
conscious buying and relies on customers’ passions rather than 
price sensitivity. The website is a one-stop-shop to protect the 
planet, find eco-friendly alternatives, support farmers and small 
businesses in developing countries, buy fair-trade items, use local 
resources, and cut carbon emissions. With scarcely a thought, 

the environmentally concerned consumer has had all the hard 
work taken out of purchasing decisions. Customers can even 
make an extra charitable donation at the checkout!

5-11 What are the likely buying factors for customers mak-
ing purchases from a business like this? (AACSB: 
Communication; Reflective Thinking)

5-12 Is it ethical to charge a premium price for ethically 
sourced products? (AACSB: Communication; Ethical 
Reasoning)

Marketing by the Numbers Evaluating Alternatives
One way consumers can evaluate alternatives is to identify im-
portant attributes and assess how purchase alternatives perform 
on those attributes. Consider the purchase of a tablet. Each at-
tribute, such as screen size, is given a weight to reflect its level 
of importance to that consumer. Then the consumer evaluates 
each alternative on each attribute. For example, in the following 
table, price (weighted at 0.5) is the most important attribute for this 
consumer. The consumer believes that Brand C performs best 
on price, rating it 7 (higher ratings indicate higher performance). 
Brand B is perceived as performing the worst on this attribute (rat-
ing of 3). Screen size and available apps are the consumer’s next 
most important attributes. Operating system is least important.

Attributes
Importance 
Weight (e)

Alternative Brands

A B C

Screen size 0.2 4 6 2

Price 0.5 6 3 7

Operating system 0.1 5 5 4

Apps available 0.2 4 6 7

A score can be calculated for each brand by multiplying 
the importance weight for each attribute by the brand’s score 
on that attribute. These weighted scores are then summed to 
determine the score for that brand. For example, ScoreBrand 
A = (0.2 * 4) + (0.5 * 6) + (0.1 * 5) + (0.2 * 4) = 0.8 + 3.0
+ 0.5 + 0.8 = 5.1. This consumer will select the brand with 
the highest score.

5-13 Calculate the scores for brands B and C. Which 
brand would this consumer likely choose? (AACSB: 
Communication; Analytic Reasoning)

5-14 Which brand is this consumer least likely to purchase? 
Discuss two ways the marketer of this brand can enhance 
consumer attitudes toward purchasing its brand. (AACSB: 
Communication; Reflective Thinking; Analytic Reasoning)

in controlling blogvertorials written in other countries? 
What sanctions should be imposed on those who pro-
mote blogvertorials without calling them so? (AACSB: 
Communication; Reflective Thinking)

Video Case IMG Worldwide
IMG Worldwide is the world’s largest sports entertainment media 
company. In years past, IMG was all about professional golf and 
tennis marketing. But today, IMG handles sales and marketing 
activities for 70 to 80 colleges, making college sports marketing 
the company’s highest-growth business. In short, IMG handles 
anything and everything that touches the college sports consum-
er short of actually playing games on the court or field.

Although you might think that all college sports fans are cre-
ated equal, IMG finds that nothing could be further from the 
truth. How different fans consume sports and sports-related ac-
tivities is affected by geographical, generational, and institutional 
factors. IMG focuses on comprehensively understanding the 

process that consumers go through to view or attend a sporting 
event. It then connects with consumers at each and every stage.

After viewing the video featuring IMG Worldwide, answer the 
following questions:

5-15 What “product” is a college athletics department selling?

5-16 Discuss how a college sports fan might go through the 
buying decision process, providing examples for each 
stage.

5-17 Of the four sets of factors affecting consumer behavior, 
which most strongly affects how college sports fans 
consume a sport?
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Company Case GoldieBlox: Swimming Upstream against Consumer Perceptions
When Debbie Sterling was in high school, her math teacher rec-
ognized her quantitative talent and suggested she pursue engi-
neering as a college major. At the time, Sterling couldn’t figure 
out why her teacher thought she should drive trains for a living. 
But the suggestion was enough to get her started down the right 
path. After four years at Stanford, Sterling graduated with a de-
gree in mechanical engineering. But throughout the course of 
her studies, Sterling noticed the lack of women in her engineer-
ing program—a characteristic phenomenon in a field where men 
outnumber  women 86 percent to 14 percent. This observation 
ignited an obsession in Sterling. She set out on a mission to in-
spire a future generation of female engineers by disrupting the 
pink aisle in toy stores.

During the past few years, among other accolades, Sterling 
has been named Time’s “Person of the Moment” and one of 
Business Insider’s “30 Women Who Are Changing the World.” 
Why? Because Sterling is the founder and CEO of GoldieBlox, a 
toy company that is making Sterling’s mission a reality.

A Different Kind of Toy Company
After graduating, Sterling started researching everything from 
childhood development to gender roles. She discovered that in 
order to gain interest in and pursue a given field, a person must 
be exposed to the right inputs at an early age. This fact became 
particularly bothersome as Sterling became more and more fa-
miliar with the contents of the average toy aisle in stores. Toys for 
girls were in the pink aisle, dominated by dolls, stuffed animals, 
and princesses, whereas toys for boys were found in the blue 
aisle, filled with macho action figures, various toy weapons, and 
a huge variety of building block sets. Most experts agree that the 
toys served up to young girls do little to encourage an interest 
in STEM subjects (science, technology, engineering, and math). 
This knowledge led Sterling to develop a plan to create a different 
kind of toy for girls.

As she began developing ideas for toys, another research 
finding struck her—girls possess stellar verbal skills and tend 
to learn better by interacting with stories. That insight was in-
strumental in the creation of the GoldieBlox line of construction 
sets. Part erector set and part storybook, the combination was 
designed to engage girls through their verbal skills and encour-
age them to build through narratives that feature the adventures 
of Goldie, a freckled-faced blonde girl donning overalls and a tool 
belt. Although Goldie comes off as a bit of a tomboy, she’s still 
girlish. Skinny, blonde, and cute, she favors pinks and purples. 
The toys and stories feature animals and ribbons, and characters 
are more likely to help others than to succeed on their own.

After her innovative toy sets received little interest at the 
American International Toy Fair in New York City, Sterling started 
her own company. That decision sparked more interest than she 
could have ever imagined. To raise the $150,000 needed for the 
first round of production, Sterling launched a Kickstarter crowd-
sourced funding campaign. Her funding goal was reached in just 
four days, and the funding topped out at $285,000.

With little to spend on traditional advertising, Sterling first 
promoted her inventive toys with some YouTube ads, including 
“Princess Machine,” featuring young girls who take their stereo-
typically girly toys and create a sophisticated Rube Goldberg 
device. That video went viral to the tune of 8 million views in 

little more than a week. Shortly thereafter, GoldieBlox’s first two 
products became Amazon’s top two selling toys during the 
industry’s busiest month of December. And if all that wasn’t 
enough, GoldieBlox beat out 15,000 contenders in Intuit’s “Small 
Business Big Game” Super Bowl ad contest, winning a $4 million 
spot during the big game.

Today, only a few years after the launch of its first product, 
GoldieBlox’s toys are sold at Target, Toys”R”Us, Amazon, and 
6,000 other retailers worldwide. The brand features dozens of 
play sets designed for girls ages 3 through 11, the Bloxtown 
interactive website and app, a collection of original music videos, 
a Goldie action figure, and a “More Than Just a Princess” line 
of T-shirts and hoodies. GoldieBlox has won numerous industry 
awards, and its toys have succeeded in raising awareness about 
the lack of women in technical and scientific fields as well as the 
issues associated with the traditional pink aisle.

All That Glitters Is Not Goldie
With all this success, you would think that GoldieBlox would be her-
alded by anyone and everyone wanting to change gender-based 
stereotypes in toys. But GoldieBlox has sparked substantial debate 
over whether it is really helping the cause it claims to be serving. 
The opposition, led by many feminist voices, claims that Gold-
ieBox’s approach is little more than window dressing. The debate 
got really ugly after the launch of GoldieBlox and the Parade Float, 
a construction set based on a new challenge faced by Goldie and 
her friends—to create a float to transport the winner of a beauty 
pageant. “You cannot create a toy meant to break down stereo-
types when you start off with the ideal that ‘we know all girls love 
princesses,’” argues author Melissa Atkins Wardy. Those in the op-
position camp call for toys that are gender-neutral. “When we use 
princess culture, pinkification, and beauty norms to sell STEM toys 
to girls and fool ourselves that we are amazing and progressive and 
raising an incredible generation of female engineers, we continue 
to sell our girls short,” says Wardy. Additionally, although the toys 
are designed to stir interest in girls by having them build and create, 
critics have raised concerns that GoldieBlox toys are too simplistic.

But Sterling is quick to respond to all such arguments and 
show that GoldieBlox isn’t just trying to hook parents with a gim-
mick that doesn’t deliver. “There’s nothing wrong with being a 
princess,” says the 32-year-old entrepreneur. “We just think girls 
can build their own castles too.” This idea is backed by many 
advocates who recognize that to disrupt the pink aisle, you can’t 
start out by trying to obliterate it.

To influence through play the types of hobbies and academic 
fields that women pursue, a company first must penetrate a very 
competitive market. Creating toys that are void of things that 
girls find appealing will only send girls scrambling for the nearest 
Bratz or Disney princess doll. GoldieBlox toys may incorporate 
traditional gender stereotypes, but they tweak and reframe them. 
GoldieBlox spent years researching gender differences, seeking 
significant input from Harvard neuroscientists, and observing 
children’s play patterns. “Our stories leverage girls’ advanced 
verbal skills to help develop and build self-confidence in their 
spatial skills,” Sterling asserts.

Besides, Sterling was just getting started. Today, the 
GoldieBlox portfolio is not only growing in number of play sets, 
it’s becoming more diverse with three new characters who 
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have joined Goldie to create a team to which just about any girl 
can relate. There’s Ruby Rails, a popular African American girl 
who is a whiz at coding; Valentina Voltz, a Hispanic engineer; 
and Li Gravity, Goldie’s long-time neighbor and best friend 
who is an expert at physics who knows how to apply the laws 
of his favorite science, performing stunts with superhero-like 
precision. Together, these characters take girls on a variety 
of adventures that go way beyond princess escapades—
such as skydiving, ziplining, and auto racing. Then there’s 
the “Invention Mansion,” the play set Sterling refers to as the 
“anti-dollhouse”—a 300-piece play set featuring a “Hacker 
Hideway” that can be figured and reconfigured into hundreds 
of different formats.

Whether or not the two sides to the debate will resolve their 
differences in trying to achieve the same goal, there is no ques-
tion that GoldieBlox has taken the toy industry by storm. If the 
most recent annual North American International Toy Fair is any 
indication, a little GoldieBlox seems to have rubbed off on just 
about every other toy company. The first year that GoldieBlox set 
up its booth at the trade show, the tech toy section was a waste-
land. Today, nearly every booth features STEM toys, robots, and 
a lot of not-so-pink products targeted at girls.

Although clearly motivated to put an end to the stereotypes 
that have long been generated by the toy and entertainment in-
dustries, Sterling makes it clear that the goal is to become a mul-
tiplatform character brand à la Disney. “We want to be the brand 
that kids are whining for.” If the next few years are anything like 
GoldieBlox’s first few, it’s easy to envision a new kind of toy aisle 
at the local supercenter—one that heavily features GoldieBlox’s 
multiplatform brand.

Questions for Discussion
5-18 Of the factors that influence consumer behavior, which 

category or categories (cultural, social, personal, or 
psychological) best explain the existence of a blue toy 
aisle and a pink toy aisle? Why?

5-19 Choose the specific factor (for example, culture, fam-
ily, occupation, attitudes) that most accounts for the 
blue/pink toy aisle phenomenon. Explain the challenges 
faced by GoldieBlox in attempting to market toys that 
“swim against the stream” or push back against the 
forces of that factor.

5-20 To what degree is GoldieBlox bucking the blue/pink toy 
aisle system?

5-21 If GoldieBlox succeeds at selling lots of its toys, will that 
accomplish the mission of increasing the presence of 
females in the field of engineering?

Sources: John Kell, “How Toy Startup GoldieBlox Made Diversity 
a Priority,” Fortune, April 1, 2016, www.fortune.com/2016/04/01/ 
goldieblox-toy-startup-diversity/; “Hottest Toys of 2016: On the Ground 
with GoldieBlox at the Toy Fair,” GeekGirlRising, www.geekgirlrising.
com/ hottest-toys-of-2016-focus-on-steam-ggr-and-goldieblox-on-
the-ground-at-ny-toy-fair/, accessed June, 2016; Katy Waldman, 
“GoldieBlox: Great for Girls? Terrible for Girls? Or Just Selling Toys?” 
Slate, November 26, 2013, www.slate.com/blogs/xx_factor/2013/11/26/
goldieblox_disrupting_the_pink_aisle_or_just_selling_toys.html; Jennifer 
Reingold, “Watch Out Disney: This Toy Startup’s Coming for You,” 
Fortune, November 26, 2014, http://fortune.com/2014/11/26/goldie-
blox-toy-startup/; and information from www.goldieblox.com, accessed 
June 2016.

MyLab Marketing
Go to mymktlab.com for the following Assisted-graded writing questions:
5-22 Explain the stages of  the consumer buyer decision process and describe how 

you or your family went through this process to make a recent purchase.
5-23 Discuss how lifestyle influences consumers’ buying behavior and how marketers 

measure lifestyle.



In the previous chapter, you studied final consumer 
buying behavior and factors that influence it. In this 
chapter, we’ll do the same for business customers—
those that buy goods and services for use in producing 
their own products and services or for resale to others. 

As when selling to final buyers, firms marketing to businesses 
must engage business customers and build profitable relation-
ships with them by creating superior customer value.

To start, let’s look at IBM. Although the IBM brand is very 
familiar to most final consumers, nearly all of the company’s 

almost $100 billion in annual revenues comes from business 
and institutional customers. More than just “selling” its products 
and services to B-to-B customers, IBM succeeds by working 
closely and deeply with them to develop complete solutions 
to their information and data analytics problems. From its lofty 
customer-solutions mission to the “boots on the ground,” IBM 
wants to  become a strategic information and insights partner with 
its  business customers.

IBM: The World’s Most Valuable Business-to-Business Brand

IBM has become the world’s most 
valuable business-to-business brand by 
solving customer problems and helping 
them to “outthink” their challenges, 
competitors, and limits in the new 
cognitive era.

Business Markets and 
Business Buyer Behavior

Solving customer problems has always been a hallmark 
of IBM’s strategy, culture, and success. Over the years, IBM 
has transformed itself time and again to meet changing cus-
tomer needs. For example, two decades ago, IBM was known 
mostly for peddling mainframe computers, PCs, and other 
basic computer system components. Back then, if you’d asked 
top managers at Big Blue what their mission was, they’d have 
answered, “To sell computer hardware and software.”

By the early 1990s, however, IBM’s sales had plateaued. 
To learn why, IBM sent its top managers to meet face-to-face 
with important customers—what it called “bear-hugging 
 customers”—to relearn about their problems and priorities. The 

managers learned that in the new 
connected digital age, companies 
face a perplexing array of data and 
information technologies. Today’s 
 customers don’t need just com-
puters and software. Instead, they 
need total solutions to ever-more-
bewildering data, information, and 
analytics problems.

This realization led to a funda-
mental transformation of IBM’s business. Now, if you ask IBM 
managers to define the company’s mission, they’ll tell you, “We 
deliver insights and solutions to customers’ data and informa-
tion technology problems.” Under this new customer-solutions 

IBM is a household word to most of us. However, throughout 
its long history, IBM’s fortunes have come not from final con-
sumers but from large business and institutional customers. 
“Big Blue”—as it’s often called—is the quintessential B-to-B 

brand. In fact, corporate brand tracker Millward Brown re-
cently named IBM the most valuable B-to-B brand in the world. 
Valued at $94 billion, IBM is worth about 50 percent more than 
the number-two B-to-B brand, giant GE. Even more impres-
sive, IBM has survived and thrived for more than 100 years,  
something no other Fortune top-25 company has managed.

In some ways, IBM selling B-to-B is like P&G selling to 
final consumers. It requires a deep-down understanding of 
customer  needs and a customer-
driven marketing strategy that 
engages customers and delivers 
 superior customer value. But that’s 
where most of the similarities end. 
Rather than selling small-ticket 
purchases to masses of individual 
consumers, IBM sells complex big-
ticket purchases to a smaller set 
of much bigger buyers, with each 
purchase involving perhaps dozens of decision makers. So 
IBM’s B-to-B emphasis is less on selling to customers and more 
on partnering with them to help solve their complex informa-
tion and analytics problems.
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focus, IBM shifted emphasis away from main-
frames and computer hardware. Instead, it added 
a full slate of integrated information technology, 
software, and business consulting services. Most 
recently, to meet customers’ ever-changing digital 
needs, IBM has shifted even more deeply into data 
analytics, cloud computing, cybersecurity, social 
networking, and mobile technology solutions.

Thus, customers can still buy mainframe 
computers from IBM, but they are more likely 
to buy solutions involving a complex, integrated 
mix of hardware, software, services, consulting, 
and advice across collaborative online, mobile, 
and social networks. The transformed IBM now 
works arm-in-arm with B-to-B customers on ev-
erything from assessing, planning, designing, and 
implementing their data and analytics systems to 
actually running those systems for customers.

According to IBM CEO Ginni Rometty, the 
company’s focus on working closely with custom-
ers and changing to meet their needs is what makes IBM special. 
“We’re 104 years old,” she says. “The reason we’re the only tech 
company still here at 104 is how many times we’ve transformed.” 
IBM’s customer-solutions focus is summed up by its new market-
ing campaign: “Cognitive Business: Outthink.” The campaign po-
sitions IBM as a company that helps customers to “outthink your 
challenges, competitors, and limits” in the new “cognitive era.”

But good B-to-B marketing at IBM goes well beyond a 
high-level customer-solutions mission, sweeping transforma-
tions, and imaginative positioning campaigns. At the most 
basic level, it involves “boots on the ground”—IBM teams and 
individuals developing close day-in, day-out working relation-
ships with customers.

Consider the classic example of IBMer Vivek Gupta and 
how he became IBM’s top salesperson in its fastest-growing 
industry (telecommunications) and fastest-growing market 
(India). When Gupta first joined IBM some years ago, he strug-
gled to gain a foothold in a market where more than 70 percent 
of corporations are family controlled and where relationships, 
trust, and family ties trump almost everything else. In addition 
to his formal IBM training, Gupta launched his own extensive 
investigative effort, getting to know people, learning about IBM 
and its customers, and developing a rock-solid knowledge of 
how the company’s products and services fit customer needs.

When Gupta first approached potential customer 
Vodafone—the dominant firm in India’s exploding mobile 
phone market—the managing director there told him, “I don’t 
do any business with IBM, and I don’t intend to.” But the qui-
etly determined Gupta kept at it, getting to know Vodafone’s 
key decision makers and patiently listening, observing, and 
identifying how IBM might be able to help Vodafone succeed in 
its volatile and competitive markets.

Gupta came to know more about Vodafone than many 
people who worked there. It took him nearly four years, but 

Gupta finally sold Vodafone—the same people who vowed 
never to do business with IBM—on a gigantic five-year, $600 
million turnkey contract to handle everything from Vodafone’s 
customer service to its finances. Gupta became such a well-
known figure at Vodafone’s offices in Mumbai that many 
people there were surprised that his badge said “IBM” and not 
“Vodafone.” Gupta thrives on rooting out customer problems 
to solve. “You have to understand [customers’] pain points,” he 
explains. “And they are not going to spell them out.”

Flush with success, Gupta set his sights on still bigger targets. 
He realized that many big Indian telecoms were so busy simply 
hammering out their basic back-office operating systems that 
they had little money and brainpower left for strategy, branding, 
and marketing. However, IBM had all the technology and exper-
tise required to build and maintain such systems. What if IBM 
were to take over managing the system innards, freeing the cus-
tomer to attend to strategy and marketing? Gupta proposed just 
such a novel solution to Bharti Airtel, then a relative newcomer 
to India’s wireless industry. The result: IBM now runs the bulk of 
Bharti Airtel’s back-office operations, while Bharti Airtel focuses 
on taking care of its own customers. In the first five years, the deal 
produced an incredible $1 billion for IBM. Bharti Airtel is now 
India’s wireless industry leader and the deal is a staple “how-to” 
case study in IBM’s emerging markets sales training.

The IBM and Vivek Gupta stories highlight the essentials of 
B-to-B marketing success. It starts with a customer-focused mis-
sion that translates down to individuals working closely with 
customers to find complete solutions. Gupta doesn’t just sell IBM 
computer hardware, software, and analytics. He works with cus-
tomers, feels their pain, finds solutions, and sells the IBM systems 
and people that will deliver results for the customer. “It’s at once 
radically simple and just plain radical,” says an analyst. “He wants 
to convince you that IBM can run your business—your entire busi-
ness, save for strategy and marketing—better than you can.”1

Business-to-business marketing: IBM’s “Cognitive Business: Outthink”  campaign 
positions the company as one that works closely with business  customers to help 
them thrive in the new “cognitive era.”
NurPhoto/Getty Images



188   PART 2 | Understanding the Marketplace and Customer Value

IN ONE WAY OR another, most large companies sell to other organizations. 
Companies such as IBM, Boeing, DuPont, Caterpillar, and countless other firms sell 
most of their products to other businesses. Even large consumer products companies, 
which make products used by final consumers, must first sell their products to other 
 businesses. For example, General Mills makes many familiar consumer brands—Big G 
cereals (Cheerios, Wheaties, Trix, Chex, Total, Fiber One), baking products (Pillsbury, 
Betty Crocker, Bisquick, Gold Medal flour), snacks (Nature Valley, Bugles, Chex Mix), 
Yoplait yogurt, Häagen-Dazs ice cream, and many others. But to sell these products to 
consumers, General Mills must first sell them to its wholesaler and retailer customers, 
who in turn serve the consumer market.

Business buyer behavior refers to the buying behavior of organizations that buy 
goods and services for use in the production of other products and services that are sold, 
rented, or supplied to others. It also includes the behavior of retailing and wholesaling firms 
that acquire goods to resell or rent to others at a profit. In the business buying process, 
business buyers determine which products and services their organizations need to pur-
chase and then find, evaluate, and choose among alternative suppliers and brands. Business-
to-business (B-to-B) marketers must do their best to understand business markets and business 
buyer behavior. Then, like businesses that sell to final buyers, they must engage business 
customers and build profitable relationships with them by creating superior customer value.

Business Markets
The business market is huge. In fact, business markets involve far more dollars and items 
than do consumer markets. For example, think about the large number of business trans-
actions involved in the production and sale of a single set of Goodyear tires. Various 
suppliers sell Goodyear the rubber, steel, equipment, and other goods that it needs to 
produce tires. Goodyear then sells the finished tires to retailers, which in turn sell them to 
consumers. Thus, many sets of business purchases were made for only one set of consumer 
purchases. In addition, Goodyear sells tires as original equipment to manufacturers that 
install them on new vehicles and as replacement tires to companies that maintain their 
own fleets of company cars, trucks, or other vehicles.

Business buyer behavior
The buying behavior of organizations 
that buy goods and services for use in 
the production of other products and 
services that are sold, rented, or supplied 
to others.

Business buying process
The decision process by which business 
buyers determine which products and 
services their organizations need to 
purchase and then find, evaluate, and 
choose among alternative suppliers and 
brands.

OBJECTIVES OUTLINE

OBJECTIVE 6-1  Define the business market and explain how business markets differ from consumer markets.

Business Markets (pp 188–190)

OBJECTIVE 6-2  Identify the major factors that influence business buyer behavior.

Business Buyer Behavior (pp 190–195)

OBJECTIVE 6-3  List and define the steps in the business buying decision process.

The Business Buyer Decision Process (pp 195–197)

OBJECTIVE 6-4  Discuss how new information technologies and online, mobile, and social media have changed 
business-to-business marketing.

Engaging Business Buyers with Digital and Social Marketing (pp 197–199)

OBJECTIVE 6-5  Compare the institutional and government markets and explain how institutional  
and government buyers make their buying decisions.

Institutional and Government Markets (pp 199–203)
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Business markets operate  
“behind the scenes” to 

most consumers. Most of the things 
you buy involve many sets of business  
purchases before you ever see them.
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In some ways, business markets are similar to consumer markets. Both involve people 
who assume buying roles and make purchase decisions to satisfy needs. However, busi-
ness markets differ in many ways from consumer markets. The main differences are in 
market structure and demand, the nature of the buying unit, and the types of decisions and the 
decision process involved.

Market Structure and Demand
The business marketer normally deals with far fewer but far larger buyers than the consumer 
marketer does. Even in large business markets, a few buyers often account for most of the 
purchasing. For example, when Goodyear sells replacement tires to final consumers, its 
potential market includes millions of car owners around the world. But its fate in business 
markets depends on getting orders from only a handful of large automakers.

Further, many business markets have inelastic and more fluctuating demand. The total 
demand for many business products is not much affected by price changes, especially in 
the short run. A drop in the price of leather will not cause shoe manufacturers to buy much 
more leather unless it results in lower shoe prices that, in turn, increase consumer demand 
for shoes. And the demand for many business goods and services tends to change more—
and more quickly—than does the demand for consumer goods and services. A small per-
centage  increase in consumer demand can cause large increases in business demand.

Finally, business demand is derived demand—it ultimately derives from the demand 
for consumer goods. For example, demand for Gore-Tex fabrics derives from consumer pur-

chases of outdoor apparel brands made from Gore-Tex. 
And consumers buy Corning’s Gorilla Glass only when 
they buy laptops, tablets, and smartphones with Gorilla 
Glass screens from producers such as Apple, Samsung, 
Lenovo, Dell, HP, Sony, and Microsoft. If consumer de-
mand for these end products increases, so does the demand 
for the Gore-Tex fabrics or Gorilla Glass they contain.

Therefore, B-to-B marketers sometimes promote 
their products directly to final consumers to increase 
business demand.  For example, Corning’s long-
running “Tough, yet beautiful” consumer marketing 
campaign features a family of gorillas who are out to 
convince final buyers that it makes sense to choose dig-
ital devices with screens made of Gorilla Glass rather 
than a less-tough competitor. Such advertising benefits 
both Corning and the partner brands that incorporate 
its durable, scratch-resistant glass. Thanks in part to the 
consumer marketing campaign, Corning’s Gorilla Glass 
has to date been featured in more than 40 major brands 
and more than 4.5 billion devices worldwide.2

Nature of the Buying Unit
Compared with consumer purchases, a business purchase usually involves more decision 
participants and a more professional purchasing effort. Often, business buying is done by 
trained purchasing agents who spend their working lives learning how to buy better. The 
more complex the purchase, the more likely it is that several people will participate in the 
decision-making process. Buying committees composed of technical experts and top man-
agement are common in the buying of major goods. Beyond this, B-to-B marketers now 
face a new breed of higher-level, better-trained supply managers. Therefore, companies 
must have well-trained marketers and salespeople to deal with these well-trained buyers.

Types of Decisions and the Decision Process
Business buyers usually face more complex buying decisions than do consumer buyers. 
Business purchases often involve large sums of money, complex technical and economic 
considerations, and interactions among people at many levels of the buyer’s organiza-
tion. The business buying process also tends to be longer and more formalized. Large 

Derived demand
Business demand that ultimately comes 
from (derives from) the demand for 
consumer goods.

 Derived demand: Corning’s long-running “Tough, yet beautiful” 
consumer marketing campaign convinces final users that it makes 
sense to buy devices with screens made of Gorilla Glass, to the benefit 
of both Corning and its partner brands.
Photo courtesy Corning Incorporated.
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business purchases usually call for detailed product specifications, written purchase or-
ders, careful supplier searches, and formal approval.

Finally, in the business buying process, the buyer and seller are often much more dependent 
on each other. B-to-B marketers may roll up their sleeves and work closely with customers during 
all stages of the buying process—from helping customers define problems to finding solutions to 
supporting after-sale operation. In the short run, sales go to suppliers who meet buyers’ immedi-
ate product and service needs. In the long run, however, business-to-business marketers keep 
customers by meeting current needs and by partnering with them to help solve their problems. 

 For example, consider agricultural and food giant Cargill’s Cocoa & Chocolate division:3

Cargill’s Cocoa & Chocolate division sells cocoa and 
chocolate products to business customers around the 
world, including giants such as Mars and Mondelēz. 
But its success lies in doing much more than just sell-
ing its products to such customers. Instead, Cargill 
partners closely them, applying its deep expertise to 
help customers use its products to serve their own 
customers better and more profitably. For example, 
Cargill’s researchers keep customers up to date on 
the latest global consumer food trends. Its  research 
and development teams give customers personalized 
product development support. And its technical ser-
vices specialists provide help in resolving customer 
ingredient and applications challenges. “Whether you 
need laboratory or pilot work on finished products 
or help with production start-up,” says the company, 
“Cargill’s applications experts can assist you—from 
developing new end-product recipes, achieving bet-
ter pricing for your products, or getting to market 
more quickly.” Thus, more than just selling cocoa 
and chocolate, Cargill sells customer success in using 
those products. Its goal is to “[apply] our deep choco-
late expertise and broad food knowledge…to provide 
you with more opportunities to grow your business 
across a wide range of cocoa and chocolate products 
and applications . . . helping you thrive, today and into 
the future.”4

As in Cargill’s case, in recent years, relationships between most customers and sup-
pliers have been changing from downright adversarial to close and chummy. In fact, many 
customer companies are now practicing supplier development, systematically developing 
networks of supplier-partners to ensure a dependable supply of the products and materials 
that they use in making their own products or reselling to others. For example, Walmart 
doesn’t have a “Purchasing Department”; it has a “Supplier Development Department.” The 
giant retailer knows that it can’t just rely on spot suppliers who might be available when 
needed. Instead, Walmart manages a huge network of supplier-partners that help provide 
the hundreds of billions of dollars of goods that it sells to its customers each year.

Business Buyer Behavior
At the most basic level, marketers want to know how business buyers will respond to vari-
ous marketing stimuli.  Figure 6.1 shows a model of business buyer behavior. In this 
model, marketing and other stimuli affect the buying organization and produce certain 
buyer responses. To design good marketing strategies, marketers must understand what 
happens within the organization to turn stimuli into purchase responses.

Within the organization, buying activity consists of two major parts: the buying center, 
composed of all the people involved in the buying decision, and the buying decision process. 
The model shows that the buying center and the buying decision process are influenced by 
internal organizational, interpersonal, and individual factors as well as external environ-
mental factors.

The model in Figure 6.1 suggests four questions about business buyer behavior: What 
buying decisions do business buyers make? Who participates in the business buying pro-
cess? What are the major influences on buyers? How do business buyers make their buying 
decisions?

Supplier development
Systematic development of networks 
of supplier-partners to ensure an 
appropriate and dependable supply of 
products and materials for use in making 
products or reselling them to others.

 The business buyer decision process: Cargill’s Cocoa & Chocolate 
division does more than sell it products to consumers. It partners closely 
with customers to help them use its products to serve their own customers 
better and more profitably.
Cargill
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Business buying decisions 
can range from routine to 

incredibly complex, involving only a 
few or very many decision makers and 
buying influences.
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Major Types of Buying Situations
There are three major types of buying situations.5 In a straight rebuy, the buyer reorders 
something without any modifications. It is usually handled on a routine basis by the pur-
chasing department. To keep the business, “in” suppliers try to maintain customer engage-
ment and product and service quality. “Out” suppliers try to find new ways to add value 
or exploit dissatisfaction so that the buyer will consider them.

In a modified rebuy, the buyer wants to modify product specifications, prices, terms, 
or suppliers. The “in” suppliers may become nervous and feel pressured to put their best 
foot forward to protect an account. “Out” suppliers may see the modified rebuy situation 
as an opportunity to make a better offer and gain new business.

A company buying a product or service for the first time faces a new task situation. 
In such cases, the greater the cost or risk, the larger the number of decision participants 
and the greater the company’s efforts to collect information. The new task situation is 
the marketer’s greatest opportunity and challenge. The marketer not only tries to reach 
as many key buying influences as possible but also provides help and information. 
The buyer makes the fewest decisions in the straight rebuy and the most in the new 
task decision.

Many business buyers prefer to buy a complete solution to a problem from a 
single seller rather than buying separate products and services from several suppliers 

and putting them together. The sale often goes 
to the firm that engages business customers 
deeply and provides the most complete system 
for meeting a customer’s needs and solving its 
problems. Such systems selling (or solutions 
 selling) is often a key business marketing strat-
egy for winning and holding accounts. Consider 
IBM and its customer Six Flags Entertainment 
Corporation:6

Six Flags operates 19 regional theme parks across 
North America featuring exciting rides and wa-
ter attractions, world-class roller coasters, and 
special shows and concerts.  To deliver a fun 
and safe experience for guests, Six Flags must 
carefully and effectively manage thousands of 
park assets—from rides and equipment to build-
ings and other facilities. Six Flags needed a tool 
for managing all those assets efficiently and ef-
fectively across its far-flung collection of parks. 
So it turned to IBM, which has software—called 
Maximo Asset Management software—that han-
dles that very problem well.

But IBM didn’t just hand the software over 
to Six Flags with best wishes for happy imple-
mentation. Instead, IBM’s Maximo Professional 

Straight rebuy
A business buying situation in which 
the buyer routinely reorders something 
without modifications.

Modified rebuy
A business buying situation in which 
the buyer wants to modify product 
specifications, prices, terms, or suppliers.

New task
A business buying situation in which the 
buyer purchases a product or service for 
the first time.

Systems selling (or solutions 
selling)
Buying a packaged solution to a problem 
from a single seller, thus avoiding all the 
separate decisions involved in a complex 
buying situation.

Marketing
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Other
stimuli

Product
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Place

Promotion
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Political

Cultural
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The environment The buying organization

The buying center

(Interpersonal and
individual influences)

(Organizational influences)

Buyer responses

Product or 
service choice

Supplier choice

Order quantities

Delivery terms 
and times

Service terms

Payment
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decision
process

In some ways, business markets
are similar to consumer
markets—this model looks a lot
like the model of consumer buyer
behavior presented in Figure 5.1.
But there are some major
differences, especially in the nature
of the buying unit, the types of
decisions made, and the decision
process.

 FIGURE | 6.1 
A Model of Business Buyer  
Behavior

 Solutions selling: Delivering a fun and safe experience for Six Flags guests 
requires careful and effective management of thousands of park assets across 
its 19 regional theme parks. IBM works hand in hand with Six Flags to provide 
not just software but a complete solution.
Matthew Imaging/Getty Images
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Services group combined the software with an entire set of services designed to get and 
keep the software up and running. IBM worked hand in hand with Six Flags to customize 
the application and strategically implement and run it across Six Flags’s far-flung facilities, 
along with on-site immersion training and planning workshops. Thus, IBM isn’t just sell-
ing the software; it’s selling a complete solution to Six Flags’s complex asset management 
problem.

Participants in the Business Buying Process
Who does the buying of the trillions of dollars’ worth of goods and services needed by 
business organizations? The decision-making unit of a buying organization is called its 
buying center. It consists of all the individuals and units that play a role in the business 
purchase decision-making process. This group includes the actual users of the product or 
service, those who make the buying decision, those who influence the buying decision, 
those who do the actual buying, and those who control buying information.

The buying center includes all members of the organization who play any of five roles 
in the purchase decision process.7

Users are members of the organization who will use the product or service. In many 
cases, users initiate the buying proposal and help define product specifications.
Influencers often help define specifications and also provide information for evaluat-
ing alternatives. Technical personnel are particularly important influencers.
Buyers have formal authority to select the supplier and arrange terms of purchase. 
Buyers may help shape product specifications, but their major role is in selecting ven-
dors and negotiating. In more complex purchases, buyers might include high-level 
officers participating in the negotiations.
Deciders have formal or informal power to select or approve the final suppliers. In 
routine buying, the buyers are often the deciders, or at least the approvers.
Gatekeepers control the flow of information to others. For example, purchasing 
agents often have authority to prevent salespersons from seeing users or deciders. 
Other gatekeepers include technical personnel and even personal secretaries.

The buying center is not a fixed and formally identified unit within the buying or-
ganization. It is a set of buying roles assumed by different people for different purchases. 
Within the organization, the size and makeup of the buying center will vary for different 
products and for different buying situations. For some routine purchases, one person—say, 
a purchasing agent—may assume all the buying center roles and serve as the only person 
involved in the buying decision. For more complex purchases in large companies, the buy-
ing center may include 20, 30, or even more people from different levels and departments 
in the organization.8

The buying center concept presents a major marketing challenge. The business mar-
keter must learn who participates in the decision, each participant’s relative influence, and 
what evaluation criteria each decision participant uses. This can be difficult.

The buying center usually includes some obvious participants who are involved for-
mally in the buying decision. For example, the decision to buy a corporate jet will probably 
involve the company’s CEO, the chief pilot, a purchasing agent, some legal staff, a member 
of top management, and others formally charged with the buying decision. It may also 
involve less obvious, informal participants, some of whom may actually make or strongly 
affect the buying decision. Sometimes, even the people in the buying center are not aware 
of all the buying participants. For example, the decision about which corporate jet to buy 
may actually be made by a corporate board member who has an interest in flying and who 
knows a lot about airplanes. This board member may work behind the scenes to sway the 
decision. Many business buying decisions result from the complex interactions of ever-
changing buying center participants.

Major Influences on Business Buyers
Business buyers are subject to many influences when they make their buying decisions. 
Some marketers assume that the major influences are economic. They think buyers will 
favor the supplier who offers the lowest price or the best product or the most service. They 
concentrate on offering strong economic benefits to buyers. Such economic factors are very 

Buying center
All the individuals and units that play a 
role in the purchase decision-making 
process.

Users
Members of the buying organization who 
will actually use the purchased product 
or service.

Influencers
People in an organization’s buying 
center who affect the buying decision; 
they often help define specifications and 
also provide information for evaluating 
alternatives.

Buyers
People in an organization’s buying center 
who make an actual purchase.

Deciders
People in an organization’s buying center 
who have formal or informal power to 
select or approve the final suppliers.

Gatekeepers
People in an organization’s buying center 
who control the flow of information to 
others.
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important to most buyers, especially in a tough economy. However, business buyers actually 
respond to both economic and personal factors. Far from being cold, calculating, and imper-
sonal, business buyers are human and social as well. They react to both reason and emotion.

Today, most B-to-B marketers recognize that emotion plays an important role in busi-
ness buying  decisions. Consider this example:9

 USG Corporation is a leading manufacturer of 
gypsum wallboard and other building materials for 
the construction and remodeling industries. Given 
its construction contractor, architect, and builder au-
dience, you might expect USG’s B-to-B ads to focus 
heavily on performance features and benefits, such 
as strength, impact resistance, ease of installation, and 
costs. USG does promote these benefits. However, 
its most recent corporate marketing campaign, built 
around its new “It’s Your World. Build It.” position-
ing, packs a decidedly more emotional wallop. The 
campaign focuses not on how USG’s products per-
form but on what the company and its products stand 
for and mean. For example, one split-image ad shows 
excited children building a sand castle on one side 
and a worker at a construction site, hard hat in hand, 
on the other. The headline states: “As children we 
imagine great kingdoms. Build them.” As one analyst 
concludes, “Building materials and emotion aren’t 
something you would link immediately, but the [USG] 
campaign captures a powerful sentiment about the 
human need to build.”

 Figure 6.2 lists various groups of influences on business buyers— environmental, 
organizational, interpersonal, and individual. Business buyers are heavily influenced 
by factors in the current and expected economic environment, such as the level of primary 
 demand, the economic outlook, and the cost of money. Another environmental factor is 
the supply of key materials. Business buyers also are affected by technological, political, and 
competitive developments in the environment. Finally, culture and customs can strongly in-
fluence business buyer reactions to the marketer’s behavior and strategies, especially in the 
international marketing environment (see Real Marketing 6.1). The business buyer must 
watch these factors, determine how they will affect the buyer, and try to turn these chal-
lenges into opportunities.

Organizational factors are also important. Each buying organization has its own objec-
tives, strategies, structure, systems, and procedures, and the business marketer must un-
derstand these factors well. Questions such as these arise: How many people are involved 
in the buying decision? Who are they? What are their evaluative criteria? What are the 
company’s policies and limits on its buyers?

The buying center usually includes many participants who influence each other, 
so interpersonal factors also influence the business buying process. However, it is often 
difficult to assess such interpersonal factors and group dynamics. Buying center par-
ticipants do not wear tags that label them as “key decision maker” or “not influential.” 
Nor do buying center participants with the highest rank always have the most influence. 

 Emotions play a role in business buying. Ads like this one from USG’s  
“It’s Your World. Build It.” corporate marketing campaign pack a decidedly 
emotional wallop.
USG

Environmental

The economy

Supply conditions

Technology

Politics/regulation

Competition

Culture and customs

Like consumer buying decisions
in Figure 5.2, business buying
decisions are affected by an
incredibly complex combination
of environmental, interpersonal,
and individual influences, but with
an extra layer of organizational
factors thrown into the mix.
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 FIGURE | 6.2 
A Model of Business Buyer  
Behavior
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and extending themselves in other ways, the 
world’s business leaders have met Americans 
more than halfway. In contrast, Americans too 
often do little except assume that others will 
march to their music. “We want things to be 
‘American’ when we travel. Fast. Convenient. 
Easy. So we become ‘ugly Americans’ by 
demanding that others change,” says one 
American world trade expert. “I think more 
business would be done if we tried harder.”

Poor Harry tried, all right, but in all the 
wrong ways. The British do not, as a rule, 
make deals over the phone as much as 
Americans do. It’s not so much a “cultural” dif-
ference as a difference in approach. A proper 
Frenchman neither likes instant familiarity nor 
refers to strangers by their first names. “That 
poor fellow, Jacques, probably wouldn’t show 
anything, but he’d not be pleased,” explains 
an expert on French business practices.

Harry’s flashy presentation would likely 
have been a flop with the Germans, who 
dislike overstatement and showiness. And to 
the Saudi Arabians, the pigskin binder would 
have been considered vile. An American 
salesperson who actually presented such a 
binder was unceremoniously tossed out of 
the country and his company was blacklisted 
from working with Saudi businesses.

Harry also committed numerous faux 
pas with his new Japanese acquaintance. 
Because the Japanese strive to please oth-
ers, especially when someone admires their 
possessions, the executive likely felt obli-
gated rather than pleased to give up his cuff 
links. Harry’s “hand on the back” probably 
labeled him as disrespectful and presumptu-
ous. Japan, like many Asian countries, is a 
“no-contact culture” in which even shaking 
hands is a strange experience. Harry made 
matters worse with his casual treatment of 
the business cards. Japanese people revere 
the business card as an extension of self and 
as an indicator of rank. They do not hand it to 
people; they present it—with both hands.

Things didn’t go well in Russia, either. 
Russian businesspeople maintain a conser-
vative, professional appearance, with dark 
suits and dress shoes. Taking one’s coat off 
during negotiations of any kind is taken as 
a sign of weakness. Placing hands in one’s 
pockets is considered rude, and showing 
the bottoms of one’s shoes is a disgust-
ing gesture. Similarly, in China, Harry ca-
sually dropping his chopsticks could have 
been misinterpreted as an act of aggression. 
Stabbing chopsticks into a bowl of rice and 
leaving them signifies death to the Chinese. 

Picture this: Consolidated Amalga-
mation Inc. thinks it’s time that the 
rest of the world enjoyed the same 
fine products it has offered American 
consumers for two generations. It 
dispatches Vice President Harry E. 
Slicksmile to Europe, Asia, and Africa 
to explore the territory. Mr. Slicksmile 
stops first in London, where he 

makes short work of some bankers—he  
rings them up on the phone. He handles 
Parisians with similar ease: After securing a ta-
ble at La Tour d’Argent, he greets his luncheon 
guest, the director of an industrial engineer-
ing firm, with the words, “Just call me Harry, 
Jacques.” In Germany, Mr. Slicksmile is a pow-
erhouse. Whisking through a flashy multimedia 
presentation on his iPad and an ultra-compact 
projector, he shows ’em that this Georgia boy 
knows how to make a buck.

Mr. Slicksmile next swings through Saudi 
Arabia, where he coolly presents a poten-
tial client with a multimillion-dollar proposal 
in a classy pigskin binder. Heading on to 
Moscow, Harry strikes up a conversation with 
the Japanese businessman sitting next to him 
on the plane. Harry compliments the man’s 
cuff links several times, recognizing him as a 
man of importance. As the two say good-bye, 
the man gifts his cuff links to Harry, presents 
his business card with both hands, and bows 
at the waist. Harry places his hand firmly on 
the man’s back to express sincere thanks, 
then slips his own business card into the 
man’s shirt pocket.

Harry takes Russia by storm as he meets 
with the CEO of a start-up tech firm. Feeling 
very at ease with the Russia executive, Harry 
sheds his suit coat, leans back, crosses one 
foot over the other knee, and slips his hands 
into his pockets. At his next stop in Beijing, 
China, Harry talks business over lunch with a 
group of Chinese executives. After complet-
ing the meal, he drops his chopsticks into his 
bowl of rice and presents each guest with a 
gift as a gesture of his desire to do business 
with them—an elegant Tiffany clock.

A great tour, sure to generate a pile of 
orders, right? Wrong. Six months later, 
Consolidated Amalgamation has nothing to 
show for the extended trip but a stack of bills. 
Abroad, they weren’t wild about Harry.

This hypothetical case has been exag-
gerated for emphasis. Americans are seldom 
such dolts. But experts say success in inter-
national business has a lot to do with knowing 
the territory and its people. By learning English 

International marketing manners: To compete successfully in global markets, companies 
must help their managers to understand the needs, customs, and cultures  
of international business buyers.
©David Crockett/Shutterstock
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while abroad. Cultures around the world dif-
fer greatly, and marketers must dig deeply 
to make certain they adapt to these differ-
ences. “When doing business in a foreign 

Participants may influence the buying decision because they control rewards and punish-
ments, are well liked, have special expertise, or have a special relationship with other 
important participants. Interpersonal factors are often very subtle. Whenever possible, 
business marketers must try to understand these factors and design strategies that take 
them into account.

Each participant in the business buying decision process brings in personal motives, 
perceptions, and preferences. These individual factors are affected by personal characteris-
tics such as age, income, education, professional identification, personality, and attitudes 
toward risk. Also, buyers have different buying styles. Some may be technical types who 
make in-depth analyses of competitive proposals before choosing a supplier. Other buyers 
may be intuitive negotiators who are adept at pitting the sellers against one another for the 
best deal.

The Business Buyer Decision Process
 Figure 6.3 lists the eight stages of the business buyer decision process.10 Buyers who 

face a new task buying situation usually go through all stages of the buying process. 
Buyers making modified or straight rebuys, in contrast, may skip some of the stages. We 
will examine these steps for the typical new task buying situation.

Problem Recognition
The buying process begins when someone in the company recognizes a problem or need 
that can be met by acquiring a specific product or service. Problem recognition can result 
from internal or external stimuli. Internally, the company may decide to launch a new prod-
uct that requires new production equipment and materials. Or a machine may break down 
and need new parts. Perhaps a purchasing manager is unhappy with a current supplier’s 
product quality, service, or prices. Externally, the buyer may get some new ideas at a trade 
show, see an ad or website, or receive a call from a salesperson who offers a better product 
or a lower price.

Problem recognition
The first stage of the business buying 
process in which someone in the 
company recognizes a problem or need 
that can be met by acquiring a good or 
a service.
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Performance
review

Supplier
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Supplier
search

Problem
recognition

General need
description

Product
specification

Proposal
solicitation

Performance
review

Supplier
selection

Order-routine
specification

Supplier
search

Buyers facing new, complex
buying decisions usually go
through all of these stages.
Those making rebuys often
skip some of the stages. Either
way, the business buyer
decision process is usually
much more complicated than
this simple flow diagram
suggests.

 FIGURE | 6.3 
Stages of the Business Buyer Decision Process

The clocks Harry offered as gifts might have 
confirmed such dark intentions. To “give a 
clock” in Chinese sounds the same as “see-
ing someone off to his end.”

Thus, to compete successfully in global 
markets, or even to deal effectively with inter-
national firms in their home markets, compa-
nies must help their managers to understand 
the needs, customs, and cultures of interna-
tional business buyers. Several companies 
now offer smartphone apps that provide tips 
to international travelers and help prevent 
them from making embarrassing mistakes 

country and a foreign culture . . . take nothing 
for granted,” advises an international busi-
ness specialist. “Turn every stone. Ask every 
question. Dig into every detail.”

Sources: Portions adapted from Susan Harte, “When in Rome, You Should Learn to Do What the Romans Do,” 
The Atlanta Journal-Constitution, January 22, 1990, pp. D1, D6. Additional information and examples can be found 
in Susan Adams, “Business Etiquette Tips for International Travel,” Forbes, June 6, 2012, www.forbes.com / 
sites /susanadams/2012/06/15/business-etiquette-tips-for-international-travel/; Jeanette S. Martin and Lillian H. 
Cheney, Global Business Etiquette (Santa Barbara, CA: Praeger Publishers, 2013); “A Quick Guide to Business 
Etiquette around the World,” Business Insider, May 12, 2015, www.businessinsider.com/a-guide-to-business - 
etiquette-around-the-world-2015-5; and “International Business Etiquette, Manners, & Culture,” www.cyborlink . 
com, accessed September 2016.
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In fact, business marketers often alert customers to potential prob-
lems and then show how their products and services provide solu-
tions.  For example, consulting firm Accenture’s award-winning “High 
Performance. Delivered.” B-to-B ads do this. One Accenture ad points to 
the urgent need for a business to get up to speed with digital technology. 
“Accenture Digital can help you attract more customers.” the ad states, 
showing moths drawn to a brightly lit smartphone screen. Accenture’s 
solution: “Our industry  expertise, coupled with our integrated capabili-
ties across interactive, analytics, and mobility, can help you take advan-
tage of the opportunity to innovate and compete.” Other ads in the series 
tell success stories of how Accenture has helped client companies recog-
nize and solve a variety of other problems.11

General Need Description
Having recognized a need, the buyer next prepares a general need 
 description that describes the characteristics and quantity of the 
needed item. For standard items, this process presents few problems. 
For complex items, however, the buyer may need to work with others— 
engineers, users,  consultants—to define the item. The team may want to 
rank the importance of reliability, durability, price, and other attributes 
desired in the item. In this phase, the alert business marketer can help 
the buyers define their needs and provide  information about the value 
of different product characteristics.

Product Specification
The buying organization next develops the item’s technical product 
 specifications, often with the help of a value analysis engineering team. 

Product value analysis is an approach to cost reduction in which components are studied care-
fully to determine if they can be redesigned, standardized, or made by less costly methods of 
production. The team decides on the best product characteristics and specifies them accord-
ingly. Sellers, too, can use value analysis as a tool to help secure a new account. By showing 
buyers a better way to make an object, outside sellers can turn straight rebuy situations into 
new task situations that give them a chance to obtain new business.

Supplier Search
The buyer now conducts a supplier search to find the best vendors. The buyer can com-
pile a small list of qualified suppliers by reviewing trade directories, doing online searches, 
or phoning other companies for recommendations. Today, more and more companies are 
turning to the internet to find suppliers. For marketers, this has leveled the playing field—
the internet gives smaller suppliers many of the same advantages as larger competitors.

The newer the buying task and the more complex and costly the item, the greater the 
amount of time the buyer will spend searching for suppliers. The supplier’s task is to get 
listed in major directories and build a good reputation in the marketplace. Salespeople 
should watch for companies in the process of searching for suppliers and make certain that 
their firm is considered.

Proposal Solicitation
In the proposal solicitation stage of the business buying process, the buyer invites quali-
fied suppliers to submit proposals. In response, some suppliers will refer the buyer to their 
website or promotional materials or send a salesperson to call on the prospect. However, 
when the item is complex or expensive, the buyer will usually require a detailed written 
proposal or formal presentation from each potential supplier.

Business marketers must be skilled in researching, writing, and presenting proposals 
in response to buyer proposal solicitations. Proposals should be marketing documents, not 
just technical documents. Presentations should inspire confidence and should make the 
marketer’s company stand out from the competition.

General need description
The stage in the business buying process 
in which a buyer describes the general 
characteristics and quantity of a needed 
item.

Product specification
The stage of the business buying process 
in which the buying organization decides 
on and specifies the best technical 
product characteristics for a needed item.

Supplier search
The stage of the business buying process 
in which the buyer tries to find the best 
vendors.

Proposal solicitation
The stage of the business buying process 
in which the buyer invites qualified 
suppliers to submit proposals.

 Problem recognition: This Accenture ad alerts 
customers to the problem of getting up to speed with 
digital technology, then suggests a solution. It promises 
“High Performance. Delivered.”
Accenture
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Supplier Selection
The members of the buying center now review the proposals and select a supplier or 
suppliers. During supplier selection, the buying center often will draw up a list of the 
desired supplier attributes and their relative importance. Such attributes include product 
and service quality, reputation, on-time delivery, ethical corporate behavior, honest com-
munication, and competitive prices. The members of the buying center will rate suppliers 
against these attributes and identify the best suppliers.

Buyers may attempt to negotiate with preferred suppliers for better prices and terms 
before making the final selections. In the end, they may select a single supplier or a few 
suppliers. Many buyers prefer multiple sources of supplies to avoid being totally depen-
dent on one supplier and to allow comparisons of prices and performance of several sup-
pliers over time. Today’s supplier development managers want to develop a full network 
of supplier-partners that can help the company bring more value to its customers.

Order-Routine Specification
The buyer now prepares an order-routine specification. It includes the final order with 
the chosen supplier or suppliers and lists items such as technical specifications, quantity 
needed, expected delivery time, return policies, and warranties. In the case of mainte-
nance, repair, and operating items, buyers may use blanket contracts rather than periodic 
purchase orders. A blanket contract creates a long-term relationship in which the supplier 
promises to resupply the buyer as needed at agreed prices for a set time period.

Many large buyers now practice vendor-managed inventory, in which they turn over or-
dering and inventory responsibilities to their suppliers. Under such systems, buyers share 
sales and inventory information directly with key suppliers. The suppliers then monitor 
inventories and replenish stock automatically as needed. For example, most major suppli-
ers to large retailers such as Walmart, Target, Home Depot, and Lowe’s assume vendor-
managed inventory responsibilities.

Performance Review
In this stage, the buyer reviews supplier performance. The buyer may contact users and 
ask them to rate their satisfaction. The performance review may lead the buyer to con-
tinue, modify, or drop the arrangement. The seller’s job is to monitor the same factors used 
by the buyer to make sure that the seller is giving the expected satisfaction.

In all, the eight-stage buying-process model shown in Figure 6.3 provides a simple 
view of the business buying as it might occur in a new task buying situation. However, the 
actual process is usually much more complex. In the modified rebuy or straight rebuy situ-
ation, some of these stages would be compressed or bypassed. Each organization buys in 
its own way, and each buying situation has unique requirements.

Different buying center participants may be involved at different stages of the process. 
Although certain buying-process steps usually do occur, buyers do not always follow them 
in the same order, and they may add other steps. Often, buyers will repeat certain stages 
of the process. Finally, a customer relationship might involve many different types of pur-
chases ongoing at a given time, all in different stages of the buying process. The seller must 
manage the total customer relationship, not just individual purchases.

Engaging Business Buyers with Digital  
and Social Marketing
As in every other area of marketing, the explosion of information technologies and online, 
mobile, and social media has changed the face of the B-to-B buying and marketing process. 
In the following sections, we discuss two important technology advancements: e-procurement 
and online purchasing and B-to-B digital and social media marketing.

E-procurement and Online Purchasing
Advances in information technology have dramatically affected the face of the B-to-B buy-
ing process. Online purchasing, often called e-procurement, has grown rapidly in recent 

Supplier selection
The stage of the business buying process 
in which the buyer reviews proposals and 
selects a supplier or suppliers.

Order-routine specification
The stage of the business buying process 
in which the buyer writes the final order 
with the chosen supplier(s), listing the 
technical specifications, quantity needed, 
expected time of delivery, return policies, 
and warranties.

Performance review
The stage of the business buying 
process in which the buyer assesses 
the performance of the supplier and 
decides to continue, modify, or drop the 
arrangement.

E-procurement
Purchasing through electronic 
connections between buyers and 
sellers—usually online.
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years. Virtually unknown two decades ago, online purchasing is standard procedure for 
most companies today. In turn, business marketers can connect with customers online to 
share marketing information, sell products and services, provide customer support ser-
vices, and maintain ongoing customer relationships.

Companies can do e-procurement in any of several ways. They can conduct reverse 
auctions, in which they put their purchasing requests online and invite suppliers to bid 
for the business. Or they can engage in online trading exchanges, through which com-
panies work collectively to facilitate the trading process. Companies also can conduct 
e-procurement by setting up their own company buying sites. For example, GE operates 

a company trading site on which it posts its buying needs and 
invites bids, negotiates terms, and places orders. Or companies 
can create extranet links with key suppliers. For instance, they 
can create direct procurement accounts with suppliers such as 
Dell or Staples through which company buyers can purchase 
equipment, materials, and supplies directly.   Staples oper-
ates a business-to-business procurement division called Staples 
Business Advantage, which serves the office supplies and ser-
vices buying needs of businesses of any size, from 10 employees 
to the Fortune 1000.

Business-to-business e-procurement yields many benefits. 
First, it shaves transaction costs and results in more efficient pur-
chasing for both buyers and suppliers. E-procurement reduces the 
time between order and delivery. And an online-powered pur-
chasing program eliminates the paperwork associated with tradi-
tional requisition and ordering procedures and helps an organiza-
tion keep better track of all purchases. Finally, beyond the cost 
and time savings, e-procurement frees purchasing people from a 
lot of drudgery and paperwork. Instead, they can focus on more- 
strategic issues, such as finding better supply sources and work-
ing with suppliers to reduce costs and develop new products.

The rapidly expanding use of e-procurement, however, also 
presents some problems. For example, at the same time that the 
internet makes it possible for suppliers and customers to share 
business data and even collaborate on product design, it can also 
erode decades-old customer–supplier relationships. Many buyers 
now use the power of the internet to pit suppliers against one an-
other and search out better deals, products, and turnaround times 
on a purchase-by-purchase basis.

Business-to-Business Digital and Social Media Marketing
In response to business customers’ rapid shift toward online buying, today’s B-to-B 
marketers are now using a wide range of digital and social media marketing ap-
proaches—from websites, blogs, mobile apps, e-newsletters, and proprietary online net-
works to mainstream social media such as Facebook, LinkedIn, YouTube, Google+, and 
Twitter—to engage business customers and manage customer relationships anywhere, 
anytime.

B-to-B digital and social media marketing isn’t just growing, it’s exploding. 
Digital and social media marketing have rapidly become the new space for engaging 
business customers. Consider Maersk Line, the world’s leading container shipping and 
 transport company, serving business customers through 374 offices in 160 countries:12

 You might not expect much by way of new-age marketing from an old-line container 
shipping company, but think again. Maersk Line is one of the most forward-looking and 
accomplished B-to-B digital and social media marketers in any industry. Maersk Line has 
sailed full steam ahead into the social media waters with eight global accounts on primary 
social media networks including Facebook, LinkedIn, Twitter, and YouTube. Maersk Line has 
more than 1.1 million Facebook followers with an average engagement of 7 percent per post, 
making Facebook a platform for engaging a broad audience of customers and other stakehold-
ers interested in the brand. On Instagram, the company shares customer and employee images 
and stories to help visualize the brand. On YouTube it posts informational and educational 

B-to-B digital and social media 
marketing
Using digital and social media marketing 
approaches to engage business 
customers and manage customer 
relationships anywhere, anytime.

 Online buying: Staples operates a business-to-business 
procurement division called Staples Business Advantage, which 
serves the office supplies and services buying needs of business 
customers of any size.
Staples
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videos detailing Maersk Line’s activities, services, and people. Maersk Line’s Twitter 
feed presents the latest news and events, creating conversation and buzz with and 
among its more than 123,000 Twitter followers. The company’s LinkedIn account, 
with more than 155,500 followers, lets Maersk Line engage customers, opinion lead-
ers, and industry influencers, who share information and discuss industry challenges 
and opportunities with shipping and logistics experts. Why all this social media? 
“The goal is to use social media to get closer to our customers,” says Maersk Line.

Compared with traditional media and sales approaches, digital and social 
media can create greater customer engagement and interaction. B-to-B market-
ers know that they aren’t really targeting businesses, they are targeting individuals 
in those businesses who affect buying decisions. And today’s business buyers 
are always connected via their digital devices—whether it’s PCs, tablets, or 
smartphones.

Digital and social media play an important role in engaging these always-
connected business buyers in a way that personal selling alone cannot. Instead of 
the old model of sales reps calling on business customers at work or maybe meet-
ing up with them at trade shows, the new digital approaches facilitate anytime, 
anywhere connections between a wide range of people in the selling and customer 
organizations. It gives both sellers and buyers more control of and access to impor-
tant information. B-to-B marketing has always been social network marketing, but 
today’s digital environment offers an exciting array of new networking tools and 
applications.

Some B-to-B companies mistakenly assume that today’s digital and social 
media are useful primarily to consumer products and services companies. But no 
matter what the industry, digital platforms can be powerful tools for engaging 
customers and other important publics. For example, industrial powerhouse GE 
uses a wide array of digital and social media, not just to engage and support its 
business customers directly but also to tell the compelling GE brand story more 
broadly and to keep the company relevant, contemporary, and accessible (see 
Real Marketing 6.2).

Institutional and Government Markets
So far, our discussion of organizational buying has focused largely on the buying behavior 
of business buyers. Much of this discussion also applies to the buying practices of insti-
tutional and government organizations. However, these two nonbusiness markets have 
additional characteristics and needs. In this final section, we address the special features of 
institutional and government markets.

Institutional Markets
The institutional market consists of schools, hospitals, nursing homes, prisons, and other 
institutions that provide goods and services to people in their care. Institutions differ from 
one another in their sponsors and their objectives. For example, Community Health Systems 
runs 203 for-profit hospitals in 29 states, generating $18 billion in annual revenues. By con-
trast, the Shriners Hospitals for Children is a nonprofit organization with 21 facilities that 
provide free specialized health care for children, whereas the government-run Veterans 
Affairs Medical Centers located across the country provide special services to veterans.13 
Each institution has different buying needs and resources.

Institutional markets can be huge. Consider the massive and expanding U.S. prisons 
economy:

More than 720 out of every 100,000 people in the United States are in prison—that’s 2.2 million 
people. Criminal correction spending has outpaced budget growth in education, transportation, 
and public assistance. U.S. prisons spend about $74 billion annually—an average of $31,000 per 
prisoner—to keep their facilities running, an amount greater than the GDP of 133 nations. The 
ultimate captive market, it translates into plenty of work for companies looking to break into 
the prison market. “Our core business touches so many things—security, medicine, education, 
food service, maintenance, technology—that it presents a unique opportunity for any number of 
vendors to do business with us,” says an executive at Corrections Corporation of America, the 
largest private prison operator in the country.14

Institutional market
Schools, hospitals, nursing homes, 
prisons, and other institutions that 
provide goods and services to people 
in their care.

 Container shipping giant Maersk Line 
engages business customers through a 
boatload of digital and social media. “The goal 
is to get closer to our customers.”
A.P. Møller-Mærsk A/S
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is social,” says GE’s chief marketing officer 
(CMO). “If you’re in business you need social 
because it’s going to get you closer to your 
customers. We want to get our sales team 
100 percent digitized.”

But GE’s most inspired use of digital and 
social media goes well beyond the basics of 
engaging and supporting customers directly. 
GE also uses digital platforms to reach out 
to other important publics. “The more people 
know GE, the more they like GE,” says the 
company’s director of global media. “So our 
[digital] content strategy is about uncovering 
and telling great stories about innovation, 
technology, big data, developing healthcare, 
and so on. We want our customers, our 
shareholders, our employees to know what 
GE thinks about the world,” a task ideally 
suited to digital and social media. The goal 
is to make the GE brand relevant, contem-
porary, and accessible. “No one remembers 
product specs and features. But a great 
story well told hits home,” says GE’s CMO. 
“Compelling stories bring a brand to life—they 
make us relevant, poignant, vibrant, droll, and 
hopefully memorable.”

To that end, over the past several years, 
GE has unleashed a remarkable array of 
 digital content that connects the brand with 

consumers and positions the 130-year-old 
company as a youthful, contemporary tech-
nology leader in the new digital industrial 
era. For example, one of GE’s first and most 
successful social media campaigns was #six-
secondscience, a program launched on Vine 
asking people to share their favorite science 
experiments in video clips of six seconds 
or less. The campaign drew in 400 videos 
in a week, including demonstrations of ev-
erything from how to make a volcano using 
a pile of sand, vinegar, and baking soda to 
a homemade Tesla coil in action. The Vine 
campaign won awards and accolades. More 
important, it got people to spend time with 
the GE brand.

You’ll find GE actively engaged on all 
the major social media. For example, GE’s 
numerous Pinterest, Tumblr, and Instagram 
sites introduce tech enthusiasts to the raw 
beauty of the company’s innovative indus-
trial products and technologies. “I love our 
Instagram feed,” says the CMO. “It shows 
the majesty and scale of our big machines. 
It’s GE at our badass best.” In fact, the very 
first board at the GE Pinterest site is “Badass 
Machines.” Others include “From the Factory 
Floor,” “Minds and Machines,” and “Brilliant 
Machines.”

Few brands are more familiar than 
GE. For more than 130 years, 
we’ve packed our homes with GE  
products—from good ol’ GE light-
bulbs to refrigerators, ranges, 
clothes washers and dryers, mi-
crowave ovens, and hundreds of 

other products bearing the familiar GE script 
logo. But here’s a fact that might startle you. 
Less than a meager 8 percent of GE’s $117 
billion in annual sales comes from consumer 
products.

The vast majority of the company’s sales 
comes from industrial products and services 
across a wide range of energy, transporta-
tion, and health-care industries. Far beyond 
lightbulbs and appliances, GE sells everything 
from jet aircraft engines, giant wind turbines, 
and diesel locomotives to water process-
ing systems and high-tech medical imaging 
equipment. GE bills itself as an “industrial 
infrastructure company,” one that’s on a mis-
sion to “invent the next industrial era, to build, 
move, power, and cure the world.”

Jet engines? Diesel locomotives? Power 
turbines? Yawn. To many people, “industrial” 
translates to “dull.” It’s hardy the fodder for 
stimulating digital and social media content. 
But GE doesn’t see it that way. GE has a 
brand story to tell—a story of big, bad ma-
chines and innovative technologies that are 
changing the world and how we live in it. And it 
sees digital as an ideal platform for sharing that 
story. As a result, GE has become a model for 
B-to-B use of digital and social media.

At a core level, GE covers the digital basics 
well through a wide variety of platforms that in-
form and engage business customers directly, 
connect them with GE salespeople, and pro-
mote customer purchasing and relationships. 
For example, GE’s various divisions—from GE 
Aviation to GE Healthcare and GE Energy—
offer dozens of industry-specific websites, 
containing thousands of individual site areas 
and tens of thousands of pages that provide 
B-to-B customers with purchasing solutions, 
product overviews, detailed technical informa-
tion, online videos and webinars, live chats, 
and real-time customer support.

GE also helps its sales force engage busi-
ness customers more deeply through a com-
prehensive presence in major social media 
such as Facebook, Twitter, LinkedIn, Google+, 
Salesforce.com, and even Instagram, Pinterest, 
and Vine. “We have a core belief that business 

Through its inspired use of digital and social media, industrial powerhouse GE engages 
customers and keeps the GE brand relevant, contemporary, and accessible to important 
publics in today’s digital industrial era.
GE
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GE also publishes an innovative daily on-
line B-to-B blog, called GE Reports, which 
features science fiction–like stories on topics 
such as moon power, digital pathology, and 
3D printing done by hand. The blog includes 
original content from various GE sources, 
including GE Garages—an initiative designed 
to reinvigorate innovation and manufactur-
ing by providing a collaborative space where 
technologists, entrepreneurs, and everyday 
Americans can engage in hands-on experi-
ences with 3D printers, computer-controlled 
milling machines, laser cutters, and injection 
molders. As with GE’s other digital content, 
GE Reports offers easily digestible material 
that gets people excited about the future of 
technology and science while positioning GE 
as a company that is leading them into that 
future.

GE has also mastered the art of digital 
video content. An example is the company’s 
recent award-winning “Childlike Imagination” 
campaign, a series of video ads that show 
the scope of GE’s product lines through 

Many institutional markets are characterized by low 
budgets and captive patrons. For example, hospital pa-
tients have little choice but to eat whatever food the hos-
pital supplies. A hospital purchasing agent has to decide 
on the  quality of food to buy for patients. Because the 
food is provided as a part of a total service package, the 
buying objective is not profit. Nor is strict cost minimiza-
tion the goal—patients receiving poor-quality food will 
complain to others and damage the hospital’s reputation. 
Thus, the hospital purchasing agent must search for in-
stitutional food vendors whose quality meets or exceeds 
a certain minimum standard and whose prices are low.

Many marketers set up separate divisions to meet 
the special characteristics and needs of institutional 
buyers.  For example General Mills Convenience and 
Foodservice unit produces, packages, prices, and markets 
its broad assortment of cereals, cookies, snacks, and other 
products to better serve the specific food service require-
ments of hospitals, schools, hotels, and other institutional 
markets in addition to  traditional B-to-B businesses such 
as convenience stores.15

Government Markets
The government market offers large opportunities for many companies, both big and 
small. In most countries, government organizations are major buyers of goods and ser-
vices. In the United States alone, federal, state, and local governments contain more than 
89,000 buying units that purchase more than $3 trillion in goods and services each year.16 
Government buying and business buying are similar in many ways. But there are also 
differences that must be understood by companies that wish to sell products and services 
to governments. To succeed in the government market, sellers must locate key decision 
makers, identify the factors that affect buyer behavior, and understand the buying deci-
sion process.

Government market
Governmental units—federal, state, 
and local—that purchase or rent goods 
and services for carrying out the main 
functions of government.

the eyes of a little girl whose Mom works at 
GE. The magical videos bring GE’s industrial 
products—from jet engines, diesel locomo-
tives, and giant wind turbines to hospital di-
agnostics machines—to life through the eyes 
of an amazed young girl whose mom works 
at GE. “My mom? She makes underwater 
fans that are powered by the moon,” declares 
the girl. “My mom makes airplane engines 
that can talk.” Although these videos can be 
shown as ads on traditional broadcast TV, 
they drive substantial online traffic through 
GE’s social media channels.

Thus, in its digital efforts, GE acts less like 
an advertiser and more like a brand content 

publisher—creating, curating, and shaping 
brand content and conversations in real time. 
“For a brand that has the history that we do, 
staying modern, contemporary, and relevant 
is something we think about every single 
day,” says GE’s CMO. “We think about who 
shares our passion and our interest in sci-
ence, technology, and engineering and we go 
after that. We do that on platforms as diverse 
as Instagram, Vine, Snapchat, Yo, and many 
others.” In all, few companies do digital better 
than GE. “When it comes to innovative social 
media campaigns,” says one analyst, GE is 
“often light-years ahead of most marketers,” 
regardless of industry.

Sources: Katie Richards, “GE’s Chief Marketing Officer on Storytelling in the New Digital Industrial Era,” Adweek, 
October 12, 2015, pp. 11–12; Bill Sobel, “GE’s Linda Boff: Content Created to Help Is What Sells,” CMSWire, 
September 24, 2015, www.cmswire.com/cms/customer-experience/ges-linda-boff-content-created-to-help-is 
-what-sells-027470.php; Jason Hill, “GE: From an Advertiser to a Publishing Company,” in Deborah Malone, The 
Reinvention of Marketing (New York: The Internationalist Press, 2014), Kindle locations 399–400; Anthony Gaenzle, 
“GE Raises the Bar for B2B Content Marketing,” March 2, 2015, http://enveritasgroup.com/2015/03/02/ge-raises 
-the-bar-for-b2b-content-marketing/; and www.youtube.com/watch?v=Co0qkWRqTdM, www.gereports.com, 
www .pinterest.com/generalelectric/, www.ge.com, and www.ge.com/investor-relations, accessed September 2016.

 General Mills Convenience and Foodservice produces, packages, 
prices, and markets its broad assortment of foods to better serve the 
specific food service requirements of various institutional markets. 
Justin Sullivan/Getty Images
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Government organizations typically require suppliers to submit bids, and normally 
they award the contract to the lowest bidder. In some cases, a governmental unit will make 
allowances for the supplier’s superior quality or reputation for completing contracts on 
time. Governments will also buy on a negotiated contract basis, primarily in the case of 
complex projects involving major R&D costs and risks and in cases where there is little 
competition.

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

Like consumer and business buyers, government buyers are affected by environmen-
tal, organizational, interpersonal, and individual factors. One unique thing about govern-
ment buying is that it is carefully watched by outside publics, ranging from Congress to 
a variety of private groups interested in how the government spends taxpayers’ money. 
Because their spending decisions are subject to public review, government organizations 
require considerable documentation from suppliers, who often complain about excessive 
paperwork, bureaucracy, regulations, decision-making delays, and frequent shifts in pro-
curement personnel.

Given all the red tape, why would any firm want to do business with the U.S. gov-
ernment? The reasons are quite simple: The U.S. government is the world’s largest buyer 
of products and services—about $450 billion last year—and its checks don’t bounce. 
The government buys everything from socks to stealth bombers. For example, this year, 
the federal government will spend a whopping $80 billion on information technology, 
$11.4 billion of which is for managing the technology of the Department of Health and 
Human Services.17

Most governments provide would-be suppliers with detailed guides describing 
how to sell to the government. For example, the U.S. Small Business Administration 
provides on its website detailed advice for small businesses seeking government 
contracting  opportunities (www.sba.gov/category/navigation-structure/contracting 
/contracting-opportunities). And the U.S. Commerce Department’s website is loaded 
with information and advice on international trade opportunities (www.commerce.gov 
/about-commerce/grants-contracting-trade-opportunities).

In several major cities, the General Services Administration operates Business Service 
Centers with staffs to provide a complete education on the way government agencies 
buy, the steps that suppliers should follow, and the procurement opportunities available. 
Various trade magazines and associations provide information on how to reach schools, 
hospitals, highway departments, and other government agencies. And almost all of these 
government organizations and associations maintain internet sites offering up-to-date 
information and advice. Still, suppliers have to master the system and find ways to cut 
through the red tape, especially for large government purchases.

Noneconomic criteria are playing a growing role in government buying. Government 
buyers are asked to favor depressed business firms and areas; small business firms; minor-
ity-owned firms; and business firms that avoid race, gender, or age discrimination. Sellers 
need to keep these factors in mind when seeking government business.

Many companies that sell to the government have not been very marketing oriented 
for a number of reasons. Total government spending is determined by elected officials 
rather than by any marketing effort to develop this market. Government buying has em-
phasized price, making suppliers invest their effort in technology to bring costs down. 
When the product’s characteristics are specified carefully, product differentiation is not a 
marketing factor. Nor do advertising or personal selling matter much in winning bids on 
an open-bid basis.

Several companies, however, have established separate government marketing de-
partments, including GE, Boeing, and Goodyear. Other companies sell primarily to gov-
ernment buyers, such as Lockheed Martin, which makes more than 80 percent of its sales 
from the U.S. government, either as a prime contractor or a subcontractor. These compa-
nies anticipate government needs and projects, participate in the product specification 
phase, gather competitive intelligence, prepare bids carefully, and produce stronger com-
munications to describe and enhance their companies’ reputations.

Other companies have established customized marketing programs for government 
buyers. For example, Dell has specific business units tailored to meet the needs of federal 
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Objectives Review

as well as state and local government buyers. Dell offers its customers tailor-made Premier 
web pages that include special pricing, online purchasing, and service and support for 
each city, state, and federal government entity.

During the past decade, a great deal of the government’s buying has gone online. 
The Federal Business Opportunities website (www.fbo.gov) provides a single point 
of entry through which commercial vendors and government buyers can post, search, 
monitor, and retrieve opportunities solicited by the entire federal contracting com-
munity. The three federal agencies that act as purchasing agents for the rest of govern-
ment have also launched websites supporting online government purchasing activity. 
The General Services Administration, which influences more than one-quarter of the 
federal government’s total procurement dollars, has set up a GSA Advantage! website 
(www.gsaadvantage.gov). The Defense Logistics Agency offers an Internet Bid Board 
System (www.dibbs.bsm.dla.mil) for purchases by America’s military services. And the 
Department of Veterans Affairs facilitates e-procurement through its VA Advantage! 
website (https://VAadvantage.gsa.gov).

Such sites allow authorized defense and civilian agencies to buy everything from 
office supplies, food, and information technology equipment to construction services 
through online purchasing. The General Services Administration, the Defense Logistics 
Agency, and the Department of Veterans Affairs not only sell stocked merchandise through 
their websites but also create direct links between government buyers and contract sup-
pliers. For example, the branch of the Defense Logistics Agency that sells 160,000 types 
of medical supplies to military forces transmits orders directly to vendors such as Bristol-
Myers Squibb. Such online systems promise to eliminate much of the hassle sometimes 
found in dealing with government purchasing.18

6 Reviewing and Extending the Concepts

OBJECTIVES REVIEW AND KEY TERMS

Business markets and consumer markets are alike in some key 
ways. For example, both include people in buying roles who 
make purchase decisions to satisfy needs. But business markets 
also differ in many ways from consumer markets. For one thing, 
the business market is huge, far larger than the consumer mar-
ket. Within the United States alone, the business market includes 
organizations that annually purchase trillions of dollars’ worth of 
goods and services.

OBJECTIVE 6-1 Define the business market and 
explain how business markets differ from consumer 
markets. (pp 188–190)

The business market comprises all organizations that buy goods 
and services for use in the production of other products and 
services or for the purpose of reselling or renting them to others 
at a profit. As compared to consumer markets, business markets 
usually have fewer but larger buyers. Business demand is de-
rived demand, which tends to be more inelastic and fluctuating 
than consumer demand. The business buying decision usually 
involves more, and more professional, buyers. Business buyers 
usually face more complex buying decisions, and the buying pro-
cess tends to be more formalized. Finally, business buyers and 
sellers are often more dependent on each other.

OBJECTIVE 6-2 Identify the major factors that influence 
business buyer behavior. (pp 190–195)

Business buyers make decisions that vary with the three types 
of buying situations: straight rebuys, modified rebuys, and new 
tasks. The decision-making unit of a buying organization—the 
buying center—can consist of many different persons playing 
many different roles. The business marketer needs to know the 
following: Who are the major buying center participants? In what 
decisions do they exercise influence and to what degree? What 
evaluation criteria does each decision participant use? The busi-
ness marketer also needs to understand the major environmen-
tal, organizational, interpersonal, and individual influences on the 
buying process.

OBJECTIVE 6-3 List and define the steps in the 
business buying decision process. (pp 195–197)

The business buying decision process itself can be quite in-
volved, with eight basic stages: problem recognition, general 
need description, product specification, supplier search, pro-
posal solicitation, supplier selection, order-routine specification, 
and performance review. Buyers who face a new task buying 
situation usually go through all stages of the buying process. 
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MyLab Marketing
Go to mymktlab.com to complete the problems marked with this icon .

Buyers making modified or straight rebuys may skip some of the 
stages. Companies must manage the overall customer relation-
ship, which often includes many different buying decisions in 
various stages of the buying decision process.

OBJECTIVE 6-4 Discuss how new information 
technologies and online, mobile, and social media 
have changed business-to-business marketing.  
(pp 197–199)

Recent advances in information and digital technology have 
given birth to “e-procurement,” by which business buyers are 
purchasing all kinds of products and services online. The internet 
gives business buyers access to new suppliers, lowers purchas-
ing costs, and hastens order processing and delivery. Business 
marketers also are increasingly connecting with customers on-
line and through digital, mobile, and social media to engage 
customers, share marketing information, sell products and ser-
vices, provide customer support services, and maintain ongoing 
 customer relationships.

OBJECTIVE 6-5 Compare the institutional and 
government markets and explain how institutional 
and government buyers make their buying decisions. 
(pp 199–203)

The institutional market consists of schools, hospitals, prisons, 
and other institutions that provide goods and services to people 
in their care. These markets are characterized by low budgets 
and captive patrons. The government market, which is vast, 
consists of government units—federal, state, and local—that 
purchase or rent goods and services for carrying out the main 
functions of government.

Government buyers purchase products and services for 
defense, education, public welfare, and other public needs. 
Government buying practices are highly specialized and speci-
fied, with open bidding or negotiated contracts characterizing 
most of the buying. Government buyers operate under the 
watchful eye of the U.S. Congress and many private watchdog 
groups. Hence, they tend to require more forms and signatures 
and respond more slowly and deliberately when placing orders.

Key Terms

OBJECTIVE 6-1
Business buyer behavior (p 188)
Business buying process (p 188)
Derived demand (p 189)
Supplier development (p 190)

OBJECTIVE 6-2
Straight rebuy (p 191)
Modified rebuy (p 191)
New task (p 191)
Systems selling (solutions selling)  

(p 191)

Buying center (p 192)
Users (p 192)
Influencers (p 192)
Buyers (p 192)
Deciders (p 192)
Gatekeepers (p 192)

OBJECTIVE 6-3
Problem recognition (p 195)
General need description (p 196)
Product specification (p 196)
Supplier search (p 196)
Proposal solicitation (p 196)

Supplier selection (p 197)
Order-routine specification (p 197)
Performance review (p 197)

OBJECTIVE 6-4
E-procurement (p 197)
B-to-B digital and social media 

 marketing (p 198)

OBJECTIVE 6-5
Institutional market (p 199)
Government market (p 201)

DISCUSSION AND CRITICAL THINKING

Discussion Questions
6-1 Explain how the market structure and demand differ 

for business markets compared with consumer markets. 
(AACSB: Communication; Reflective Thinking)

6-2 Describe the tools B-to-B marketers use to engage cus-
tomers. What are the challenges with B-to-B social media 
marketing? (AACSB: Communication; Reflective Thinking)

6-3 What are systems or solutions selling? How can an 
organization be successful in this area of sales? What 

are customers looking for from suppliers? (AACSB: 
Communication; Reflective Thinking)

6-4 What are the major influences on business buyers? 
(AACSB: Communication; Reflective Thinking)

6-5 Compare the institutional and government markets and 
explain how institutional and government buyers make 
their buying decisions. (AACSB: Communication)
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Critical Thinking Exercises
6-6 Business buying can be a very involved process. Many 

companies employ procurement or purchasing experts 
dedicated to managing the firm’s buying process. Visit 
www.glassdoor.com/salaries and www.indeed.com/salary 
to conduct a search of the salary ranges for “procurement 
specialists” and similar positions in purchasing. Present 
your findings. Can e-procurement help to streamline the 
buying process? Might it eventually replace employees in 
these careers? Discuss if it is possible for all buying func-
tions to be performed through e-procurement. (AACSB: 
Communication, Reflective Thinking, Use of IT)

6-7 Interview a businessperson to learn how purchases are 
made in his or her organization. Ask this person to de-
scribe a straight rebuy, a modified rebuy, and a new-task 
buying situation that took place recently or of which he 
or she is aware (define them if necessary). Did the buying 
process differ based on the type of product or purchase 

situation? Ask the businessperson to explain the role he 
or she played in a recent purchase and to discuss the 
factors that influenced the decision. Write a brief report 
of your interview by applying the concepts you learned in 
this chapter regarding business buyer behavior. (AACSB: 
Communication; Reflective Thinking)

6-8 At various times, many governments have favored a 
procurement process that requires government buyers 
to choose domestic rather than foreign suppliers. This 
approach has also been used by some retailers as inte-
gral parts of their advertising, encouraging consumers to 
buy domestic rather than overseas brands. Investigate 
the government procurement policy in your own coun-
try and try to find a retailer that has run an advertising 
campaign like this. How were these policies and cam-
paigns received? What was their longevity? (AACSB: 
Communication; Reflective Thinking)

APPLICATIONS AND CASES

Online, Mobile, and Social Media Marketing E-procurement and Mobile 
Procurement
Gone are the days of tedious, paper-laden, and labor-intensive 
procurement duties. E-procurement is changing the way buyers 
and sellers do business, specifically via mobile procurement that 
offers cloud-based platforms that reduce the search, order, and 
approval cycle. Most large companies have adopted some form 
of e-procurement. A recent study found that almost 70 percent 
of companies utilize some form of e-procurement, mobile pro-
curement, or supply chain management applications. A leading 
industry platform, Coupa, provides a suite of cloud-based ap-
plications for finance, including accounts payable, sourcing, 
procurement, and expense management that allows customers 
full functionality from their mobile devices. Employees now enjoy 
the flexibility and time savings of viewing, approving, or deny-
ing requisitions, purchase orders, and invoices. One of Coupa’s 

large retail clients claimed a reduction from 10 days to 5 hours 
in their requisition-approval-process cycle by implementing Cou-
pa’s mobile procurement platform. Talk about savings! Visit www 
.coupa.com/software/procurement/to learn more about how this 
company is revolutionizing the e-procurement and mobile pro-
curement environments.

 6-9 Discuss the advantages of e-procurement to both buy-
ers and sellers. What are the disadvantages? (AACSB: 
Communication; Reflective Thinking)

6-10 Research mobile procurement and discuss the roles in the 
buying center that are affected most by this technology. 
(AACSB: Communication; Reflective Thinking)

Marketing Ethics Innocent: Proven Guilty?
Innocent, a smoothie brand, is one of the companies that fo-
cuses on the importance of a healthy diet to promote its drinks. 
Innocent was an especially well-regarded brand in the United 
Kingdom for its positioning on sustainability and ethical sourcing 
from fair-trade suppliers (it also donates 10 percent of its profit 
to help charities); so it drew fire when it entered a controversial 

partnership with the fast-food chain McDonald’s. Many enthu-
siasts said that partnering with McDonald’s would reduce Inno-
cent’s brand value.

Innocent aimed to expand the market internationally through 
McDonald’s outlets, and the company’s founder insisted that 
the tie-up with McDonald’s was only a business decision that it 
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would not impact any of the brand’s ethical commitment, and 
that smoothies were a better alternative than Coke for kids and 
 consumers. However, after a five-year-trial failed to attract cus-
tomers, Innocent was dropped from McDonald’s menu in 2012. In 
2013, to further the company’s commercial interest, Innocent was 
sold to Coca-Cola in a deal that valued the brand at £320 million.

6-11 What are the likely reasons for the tie-up between 
Innocent and McDonald’s?

6-12 Do you think that Innocent has lost its “innocence” 
from a consumer perspective following their B2B de-
cisions? (AACSB: Written and Oral Communication; 
Ethical Understanding and Reasoning)

Marketing by the Numbers NAICS

Video Case Eaton

Company Case Procter & Gamble: Treating Business Customers as Strategic Partners

The North American Industry Classification System (NAICS) code is 
very useful for marketers. It replaces the old product-based Stan-
dard Industrial Classification (SIC) system introduced in the 1930s. 
The NAICS system classifies businesses by production processes, 
better reflecting changes in the global economy, especially in the 
service and technology industries. It was developed jointly by the 
United States, Canada, and Mexico in 1997 in concert with the 
North American Free Trade Agreement (NAFTA), providing a com-
mon classification system for the three countries and better com-
patibility with the International Standard Industrial  Classification 

(ISIC) system. This six-digit number (in some cases, seven or ten 
digits) is very useful for understanding business markets.

6-13 What do the six digits of the NAICS code repre-
sent? What industry is represented by the NAICS code 
721110? How many businesses comprise this code? 
(AACSB: Communication)

6-14 How can marketers use NAICS codes to better de-
liver customer satisfaction and value? (AACSB: 
Communication; Reflective Thinking)

With approximately 70,000 employees in more than 150 coun-
tries and annual revenues of nearly $12 billion, Eaton is one of the 
world’s largest suppliers of diversified industrial goods. Eaton has 
been known for products that make cars peppier and 18-wheelers  
safer to drive. But a recent restructuring has made Eaton a power-
house in the growing field of power management. In short, Eaton 
is making electrical, hydraulic, and mechanical power systems 
more accessible to and more efficient for its global customers. 
But Eaton isn’t successful only because of the products and  
services that it sells. It is successful because it works closely with 
its business customers to help them solve their problems and 
create better products and services of their own. Eaton is known 

for high-quality, dependable customer service and product  
support. In this manner, Eaton builds strong relationships with 
its clients.

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

6-15 What is Eaton’s value proposition?

6-16 Who are Eaton’s customers? Describe Eaton’s cus-
tomer relationships.

6-17 Discuss the different ways that Eaton provides 
value beyond that which customers can provide for 
themselves.

For decades, Procter & Gamble has been at the top of almost 
every expert’s A list of outstanding marketing companies. The 
experts point to P&G’s stable of top-selling consumer brands 
or to the fact that year in and year out P&G is the world’s larg-
est advertiser. Consumers seem to agree. You’ll find at least 
one of P&G’s blockbuster brands in 99 percent of all Ameri-
can households; in many homes, you’ll find a dozen or more 
familiar P&G products. But P&G is also highly respected for 
something else—maintaining strategic partnerships with busi-
ness buyers.

P&G recognizes that building enduring relationships between 
consumers and its category leading brands starts with building 
enduring relationships with its large retail clients. On the front 
lines of this effort is P&G’s iconic sales force. When it comes 
to selecting, training, and managing salespeople, P&G sets the 
gold standard. The company employs a massive sales force of 
more than 5,000 salespeople worldwide. But at P&G, it isn’t 
just “sales”—it’s “Customer Business Development” (CBD). This 
might seem trivial, but at P&G the distinction goes to the very 
core of the company’s customer relationship strategy.
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Developing the Customer’s Business
P&G understands that if its business customers don’t do well, 
neither will the company. To grow its own business, therefore, 
P&G must first grow the business of the retailers that sell its 
brands to final consumers. In P&G’s own words, “CBD is more 
than mere ‘selling’—it’s a P&G-specific approach which enables 
us to grow our business by working as a ‘strategic partner’ (as 
opposed to just a supplier) with those who ultimately sell our 
products to consumers.” Says one CBD manager, “We depend 
on them as much as they depend on us.” By partnering with each 
other, P&G and its customers create “win-win” relationships that 
help both to prosper.

Most P&G customers are huge and complex businesses—
such as Walmart, Walgreens, or Dollar General—with thousands 
of stores and billions of dollars in revenues. Working with and 
selling to such customers can be a very complex undertaking, 
more than any single salesperson or regular sales team could 
accomplish. Instead, P&G assigns a full CBD team to every large 
customer account. Each CBD team contains not only sales-
people but also a full complement of specialists in every aspect 
of selling P&G’s consumer brands at the retail level.

Teams vary in size depending on the customer. For example, 
it takes a team of 350 P&G specialists to properly serve Walmart, 
far and away its biggest customer. By contrast, the P&G Dollar 
General team consists of about 30 people. Regardless of size, 
every team constitutes a complete, multifunctional customer 
service unit. Each team includes a manager and several account 
executives (each responsible for a specific P&G product cat-
egory), supported by specialists in marketing strategy, product 
development, operations, information systems, logistics, finance, 
and human resources.

To deal effectively with large accounts, P&G salespeople 
must be smart, well trained, and strategically grounded. They 
deal daily with high-level retail category buyers who may pur-
chase hundreds of millions of dollars’ worth of P&G and com-
peting brands annually. It takes a lot more than a friendly smile 
and a firm handshake to interact with such buyers. Yet individual 
P&G salespeople can’t know everything. And because of the 
nature of P&G’s B-to-B interactions, they don’t have to. Instead, 
P&G salespeople have at hand all the resources they need to 
resolve even the most challenging customer problems. “I have 
everything I need right here,” says a household care account 
executive. “If my customer needs help from us with in-store 
promotions, I can go right down the hall and talk with someone 
on my team in marketing about doing some kind of promotional 
deal. It’s that simple.”

The multifunctional nature of the CBD team also means that 
collaboration extends far beyond internal interactions. Each 
time a team member contacts the customer, he or she repre-
sents the entire team. For example, if during a customer call 
an account executive receives a question about a promotional, 
logistical, or financial matter, the account executive acts as the 
liaison with the appropriate specialist. So, although not each 
CBD member has specialized knowledge in every area, the CBD 
team as a unit does.

Competitors have attempted to implement some aspects of 
P&G’s multifunctional approach. However, P&G pioneered the 

CBD structure. And it has built in some unique characteristics 
that have allowed it to leverage more power from its team struc-
ture than its rivals can, giving it real competitive advantage.

A Competitive Edge
One of the things that gives P&G an edge when it comes to 
maintaining deep relationships with its business customers 
is a CBD structure that is broader and more comprehensive, 
making it more multifunctional than similar team structures 
employed by other companies. But perhaps more important, 
P&G’s structure is designed to accomplish four key objectives. 
These objectives are so important that they are referred to inter-
nally as the “core work” of customer development. These four 
objectives are:

Align strategy: Create opportunities for both P&G and 
the   customer to benefit by collaborating in strategy  
development.
Create demand: Build profitable sales volume for P&G and 
the customer through consumer value and shopper satis-
faction.
Optimize supply: Maximize the efficiency of the supply chain 
from P&G to the point of purchase to optimize cost and 
 responsiveness.
Enable the organization: Develop capabilities to maximize  
business results by creating the capacity for frequent 
 breakthrough.

More than just corporate catchphrases jotted down in a P&G 
employee handbook, for sales personnel, these are words to live 
by. P&G trains sales staff in methods of achieving each objec-
tive and evaluates their effectiveness relative to each. In fact, 
P&G’s customer relationship strategy came about through the 
recognition that to develop true win-win relationships with each 
customer, P&G would need to accomplish the first objective. As 
one account executive puts it, “The true competitive advantage 
is achieved by taking a multi-functional approach from basic 
selling to strategic customer collaboration!” If the CBD team can 
effectively accomplish the first objective of aligning strategy and 
collaborating on strategic development, accomplishing the other 
three objectives will follow more easily.

Building such strategic partnerships creates shopper value 
and satisfaction and drives profitable sales at the store level. 
When it comes to profitably moving Tide, Pampers, Gillette, or 
other P&G brands off store shelves and into consumers’ shop-
ping carts, P&G reps and their teams often know more than the 
retail buyers they advise. In fact, P&G’s retail partners often rely 
on CBD teams to help them manage not only the P&G brands 
on their shelves but also entire product categories, including 
competing brands.

Giving advice on the stocking and placement of competitors’ 
brands as well as its own might seem unwise. But believe it or 
not, it happens all the time at P&G. In fact, it isn’t uncommon for 
a P&G rep to tell a retail buyer to stock fewer P&G products and 
more of a competing brand. Although that may seem like retail 
suicide, keep in mind that a CBD team’s primary goal is to help 
the customer win in each product category. Sometimes, analysis 
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shows that the best solution for the customer is “more of the other 
guy’s product.” For P&G, that’s OK. The company knows that 
creating the best situation for the retailer ultimately pulls in more 
customer traffic, which in turn will likely lead to increased sales 
for other P&G products in the same category. Because most of 
P&G’s brands are market-share leaders, it stands to benefit more 
from the increased traffic than competitors do. Again, what’s good 
for the customer is good for P&G—it’s a win-win situation.

Honest and open dealings also help to build long-term cus-
tomer relationships. P&G salespeople become trusted advisors 
to their retailer-partners, a status they work hard to maintain. “It 
took me four years to build the trust I now have with my buyer,” 
says a veteran P&G account executive. “If I talk her into buying 
P&G products that she can’t sell or out-of-stocking competing 
brands that she should be selling, I could lose that trust in a 
heartbeat.”

At P&G, collaboration is usually a two-way street—P&G gives 
and customers give back in return. “We’ll help customers run 
a set of commercials or do some merchandising events, but 
there’s usually a return-on-investment,” explains another CBD 
manager. “Maybe it’s helping us with distribution of a new prod-
uct or increasing space for fabric care. We’re very willing if the 
effort creates value for us as well as for the customer and the 
final consumer.”

It’s Better to Give…Then to Receive
As a result of collaborating with customers, P&G receives as 
much or more than it gives.

For starters, P&G receives information that helps it to re-
main innovative and create better products. The collaborative 
nature of its customer relationships also allows for optimizing 
the product mix, which also optimizes revenue. And the kind 
of transparency that results from strategic partnerships enables 
P&G to remain efficient and keep costs low. Indeed, during 
the first decade of this millennium, P&G was flying high as rev-
enues, profits, and stock price all maintained healthy growth.

But P&G’s strong performance flattened out as its vast 
portfolio of brands began showing a major weakness. Despite 
holding top positions in many product categories, many of 
P&G’s brands were small, poor performers, or both. This 
limited the growth and profitability of its stronger brands. So 
P&G undertook a major restructuring of its product portfolio. 
Over the past few years, P&G has sold off about 100 brands 
(including Duracell, Aleve, Noxema, Iams, Clairol, Wella, and 
Covergirl) in order to focus on the 65 strongest-performing 
brands (such as Crest, Bounty, Tide, Gillette, and Dawn, to 
name just a few). Although it may sound like P&G dumped a 
big chunk of the company, the 65 remaining brands have long 
been responsible for about 90 percent of total revenues and 95 
percent of profits.

The now-leaner brand portfolio is also a much better fit with 
P&G’s approach to strategic customer partnerships. Of the 65 
remaining brands, 18 bring in more than $1 billion a year each, 

whereas another 17 account for at least $500 million annually. 
Last year, P&G sold more than $10 billion worth of diaper prod-
ucts under the Pampers brand alone. Eliminating the weaker 
brands not only relieves P&G of a heavy financial burden, but the 
stronger portfolio also enables P&G to better meet the needs of 
its customers. The company expects that there will be far fewer 
occasions where the best solution for the customer will be to 
recommend a competing brand.

P&G’s approach to maintaining customer relationships 
is much, much more than “selling.” “It’s a P&G-specific ap-
proach [that lets us] grow business by working as a ‘strategic 
partner’ with our accounts, focusing on mutually beneficial 
business-building opportunities,” states the CBD website. 
“All customers want to improve their businesses; it’s [our] 
role to help them identify the biggest opportunities.” At P&G, 
building and maintaining enduring customer relationships 
involves working with customers to solve their problems for 
mutual gain. The company knows that if customers succeed, 
it succeeds.

Questions for Discussion
6-18 Compare and contrast the nature of the business 

market structure and demand relative to consumer 
market structure and demand for a specific P&G 
product.

6-19 For the same product, discuss the differences in the 
types of decisions and the decision process for busi-
ness and consumer markets.

6-20 This case covers the various members of a P&G 
Customer Business Development team. For a P&G 
corporate client, illustrate how the different roles of the 
buying center might interact with that CBD team. Be 
specific.

6-21 Discuss some ways that P&G’s CBD structure is more 
effective than a single sales rep.

6-22 Why have P&G’s competitors not been able to dupli-
cate its customer relationship strategy?

6-23 Will P&G’s divestment of 100 brands pay off? Why or 
why not?

Sources: Based on information from numerous P&G managers, with 
additional information from Demitrios Kalogeropoulos, “The Procter & 
Gamble Company’s Best Product in 2015,” Motley Fool, December 27, 
2015, www.fool.com/investing/general/2015/12/27/the-procter-gamble 
-companys-best-product-in-2015.aspx; Penny Morgan, “Why Procter & 
Gamble Is Selling Some of Its Brands,” Market Realist, March 8, 2016, 
www.marketrealist.com/2016/03/pgs-sale-brands-johnson-johnson 
-kimberly-clark/; Phil Whaba, “Procter & Gamble Selling Beauty Brands 
Like Clairol,” Fortune, July 9, 2015, www.fortune.com/2015/07/09/
procter-gamble-coty/; and www.us.pgcareers.com/career-areas-find-your 
-fit/sales/and www.pg.com/vn/careers/our_functions/customer_business 
_development.shtml, accessed June 2016.
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MyLab Marketing
Go to mymktlab.com for the following Assisted-graded writing questions:

6-24 What is supplier development and why are companies practicing it?
6-25 Describe how online purchasing has changed the business-to-business mar-

keting process and discuss the advantages and disadvantages of  electronic 
purchasing.



So far, you’ve learned what marketing is and about 
the importance of understanding consumers and the 
marketplace. With that as a background, we now 
delve deeper into marketing strategy and tactics. This 
chapter looks further into key customer value–driven 

marketing strategy decisions—dividing up markets into meaning-
ful customer groups (segmentation), choosing which customer 
groups to serve (targeting), creating market offerings that best 
serve targeted customers (differentiation), and positioning the of-
ferings in the minds of consumers (positioning). The chapters that 

follow explore the tactical marketing tools—the four Ps—by which 
marketers bring these strategies to life.

To open our discussion of segmentation, targeting, differen-
tiation, and positioning, let’s look at Henkel. For nearly 140 years, 
Henkel has wielded a leader’s influence with its varied offering of 
products that address the specialized needs of global customers. 
Henkel’s brand Persil has revolutionized the Middle Eastern market 
through sophisticated segmentation and targeting, with each prod-
uct line offering a unique value proposition to a distinct segment of 
customers.

HENKEL’S PERSIL: A “Glocal” Marketing Success

By focusing on generating insights to 
understand market trends and customers’ 
special needs in different regions, Henkel 
found huge success with its brands.

Customer Value–Driven  
Marketing Strategy: 
Creating Value for Target Customers

Persil. For over 109 years, Persil has been regarded as the expert 
in sparkling clean laundry. Its name has stood for quality and 
trust, making it, for example, Germany’s most trusted laundry 
detergent. The Persil product line has included many successful 
products since it was first introduced in the market back in 1907 
and revolutionized the laundry process. The product combined 
sodium silicate with sodium perborate, which releases fine 
pearling oxygen when the laundry is boiled. The result is an 
especially textile-friendly and odorless bleach, in contrast 
to the chlorine used till then. It also reduces the strenuous 
and time-consuming rubbing, swinging, and scrubbing of 
laundry that had hitherto been the norm. The first self-acting 
detergent was born: Persil.

Over its history, Henkel has wielded a leader’s influ-
ence through different brands and 
technology, enabling people to live 
easier and better lives. The com-
pany has managed to successfully 
capitalize on its customer-driven 
“glocal” marketing strategy, 
blending global understanding 

with local implementation, as in Saudi Arabia, which is 
one of the Gulf Cooperation Council (GCC) countries. The 
other member states are Bahrain, Kuwait, Oman, Qatar, and 
the United Arab Emirates. Each of these countries has very 
different needs based on its culture. Saudi Arabia offers an 

H enkel AG & Company, KGaA, a well-known 
German multinational company active both in 
the consumer and industrial sector, was founded 
in September 1876 by Fritz Henkel in Aachen, 

Germany. The first product it launched was a silicate-based 
universal detergent; ever since, the company has been suc-
cessful through continuous innovation in new products that 
satisfy a range of diverse customers and their different needs 
and preferences across the globe. Today, Henkel—which is 
headquartered in Düsseldorf, Germany—is globally ranked 
among the Fortune Global 500 companies. In the fiscal year 
2015, Henkel reported sales of $18.97 billion and an oper-
ating profit of $3.06 billion. In Fortune’s recent “World’s 
Most Admired Companies” ranking, Henkel was confirmed 
as one of the most reputable 
companies in its industry cat-
egory, finishing in fourth place. 
In 2016, Henkel was again the 
only German company in the 
Top 50 of the world’s biggest 
consumer-goods manufactur-
ers worldwide according to consulting firm OC&C’s study 
“Trends and Strategies on the Consumer-goods Market.”

Henkel’s force of around 50,000 employees worldwide 
is working hard to gain the trust of a customer base in more 
than 120 countries with several successful brands, particularly 
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Persil’s success in the Middle East is predominantly due to a deep 
understanding of the regional consumers’ needs and preferences.
Newscast Online Limited/Alamy Stock Photo

excellent example that illustrates Henkel’s marketing strat-
egy in more depth.

Since its foundation, Henkel Saudi Arabia has enjoyed 
tremendous growth, and its workforce is currently com-
prised of more than 300 people, making the brand the no. 2 
market player in the home-care category. As Amitabh Bose, 
the former Marketing Head of Henkel Saudi Arabia, notes, 
Henkel’s brand presence is epitomized by the success of its 
premium laundry detergent Persil, which has revolution-
ized the Middle Eastern market with its focus on devel-
oping strong brand equity, generating consumer insights, 
and evolving outstanding marketing campaigns. The Saudi 
Arabia region was targeted by Henkel a couple of years ago 
across two main segments—men and women—with three ex-
ceptionally innovative and, later, extremely successful prod-
ucts: Persil Abaya Shampoo for women, and Persil White 
liquid detergent and Persil Starch Spray for men.

The introduction of both lines of products was based on 
extensive market research on regional consumer insights and 
preferences. Research by Henkel proved that nearly 75 per-
cent of GCC consumers wash thobes (long white dresses tra-
ditionally worn by men in the region) with a mix of detergent 
and bleach, which, in time, negatively affects the brightness 
of the garments’ white color. Research also revealed the lack 
of a suitable starch spray in the detergent market that would 
give thobes the right level of firmness preferred by local con-
sumers. Persil White and Persil Starch Spray, the first range of 
laundry products aimed at GCC men, achieved  an  enormous  
market share and sales 90 percent above forecasts within only 
four months after its launch. This success as a new laundry 
product was predominantly based on a deep  understanding  
of the regional consumers’ needs and preferences.

In addition, women traditionally wear abayas, loose 
robe- like garments that are typically black. As local men 
take pride in the brightness of their thobes’ white color and 
the fabric’s firmness, women exercise great care in maintain-
ing the depth of their abayas’ black color and the richness 
of the fabric. Amal Murad, a well-known fashion designer, 
 emphasizes that it is paramount that women take care of 
their abayas in order to maintain its look, feel, and color.

As a result, Persil Abaya Shampoo (also known as Persil 
Black) was developed to offer the perfect retention of the 
black color by using the revolutionary Henkel technology 
“black color lock.” The liquid detergent combines true clean-
ing power with special color protection for black and dark 
garments—particularly important if these are washed fre-
quently. Persil Abaya Shampoo also safeguards the fabric and 
gives the abaya an enduring floral scent. Research on local 
consumers revealed that almost 50 percent of them adopt in-
appropriate and damaging practices in cleaning their abayas, 
such as using powdered detergents, fabric softeners, or even 
hair and body shampoo. That’s why Persil Abaya Shampoo 
was viewed as revolutionary in the regional world of laundry.

The marketing strategy applied by Henkel serves as an 
excellent example of how the mix of common global tech-
nology and scale (economies of scale or low-cost produc-
tion) can be combined with a local and regional marketing 
strategy. The Persil brands have common product formula-
tions, but with regionally tailored product strategies in the 
form of different packaging and marketing communication. 
Persil Abaya was launched in the Gulf States through a mix 
of TV commercials and a very successful online viral cam-
paign. An interactive website was set up and Henkel also 
sponsored a reality TV designer competition in cooperation 
with Swarovski Elements in order to show that the abaya has 
transcended the traditional garment to become an individual 
fashion and personality statement. By focusing on generating 
insights to understand market trends and customers’ special 
needs in different regions, Henkel found huge success with its 
brands. Its marketing strategy has been considered a successful 
example of a totally customer-driven strategy.1
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COMPANIES TODAY RECOGNIZE THAT they cannot appeal to all buyers in 
the marketplace—or at least not to all buyers in the same way. Buyers are too numerous, 
widely scattered, and varied in their needs and buying practices. Moreover, companies 
themselves vary widely in their abilities to serve different market segments. Instead, like 
Henkel, companies must identify the parts of the market they can serve best and most 
profitably. They must design customer-driven marketing strategies that build the right 
relationships with the right customers. Thus, most companies have moved away from 
mass marketing and toward target marketing: identifying market segments, selecting one 
or more of them, and developing products and marketing programs tailored to each.

Marketing Strategy
 Figure 7.1 shows the four major steps in designing a customer value–driven marketing 

strategy. In the first two steps, the company selects the customers that it will serve. Market 
segmentation involves dividing a market into distinct groups of buyers who have different 
needs, characteristics, or behaviors and who might require separate marketing strategies or 
mixes. The company identifies different ways to segment the market and develops profiles of 
the resulting market segments. Market targeting (or targeting) consists of evaluating each 
market segment’s attractiveness and selecting one or more market segments to enter.

In the final two steps, the company decides on a value proposition—how it will 
create value for target customers. Differentiation involves actually differentiating the 

Market segmentation
Dividing a market into distinct groups 
of buyers who have different needs, 
characteristics, or behaviors and who 
might require separate marketing 
strategies or mixes.

Market targeting (targeting)
Evaluating each market segment’s 
attractiveness and selecting one or more 
segments to serve.

Differentiation
Actually differentiating the market offering 
to create superior customer value.

Decide on a value propositionSelect customers to serve

Create value
for targeted
customers

Segmentation
Divide the total market into

smaller segments

Targeting
Select the segment or 

segments to enter

Differentiation
Differentiate the market offering 

to create superior customer value

Positioning
Position the market offering in
the minds of target customers

Decide on a value propositionSelect customers to serve

Segmentation
Divide the total market into

smaller segments

Targeting
Select the segment or 

segments to enter

Differentiation
Differentiate the market offering 

to create superior customer value

Positioning
Position the market offering in
the minds of target customers

In concept, marketing boils
down to two questions:
(1) Which customers will we
serve? and (2) How will we
serve them? Of course, the
tough part is coming up with
good answers to these 
simple-sounding yet difficult
questions.The goal is to create
more value for the customers we
serve than competitors do.  

  FIGURE | 7.1 
Designing a Customer-Driven  
Marketing Strategy 

OBJECTIVES OUTLINE

OBJECTIVE 7-1  Define the major steps in designing a customer value–driven marketing strategy: market 
segmentation, targeting, differentiation, and positioning.

Marketing Strategy (pp 212–213)

OBJECTIVE 7-2  List and discuss the major bases for segmenting consumer and business markets.

Market Segmentation (pp 213–221)

OBJECTIVE 7-3  Explain how companies identify attractive market segments and choose a market-targeting 
strategy.

Market Targeting (pp 221–228)

OBJECTIVE 7-4  Discuss how companies differentiate and position their products for maximum competitive 
advantage.

Differentiation and Positioning (pp 228–236)
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firm’s market offering to create superior customer value. Positioning consists of ar-
ranging for a market offering to occupy a clear, distinctive, and desirable place relative 
to competing products in the minds of target consumers. We discuss each of these steps 
in turn.

Market Segmentation
Buyers in any market differ in their wants, resources, locations, buying attitudes, and buy-
ing practices. Through market segmentation, companies divide large, diverse markets into 
smaller segments that can be reached more efficiently and effectively with products and 
services that match their unique needs. In this section, we discuss four important segmen-
tation topics: segmenting consumer markets, segmenting business markets, segmenting 
international markets, and the requirements for effective segmentation.

Segmenting Consumer Markets
There is no single way to segment a market. A marketer has to try different segmenta-
tion variables, alone and in combination, to find the best way to view market structure. 

 Table 7.1 outlines variables that might be used in segmenting consumer markets. Here 
we look at the major geographic, demographic, psychographic, and behavioral variables.

Geographic Segmentation
Geographic segmentation calls for dividing the market into different geographical 
units, such as nations, regions, states, counties, cities, or even neighborhoods. A company 
may decide to operate in one or a few geographical areas or operate in all areas but pay at-
tention to geographical differences in needs and wants. Moreover, many companies today 
are localizing their products, services, advertising, promotion, and sales efforts to fit the 
needs of individual regions, cities, and other localities.

For example, many large retailers—from Target and Walmart to Kohl’s and Staples—
are now opening smaller-format stores designed to fit the needs of densely packed urban 
neighborhoods not suited to their typical large suburban superstores. Target’s CityTarget 
stores average about half the size of a typical Super Target; its TargetExpress stores are even 
smaller at about one-fifth the size of a big-box outlet. These smaller, conveniently located 
stores carry a more limited assortment of goods that meet the needs of urban residents and 
commuters, such as groceries, home essentials, beauty products, and consumer electronics. 
They also offer pick-up-in-store services and a pharmacy.2

Beyond adjusting store size, many retailers also localize product assortments and 
services. For example, department store chain Macy’s has a localization program called 
MyMacy’s in which merchandise is customized under 69 different geographical districts. 
At stores around the country, Macy’s sales clerks record local shopper requests and pass 
them along to district managers. In turn, blending the customer requests with store 

Positioning
Arranging for a market offering to occupy 
a clear, distinctive, and desirable place 
relative to competing products in the 
minds of target consumers.

Geographic segmentation
Dividing a market into different 
geographical units, such as nations, 
states, regions, counties, cities, or even 
neighborhoods.

 Table 7.1 |  Major Segmentation Variables for Consumer 
Markets

Segmentation Variable Examples
Geographic Nations, regions, states, counties, cities, neighbor-

hoods, population density (urban, suburban, rural), 
climate

Demographic Age, life-cycle stage, gender, income, occupation, 
education, religion, ethnicity, generation

Psychographic Lifestyle, personality

Behavioral Occasions, benefits, user status, usage rate, loyalty 
status

Market segmentation 
 addresses the first simple-

sounding marketing question: What 
customers will we serve?

Author
Comment
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transaction data, the district managers customize the mix of merchandise in their stores. 
So, for instance, Macy’s stores in Michigan stock more locally made Sanders chocolate can-
dies. In Orlando, Macy’s carries more swimsuits in stores near waterparks and more twin 
bedding in stores near condominium rentals. The chain stocks extra coffee percolators in its 
Long Island stores, where it sells more of the 1960s must-haves than anywhere else in the 
country. In all, the “MyMacy’s” strategy is to meet the needs of local markets, making the 
giant retailer seem smaller and more in touch.3

Demographic Segmentation
Demographic segmentation divides the market into segments based on variables such 
as age, life-cycle stage, gender, income, occupation, education, religion, ethnicity, and gen-
eration. Demographic factors are the most popular bases for segmenting customer groups. 
One reason is that consumer needs, wants, and usage rates often vary closely with demo-
graphic variables. Another is that demographic variables are easier to measure than most 
other types of variables. Even when marketers first define segments using other bases, 
such as benefits sought or behavior, they must know a segment’s demographic characteris-
tics to assess the size of the target market and reach it efficiently.

Age and Life-Cycle Stage. Consumer needs and wants change with age. Some compa-
nies use age and life-cycle segmentation, offering different products or using different 
marketing approaches for different age and life-cycle groups. For example, Kraft’s Oscar 
Mayer brand markets Lunchables, convenient prepackaged lunches for children. To extend 
the substantial success of Lunchables, however, Oscar Mayer later introduced Lunchables 
Uploaded, a version designed to meet the tastes and sensibilities of teenagers. Most re-
cently, the brand launched an adult version, but with the more adult-friendly name P3 
(Portable Protein Pack). Now, consumers of all ages can enjoy one of America’s favorite 
noontime meals.

Marketers must be careful to guard against stereotypes when using 
age and life-cycle segmentation. For example, although some 80-year-olds 
fit the stereotypes of doddering shut-ins with fixed incomes, others ski and 
play tennis. Similarly, whereas some 40-year-old couples are sending their 
children off to college, others are just beginning new families. Thus, age is 
often a poor predictor of a person’s life cycle, health, work or family status, 
needs, and buying power.

Gender. Gender segmentation has long been used in marketing clothing, 
cosmetics, toiletries, toys, and magazines. For example, P&G was among the 
first to use gender segmentation with Secret, a deodorant brand specially for-
mulated for a woman’s chemistry, packaged and advertised to reinforce the 
female image.

More recently, the men’s personal care industry has exploded, and many 
cosmetics brands that previously catered mostly to women—from L’Oréal, 
Nivea, and Sephora to Unilever’s Dove brand—now successfully market 
men’s lines. For example, Dove’s Men+Care line calls itself “The authority 
on man maintenance.” The brand provides a full line of body washes (“skin 
care built in”), body bars (“fight skin dryness”), antiperspirants (“tough on 
sweat, not on skin”), face care (“take better care of your face”), and hair care 
(“3X stronger hair”).4

Going in the other direction, brands that have traditionally targeted men 
are now targeting women.  For example, in line with the “athleisure” trend 
in which more women are wearing workout gear as everyday fashion, sports 
apparel makers and retailers—from Nike and Under Armour to Dick’s 
Sporting Goods—are boosting their marketing efforts aimed at women buy-
ers. Women now make up half of all sporting good shoppers. Dick’s Sporting 
Goods recently launched its first-ever ads aimed directly at fitness-minded 
women, as part of its broader “Who Will You Be?” campaign. The ads feature 
women who must juggle their busy lives to meet their fitness goals. The first 
ad in the series shows one mom jogging rather than driving to pick up her 
sons at school. Another mom jogs on a treadmill while listening to her baby 

Demographic segmentation
Dividing the market into segments based 
on variables such as age, life-cycle stage, 
gender, income, occupation, education, 
religion, ethnicity, and generation.

Age and life-cycle segmentation
Dividing a market into different age and 
life-cycle groups.

Gender segmentation
Dividing a market into different segments 
based on gender.

 Gender segmentation: In line with the “athleisure” 
trend that has more women wearing workout gear 
as everyday fashion, Dick’s Sporting Goods recently 
launched its first-ever ads aimed directly at fitness-
minded women.
DICK’S Sporting Goods
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monitor. “Who will you be?” asks the ad. “Every run. Every workout. Every day. Every 
choice. Every season begins with Dick’s Sporting Goods.” Dick’s want women buyers to 
know that “we understand the choices that they have to make every single day . . . to fit in 
fitness,” says the retailer’s chief marketer.5

Income. The marketers of products and services such as automobiles, clothing, cosmet-
ics, financial services, and travel have long used income segmentation. Many compa-
nies target affluent consumers with luxury goods and convenience services. Other market-
ers use high-touch marketing programs to court the well-to-do. Upscale retailer Saks Fifth 
 Avenue provides exclusive services to its elite clientele of Fifth Avenue Club members, 
some of whom spend as much as $150,000 to $200,000 a year on clothing and accessories 
from Saks alone. For example, Fifth Avenue Club members have access to a Saks Personal 
Stylist. The fashion-savvy, well-connected personal consultant gets to know and helps to 
shape each client’s personal sense of style, then guides him or her “through the maze of 
fashion must-haves.” The personal stylist puts the customer first. For example, if Saks 
doesn’t carry one of those must-haves that the client covets, the personal stylist will find it 
elsewhere at no added charge.6

However, not all companies that use income segmentation target the affluent. For 
example, many retailers—such as the Dollar General, Family Dollar, and Dollar Tree store 
chains—successfully target low- and middle-income groups. The core market for such 
stores is represented by families with incomes under $30,000. When Family Dollar real es-
tate experts scout locations for new stores, they look for lower-middle-class neighborhoods 
where people wear less-expensive shoes and drive old cars that drip a lot of oil. With their 
low-income strategies, dollar stores are now the fastest-growing retailers in the nation.

Psychographic Segmentation
Psychographic segmentation divides buyers into different segments based on lifestyle 
or personality characteristics. People in the same demographic group can have very differ-
ent psychographic characteristics.

In Chapter 5, we discussed how the products people buy reflect their 
lifestyles. As a result, marketers often segment their markets by consumer life-
styles and base their marketing strategies on lifestyle appeals. For example, 
retailer Anthropologie, with its whimsical, “French flea market” store atmo-
sphere, sells a Bohemian-chic lifestyle to which its young women customers 
aspire. And Athleta sells an urban-active lifestyle to women with its yoga, 
running, and other athletic clothing along with urban-causal, post-workout 
apparel.

Royal Dutch Gazelle produces several types of bikes for different kinds 
of customers. City bikes are made for short trips to nearby locations, to work, 
or for a regular shopping trip.  Gazelle also produces a traditional city 
bike known as the Robust Classic. Trekking bikes are for people who want a 
sporty and lightweight bike. These bikes come with high-grade components, a 
sleekly shaped aluminum frame and carbon front fork. The light weight makes 
for easy transport, so you could take with it you on a holiday trip. Lifestyle 
bikes, on the other hand, with tough, wide tires and a robust frame, are for 
the rider to cruise through the town in style. Gazelle also produces e-bikes for 
daily use, but the Gazelle Ultimate e-bike belongs to a top-flight range: made 
from lightweight high-end carbon or aluminum parts and frames, it is meant 
to combine sportiness and speed with great comfort.7

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

Income segmentation
Dividing a market into different income 
segments.

Psychographic segmentation
Dividing a market into different segments 
based on lifestyle or personality 
characteristics.

 Lifestyle segmentation: Gazelle caters to a range 
of lifestyle segments, from daily users to the Dutch 
royal family.
Patrick Van Katwijk/dpa picture alliance/Alamy Stock Photo
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Behavioral Segmentation
Behavioral segmentation divides buyers into segments based on their knowledge, at-
titudes, uses, or responses to a product. Many marketers believe that behavior variables are 
the best starting point for building market segments.

Occasions. Buyers can be grouped according to occasions when they get the idea to buy, 
actually make their purchases, or use the purchased items.  Occasion segmentation can 
help firms build up product usage. Campbell’s advertises its soups more heavily in the cold 
winter months. And for more than a dozen years, Starbucks has welcomed the autumn sea-
son with its pumpkin spice latte (PSL). Sold only in the fall, PSLs pull in an estimated $100 
million in revenues for Starbucks each year.8

Still other companies try to boost consumption by promoting usage during nontra-
ditional occasions. For example, most consumers drink orange juice in the morning, but 
orange growers have promoted drinking orange juice as a cool, healthful refresher at other 
times of the day. Similarly, whereas consumers tend to drink soft drinks later in the day, 
Mountain Dew introduced Mtn Dew A.M. (a mixture of Mountain Dew and orange juice) to 
increase morning consumption. And Taco Bell’s First Meal campaign attempts to build busi-
ness by promoting Mtn Dew A.M. (available only at Taco Bell) along with the chain’s A.M. 
Crunchwrap and other breakfast items as a great way to start the day.

Benefits Sought. A powerful form of segmentation is grouping buyers according to the 
different benefits that they seek from a product. Benefit  segmentation requires finding 
the major benefits people look for in a product class, the kinds of people who look for each 
benefit, and the major brands that deliver each benefit.

For example, people who buy wearable health and activity trackers are looking 
for a variety of benefits, everything from counting steps taken and calories burned to 
heart rate monitoring and high-performance workout tracking and reporting. To meet 
these varying benefit preferences, Fitbit makes health and fitness tracking devices 
aimed at buyers in three major benefit segments: Everyday Fitness, Active Fitness, and 
Performance Fitness:9

Everyday Fitness buyers want only very basic fitness tracking. So Fitbit’s simplest device, 
the Fitbit Zip, offers these consumers “A fun, simple way to track your day.” It tracks steps 
taken, distance traveled, calories consumed, and active minutes. The Fitbit One, also aimed at 
Everyday Fitness buyers, does all that and also monitors how long and well they sleep; the Fitbit 
Charge adds a wristband and watch. At the other extreme, for the Performance Fitness segment, 
the high-tech Fitbit Surge helps serious athletes “Train smarter. Go Farther.” The Surge is “the 
ultimate fitness super watch,” with GPS tracking, heart rate monitoring, all-day activity track-

ing, automatic workout tracking and recording, sleep 
monitoring, text notification, music control, and wire-
less synching to Fitbit’s smartphone and computer app.  

 In all, within Fitbit’s family of fitness products, no 
matter what bundle of benefits one seeks, “There’s a 
Fitbit product for everyone.”

User Status. Markets can be segmented into non-
users, ex-users, potential users, first-time users, and 
regular users of a product. Marketers want to rein-
force and retain regular users, attract targeted non-
users, and reinvigorate relationships with ex-users. 
Included in the potential users group are consumers 
facing life-stage changes—such as new parents and 
newlyweds—who can be turned into heavy users. 
For example, to get new parents off to the right start, 
P&G makes certain that its Pampers Swaddlers are 
the diaper most U.S. hospitals provide for new-
borns and then promotes them as “the #1 choice of 
 hospitals.”

Usage Rate. Markets can also be segmented into 
light, medium, and heavy product users. Heavy users 
are often a small percentage of the market but account 

Behavioral segmentation
Dividing a market into segments based 
on consumer knowledge, attitudes, uses 
of a product, or responses to a product.

Occasion segmentation
Dividing the market into segments 
according to occasions when buyers 
get the idea to buy, actually make their 
purchase, or use the purchased item.

Benefit segmentation
Dividing the market into segments 
according to the different benefits that 
consumers seek from the product.

 Benefit segmentation: Within Fitbit’s family of health and fitness tracking 
products, no matter what bundle of benefits one seeks, “There’s a Fitbit for 
Everyone.”
Paul Marotta/Stringer/Getty Images
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for a high percentage of total consumption. For instance, Carl’s 
Jr. and Hardee’s restaurants, both owned by parent company 
CKE Restaurants, focus on a target of “young, hungry men.” 
These young male customers, ages 18 to 34, fully embrace the 
chain’s “If you’re gonna eat, eat like you mean it” positioning. 
That means they wolf down a lot more Thickburgers and other 
 indulgent items featured on the chains’ menus.  To  attract 
this audience, the company is known for its steamy hot-mod-
els-in-bikinis commercials, featuring models such as Kate Up-
ton, Charlotte McKinney, Nina Agdal, and Hannah Ferguson 
to heat up the brands’ images. Such ads clearly show “what 
our target audience of young, hungry guys like,” says CKE’s  
chief executive.10

Loyalty Status. A market can also be segmented by con-
sumer loyalty. Consumers can be loyal to brands (Tide), stores 
(Target), and companies ( Apple). Buyers can be divided into 
groups according to their degree of loyalty. Some consumers 
are completely loyal—they buy one brand all the time and can’t 
wait to tell others about it. For example, whether they own a 
MacBook Pro, an iPhone, or an iPad, Apple devotees are gran-
itelike in their devotion to the brand. At one end are the quietly 
satisfied Apple users, folks who own one or several Apple de-

vices and use them for browsing, texting, email, and social networking. At the other extreme, 
however, are the Apple zealots—the so-called MacHeads or Macolytes—who can’t wait to 
tell anyone within earshot of their latest Apple gadget. Such loyal Apple devotees helped 
keep Apple afloat during the lean years a decade ago, and they are now at the forefront of 
Apple’s huge iPhone, iPad, iPod, and iTunes empire.

Other consumers are somewhat loyal—they are loyal to two or three brands of a given 
product or favor one brand while sometimes buying others. Still other buyers show no 
loyalty to any brand—they either want something different each time they buy, or they buy 
whatever’s on sale.

A company can learn a lot by analyzing loyalty patterns in its market. It should start 
by studying its own loyal customers. Highly loyal customers can be a real asset. They often 
promote the brand through personal word of mouth and social media. Instead of just mar-
keting to loyal customers, companies should engage them fully and make them partners 
in building the brand and telling the brand story. For example, Mountain Dew has turned 
its loyal customers into a “Dew Nation” of passionate superfans who have made it the na-
tion’s number-three liquid refreshment brand behind only Coca-Cola and Pepsi (see Real 
Marketing 7.1).

Some companies actually put loyalists to work for the brand. For example, Patagonia re-
lies on its most tried-and-true customers—what it calls Patagonia ambassadors—to field-test 
products in harsh environments, provide input for “ambassador-driven” lines of apparel and 
gear, and share their product experiences with others.11 In contrast, by studying its less-loyal 
buyers, a company can detect which brands are most competitive with its own. By looking at 
customers who are shifting away from its brand, the company can learn about its marketing 
weaknesses and take actions to correct them.

Using Multiple Segmentation Bases
Marketers rarely limit their segmentation analysis to only one or a few variables. Rather, 
they often use multiple segmentation bases in an effort to identify smaller, better-defined 
target groups. Several business information services—such as Nielsen, Acxiom, Esri, and 
Experian—provide multivariable segmentation systems that merge geographic, demo-
graphic, lifestyle, and behavioral data to help companies segment their markets down to 
zip codes, neighborhoods, and even households.

One of the leading consumer segmentation systems is Experian Marketing Services’ 
Mosaic USA system.  It classifies U.S. households into one of 71 lifestyle segments and 
19 overarching groups based on income, age, buying habits, household composition, and 
life events. Mosaic USA segments carry exotic names such as Birkenstocks and Beemers, 

 Targeting heavy users: Sister chains Hardee’s and Carl’s Jr. use 
steamy hot-models-in-bikinis commercials to attract an audience 
of “young, hungry men,” who wolf down a lot more of the chains’ 
featured Thickburgers and other indulgent items than consumers 
in other segments.
CKE Restaurants/Splash News/Newscom
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with Brand Superfans

according to Mountain Dew’s chief marketer, 
the slogan is “more about enjoying the mo-
ment you’re in,” something highly relevant 
to the brand’s young, largely millennial-male 
target market.

But marketing to the Dew Nation explains 
only one part of Mountain Dew’s success. 
The real story revolves around the brand’s 
skill in fueling customer loyalty by actively 
engaging brand superfans and creating close 
brand community. Mountain Dew doesn’t just 
market to loyal customers; it makes them 
partners in building the brand and being part 
of the brand story.

For example, over the years, through sev-
eral “DEWmocracy” campaigns, the com-
pany has involved Mountain Dew lovers 
in shaping the brand at all levels. Under 
DEWmocracy, the Dew Nation has partici-
pated via online and social media in every-
thing from choosing and naming new flavors 
and designing the cans to submitting and 
selecting TV commercials and even picking 
an ad agency and media. DEWmocracy has 
produced hit flavors such as Voltage and 
White Out. More important, DEWmocracy 
has been a perfect forum for getting youthful, 
digitally-savvy Dew drinkers engaged with 
each other and the company, making the 
brand their own.

In creating engagement and community 
among loyal brand fans, Mountain Dew 
views itself as the ultimate lifestyle brand. 

Offline, for more than a decade, Mountain 
Dew has teamed with NBC Sports to spon-
sor The Dew Tour, a slate of summer and 
winter action sports events in major cities 
across the country. At a Dew Tour, super-
fans can experience the adrenaline-packed 
Mountain Dew lifestyle firsthand and share 
their experiences with others in the Dew 
Nation.

Online, Mountain Dew’s dozens of 
web, mobile, and social media sites pro-
vide more by way of entertainment and 
community building than product informa-
tion. For example, the main “Do the Dew” 
website serves as a lifestyle hub where 
super-passionate fans can check out the 
latest #dothedew programs, ads, and vid-
eos; hang out in the gaming section; and 
follow the adventures of Mountain Dew’s 
action sports athletes in skateboarding (Paul 
Rodriguez, Sean Malto, and Trevor Colden), 
snowboarding (Danny Davis and Scotty 
Lago), basketball (Russell Westbrook), rac-
ing (Dale Earnhardt Jr.), and even fishing  
(Gerald Swindle).

But the ultimate digital hangout for 
Mountain Dew superfans is a place called 
Green Label, a web and social media com-
munity created by Mountain Dew as a hub 
for youth culture, covering Dew-related con-
tent on sports, music, art, and style. Green 
Label “welcomes all kinds: derelict skaters, 
music nerds, and art doodlers, and focuses 

Perhaps no brand has built a 
more passionately loyal and en-
gaged following than PepsiCo’s 
high-flying Mountain Dew. For ex-
ample, take Jason Hemperly, the 
shy high school kid who had his 
grandmother make him a tuxedo 

for his prom out of flattened Mountain Dew 
cans. And Chester Atkins and his wife Amy 
who sport matching Mountain Dew tattoos 
and who toasted their marriage proposal 
with champagne flutes filled with the citrusy 
green drink. Then there’s Chris Whitley from 
Jackson, Mississippi, who drinks some 40 
cans of Mountain Dew a week, keeps a 
copious collection of Mountain Dew T-shirts 
and hats, and absolutely worships NASCAR 
driver and Mountain Dew spokesman Dale 
Earnhardt Jr. “It’s pretty much a religious ob-
session for me, I guess,” says Whitley about 
Mountain Dew. “I just don’t drink anything 
else.”

Such fiercely loyal customers—who col-
lectively make up the “Dew Nation”—have 
made Mountain Dew one of PepsiCo’s largest 
and fastest-growing brands. Mountain Dew’s 
avid superfans make up only 20 percent  
of its customers but consume a mind- 
boggling 70 percent of the brand’s total  
volume. Thanks to such fans, even as overall 
soft drink sales have lost their fizz during 
the past decade, Mountain Dew’s sales are 
bubbling over. The hugely popular $9 billion 
brand is now the nation’s number-three liquid 
refreshment, behind only behemoths Coca-
Cola and Pepsi.

Such loyalty and sales don’t just flow 
 automatically out of bottles and pop-top cans. 
Mountain Dew markets heavily to its super-
fans. The brand’s long-running “Do the Dew” 
slogan—what Mountain Dew calls its “iconic 
rallying cry and brand credo”—headlines the 
extreme moments and excitement behind the 
brand’s positioning. Mountain Dew spent an 
estimated $76 million on “Do the Dew” ad-
vertising and other brand content last year, 
45 percent of it in digital media. One recent 
action-packed “Do the Dew” ad features pro-
fessional skateboarder Sean Malto igniting a 
beach party bonfire by grinding over a line of 
matches. In another ad, Dale Earnhardt Jr., 
smokes his tires on a winding, wooded coun-
try road to lay down a smoke screen for his 
paintball team. The “Do the Dew” campaign 
is loaded with high-octane stunts. However, 

Mountain Dew has turned its loyal customers into a “Dew Nation” of passionate 
superfans who avidly adhere to the brand’s iconic “Do the Dew” rallying cry.
PepsiCo
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Bohemian Groove, Sports Utility Families, Colleges and Cafes, 
Heritage Heights, Small Town Shallow Pockets, and True Grit 
Americans.12 Such colorful names help bring the segments to 
life.

For example, the Birkenstocks and Beemers group is lo-
cated in the Middle-Class Melting Pot level of affluence and 
consists of 40- to 65-year-olds who have achieved financial 
security and left the urban rat race for rustic and artsy com-
munities located near small cities. They find spirituality more 
important than religion. Colleges and Cafes consumers are 
part of the Singles and Starters affluence level and are mainly 
white, under-35 college graduates who are still finding them-
selves. They are often employed as support or service staff re-
lated to a university. They don’t make much money and tend 
to not have any savings.

Mosaic USA and other such systems can help marketers 
to segment people and locations into marketable groups of 
like-minded consumers. Each segment has its own pattern 
of likes, dislikes, lifestyles, and purchase behaviors. For ex-
ample, Bohemian Groove consumers, part of the Significant 
Singles group, are urban singles ages 45 to 65 living in 
apartments in smaller cities such as Sacramento, CA, and 

Harrisburg, PA. They tend to be laid back, maintain a large circle of friends, and stay ac-
tive in community groups. They enjoy music, hobbies, and the creative arts. When they go 
out to eat, they choose places such as the Macaroni Grill or Red Robin. Their favorite TV 
channels are Bravo, Lifetime, Oxygen, and TNT, and they watch two times more CSI than 
the average American. Using the Mosaic system, marketers can paint a surprisingly precise 
picture of who you are and what you might buy.

Such rich segmentation provides a powerful tool for marketers of all kinds. It can help 
companies identify and better understand key customer segments, reach them more effi-
ciently, and tailor market offerings and messages to their specific needs.

Segmenting Business Markets
Consumer and business marketers use many of the same variables to segment their 
 markets. Business buyers can be segmented geographically, demographically (indus-
try, company size), or by benefits sought, user status, usage rate, and loyalty status. Yet 

Sources: Nathalie Tadena, “Mountain Dew Ads Go Global with Return of ‘Do The Dew,’” Wall Street Journal, March 
29, 2015, http://blogs.wsj.com/cmo/2015/03/29/mountain-dew-ads-go-global-with-return-of-do-the-dew/; Jillian 
Berman, “Here’s Why Mountain Dew Will Survive the Death of Soda,” Huffington Post, January 25, 2015, www.
huffingtonpost.com/2015/01/26/mountain-dew-regions_n_6524382.html; Venessa Wong, “Nobody Knows What 
Mountain Dew Is, and That’s the Key to Its Success,” Buzzfeed, November 1, 2015, www.buzzfeed.com/venes-
sawong/what-is-mountain-dew#.ikdN7aw8X; and www.mountaindew.com and www.greenlabel.com, accessed 
September 2016.

on the genetically modified cross-pollination 
that occurs at the intersection of skate, music, 
and art.”

Green Label produces a constant flow of 
engaging content that gets superfans inter-
acting with the brand. Green Label has also 
spawned ambitious projects such Mountain 
Dew’s Green Label Experience—a cable TV 
series showcasing action sports from The 
Dew Tour—and We Are Blood—a feature-
length film that follows amateur and pro skat-
ers around the world, “celebrating the uncon-
ditional bond created by the simple act of 
skateboarding.” The main GreenLabel.com 
site now draws five times more traffic than 
MountainDew.com.

In all, few brands can match Mountain 
Dew when it comes to engaging loyal custom-
ers and involving them with the brand. In turn, 
the cult-like loyalty of the Dew Nation has kept 

Mountain Dew flowing even as competitors 
face declines. “The thing that really makes it 
different from a lot of other drinks, certainly 
from a lot of other carbonated soft drinks, is 
its incredibly loyal and passionate consumer 
base,” says Mountain Dew’s top marketer. To 
such loyal fans, Mountain Dew is more than 
just a something you drink. In the words of 
PepsiCo’s CEO, to Dew fans, Mountain Dew 
is “an attitude. It’s a fantastic attitude.”

Just ask a superfan like 20-year-
old Steven Kearney, who’s been drinking 

Mountain Dew every day since eighth grade. 
Kearney has a collection of 80 vintage cans 
and bottles—he collects a new can as a 
memento every time a new flavor is released. 
He always starts the show he hosts on his 
college radio station by popping open a can 
of Mountain Dew, and he hangs out with a 
group of friends he calls “The Mountain Dew 
buddies.” Will he ever outgrow his yen to “Do 
the Dew”? “I feel like it will definitely be some-
thing I’m going to drink for the rest of my life,” 
he says.

 Using Experian’s mosaic USA segmentation system, marketers 
can paint a surprisingly precise picture of who you are and what 
you might buy. Mosiac USA segments carry colorful names such as 
Colleges and Cafes, Birkenstocks and Beemers, Bohemian Groove, 
Hispanic Harmony, Rolling the Dice, Small Town Shallow Pockets, 
and True Grit Americans that help bring the segments to life.
zeljkodan/Shutterstock
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business marketers also use some additional variables, such as customer operating charac-
teristics, purchasing approaches, situational factors, and personal characteristics.

Almost every company serves at least some business markets. For example, Starbucks 
has developed distinct marketing programs for each of its two business segments: the 
office coffee segment and the food service segment. In the office coffee and vending seg-
ment, Starbucks Office Coffee Solutions markets a variety of workplace coffee services to 
businesses of any size, helping them to make Starbucks coffee and related products avail-
able to their employees in their workplaces. Starbucks helps these business customers de-
sign the best office solutions involving its coffees (the Starbucks or Seattle’s Best brands), 
teas (Tazo), syrups, and branded paper products and methods of serving them—portion 
packs, single cups, or vending. The Starbucks Foodservice division teams up with busi-
nesses and other organizations—ranging from airlines, restaurants, colleges, and hospitals 
to baseball stadiums—to help them serve the well-known Starbucks brand to their own 
customers. Starbucks provides not only the coffee, tea, and paper products to its food ser-
vice partners but also equipment, training, and marketing and merchandising support.13

Many companies establish separate systems for dealing with larger or multiple-location 
customers. For example, Steelcase, a major producer of office furniture systems, first divides 
customers into several segments: health-care, education, hospitality, legal, U.S. and Canadian 
governments, and state and local governments. Next, company salespeople work with in-
dependent Steelcase dealers to handle smaller, local, or regional Steelcase customers in each 
segment. But many national, multiple-location customers, such as ExxonMobil or IBM, have 
special needs that may reach beyond the scope of individual dealers. Therefore, Steelcase 
uses national account managers to help its dealer networks handle national accounts.

Segmenting International Markets
Few companies have either the resources or the will to operate in all, or even most, of 
the countries that dot the globe. Although some large companies, such as Coca-Cola or 
Unilever, sell products in more than 200 countries, most international firms focus on a 
smaller set. Different countries, even those that are close together, can vary greatly in their 
economic, cultural, and political makeup. Thus, just as they do within their domestic mar-
kets, international firms need to group their world markets into segments with distinct 
buying needs and behaviors.

Companies can segment international markets using one or a combination of several 
variables. They can segment by geographic location, grouping countries by regions such as 
Western Europe, the Pacific Rim, South Asia, or Africa. Geographic segmentation assumes 
that nations close to one another will have many common traits and behaviors. Although 
this is sometimes the case, there are many exceptions. For example, some U.S. marketers 
lump all Central and South American countries together. However, the Dominican Republic 
is no more like Brazil than Italy is like Sweden. Many Central and South Americans don’t 
even speak Spanish, including more than 200 million Portuguese-speaking Brazilians and 
the millions in other countries who speak a variety of Indian dialects.

World markets can also be segmented based on economic factors. Countries might be 
grouped by population income levels or by their overall level of economic development. 
A  country’s economic structure shapes its population’s product and service needs and 
therefore the marketing opportunities it offers. For example, many companies are now 
targeting the BRIC countries—Brazil, Russia, India, and China—which are fast-growing 
developing economies with rapidly increasing buying power.

Countries can also be segmented by political and legal factors such as the type and 
stability of government, receptivity to foreign firms, monetary regulations, and amount 
of bureaucracy. Cultural factors can also be used, grouping markets according to common 
languages, religions, values and attitudes, customs, and behavioral patterns.

Segmenting international markets based on geographic, economic, political, cultural, 
and other factors presumes that segments should consist of clusters of countries. However, 
as new communications technologies, such as satellite TV and online and social media, con-
nect consumers around the world, marketers can define and reach segments of like-minded 
consumers no matter where in the world they are. Using  intermarket   segmentation 
(also called cross-market segmentation), they form segments of consumers who have 

Intermarket (cross-market) 
segmentation
Forming segments of consumers who 
have similar needs and buying behaviors 
even though they are located in different 
countries.
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similar needs and buying behaviors even though 
they are located in different countries.

Since 1919, Bentley Motors has produced 
luxury automobiles known for their distinctive 
design, handcrafted luxury, and a refined but 
exhilarating driving experience.  Given its high 
price, Bentley Motors has focused on economi-
cally developed markets such as the United States 
and Europe, positioning itself on luxury, pres-
tige, and exclusivity, but most importantly its 
“Britishness.” When sales slumped in response 
to the 2008 financial crisis, Bentley began a search 
for new markets. Using cross-market segmenta-
tion, Bentley shifted its focus from targeting af-
fluent markets to targeting affluent consumers. 
This allowed the company to identify and then 
capitalize on the burgeoning purchasing power in 
the high-income segments of emerging markets 
such as Russia and China, markets that Bentley 
had previously not considered given their overall 
low per capita incomes. Bentley Motors now tar-

gets affluent consumers regardless of the market, who demand and are willing to pay 
for the superior-quality, quintessentially British luxury automobiles and driving experi-
ence the company has always produced.

Requirements for Effective Segmentation
Clearly, there are many ways to segment a market, but not all segmentations are effective. 
For example, buyers of table salt could be divided into blonde and brunette customers. 
But hair color obviously does not affect the purchase of salt. Furthermore, if all salt buyers 
bought the same amount of salt each month, believed that all salt is the same, and wanted 
to pay the same price, the company would not benefit from segmenting this market.

To be useful, market segments must be

Measurable. The size, purchasing power, and profiles of the segments can be measured.
Accessible. The market segments can be effectively reached and served.
Substantial. The market segments are large or profitable enough to serve. A segment 
should be the largest possible homogeneous group worth pursuing with a tailored 
marketing program. It would not pay, for example, for an automobile manufacturer to 
develop cars especially for people whose height is greater than seven feet.
Differentiable. The segments are conceptually distinguishable and respond differently 
to different marketing mix elements and programs. If men and women respond simi-
larly to marketing efforts for soft drinks, they do not constitute separate segments.
Actionable. Effective programs can be designed for attracting and serving the segments. 
For example, although one small airline identified seven market segments, its staff was 
too small to develop separate marketing programs for each segment.

Market Targeting
Market segmentation reveals the firm’s market segment opportunities. The firm now has 
to evaluate the various segments and decide how many and which segments it can serve 
best. We now look at how companies evaluate and select target segments.

Evaluating Market Segments
In evaluating different market segments, a firm must look at three factors: segment size and 
growth, segment structural attractiveness, and company objectives and resources. First, a 
company wants to select segments that have the right size and growth characteristics. But 

 Intermarket segmentation: Bentley Motors targets high-income consumers 
around the world with its focus on luxury, prestige, heritage, and exclusivity.
WENN Ltd/Alamy Stock Photo

After dividing the market 
into segments, it’s time 

to answer that first seemingly simple 
marketing strategy question we raised 
in Figure 7.1: Which customers will the 
company serve?
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“right size and growth” is a relative matter. The largest, fastest-growing segments are not 
always the most attractive ones for every company. Smaller companies may lack the skills 
and resources needed to serve larger segments. Or they may find these segments too com-
petitive. Such companies may target segments that are smaller and less attractive, in an 
absolute sense, but that are potentially more profitable for them.

The company also needs to examine major structural factors that affect long-run 
segment attractiveness.14 For example, a segment is less attractive if it already contains 
many strong and aggressive competitors or if it is easy for new entrants to come into the 
segment. The existence of many actual or potential substitute products may limit prices 
and the profits that can be earned in a segment. The relative power of buyers also affects 
segment attractiveness. Buyers with strong bargaining power relative to sellers will try to 
force prices down, demand more services, and set competitors against one another—all 
at the expense of seller profitability. Finally, a segment may be less attractive if it contains 
powerful suppliers that can control prices or reduce the quality or quantity of ordered 
goods and services.

Even if a segment has the right size and growth and is structurally attractive, the 
company must consider its own objectives and resources. Some attractive segments can 
be dismissed quickly because they do not mesh with the company’s long-run objectives. 
Or the company may lack the skills and resources needed to succeed in an attractive 
segment. For example, the economy segment of the automobile market is large and 
growing. But given its objectives and resources, it would make little sense for luxury-
performance carmaker Mercedes-Benz to enter this segment. A company should only 
enter segments in which it can create superior customer value and gain advantages over 
its competitors.

Selecting Target Market Segments
After evaluating different segments, the company must decide which and how many seg-
ments it will target. A target market consists of a set of buyers who share common needs 
or characteristics that a company decides to serve. Market targeting can be carried out 
at several different levels.  Figure 7.2 shows that companies can target very broadly 
(undifferentiated marketing), very narrowly (micromarketing), or somewhere in between 
( differentiated or concentrated marketing).

Undifferentiated Marketing
Using an undifferentiated marketing (or mass marketing) strategy, a firm might de-
cide to ignore market segment differences and target the whole market with one offer. Such 
a strategy focuses on what is common in the needs of consumers rather than on what is 
 different. The company designs a product and a marketing program that will appeal to the 
largest number of buyers.

As noted earlier in the chapter, most modern marketers have strong doubts about this 
strategy. Difficulties arise in developing a product or brand that will satisfy all consumers. 
Moreover, mass marketers often have trouble competing with more-focused firms that do a 
better job of satisfying the needs of specific segments and niches.

Differentiated Marketing
Using a differentiated marketing (or segmented marketing) strategy, a firm decides 
to target several market segments and designs separate offers for each. For example, P&G 

Target market
A set of buyers who share common 
needs or characteristics that a company 
decides to serve.

Undifferentiated (mass) marketing
A market-coverage strategy in which a 
firm decides to ignore market segment 
differences and go after the whole market 
with one offer.

Differentiated (segmented) 
marketing
A market-coverage strategy in which a 
firm targets several market segments and 
designs separate offers for each.

Undifferentiated
(mass) marketing

Differentiated
(segmented)
marketing

Concentrated
(niche)

marketing

Micromarketing
(local or individual

marketing)

Targeting
broadly

Targeting
narrowly

This figure covers a broad range
of targeting strategies, from mass
marketing (virtually no targeting) to
individual marketing (customizing
products and programs to
individual customers).
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markets at least six different laundry detergent brands in the United States (Tide, Gain, 
Cheer, Era, Dreft, and Bold), which compete with each other on supermarket shelves. Then 
P&G further segments each detergent brand to serve even narrower niches. For example, 
you can buy any of dozens of versions of Tide—from Tide Original, Tide Coldwater, or 
Tide Pods to Tide Free & Gentle, Tide Vivid White + Bright, Tide Colorguard, Tide plus 
Febreze, or Tide with a Touch of Downy.

By offering product and marketing variations to seg-
ments, companies hope for higher sales and a stronger posi-
tion within each market segment. Developing a stronger po-
sition within several segments creates more total sales than 
undifferentiated marketing across all segments. Thanks to 
its differentiated approach, P&G is really cleaning up in the 
$15 billion U.S. laundry detergent market.  Incredibly, by 
itself, the Tide family of brands captures a 38 percent share of 
all North American detergent sales; the Gain brand pulls in 
another 15 percent. Even more incredible, all P&G detergent 
brands combined capture a 60 percent U.S. market share.15

But differentiated marketing also increases the costs of 
doing business. A firm usually finds it more expensive to 
develop and produce, say, 10 units of 10 different products 
than 100 units of a single product. Developing separate 
marketing plans for separate segments requires extra mar-
keting research, forecasting, sales analysis, promotion plan-
ning, and channel management. And trying to reach differ-
ent market segments with different advertising campaigns 
increases promotion costs. Thus, the company must weigh 
increased sales against increased costs when deciding on a 
differentiated marketing strategy.

Concentrated Marketing
When using a concentrated marketing (or niche marketing) strategy, instead of going 
after a small share of a large market, a firm goes after a large share of one or a few smaller 
segments or niches.  For example, consider nicher Stance Socks:16

“Rihanna designs them, Jay Z sings about them, and the rest of the world can’t seem to get 
enough of Stance socks,” says one observer. They’ve even become the official on-court sock 
of the NBA and a favorite of many professional players on game day. Nicher Stance sells 
socks and only socks. Yet it’s thriving in the shadows of much larger competitors who sell 

Concentrated (niche) marketing
A market-coverage strategy in which a 
firm goes after a large share of one or a 
few segments or niches.

 Differentiated marketing: P&G markets multiple laundry detergent 
brands, then further segments each brand to service even narrower 
niches. As a result, it’s really cleaning up in the U.S. laundry detergent 
market, with an almost 60 percent market share.
© Torontonian / Alamy Stock Photo

 Concentrated marketing: Innovative nicher Stance 
Socks thrives in the shadows of larger competitors.
Stance, Inc.

socks mostly as a sideline. Five years ago, Stance’s founders discovered 
socks as a large but largely overlooked and undervalued market. While 
walking through the sock section a local Target store, says Stance’s CEO 
and cofounder, Jeff Kearl, “It was like, black, white, brown, and gray—
with some argyle—in plastic bags. I thought, we could totally [reinvent] 
socks, because everyone was ignoring them.”

So Stance set out to breathe new life into the sock category by creating 
technically superior socks that also offered fun, style, and status. Mission 
accomplished. You’ll now find colorful displays of Stance’s comfortable but 
quirky socks in stores in more than 40 countries, from the local surf shop 
to Foot Locker to Nordstrom, Bloomingdale’s, and Macy’s. Selling at prices 
ranging from $10 to $40 a pair, Stance sold an estimated 12 million pairs of 
socks last year. That’s small potatoes for giant competitors such as Hanes or 
Nike, but it’s nicely profitable for nicher Stance. Next up? Another often over-
looked niche—Stance men’s underwear.

Through concentrated marketing, the firm achieves a strong mar-
ket position because of its greater knowledge of consumer needs in the 
niches it serves and the special reputation it acquires. It can market 
more effectively by fine-tuning its products, prices, and programs to 
the needs of carefully defined segments. It can also market more ef-
ficiently, targeting its products or services, channels, and communica-
tions programs toward only consumers that it can serve best and most 
profitably.
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Stitch Fix offers affordable personal styling services online to busy women on the go. It po-
sitions itself as “Your partner in personal style.” Although “personal service” and “online” 
might seem a contradiction, Stitch Fix pulls it off with a team of more than 2,000 personal 
stylists who apply a sophisticated algorithm to determine each customer’s unique sense 
of style. A customer begins by filling out a detailed style profile that goes far beyond the 
usual sizing charts. It probes personal preferences with questions such as “What do you 
like to flaunt?” and “How adventurous do you want your Fix selections to be?” (One an-
swer choice: “Frequently: Adventure is my middle name, bring it on!”) The customer also 
rates photo montages of different fashions and can even submit links to her own Pinterest 
pages or other social media.

Combining the algorithm with large doses of human judgment (the stylist may 
completely override the algorithm), the personal stylist assembles and ships the cus-
tomer’s first fashion “Fix”—a box containing five clothing or accessory items pegged 
to the customer’s special tastes. “Our professional stylists will pick out items they think 
you’ll love—sometimes a little out of your comfort zone, but that’s part of the fun,” 
says the company. The customer keeps what she likes and returns the rest, along with 
detailed feedback. The first Fix is the hardest because the stylist and algorithm are still 
learning. But after that, the Stitch Fix experience becomes downright addictive for many 
shoppers. More than 80 percent of customers visit the site within 90 days for a second 
order, and one-third spend 50 percent of their clothing budget with Stitch Fix. Thanks to 
the power and personalization qualities of the internet, Stitch Fix is attracting attention 
and growing fast. The online nicher has inspired a virtual army of pro–Stitch Fix blog 
and social media posters, and its revenues have skyrocketed to more than $200 million 
annually.

Concentrated marketing can be highly profitable. At the same time, it involves 
higher-than-normal risks. Companies that rely on one or a few segments for all of   Online niching: Thanks to the power and 

personalization characteristics of online 
marketing, online women’s fashion retailer 
Stitch Fix is attracting attention and growing 
fast.
STITCH FIX and FIX are trademarks of Stitch Fix, Inc.

Niching lets smaller companies focus their limited resources on serving niches that 
may be unimportant to or overlooked by larger competitors. Many companies start as 
nichers to get a foothold against larger, more resourceful competitors and then grow into 
broader competitors. For example, Southwest Airlines began by serving intrastate, no-frills 
commuters in Texas but is now one of the nation’s largest airlines. And Enterprise Rent-A-
Car began by building a network of neighborhood offices rather than competing with Hertz 
and Avis in airport locations. Enterprise is now the nation’s largest car rental company.

Today, the low cost of setting up shop on the internet makes it even more profitable 
to serve seemingly small niches. Small businesses, in particular, are realizing riches from 
serving niches on the web.  Consider online women’s fashion retailer Stitch Fix:17

their business will suffer greatly if the segment turns sour. Or larger competitors 
may decide to enter the same segment with greater resources. In fact, many large 
companies develop or acquire niche brands of their own. For example, Coca-Cola’s 
Venturing and Emerging Brands unit markets a cooler full of niche beverages. Its 
brands include Honest Tea (the nation’s number-one organic bottled tea brand), NOS 

(an energy drink popular among auto enthusiasts), FUZE (a fusion of tea, fruit, and other 
flavors), Zico (pure premium coconut water), Odwalla (natural beverages and bars that 
“bring goodness to your life”), Fairlife (unfiltered milk), and many others. Such brands let 
Coca-Cola compete effectively in smaller, specialized markets, and some will grow into 
future powerhouse brands.18

Micromarketing
Differentiated and concentrated marketers tailor their offers and marketing programs to 
meet the needs of various market segments and niches. At the same time, however, they do 
not customize their offers to each individual customer. Micromarketing is the practice of 
tailoring products and marketing programs to suit the tastes of specific individuals and lo-
cal customer segments. Rather than seeing a customer in every individual, micromarketers 
see the individual in every customer. Micromarketing includes local marketing and individual 
marketing.

Local Marketing. Local marketing involves tailoring brands and promotions to the 
needs and wants of local customers. For example, Marriott’s Renaissance Hotels has rolled 
out its Navigator program, which hyper-localizes guest experiences at each of its 155 life-
style hotels around the world:19

Micromarketing
Tailoring products and marketing 
programs to the needs and wants of 
specific individuals and local customer 
segments; it includes local marketing and 
individual marketing.

Local marketing
Tailoring brands and marketing to the 
needs and wants of local customer 
segments—cities, neighborhoods, and 
even specific stores.
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Renaissance Hotels’ Navigator pro-
gram puts a personal and local face 
on each location by “micro-localizing” 
recommendations for guests’ food, 
shopping, entertainment, and cul-
tural experiences at each destination. 
The program is anchored by on-site 
Renaissance Hotels “Navigators” 
at each location. Whether it’s 
Omar Bennett, a restaurant-loving 
Brooklynite at the Renaissance New 
York Times Square Hotel, or James 
Elliott at the St. Pancras Renaissance 
London Hotel, a history buff and local 
pub expert, Navigators are extensively 
trained locals who are deeply passion-
ate about the destination and often 
have a personal connection to the lo-
cale.  Based on 100-plus hours of in-
tense training plus their own personal 
experiences and ongoing research, 
they work with guests personally to 
help them experience “the hidden 
gems throughout the neighborhood of 
each hotel through the eyes of those 
who know it best.”

In addition, Renaissance Hotels 
engages locals in each city to participate 
by inviting them to follow their local 

Navigator via social media as well as adding their own favorites to the system, creating each 
hotel’s own version of Yelp. Navigators then cull through submitted tips and feature the best 
recommendations alongside their own for sharing within the hotel lobby or on its web, mobile, 
and social media channels. Since introducing the hyper-localized Navigator program as part of 
Renaissance Hotels’ “Live Life to Discover” campaign two years ago, the hotel’s website traf-
fic has grown more than 80 percent, Facebook Likes have exploded from 40,000 to more than 
900,000, and Twitter followers have surged from 5,000 to 110,000.

Advances in communications technology have given rise to new high-tech versions 
of location-based marketing. Thanks to the explosion in smartphones and tablets that in-
tegrate geolocation technology, companies can now track consumers’ whereabouts closely 
and engage them on the go with localized deals and information fast, wherever they may 
be. It’s called SoLoMo (social+local+mobile) marketing. Services such as Foursquare and 
Shopkick and retailers ranging from REI and Starbucks to Walgreens and Macy’s have 
jumped onto the SoLoMo bandwagon, primarily in the form of smartphone and tablet 
apps. Mobile app Shopkick excels at SoLoMo:20

Shopkick sends special offers and rewards to shoppers simply for checking into client stores 
such as Target, Macy’s, Best Buy, Old Navy, or Crate & Barrel and buying brands from Shopkick 
partners such as P&G, Unilever, Disney, Kraft, and L’Oréal. When shoppers are near a participat-
ing store, the Shopkick app on their phone picks up a signal from the store and spits out store 
coupons, deal alerts, and product information. When Shopkickers walk into their favorite retail 
stores, the app automatically checks them in and they rack up rewards points or “kicks.” If they 
buy something or scan product bar codes, they get even more kicks. Users can use their kicks for 
discounted or free merchandise of their own choosing. Shopkick helps users get the most out 
of their efforts by mapping out potential kicks in a given geographic area. Shopkick has grown 
quickly to become one of the nation’s top shopping apps, with more 15 million users and 300 
brand partners.

Local marketing has some drawbacks, however. It can drive up manufacturing 
and marketing costs by reducing the economies of scale. It can also create logistics 
problems as companies try to meet the varied requirements of different local mar-
kets. Still, as companies face increasingly fragmented markets and as new supporting 
digital technologies develop, the advantages of local marketing often outweigh the 
drawbacks.

 Geographic segmentation: Marriott’s Renaissance Hotels’ Navigators and “Live Life 
to Discover” program help guests to experience “the hidden gems around the unique 
neighborhood of each hotel through the eyes of those who know it best.”
Renaissance Hotels, Marriott International, Marriott Rewards. Renaissance is a registered trademark of Marriott International, Inc.
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Individual Marketing. In the extreme, micromarketing becomes individual marketing—
tailoring products and marketing programs to the needs and preferences of individual cus-
tomers. Individual marketing has also been labeled one-to-one marketing, mass customiza-
tion, and markets-of-one marketing.

The widespread use of mass marketing has obscured the fact that for centuries con-
sumers were served as individuals: The tailor custom-made a suit, the cobbler designed 
shoes for an individual, and the cabinetmaker made furniture to order. Today, new tech-
nologies are permitting many companies to return to customized marketing. Detailed 
databases, robotic production and flexible manufacturing, and interactive technologies 
such as smartphones and online and social media have combined to foster mass custom-
ization. Mass customization is the process by which firms interact one to one with masses 
of customers to design products, services, and marketing programs tailor-made to indi-
vidual needs.

Companies these days are hyper-customizing everything from food, artwork, ear-
phones, and sneakers to high-end luxury products. At one end of the spectrum, candy 
lovers can go to mymms.com and buy M&Ms with personalized messages or pictures 
embossed on each little candy. Visit Nike ID or Puma Factory online to design and order 
your very own personalized sneakers. JH Audio in Orlando makes customized earphones 
based on molds of customers’ ears to provide optimized fit and better and safer sound. The 
company even laser-prints designs on the tiny ear buds—some people request a kid for 
each ear; others prefer a dog.

At the other extreme are “bespoke” luxury goods (a fancy word for “custom-made” or 
“made to order”). For the right price, well-heeled customers can buy custom-designed 
goods ranging from bespoke fashions and accessories by Hermes and Gucci to bespoke 
cars from Aston Martin or Rolls-Royce.21

 Ninety-five percent of Rolls-Royce buyers cus-
tomize their cars in some way. Customers can sit down 
with a Rolls-Royce Bespoke design team—color ex-
perts, leather-smiths, master woodworkers—in a lounge 
filled with images, materials, and other inspirational 
elements to design their own unique Rolls-Royces. Want 
to match the exterior paint and interior leather to your 
favorite pale pink leather gloves? No problem. Want 
to customize your door handles, have your initials 
and a meaningful logo stitched into the headrests, or 
install mother-of-pearl inlays, crocodile skin seating, 
rabbit-pelt linings, or mahogany trim? Easily done. 
One customer even wanted his car’s interior trim to be 
made from a favorite tree that had recently fallen on his 
estate. After analyzing a sample, a Rolls-Royce crafts-
man deemed the wood acceptable and the customer’s 
tree will now live forever in the dash and door panels of 
his custom Rolls-Royce. “Outside of compromising the 
safety of the car—or disfiguring the Spirit of Ecstasy—
we won’t say no,” says a Rolls-Royce executive.

Beyond customizing products, marketers also 
customize their marketing messages to engage cus-
tomers on a one-to-one basis. For example, Nike 
collected data on its most enthusiastic customers, 

those who train using FuelBands and apps such as Nike+ Running. It then used the data 
to create 100,000 customized animated videos based on each individual’s actual work-
out activities. For example, one video might feature an animation of a person in Los 
Angeles running past the Hollywood sign; another might show a New Yorker running 
in the rain along the East River. Nike then emailed the unique customized videos to 
each of the 100,000 Nike+ users, challenging them to achieve new heights in the coming 
year. The videos not only engaged Nike’s biggest fans, they also spread to the broader 
Nike community. “These are some of the most social people on the planet,” says one 
campaign manager. “They share like crazy. So that becomes a pretty awesome flagship 
marketing move for Nike.”22

Individual marketing
Tailoring products and marketing 
programs to the needs and preferences 
of individual customers.

 Individual marketing: The Rolls-Royce Bespoke design team works closely 
with individual customers to help them create their own unique Rolls-Royces. 
“Outside of compromising the safety of the car—or disfiguring the Spirit of 
Ecstasy—we won’t say no.”
Associated Press
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Choosing a Targeting Strategy
Companies need to consider many factors when choosing a market-targeting strategy. 
Which strategy is best depends on the company’s resources. When the firm’s resources are 
limited, concentrated marketing makes the most sense. The best strategy also depends on 
the degree of product variability. Undifferentiated marketing is more suited for uniform 
products, such as grapefruit or steel. Products that can vary in design, such as cameras and 
cars, are more suited to differentiation or concentration. The product’s life-cycle stage also 
must be considered. When a firm introduces a new product, it may be practical to launch 
one version only, and undifferentiated marketing or concentrated marketing may make the 
most sense. In the mature stage of the product life cycle, however, differentiated marketing 
often makes more sense.

Another factor is market variability. If most buyers have the same tastes, buy the same 
amounts, and react the same way to marketing efforts, undifferentiated marketing is ap-
propriate. Finally, competitors’ marketing strategies should be considered. When competitors 
use differentiated or concentrated marketing, undifferentiated marketing can be suicidal. 
Conversely, when competitors use undifferentiated marketing, a firm can gain an advan-
tage by using differentiated or concentrated marketing, focusing on the needs of buyers in 
specific segments.

Socially Responsible Target Marketing
Smart targeting helps companies become more efficient and effective by focusing on 
the segments that they can satisfy best and most profitably. Targeting also benefits 
 consumers—companies serve specific groups of consumers with offers carefully tailored 
to their needs. However, target marketing sometimes generates controversy and concern. 
The biggest issues usually involve the targeting of vulnerable or disadvantaged consumers 
with controversial or potentially harmful products.

For example, fast-food chains have generated controversy over the years by their at-
tempts to target inner-city minority consumers. They’ve been accused of pitching their 
high-fat, salt-laden fare to low-income, urban residents who are much more likely than 
suburbanites to be heavy consumers. Similarly, big banks and mortgage lenders have been 
criticized for targeting consumers in poor urban areas with attractive adjustable-rate home 
mortgages that they can’t really afford.

Children are seen as an especially vulnerable audience. Marketers in a wide range of 
industries—from cereal, soft drinks, and fast food to toys and fashion—have been criti-
cized for their marketing efforts directed toward children. Critics worry that enticing pre-
mium offers and high-powered advertising appeals will overwhelm children’s defenses. In 
recent years, for instance, McDonald’s has been criticized by various health advocates and 
parent groups concerned that its popular Happy Meals offers—featuring trinkets and other 
items tied in with popular children’s movies and TV shows—create a too-powerful connec-
tion between children and less-healthy eating. McDonald’s has responded by putting the 
Happy Meal on a diet, cutting the overall calorie count by 20 percent, adding fruit to every 
meal, and promoting Happy Meals only with milk, water, and juice. And for a two-week 
span each year, McDonald’s replaces the toys in its Happy Meals with children’s books.23

The digital era may make children even more vulnerable to targeted marketing mes-
sages. Traditional child-directed TV and print ads usually contain fairly obvious pitches 
that are easily detected and controlled by parents. However, marketing in digital media 
may be subtly embedded within the content and viewed by children on personal, small-
screen devices that are beyond even the most watchful parent’s eye. In digital platforms, 
the lines between educational, entertainment, and commercial content are often blurred. 
Thus, as children consume increasing amounts of online and digital content, one expert 
advises that kids “shouldn’t be entirely left to their own devices.”24

More broadly, the growth of the internet, smartphones, and other carefully targeted 
direct media has raised fresh concerns about potential targeting abuses. The internet and 
mobile marketing allow more precise targeting, letting the makers of questionable prod-
ucts or deceptive advertisers zero in on the most vulnerable audiences. Unscrupulous 
marketers can now send tailor-made, deceptive messages by email directly to millions 
of unsuspecting consumers. For example, the Federal Bureau of Investigation’s Internet 
Crime Complaint Center website alone received more than 269,000 complaints last year.25
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Today’s marketers are also using sophisticated analytical techniques to track consum-
ers’ digital movements and to build amazingly detailed customer profiles containing 
highly personal information. Such profiles can then be used to hypertarget individual con-
sumers with personalized brand messages and offers. However, with such targeting, mar-
keters often walk a fine line between serving customers better and stalking them:

How well does your smartphone know you? What stories could your laptop tell? In truth, your 
digital devices probably know more about you than you know about yourself. Smartphones and 
other digital equipment have become fundamental extensions of our lives. Whatever you do—at 
work, at play, socializing, shopping—your phone, tablet, laptop, or desktop is almost always a 
part of the action. These devices go where you go, entertain you, connect you with friends, take 
you browsing and shopping, feed you news and information, and listen in on even your most 

intimate voice, text, and email conversa-
tions. And more and more, these devices 
are sharing all that personal information 
with marketers. Companies have now 
developed sophisticated new ways that 
border on wizardry to extract intimate 
insights about consumers. For brands and 
marketers, such information is pure gold.

Marketers argue that using all of 
this up-close-and-personal informa-
tion better serves both customers and 
a company. Customers receive tailored, 
relevant information and offers from 
brands that really understand and in-
terest them. However, many consum-
ers and privacy advocates are concerned 
that such intimate information in the 
hands of unscrupulous marketers could 
result in more harm than benefit to con-
sumers.  They often view big data and 
hypertargeting less as “getting to know 
consumers better to serve them better” 
and more as “stalking” consumers and 
“profiling” them. Although most con-
sumers are willing to share some per-
sonal information if it means getting 
better service or deals, many consumers 
worry that marketers might go too far.

Thus, in target marketing, the issue is not really who is targeted but rather how 
and for what. Controversies arise when marketers attempt to profit at the expense of 
targeted  segments—when they unfairly target vulnerable segments or target them with 
questionable products or tactics. Socially responsible marketing calls for segmentation 
and targeting that serve not just the interests of the company but also the interests of 
those targeted.

Differentiation and Positioning
Beyond deciding which segments of the market it will target, the company must decide on 
a value proposition—how it will create differentiated value for targeted segments and what 
positions it wants to occupy in those segments. A product position is the way a product 
is defined by consumers on important attributes—the place the product occupies in consum-
ers’ minds relative to competing products. Products are made in factories, but brands hap-
pen in the minds of consumers.

Method laundry detergent is positioned as a smarter, easier, and greener detergent; 
Tide is “a washing miracle,” an all-purpose, heavy-duty family detergent that gets out 
grime and tough stains. Your Visa card is “Everywhere you want to be”; with American 
Express, “The Journey Never Stops.” At IHOP, you “Come hungry. Leave happy”; at 
Buffalo Wild Wings, it’s “Wings. Beer. Sports.” In the automobile market, the Honda 
Fit and Nissan Versa are positioned on economy, Mercedes and Cadillac on luxury, and 
Porsche and BMW on performance. Home-improvement store Lowe’s helps you “Never 

Product position
The way a product is defined by 
consumers on important attributes—the 
place it occupies in consumers’ minds 
relative to competing products.

 Hypertargeting: Marketers have developed sophisticated new ways to extract intimate 
insights about consumers that border on wizardry. But hypertargeting walks a fine line 
between “serving” consumers and “stalking” them.
Andrew Bret Wallis/Getty Images

At the same time that a 
company is answering the 

first simple-sounding question (Which 
customers will we serve?), it must also 
be asking the second question (How 
will we serve them?).

Author
Comment
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stop improving.”  And IKEA does more than just sell 
affordable home furnishings; it’s the “Life improvement 
store.”

Consumers are overloaded with information about 
products and services. They cannot reevaluate products 
every time they make a buying decision. To simplify the 
buying process, consumers organize products, services, 
and companies into categories and “position” them in 
their minds. A product’s position is the complex set of 
perceptions, impressions, and feelings that consumers 
have for the product compared with competing products.

Consumers position products with or without the 
help of marketers. But marketers do not want to leave 
their products’ positions to chance. They must plan po-
sitions that will give their products the greatest advan-
tage in selected target markets, and they must design 
marketing mixes to create these planned positions.

Positioning Maps
In planning their differentiation and positioning strategies, marketers often prepare per-
ceptual positioning maps that show consumer perceptions of their brands versus those of 
competing products on important buying dimensions.  Figure 7.3 shows a positioning 
map for the U.S. large luxury SUV market.26 The position of each circle on the map indi-
cates the brand’s perceived positioning on two dimensions: price and orientation (luxury 
versus performance). The size of each circle indicates the brand’s relative market share.

Thus, customers view the market-leading Cadillac Escalade as a moderately priced, 
large, luxury SUV with a balance of luxury and performance. The Escalade is positioned 
on urban luxury, and in its case, “performance” probably means power and safety perfor-
mance. You’ll find no mention of off-road adventuring in an Escalade ad.

By contrast, the Range Rover and the Land Cruiser are positioned on luxury with 
nuances of off-road performance. For example, the Toyota Land Cruiser began in 1951 
as a four-wheel-drive, jeep-like vehicle designed to conquer the world’s most grueling 
terrains and climates. In recent years, the Land Cruiser has retained this adventure and 
performance positioning but with luxury added. Its website brags of “legendary off-road 
capability,” with off-road technologies such as an Acoustic Control Induction System to 
get the most out of the RPMs, “so you can make molehills out of mountains.” Despite its 
ruggedness, however, the company notes that “its Bluetooth hands-free technology, DVD 
entertainment, and a sumptuous interior have softened its edges.”

 Positioning: IKEA does more than just sell affordable home furnishings: 
it’s the “Life improvement store.”
Used with the permission of Inter IKEA Systems B.V.
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Positioning map: Large luxury 
SUVs
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Choosing a Differentiation and Positioning Strategy
Some firms find it easy to choose a differentiation and positioning strategy. For example, 
a firm well known for quality in certain segments will go after this position in a new seg-
ment if there are enough buyers seeking quality. But in many cases, two or more firms will 
go after the same position. Then each will have to find other ways to set itself apart. Each 
firm must differentiate its offer by building a unique bundle of benefits that appeal to a 
substantial group within the segment.

Above all else, a brand’s positioning must serve the needs and preferences of well-
defined target markets. For example, as discussed in the chapter-opening story, although 
both Dunkin’ Donuts and Starbucks are coffee and snack shops, they target very differ-
ent customers who want very different things from their favorite coffee seller. Starbucks 
targets more upscale professionals with more high-brow positioning. In contrast, Dunkin’ 
Donuts targets the “average Joe” with a decidedly more low-brow, “everyman” kind of 
positioning. Yet each brand succeeds because it creates just the right value proposition for 
its unique mix of customers.

The differentiation and positioning task consists of three steps: identifying a set of dif-
ferentiating competitive advantages on which to build a position, choosing the right com-
petitive advantages, and selecting an overall positioning strategy. The company must then 
effectively communicate and deliver the chosen position to the market.

Identifying Possible Value Differences and Competitive Advantages
To build profitable relationships with target customers, marketers must understand cus-
tomer needs and deliver more customer value better than competitors do. To the extent 
that a company can differentiate and position itself as providing superior customer value, 
it gains competitive advantage.

But solid positions cannot be built on empty promises. If a company positions its 
product as offering the best quality and service, it must actually differentiate the prod-
uct so that it delivers the promised quality and service. Companies must do much more 
than simply shout out their positions with slogans and taglines. They must first live 
the slogan. For example, online shoes and accessories seller Zappos’s “powered by ser-
vice” positioning would ring hollow if not backed by truly outstanding customer care. 

Zappos aligns its entire organization and all of its people around provid-
ing the best possible customer service. The online seller’s number-one core 
value: “Deliver WOW through service.”27

To find points of differentiation, marketers must think through the cus-
tomer’s entire experience with the company’s product or service. An alert 
company can find ways to differentiate itself at every customer contact point. 
In what specific ways can a company differentiate itself or its market offer? It 
can differentiate along the lines of product, services, channels, people, or image.

Through product differentiation, brands can be differentiated on features, 
performance, or style and design. Thus, premium audio brand Bose positions 
its audio products on the innovative, high-quality listening experiences it gives 
users. Bose promises “better sound through research.” And BMW positions it-
self as “The Ultimate Driving Machine” that’s “designed for driving pleasure.”

Beyond differentiating its physical product, a firm can also differenti-
ate the services that accompany the product. Some companies gain services 
differentiation through speedy, convenient service.  Jimmy John’s doesn’t 
just offer fast food; its gourmet sandwiches come “Freaky Fast.” Other 
firms promise high-quality customer service. For example, in an age where 
customer satisfaction with airline service is in constant decline, Singapore 
Airlines sets itself apart through extraordinary customer care and the grace 
of its flight attendants.

Firms that practice channel differentiation gain competitive advantage 
through the way they design their channel’s coverage, expertise, and per-
formance. Amazon and GEICO, for example, set themselves apart with 
their smooth-functioning direct channels. Companies can also gain a strong 
competitive advantage through people differentiation—hiring and training bet-
ter people than their competitors do. People differentiation requires that a 
company select its customer-contact people carefully and train them well. 

Competitive advantage
An advantage over competitors gained 
by offering greater customer value either 
by having lower prices or providing more 
benefits that justify higher prices.

 Services differentiation: Jimmy John’s doesn’t 
just offer fast food; its gourmet sandwiches come 
“Freaky Fast.”
Jimmy John’s Sandwiches
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For example, East Coast supermarket chain Wegmans has long been recognized as a cus-
tomer service champ with a cult-like loyalty among its shoppers. The secret to its extraor-
dinary customer service lies in its carefully selected, superbly trained, happy employees, 
who personify Wegmans’s commitment to customers: “Everyday You Get Your Best.” For 
example, the chain’s cashiers aren’t allowed to interact with customers until they’ve had at 
least 40 hours of training. “Our employees are our number one asset,” says the chain’s vice 
president for human resources.28

Even when competing offers look the same, buyers may perceive a difference based on 
company or brand image differentiation. A company or brand image should convey a prod-
uct’s distinctive benefits and positioning. Developing a strong and distinctive image calls 
for creativity and hard work. A company cannot develop an image in the public’s mind 
overnight by using only a few ads. If Ritz-Carlton means quality, this image must be sup-
ported by everything the company is, says, and does.

Symbols, such as the McDonald’s golden arches, the colorful Google logo, the Twitter 
bird, the Nike swoosh, or Apple’s “bite mark” logo, can provide strong company or brand 
recognition and image differentiation. The company might build a brand around a famous 
person, as Nike did with its Michael Jordan, Kobe Bryant, and LeBron James basketball 
shoe and apparel collections. Some companies even become associated with colors, such 
as Coca-Cola (red), IBM (blue), or UPS (brown). The chosen symbols, characters, and other 
image elements must be communicated through advertising that conveys the company’s or 
brand’s personality.

Choosing the Right Competitive Advantages
Suppose a company is fortunate enough to discover several potential differentiations 
that provide competitive advantages. It now must choose the ones on which it will 
build its positioning strategy. It must decide how many differences to promote and 
which ones.

How Many Differences to Promote. Many marketers think that companies should ag-
gressively promote only one benefit to the target market. Former advertising executive 
Rosser Reeves, for example, said a company should develop a unique selling proposition 
(USP) for each brand and stick to it. Each brand should pick an attribute and tout itself as 
“number one” on that attribute. Buyers tend to remember number one better, especially 
in this overcommunicated society. Thus, Walmart promotes its unbeatable low prices and 
Burger King promotes personal choice—“have it your way.”

Other marketers think that companies should position themselves on more than one 
differentiator. This may be necessary if two or more firms are claiming to be best on the 
same attribute. For example, with its “Expect More. Pay Less.” positioning, Targets sets it-
self apart from Walmart by adding a touch of class to its low prices. And Microsoft differ-
entiates its innovative Surface tablet as being both a laptop and tablet in one. It’s the “One 
device for everything in your life”—lighter and thinner than a laptop but with a click-in 
keyboard and fuller features than competing tablets. It’s “Powerful as a laptop, lighter 
than Air.” Microsoft’s challenge is to convince buyers that it’s one brand can do it all.

Today, in a time when the mass market is fragmenting into many small segments, 
companies and brands are trying to broaden their positioning strategies to appeal to 
more segments.

Which Differences to Promote. Not all brand differences are meaningful or worthwhile, 
and each difference has the potential to create company costs as well as customer benefits. 
A difference is worth establishing to the extent that it satisfies the following criteria:

Important. The difference delivers a highly valued benefit to target buyers.
Distinctive. Competitors do not offer the difference, or the company can offer it in a 
more distinctive way.
Superior. The difference is superior to other ways that customers might obtain the 
same benefit.
Communicable. The difference is communicable and visible to buyers.
Preemptive. Competitors cannot easily copy the difference.
Affordable. Buyers can afford to pay for the difference.
Profitable. The company can introduce the difference profitably.
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Many companies have introduced differentiations that failed one or more of these 
tests. When the Westin Stamford Hotel in Singapore once advertised itself as the world’s 
tallest hotel, it was a distinction that was not important to most tourists; in fact, it turned 
many off. Similarly, Coca-Cola’s classic product failure—New Coke—failed the superiority 
and importance tests among core Coca-Cola drinkers:

Extensive blind taste tests showed that 60 percent of all soft drink consumers chose a new, sweeter 
Coca-Cola formulation over the original Coke, and 52 percent chose it over Pepsi. So the brand 
dropped its original-formula Coke and, with much fanfare, replaced it with New Coke, a sweeter, 
smoother version. However, in its research, Coca-Cola overlooked the many intangibles that have 
made Coca-Cola so popular for 130 years. To loyal Coke drinkers, the original beverage stands 
alongside baseball, apple pie, and the Statue of Liberty as an American institution. As it turns out, 
Coca-Cola differentiates its brand not just by taste but by tradition. By dropping the original for-
mula, Coca-Cola trampled on the sensitivities of the huge core of loyal Coke drinkers who loved 
Coke just the way it was. After only three months, the company brought the classic Coke back.

Thus, choosing competitive advantages on which to position a product or service can be 
difficult, yet such choices are crucial to success. Choosing the right differentiators can help 
a brand stand out from the pack of competitors.

Selecting an Overall Positioning Strategy
The full positioning of a brand is called the brand’s value proposition—the full mix of 
benefits on which a brand is differentiated and positioned. It is the answer to the cus-
tomer’s question “Why should I buy your brand?” BMW’s “ultimate driving machine/
designed for driving pleasure” value proposition hinges on performance but also in-
cludes luxury and styling, all for a price that is higher than average but seems fair for this 
mix of benefits.

 Figure 7.4 shows possible value propositions on which a company might position 
its products. In the figure, the five green cells on the top and right represent winning value 
propositions—differentiation and positioning that give the company a competitive advan-
tage. The red cells at the lower left, however, represent losing value propositions. The center 
cell represents at best a marginal proposition. In the following sections, we discuss the five 
winning value propositions: more for more, more for the same, the same for less, less for 
much less, and more for less.

More for More. More-for-more positioning involves providing the most upscale product 
or service and charging a higher price to cover the  higher costs. A more-for-more market 
offering not only offers higher quality, it also gives prestige to the buyer. It symbolizes 
status and a loftier lifestyle. Four Seasons hotels, Patek Philippe watches, Starbucks cof-
fee, Louis Vuitton handbags, Mercedes automobiles, SubZero appliances—each claims 
superior quality, craftsmanship, durability, performance, or style and therefore charges a 
higher price.

Similarly, the marketers of Hearts On Fire diamonds have created a more-for-more 
niche as “The World’s Most Perfectly Cut Diamond.”  Hearts On Fire diamonds have a 
unique “hearts and arrow” design. When viewed under magnification from the bottom, a 

Value proposition
The full positioning of a brand—the full 
mix of benefits on which it is positioned.
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perfect ring of eight hearts appears; from the top comes a perfectly formed 
Fireburst of light. Hearts On Fire diamonds aren’t for everyone, says the 
company. “Hearts On Fire is for those who expect more and give more in 
return.” The brand commands a 15 to 20 percent price premium over compa-
rable competing diamonds.29

Although more-for-more can be profitable, this strategy can also be vul-
nerable. It often invites imitators who claim the same quality but at a lower 
price. For example, more-for-more brand Starbucks now faces “gourmet” 
coffee competitors ranging from Dunkin’ Donuts to McDonald’s. Also, lux-
ury goods that sell well during good times may be at risk during economic 
downturns when buyers become more cautious in their spending. The recent 
gloomy economy hit premium brands, such as Starbucks, the hardest.

More for the Same. A company can attack a competitor’s value proposi-
tion by positioning its brand as offering more for the same price. For ex-
ample, Target positions itself as the “upscale discounter.” It claims to offer 
more in terms of store atmosphere, service, stylish merchandise, and classy 
brand image but at prices comparable to those of Walmart, Kohl’s, and oth-
er discounters.

The Same for Less. Offering the same for less can be a powerful value proposi-
tion—everyone likes a good deal. Discount stores such as Walmart and “cat-
egory killers” such as Best Buy, PetSmart, David’s Bridal, and DSW Shoes use 
this positioning. They don’t claim to offer different or better products. Instead, 
they offer many of the same brands as department stores and specialty stores 
but at deep discounts based on superior purchasing power and lower-cost op-
erations. Other companies develop imitative but lower-priced brands in an 
effort to lure customers away from the market leader. For example, Amazon 
offers a line of Kindle Fire tablets, which sell for less than 40 percent of the 
price of the Apple iPad or Samsung  Galaxy tablet. Amazon claims that it offers 
“Premium products at non-premium prices.”

Less for Much Less. A market almost always exists for products that offer less and 
therefore cost less. Few people need, want, or can afford “the very best” in everything 
they buy. In many cases, consumers will gladly settle for less-than-optimal performance 
or give up some of the bells and whistles in exchange for a lower price. For example, 
many travelers seeking lodgings prefer not to pay for what they consider unnecessary 
extras, such as a pool, an attached restaurant, or mints on the pillow. Hotel chains such as 
Ramada Limited, Holiday Inn Express, and Motel 6 suspend some of these amenities and 
charge less accordingly.

Less-for-much-less positioning involves meeting consumers’ lower performance or 
quality requirements at a much lower price. For example, Uber, the global leader of the 
app-based taxi booking service, faced tough competition in the Middle East from a local 
company who had differentiated its value proposition according to local preferences.  (See 
Real Marketing 7.2.)

More for Less. Of course, the winning value proposition would be to offer more for less. 
Many companies claim to do this. And, in the short run, some companies can actually 
achieve such lofty positions. For example, when it first opened for business, Home Depot 
had arguably the best product selection, the best service, and the lowest prices compared 
with local hardware stores and other home-improvement chains.

Yet in the long run, companies will no doubt find it very difficult to sustain such best-
of-both positioning. Offering more usually costs more, making it difficult to deliver on the 
“for-less” promise. Companies that try to deliver both may lose out to more focused com-
petitors. For example, facing determined competition from Lowe’s stores, Home Depot 
must now decide whether it wants to compete primarily on superior service or on lower 
prices.

All said, each brand must adopt a positioning strategy designed to serve the needs 
and wants of its target markets. More for more will draw one target market, less for much 
less will draw another, and so on. In any market, there is usually room for many different 

 More-for-more positioning: Hearts On Fire 
diamonds have created a more-for-more niche as 
“The World’s Most Perfectly Cut Diamond—for those 
who expect more and give more in return.”
Used with permission of Hearts On Fire Company, LLC
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Uber has already found competition in many of the regions 
it seeks to expand into, often because of the very model it 
pioneered.
FocusTechnology/Alamy Stock Photo
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g 7.2 Ready, Steady, Ride: Careem versus Uber in 
the Middle East

Both companies had their own competi-
tive advantages. Uber was a well-established 
international company with a strong reputa-
tion and track record of success. On the 
other hand, Careem was the local favorite 
and launched first in the regional markets, 
so it was more trustworthy. In the UAE, the 
 private-taxi sector is highly regulated, espe-
cially with regard to pricing and drivers’ licens-
ing requirements. For instance, in the UAE, 
the law requires private-taxi companies to 
operate with a minimum of 30 percent higher 
fare than public taxis. This makes the private-
sector taxi services more of a luxury in this 
market, with both Uber and Careem trying to 
compete and differentiate against each other. 

Careem aims  to be the largest “mover 
of people” in the wider MENA region, from 
Pakistan to Turkey. The brand name worked 
particularly well in the UAE and Middle East. 
The word “Car-eem” is a play on a car-based 
service, but it is also derived from the Arabic 
word “Ka-reem,” which means “generous.” This 
communicates the value proposition of Careem 
very effectively as a company that takes good 
care of its customers and tries to do more, with 
a big heart. This blended English–Arabic brand 
worked well to target the large multicultural 
expat population in the UAE and also helped 
to position it as a home-grown local brand for 
the wider Arab-speaking consumers through-
out the Middle East. Careem drivers are called 
captains, and it differentiates itself by saying 
that where other companies call themselves 
limo services, Careen has a ride for everyone. 

The market coverage 
strategy used by Careem 
is to offer differentiated 
services to different cus-
tomers by adapting to the 
local needs. For exam-
ple, in Dubai, “Economy” 
Careem offers budget 
taxis, “Business” and “First-
class” options are high-end 
luxury rides, and “MAX” 
cars are SUVs that can seat 
a larger number of people. 
“Ameera” offers ladies-
only rides with a woman 
chauffer. “Careads” allow 
parents to order books 
free of charge through the 
Careem app. “Careem 
kids” offers cars with baby 

car seats. Careem’s operational model and its 
“generous” value proposition blends well with 
the Middle Eastern context. Key features of its 
model include the following:  

1. Customer call center: A large popu-
lation in the Middle East prefers to call 
instead of using apps, and Careem built 
an entire call center for bookings and re-
porting issues. 

2. Pay by cash: This provision addressed 
the population’s general antipathy to-
ward credit cards and their preference 
for cash transactions. 

3. Careem’s own location database: 
The GoogleMaps in the Middle East is 
not very accurate and there are frequent 
road works, so Careem built its own 
database of locations. This worked well 
for the later booking option, which is a 
unique feature of Careem. 

4. Book for someone else: This worked 
well in cases where bookings were made 
by secretaries for bosses or clients and 
also for school pickups. 

5. Captain call center: A centralized call 
center helped in coordinating and com-
municating with the customers, ensuring 
better security and privacy of customer 
information. 

6. Captain Loyalty: A four-tiered loyalty 
points system ensured minimum earning 
for the drivers and that there would be 
more cars on the roads for bookings and 
pickups. 

The immersion of technology 
within our lives has made it pos-
sible not only to deliver customer 
value more efficiently in B2B and 
B2C exchanges but has also made 
it much easier to have peer-to-peer 
(P2P) transactions. This concept was 

brought into the transport sector by Uber, 
which created a digital app-based platform 
to connect people who needed a reliable ride 
with people looking to earn money from their 
car. Although the service they provide custom-
ers is not a new one, their innovative market-
ing and targeting strategies created a new 
burgeoning segment, with the result that its 
service concept has become a generic term: 
“Uberfication.” 

The concept expanded rapidly to other 
parts of the world, with Uber successfully 
establishing itself as the leader in most 
global markets. Uber has now moved to 376 
cities worldwide and has a net value of $50 
billion, making it the fastest start-up ever to 
get to that value in such a short amount of 
time. However, in the Middle East, Uber’s 
app-based taxi-booking concept was ad-
opted effectively and pre-emptively by 
Careem, a local start-up, before Uber could 
enter the region. It has since given tough 
competition to the global leader. 

In the Middle East, the Uberfication of the 
transport sector was started in 2012 by two 
entrepreneurs, Mudassir Sheikha and Magnus 
Olsson. The former McKinsey consultants 
launched the app-based ride-hailing service 
Careem in the city of Dubai in the UAE. Careem 
is among country’s most successful start-up 
stories, with a 30 percent growth month on 
month. In just four years, it has expanded to 
44 cities across 10 countries in the region and 
claims to have over 6 million registered users. 

Sheikha and Olsson’s story is not very dif-
ferent from that of Kalanick and Camp. The 
Careem founders say that they were looking 
to do something meaningful and were looking 
for opportunities. As consultants, both of them 
traveled a lot for work and felt that there was 
a gap in the region in finding quick, efficient, 
and reliable means of transportation—some-
thing like Careem. In 2013, the competitive 
landscape of private taxi hiring in the MENA 
region changed as Uber also entered the re-
gion by making its debut in the UAE. By then, 
however, Careem already had the first-mover 
advantage. 
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companies, each successfully occupying different positions. The important thing is that 
each company must develop its own winning positioning strategy, one that makes the 
company special to its target consumers.

Developing a Positioning Statement
Company and brand positioning should be summed up in a positioning statement. 
The statement should follow the form: To (target segment and need) our (brand) is 
( concept) that (point of difference).30  Here is an example using the popular digital 
information management application Evernote: “To busy multitaskers who need help 
remembering things, Evernote is a digital content management application that makes 
it easy to capture and remember moments and ideas from your everyday life using your 
computer, phone, tablet, and the web.”

Note that the positioning statement 
first states the product’s membership 
in a category (digital content manage-
ment application) and then shows its 
point of difference from other members 
of the category (easily capture moments 
and ideas and remember them later). 
Evernote helps you “remember every-
thing” by letting you take notes, cap-
ture photos, create to-do lists, and re-
cord voice reminders and then makes 
them easy to find and access using just 
about any device, anywhere—at home, 
at work, or on the go.

Placing a brand in a specific cat-
egory suggests similarities that it might 
share with other products in the cate-
gory. But the case for the brand’s superi-
ority is made on its points of difference. 
For example, the U.S. Postal Service 
ships packages just like UPS and FedEx, 
but it differentiates its Priority Mail from 
competitors with convenient, low-price, 
flat-rate shipping boxes and envelopes. 
“If it fits, it ships,” promises USPS.

Communicating and Delivering the Chosen Position
Once it has chosen a position, the company must take strong steps to deliver and commu-
nicate the desired position to its target consumers. All the company’s marketing mix efforts 
must support the positioning strategy.

Positioning the company calls for concrete action, not just talk. If the company decides 
to build a position on better quality and service, it must first deliver that position. Designing 

Positioning statement
A statement that summarizes company 
or brand positioning using this form: To 
(target segment and need) our (brand) is 
(concept) that (point of difference).

Sources: Nich Rego, “Careem vs Uber,” tbreak media, October 26, 2016, http://www.tbreak.com/careem-vs-
uber?page=1, accessed December 18, 2016; Frank Kane, “Gentlemen, Start Your Engines: It’s Uber vs Careem’ The 
National, November 24, 2015; http://www.thenational.ae/business/technology/gentlemen-start-your-engines-its-
uber-vs-careem; Careem website, https://www.careem.com/dubai/node, accessed December 18, 2016; N. King, 
“In the Driving Seat: Careem,” Arabian Business, June 9, 2015, http://www.arabianbusiness.com/in-driving-seat-
careem-595522.html, accessed December 18, 2016; Uber website, https://www.uber.com/our-story, accessed 
December 15, 2016; Mustafa Al Zarooni, “Uber in UAE Operating in Legal Vacuum,” Khaleej Times (online), 2016, 
http://www.khaleejtimes.com/nation/transport/uber-in-uae-operating-in-legal-vacuum, accessed March 15, 2016.

 Positioning statement: Evernote is positioned as a digital content management 
application that helps busy people to capture and remember moments and ideas and find 
them fast later.
Evernote Corporation

Many of these aspects are difficult 
to incorporate in Uber’s  global model. 
However, a score-based study in the UAE 
found that, overall, both Uber and Careem 
score similarly on aspects like the app, 
cars, booking process, prices, free rides, 
and community service. Uber scored more 
points for the app, prices, and free rides, 
and Careem scored better on certain as-
pects of the cars, the booking process, 
and community service. Although in the 

past the UAE has been the main battle-
ground for Uber and Careem in the re-
gion, both companies are now looking to 

expand aggressively to more cities and 
even add more differentiated services in 
their offerings. 
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the marketing mix—product, price, place, and promotion—involves working out the tacti-
cal details of the positioning strategy. Thus, a firm that seizes on a more-for-more position 
knows that it must produce high-quality products, charge a high price, distribute through 
high-quality dealers, and advertise in high-quality media. It must hire and train more ser-
vice people, find retailers that have a good reputation for service, and develop sales and 
advertising content that supports its superior offer. This is the only way to build a consis-
tent and believable more-for-more position.

Companies often find it easier to come up with a good positioning strategy than to 
implement it. Establishing a position or changing one usually takes a long time. In contrast, 
positions that have taken years to build can quickly be lost. Once a company has built the 
desired position, it must take care to maintain the position through consistent performance 
and communication. It must closely monitor and adapt the position over time to match 
changes in consumer needs and competitors’ strategies. However, the company should 
avoid abrupt changes that might confuse consumers. Instead, a product’s position should 
evolve gradually as it adapts to the ever-changing marketing environment.

7  Reviewing and Extending the Concepts

OBJECTIVES REVIEW AND KEY TERMS

Objectives Review
In this chapter, you learned about the major elements of a customer 
value–driven marketing strategy: segmentation, targeting, differen-
tiation, and positioning. Marketers know that they cannot appeal to 
all buyers in their markets—or at least not to all buyers in the same 
way. Therefore, most companies today practice target marketing—
identifying market segments, selecting one or more of them, and 
developing products and marketing mixes tailored to each.

OBJECTIVE 7-1  Define the major steps in designing 
a customer value–driven marketing strategy: 
market segmentation, targeting, differentiation, 
and positioning. (pp 212–213)

A customer value–driven marketing strategy begins with selecting 
which customers to serve and determining a value proposition 
that best serves the targeted customers. It consists of four steps. 
Market segmentation is the act of dividing a market into distinct 
groups of buyers who have different needs, characteristics, or 
behaviors and who might require separate marketing strategies 
or mixes. Once the groups have been identified, market targeting 
evaluates each market segment’s attractiveness and selects one 
or more segments to serve. Differentiation involves actually dif-
ferentiating the market offering to create superior customer value. 
Positioning consists of positioning the market offering in the minds 
of target customers. A customer value–driven marketing strategy 
seeks to build the right relationships with the right customers.

OBJECTIVE 7-2  List and discuss the major bases 
for segmenting consumer and business markets. 
(pp 213–221)

There is no single way to segment a market. Therefore, the 
marketer tries different variables to see which give the best 

segmentation opportunities. For consumer marketing, the major 
segmentation variables are geographic, demographic, psycho-
graphic, and behavioral. In geographic segmentation, the market 
is divided into different geographical units, such as  nations, 
regions, states, counties, cities, or even neighborhoods. In 
demographic segmentation, the market is divided into groups 
based on demographic variables, including age, life-cycle stage, 
gender, income, occupation, education, religion, ethnicity, and 
generation. In psychographic segmentation, the market is di-
vided into different groups based on social class, lifestyle, or per-
sonality characteristics. In behavioral segmentation, the market is 
divided into groups based on consumers’ knowledge, attitudes, 
uses, or responses concerning a product.

Business marketers use many of the same variables to 
segment their markets. But business markets also can be 
segmented by business demographics (industry, company 
size), operating characteristics, purchasing approaches, situ-
ational factors, and personal characteristics. The effectiveness 
of the segmentation analysis depends on finding segments 
that are measurable, accessible, substantial, differentiable, and 
actionable.

OBJECTIVE 7-3  Explain how companies identify 
attractive market segments and choose a market-
targeting strategy.  (pp 221–228)

To target the best market segments, the company first evalu-
ates each segment’s size and growth characteristics, struc-
tural attractiveness, and compatibility with company objectives 
and resources. It then chooses one of four market-targeting 
 strategies—ranging from very broad to very narrow targeting. The 
seller can ignore segment differences and target broadly using 
undifferentiated (or mass) marketing. This involves mass produc-
ing, mass distributing, and mass promoting the same product in 
about the same way to all consumers. Or the seller can adopt 
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differentiated marketing—developing different market offers for 
several segments. Concentrated marketing (or niche marketing) 
involves focusing on one or a few market segments only. Finally, 
micromarketing is the practice of tailoring products and marketing 
programs to suit the tastes of specific individuals and locations. 
Micromarketing includes local marketing and individual marketing. 
Which targeting strategy is best depends on company resources, 
product variability, product life-cycle stage, market variability, and 
competitive marketing strategies.

OBJECTIVE 7-4  Discuss how companies differentiate 
and position their products for maximum competitive 
advantage.  (pp 228–236)

Once a company has decided which segments to enter, it 
must decide on its differentiation and positioning strategy. The 

differentiation and positioning task consists of three steps: iden-
tifying a set of possible differentiations that create competitive 
advantage, choosing advantages on which to build a position, 
and selecting an overall positioning strategy.

The brand’s full positioning is called its value proposition—the 
full mix of benefits on which the brand is positioned. In general, 
companies can choose from one of five winning value proposi-
tions on which to position their products: more for more, more 
for the same, the same for less, less for much less, or more for 
less. Company and brand positioning are summarized in posi-
tioning statements that state the target segment and need, the 
positioning concept, and specific points of difference. The com-
pany must then effectively communicate and deliver the chosen 
position to the market.

Key Terms

OBJECTIVE 7-1
Market segmentation (p 212)
Market targeting (targeting) (p 212)
Differentiation (p 212)
Positioning (p 213)

OBJECTIVE 7-2
Geographic segmentation (p 213)
Demographic segmentation (p 214)
Age and life-cycle segmentation  

(p 214)
Gender segmentation (p 214)

Income segmentation (p 215)
Psychographic segmentation (p 215)
Behavioral segmentation (p 216)
Occasion segmentation (p 216)
Benefit segmentation (p 216)
Intermarket (cross-market) 

 segmentation (p 220)

OBJECTIVE 7-3
Target market (p 222)
Undifferentiated (mass) marketing 

(p 222)

Differentiated (segmented) marketing 
(p 222)

Concentrated (niche) marketing (p 223)
Micromarketing (p 224)
Local marketing (p 224)
Individual marketing (p 226)

OBJECTIVE 7-4
Product position (p 228)
Competitive advantage (p 230)
Value proposition (p 232)
Positioning statement (p 235)

DISCUSSION AND CRITICAL THINKING

Discussion Questions
7-1  How would you describe the key differences between 

differentiation and positioning? Do businesses use both 
techniques? (AACSB: Communication)

7-2  How is demographic segmentation used in consumer 
markets? Provide an example where marketers have used 
demographic segmentation. (AACSB: Communication; 
Reflective Thinking)

7-3  What is the value of intermarket segmentation for global 
businesses? (AACSB: Communication)

7-4  There are many ways to segment a market, but 
not all segmentations are effective. Explain the five 

requirements for effective market segmentation. (AACSB: 
Communication)

7-5  Explain the differences between differentiated and undif-
ferentiated marketing. Can a business effectively use both 
strategies? (AACSB: Communication; Reflective Thinking)

7-6  How can a company gain competitive advantage through 
differentiation? Describe an example of a company that 
illustrates each type of differentiation discussed in the 
chapter. (AACSB: Communication)

MyLab Marketing
Go to mymktlab.com to complete the problems marked with this icon .
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Critical Thinking Exercises
7-7  Identify a product or service that you are familiar with but 

consider a niche product.  You have been asked to come 
up with a strategy that aims to transform the product 
from niche to a more mass-market position. (AACSB: 
Communication; Reflective Thinking)

7-8  Manfluencers is a term that describes a new marketing 
trend. To what does this term refer? Describe two exam-
ples of how marketers have responded to the manfluenc-
ers trend. (AACSB: Communication; Reflective Thinking)

7-9  In a small group, create an idea for a new business. Using 
the steps described in the chapter, develop a customer 
value–driven marketing strategy. Describe your strategy 
and conclude with a positioning statement for this busi-
ness. (AACSB: Communication; Reflective Thinking)

APPLICATIONS AND CASES

Online, Mobile, and Social Media Marketing Get Your Groupon
Local marketing is an effective tool used by marketers to reach 
intended market segments. Groupon has capitalized on this con-
cept by tailoring brands and marketing to the needs and wants 
of local customer segments—cities, neighborhoods, and even 
specific stores. According to its website, Groupon “offers a vast 
mobile and online marketplace where people discover and save 
on amazing things to do, see, eat, and buy. By enabling real-
time commerce across local businesses, travel destinations, con-
sumer products, and live events, shoppers can find the best a 
city has to offer. Groupon is redefining how small businesses at-
tract and retain customers by providing them with customizable 
and scalable marketing tools and services to profitably grow their 
businesses.” This concept lies at the heart of Groupon’s mission: 
“to connect local commerce, increasing consumer buying power 

while driving more business to local merchants through price and 
discovery.” To help consumers make those connections, Grou-
pon offers a mobile app, online marketplace, and social media 
touchpoints where customers can readily access information on 
its daily deals.

7-10  How does Groupon use target marketing? Provide ex-
amples. Discuss the ways in which small businesses can 
utilize local social media marketing in your community. 
(AACSB: Communication; Use of IT; Reflective Thinking)

7-11  Do you use Groupon? Is it effective in helping local 
businesses to meet the challenges of local marketing? 
Why or why not? (AACSB: Communication; Reflective 
Thinking)

Marketing Ethics Targeting Teens

Beverage Giant Coca-Cola faces several challenges as a result 
of an increase of consumer health awareness, the reduction of 
carbonated drinks in schools in many regions, and newer, health-
ier drinks. The brand is having an especially difficult time get-
ting through to teens. To increase sales, Coca-Cola attempted 
to make a personal connection with teens through a campaign 
called “Share a Coke.” The campaign was first launched in Aus-
tralia in 2011, then introduced in the United States, and then 
spread across 70 countries until 2015.

The soda maker also knows very well that it needs to target 
teens through social media and mobile phones. Through the 
#sharecoke hashtag, Coca-Cola achieved a phenomenal result, 

with 25 million extra Facebook followers and an increase of con-
sumption by young consumers by 7 percent in 2015. 

However, the campaign was criticized by many; health ex-
perts, for instance, expressed their concern that Coca-Cola 
uses the internet and technology to push sugary drinks on teens 
that might lead to long-term consequences with regard to their 
diet and lifestyle. 

7-12  Discuss how Coca-Cola expanded its teen customer 
base again.

7-13  How will Coca-Cola prove that they are catering to 
teens responsibly?

Marketing by the Numbers USAA
USAA is a financial services company formed in 1922 by 25 Army 
officers who came together to insure each other’s automobiles 
because they were deemed too high-risk to insure. USAA now 
has almost 25,000 employees and more than 9 million member 
customers. It consistently ranks in the top 10 automobile insur-
ance companies and offers other types of insurance as well as 

banking, investment, retirement, and financial planning services. 
USAA practices a niche marketing strategy—it targets only ac-
tive and former military personnel and their immediate families. 
Members earn the right to be customers by serving in the military 
and can pass that on to their spouses and children. The company 
was originally even more restrictive, targeting only military officers. 
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Video Case Sprout
In the world of children’s television programming, Sprout is a rela-
tive newcomer. Owned by NBCUniversal, Sprout airs PBS Kids 
programming as well as additional acquired material. A true multi-
platform network, Sprout can be accessed as regular cable pro-
gramming, as on-demand programming through Comcast, and 
online through Sproutonline.com.

Sprout does not target only kids, however. It targets 
preschool families—households that have one or more pre-
school-age children. Parents need to be involved with their 
children’s viewing of interactive content, multiple access 
points, and 24-hour programming. For this reason, Sprout’s 

promotional efforts are geared toward parents as well as 
children.

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

7-16  Why does Sprout target preschool families rather than 
focusing solely on children? Give examples.

7-17  Which target marketing strategy best describes 
Sprout’s efforts? Support your choice.

7-18  How does Sprout use differentiation and positioning to 
build relationships with target customers?

Company Case Virgin America: Flight Service for the Tech Savvy

After an exceptionally frustrating day at the office, Jessica set 
out to unwind in one of her favorite third places. The mood 
lighting immediately brought her blood pressure down as she 
walked in and took a deep, relaxing breath. She was happy that 
her favorite spot was available—a comfy leather chair in the 
back corner of the room, where she used the touchscreen at 
the table in front of her to order her favorite drink. Then, putting 
on a set of noise-canceling headphones, Jessica began catch-
ing up on her favorite TV show with her own personal entertain-
ment portal.

If this sounds like a local Starbucks or trendy nightclub, 
think again. Jessica had just boarded a flight on Virgin America, 
one of the youngest airlines in the United States. It’s also the 
hottest airline, besting all competition in various industry and 
customer surveys. And after just six years in business, Virgin 
America also reached profitability faster than any other airline 
in all of airdom.

How does a startup airline break into one of the most com-
petitive industries in the world, notorious for barriers to entry? For 
Virgin America, the answer is two-fold—by putting customers 
first and by targeting the right customer segment.

Targeting the Right Customers
Virgin America first took to the skies in 2007. This wouldn’t be 
the first shot at starting an airline for Richard Branson—founder  
of parent company Virgin Group. Virgin’s international airline, 
Virgin Atlantic, had been crossing the pond between the  United 
States and Europe since 1984. But Virgin America would be an 
entirely independent enterprise. And while Branson and other 
Virgin Group executives make no day-to-day decisions at  Virgin 
 America, the unorthodox Virgin culture—fun, creative, even 
whacky—is unmistakable.

One of Branson’s core values that permeates Virgin America 
is this: Take care of your people first and profits will follow. In 

an industry characterized by customer complaints about ser-
vice, it would seem that a customer-centric approach would be 
enough to gain a foothold in the market. But when Virgin started 
air service in the United States, at least a few other airlines had 
already established themselves based on a “customer first” 
mantra, including industry leader Southwest Airlines. And Virgin 
America knew that it could not expect to succeed by playing the 
low-price game. Not only was Southwest the reigning champion 
on value, but the bulk of airline competitors were already beating 
each other up for low-price dominance.

Virgin America found a different competitive hook. It targeted 
a segment of frequent fliers who were young, savvy, influential, 
and willing to pay just a little bit more for an airline that would 
take care of them—the Silicon Valley faction. By providing ex-
ceptional service and amenities that appeal to this particular 
slice of airline customers, Virgin America has been able to charge 
slightly higher fares and still establish a growing base of fiercely 
loyal patrons.

Homing in on the Details
Offering unique amenities in the airline business is a challenge 
for any company. But from the beginning, the Virgin America 
experience was designed with its target customer in mind. Its 
fleet consists of 61 Airbus A300 series planes, each brand new 
when it went into service, minimizing the unexpected delays due 
to maintenance and repairs. Custom-designed leather seats are 
roomier and more comfortable than average coach seating. And 
that mood lighting? Not only does it bathe the aircraft cabin in an 
appealing purplish glow, it automatically adjusts to one of 12 dif-
ferent shades based on outside light.

To appeal to tech gurus, Virgin America focused on equipping 
its planes with the latest hardware and software. From day one, 
Virgin was the only domestic carrier to offer fleetwide in-flight 
Wi-Fi—a distinction that it maintains to this day, even as it has 

However, in 1996, eligibility was extended to enlisted personnel 
and is now extended to anyone who served and was honorably 
discharged from the military and their immediate family members.

7-14  Discuss the factors used to evaluate the usefulness 
of the military segment. (AACSB: Communication; 
Reflective Thinking)

7-15  Using the chain ratio method described in Appendix 2: 
Marketing by the Numbers, estimate the market po-
tential in the military (active duty and veterans) market. 
Be sure to state any assumptions you make. (AACSB: 
Communication; Use of IT; Analytical Reasoning)
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stayed ahead of the competition by upgrading the network to 
ensure the fastest in-flight speeds available. Every seat has its 
own power outlet, USB port, and 9-inch video touchscreen with 
a QWERTY keyboard/remote control.

That touchscreen provides access to the most advanced 
entertainment and information system in U.S. skies. Virgin 
America’s proprietary Red system allows each guest to choose 
on-demand movies, TV programs, music, or video games. Red 
also allows patrons to track their flight on interactive Google 
Maps, engage in seat-to-seat chat with other customers, and or-
der food and drinks for themselves or anyone else on board. It’s 
a system designed to give passengers a feeling of control during 
an experience that is otherwise mostly out of their control.

Many of these ideas came by way of Virgin America’s techy 
clientele. It’s no accident that the company’s headquarters are 
located in Burlingame, California, just a few short miles from 
the San Francisco airport. In fact, Virgin America is the only air-
line based in Silicon Valley. Not only is the company constantly 
experimenting with every aspect of the business, it has made 
strong efforts to involve Silicon Valley entrepreneurs and execu-
tives in the process, helping Virgin to think like its disruptive cli-
entele. “We see ourselves as more of an incubator,” says Luanne 
Calvert, Virgin America’s chief marketing officer.

Take VX Next, for example—a group of 30 or so frequent fli-
ers who act as a brain trust for Virgin America, generating ideas 
for the company at no charge. Among other winning ideas, this 
group was instrumental in developing the company’s recent in-
teractive promotional campaign. At the center of the campaign is 
a slick cinematic site that provides viewers with a virtual tour of 
a Virgin America flight. Demonstrating the airline’s in-flight perks 
are founders and CEOs of companies such as Pandora, Gilt, and 
Pitchfork. As part of the tour, visitors to the site discover that 
several of the passengers onboard are Virgin America frequent 
fliers and Silicon Valley celebrities who have made creative con-
tributions to the airline’s services with things such as curating 
in-flight music and menu items.

Virgin America’s home-brewed tech panel was also instru-
mental in creating the company’s latest safety video. When the 
company started operations, it delighted customers with a safety 
video like none other—an animated short featuring a techie nun 
and a matador with his bull. Posted online as well, the video 
racked up millions of views and cemented Virgin America’s im-
age as a company that could find creative alternatives to just 
about anything, even a federally mandated reminder to wear 
seatbelts. That image has carried over to Virgin America’s new 
safety video—one created by a top Hollywood director and 
world-class choreographers that features 10 So You Think You 
Can Dance alums, two former Olympians, and one American Idol 
finalist. Debuting in Times Square and getting plenty of coverage 
from the press, the new safety video racked up 6 million views in 
less than two weeks.

Above the Clouds
Although there is plenty of anecdotal evidence that Virgin America’s 
customers are thrilled with its service, it’s the industry quality rat-
ings that count. Virgin America is coming through with flying colors 

there as well. In fact, Virgin America has been number one in the 
annual Airline Quality Report—a survey that ranks airlines based 
on mishandled baggage, customer complaints, denied boardings, 
and on-time percent—for the past three years in a row. In a recent 
Consumer Reports survey for customer satisfaction in the airline, 
not only did Virgin America take top honors, it came away with the 
highest score achieved by any U.S. airline in many years.

Despite all of Virgin America’s success, the airline industry 
is a tough place to survive and thrive. In the United States, just 
four airlines control more than 80 percent of the market. Virgin 
America knows that maintaining its high rankings will be a chal-
lenge, especially as it expands into new markets—particularly 
markets with cold climates, a factor that increases the likelihood 
of canceled or delayed flights. As the number of passengers 
on flights increases, boarding and deplaning times will also in-
crease, affecting multiple customer service metrics. And with 
Virgin’s techy and connected clientele, any slip-up is likely to be 
texted, tweeted, or otherwise broadcast for all the world to see. 
Playing the features and amenities game is also problematic. 
Things that delight customers today become ho-hum tomorrow, 
especially when competitors are constantly trying to improve 
their offerings as well.

To remain competitive as it moves into the future, Virgin 
America recently announced that it has agreed to be acquired 
by Alaska Airlines—another small West Coast–based airline 
known for its high level of service and customer loyalty. With 
more than 1,200 daily flights and 280 aircraft, the combined air-
line will provide much stronger competition on the West Coast, 
even with the largest airlines. This should be a boon for custom-
ers of each airline who have been frustrated by limited route 
options in the past.

But with such a strong and unique positioning targeted to-
ward a specific segment of the industry, many are wondering 
what effect the union of these two airlines will have on Virgin 
America’s style and quality of service. After all, if “hip” best de-
scribes Virgin America’s style, Alaska Airlines is best described 
as “practical.” “My hope is that Alaska goes in with an open 
mind and that they learn some things,” says one travel industry 
analyst. “It’s not hip, it’s not sexy, but Alaska has a lot going 
for it.”

The deal is still subject to approval by regulators, and airline 
mergers can take years to complete. But one thing is for sure. 
Alaska Airlines is not only acquiring an airline with a strong ser-
vice record, it’s taking on an unusually profitable airline. Virgin 
America achieved an annual profit after just six years. Flying in 
the face of skeptics, the brash young airline continued on its 
upward trajectory by posting strong increases in profits in each 
of the two years since. For the most recent year, Virgin America 
achieved $201 million in profit on $1.5 billion in revenues—139 
percent higher profits than the year before and the highest ever 
for a young airline. The company also recently went public in the 
second-largest airline IPO in history. The question is this: Will 
the new Virgin America continue to do what it has done in the 
past—wow every customer with exceptional service while giving 
the tech community a little something extra? Or will that special 
Virgin America brand personality slowly disappear in the shadow 
of older, more established Alaska Airlines brand?
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Questions for Discussion
7-19  Using the full spectrum of segmentation variables, de-

scribe how Virgin America segments and targets the 
market for airline services.

7-20  Which market targeting strategy is Virgin America fol-
lowing? Justify your answer.

7-21  Write a positioning statement for Virgin America.

7-22  What are the potential issues for Virgin America follow-
ing the Alaska Airlines acquisition? Will Virgin America 
continue to appeal to the same types of customers? 
Why or why not?

Sources: Matt Krupnick, “Virgin America Fans Ask If Alaska Airlines 
Takeover Will Mean Loss of Cool,” New York Times, April 11, 2016, www . 
nytimes.com/2016/04/12/business/virgin-america-fansaskif-alaska - 
airlines-takeover-will-mean-loss-ofcool.html; Melanie Hanns, “Airline 
Quality Rating: 2015,” Embry-Riddle Newsroom, April 4, 2016, www .news . 
erau.edu/top-news/airline-quality-rating-report-reveal-top -carriers - 
2015; Lauren Schwartzberg, “Most Innovative Companies: 2015, Virgin 
America,” Fast Company, March, 2015, pp. 135–137; Matt Richtel, 
“At Virgin America, a Fine Line between Pizazz and Profit,” New York 
Times, September 8, 2013, p. BU1; Charisse Jones, “Virgin America 
Posts Record Profit for 2014,” USA Today, February 18, 2015, www . 
usatoday.com/story/money/2015/02/18/virgin-america-posts-record - 
profit/23608205/; and information from www.virginamerica.com/cms /
about-our-airline/corporate-facts.html and www.virginamerica.com/cms / 
news/virgin-america-merger-with-alaska-airlines, accessed June 2016.

MyLab Marketing
Go to mymktlab.com for the following Assisted-graded writing questions:

7-23 Describe how marketers segment international markets. What is intermarket 
segmentation?

7-24 Describe how marketers manage service differentiation, other than through 
pricing, and describe an example of  a service provider that has successfully  
differentiated its offering from competitors.



After examining customer value–driven marketing 
strategy, we now take a deeper look at the marketing 
mix: the tactical tools that marketers use to imple-
ment their strategies, engage customers, and deliver 
superior customer value. In this and the next chapter, 

we will study how companies develop and manage products, 
services, and brands. Then, in the chapters that follow, we look 
at pricing, distribution, and marketing communication tools. The 
product and brand are usually the first and most basic marketing 
consideration. We start with a seemingly simple question: What is 
a product? As it turns out, the answer is not so simple.

To dig a little deeper into the question of what is a product, 
we begin by looking at GoPro. You may never have heard of 
GoPro, the fast-growing company that makes tiny, wearable HD 
video cameras. Yet few brands can match the avid enthusiasm 
and loyalty that GoPro has created in the hearts and minds of 
its customers. GoPro knows that, deep down, its products are 
much more than just durable little cameras. More than that, it 
gives customers a way to share action-charged moments and 
emotions with friends.

GOPRO: Be a HERO

GoPro’s success comes from a deep-
down understanding that it’s selling much 
more than just tiny, wearable sports-
action video cameras. GoPro helps 
people capture, share, and celebrate with 
others the most meaningful experiences 
in their lives.

Products, Services, and Brands
Building Customer Value

GoPro’s avid customers have become evangelists for the 
brand. GoPro holds a 47.5 percent share of the action camera 
market. Its sales soared to more than $1.4 billion last year, 
a fivefold increase in only four years.

What makes GoPro so successful? Part of the formula is 
the physical product itself: GoPro cameras are marvels of tech-
nology, especially given their affordable starting price of less 
than $200 for an entry-level model. A GoPro HD video camera 
looks like little more than a small gray box. But the lightweight, 
wearable or mountable GoPro is extremely versatile, and it 

packs amazing power for captur-
ing stunning HD-quality video. A 
removable housing makes GoPro 
cameras waterproof to depths of 
130 feet. And GoPro cameras are 
drop-proof from 3,000 feet (so 
claims one skydiver).

But GoPro knows that it 
sells much more than just a small 
metal box that takes action videos. 
GoPro users—whether extreme 

sports enthusiasts or just everyday video buffs—don’t just 
want to take videos. More than that, they want to tell the stories 
and share the emotions and moments in their lives. “Enabling 
you to share your life through incredible photos and video 
is what we do,” says GoPro. We “help people capture and 

A n ever-growing army of GoPro customers are now 
strapping amazing little GoPro cameras to their 
bodies or mounting them on anything from the 
front bumpers of race cars to the heels of skydiving 

boots in order to capture the extreme moments of their lives 
and lifestyles. Then they can’t wait to share those emotion-
packed GoPro moments with friends. In fact, the chances 
are good that you’ve seen many GoPro-created videos on 
YouTube, Facebook, and Instagram or even on TV.

Maybe it’s the video shot by the skier who sets off  
an avalanche in the Swiss Alps 
and escapes by parachuting off a 
cliff—that amateur video received 
2.6 million YouTube views in nine 
months. Or maybe you saw the one 
where a seagull picks up a tourist’s 
camera and takes off with it, cap-
turing a bird’s-eye view of a castle 
in Cannes, France (3 million views 
in seven months). Or what about 
the video of the mountain biker in 
Africa who is ambushed by a full-grown gazelle (more than 
13 million views in four months)? One video in which a tech- 
challenged Irishman used his son’s GoPro to capture his entire 
Las Vegas vacation with the camera mistakenly pointed at him-
self instead of the sights snared 6.9 million views in only six days.
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share their lives’ most meaningful experiences with 
 others—to celebrate them together.”

When people view a stunning GoPro video 
clip—like the one of New Zealand’s Jed Mildon 
landing the first-ever BMX triple backflip captured 
by his helmet camera—to some degree, they expe-
rience what the subject experiences. They feel the 
 passion and adrenaline. And when that happens, 
GoPro creates an emotional connection between the 
GoPro storyteller and the audience.

Thus, making good cameras is only the start 
of GoPro’s success. GoPro founder Nick Woodman, 
himself an extreme sports junkie, talks about helping 
customers through four essential steps in their story-
telling and emotion-sharing journeys: capture, cre-
ation, broadcast, and recognition. Capture is what the 
cameras do—shooting pictures and videos. Creation 
is the editing and production process that turns raw 
footage into compelling videos. Broadcast involves dis-
tributing the video content to an audience. Recognition 
is the payoff for the content creator. Recognition might come in 
the form of YouTube views or Likes and Shares on Facebook. 
More probably, it’s the enthusiastic oohs and ahhs that their vid-
eos evoke from friends and family. The company’s slogan sums 
up what it’s really selling: “GoPro: Be a HERO.”

Initially, GoPro focused primarily on the capture step 
of the customer storytelling experience. It offers a seemingly 
endless supply of rigs, mounts, harnesses, straps, and other 
accessories that make GoPro cameras wearable or mountable 
just about anywhere. Users can strap the little cameras to their 
wrists or mount them on helmets. They can attach them to the 
tip of a snow ski, the bottom of a skateboard, or the underside 
of an RC helicopter. In fact, GoPro will soon sell drones—the 
“ultimate accessory for your GoPro camera”—that will let 
GoPro enthusiasts take breathtaking videos from on high. The 
handy little GoPro lets even the rankest video amateur capture 
some pretty incredible footage.

But to fuel continuing growth, GoPro has broadened its 
offer to address the full range of customer needs and moti-
vations—not just capture but also creation, broadcast, and 
recognition. For example, on the creation side, GoPro offers 
free GoPro Studio software that makes it easier for users to 
create professional-quality videos from their GoPro content. 
With the GoPro App, users can “Control. View. Share.”—us-
ing their phones, tablets, or Apple Watches to control their 
GoPros remotely, trim and edit images, and share their favor-
ites wirelessly with friends by text or post or on the GoPro 
Channel, which is already distributed though social media plat-
forms such as YouTube, Facebook, Twitter, Instagram, Vimeo, 
Pinterest, and GoPro.com/Channels. As for recognition, GoPro 
now airs TV commercials created from the best videos submit-
ted by customers at its website. GoPro’s future lies in enabling 
and integrating the full user experience, from capturing video 
to sharing stories and life’s emotions with others.

GoPro’s rich understanding of what product it’s really sell-
ing is serving the company well. Its enthusiastic customers are 
among the most loyal and engaged of any brand. For example, 
GoPro’s Facebook fan base is more than 9.2 million and grow-
ing fast. To put that in perspective, much larger Canon USA has 
only 1.1 million Facebook followers. Beyond uploading nearly 
half a million videos a year, GoPro fans interact heavily across a 
broad range of social media. For example, the GoPro hashtag is 
used more than 45,000 times daily across major social networks. 
“I think we have the most socially engaged online audience of 
any consumer brand in the world,” claims Woodman.

All that customer engagement and enthusiasm have made 
GoPro the world’s fastest-growing camera company. Today GoPro 
cameras are available in more than 40,000 stores in more than 100 
countries, from small sports-enthusiast shops to REI, Best Buy, 
and Amazon.com. GoPro’s remarkable little cameras have also 
spread beyond amateurs. They have become standard equipment 
for many professional filmmakers—whether it’s the Discovery 
Channel or a news show team filming rescues, wildlife, and 
storms or the production crews of hit reality-TV shows such as 
Deadliest Catch taking pictures of underwater crab pots or the sides 
of ships in heavy seas. When stuntman Felix Baumgartner made 
his breathtaking 128,000-foot jump from the edge of space, he was 
wearing five GoPros. The use of GoPro equipment by profession-
als lends credibility that fuels even greater consumer demand.

The moral of this story: GoPro knows that it doesn’t just 
sell cameras. More than that, it enables customers to share im-
portant moments and emotions. Says Woodman: “We spent a 
lot of time recently thinking about, What are we really doing 
here? We know that our cameras are arguably the most socially 
networked consumer devices of our time, so it’s clear we’re not 
just building hardware.” The company sums it up this way: 
“Dream it. Do it. Capture it with your GoPro. Capture and 
share your world.”1

GoPro’s amazing little cameras let even the rankest video amateurs take 
stunning videos, giving them a way to celebrate the action-charged moments 
and emotions of their lives with others.
Used with permission of Mike Basich
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AS THE GOPRO STORY shows, in their quest to create customer relationships, 
marketers must build and manage products and brands that connect with customers. This 
chapter begins with a deceptively simple question: What is a product? After addressing 
this question, we look at ways to classify products in consumer and business markets. 
Then we discuss the important decisions that marketers make regarding individual prod-
ucts, product lines, and product mixes. Next, we examine the characteristics and market-
ing requirements of a special form of product—services. Finally, we look into the critically 
important issue of how marketers build and manage product and service brands.

What Is a Product?
We define a product as anything that can be offered to a market for attention, acquisition, 
use, or consumption that might satisfy a want or need. Products include more than just 
tangible objects, such as cars, clothing, or mobile phones. Broadly defined, products also 
include services, events, persons, places, organizations, and ideas or a mixture of these. 
Throughout this text, we use the term product broadly to include any or all of these entities. 
Thus, an Apple iPhone, a Toyota Camry, and a Caffé Mocha at Starbucks are products. But 
so are a trip to Las Vegas, Schwab online investment services, your Instagram account, and 
advice from your family doctor.

Because of their importance in the world economy, we give special attention to 
 services. Services are a form of product that consists of activities, benefits, or satisfactions 
offered for sale that are essentially intangible and do not result in the ownership of any-
thing. Examples include banking, hotel, airline travel, retail, wireless communication, and 
home-repair services. We will look at services more closely later in this chapter.

Products, Services, and Experiences
Products are a key element in the overall market offering. Marketing mix planning begins 
with building an offering that brings value to target customers. This offering becomes the 
basis on which the company builds profitable customer relationships.

A company’s market offering often includes both tangible goods and services. At one ex-
treme, the market offer may consist of a pure tangible good, such as soap, toothpaste, or salt; no 
services accompany the product. At the other extreme are pure services, for which the market 
offer consists primarily of a service. Examples include a doctor’s exam and financial services. 

Product
Anything that can be offered to a 
market for attention, acquisition, use, 
or consumption that might satisfy  
a want or need.

Service
An activity, benefit, or satisfaction offered 
for sale that is essentially intangible 
and does not result in the ownership 
of anything.

OBJECTIVES OUTLINE

OBJECTIVE 8-1 Define product and describe the major classifications of products and services.

What Is a Product? (pp 244–249)

OBJECTIVE 8-2 Describe the decisions companies make regarding their individual products and services, 
product lines, and product mixes.

Product and Service Decisions (pp 249–257)

OBJECTIVE 8-3 Identify the four characteristics that affect the marketing of services and the additional marketing 
considerations that services require.

Services Marketing (pp 258–264)

OBJECTIVE 8-4 Discuss branding strategy—the decisions companies make in building and managing 
their brands.

Branding Strategy: Building Strong Brands (pp 264–272)

Author
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As you’ll see, this  
deceptively simple question 

has a very complex answer. For  
example, think back to the opening 
GoPro story. What is the GoPro 
“product”?
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Between these two extremes, however, many goods-
and-services combinations are possible.

Today, as products and services become more 
commoditized, many companies are moving to a 
new level in creating value for their customers. To 
differentiate their offers, beyond simply making 
products and delivering services, they are creat-
ing and managing customer experiences with their 
brands or companies.

Experiences have always been an important 
part of marketing for some companies. Disney has 
long manufactured dreams and memories through 
its movies and theme parks—it wants theme park 
cast members to deliver a thousand “small wows” 
to every customer. And Nike has long declared, “It’s 
not so much the shoes but where they take you.” 
Today, however, all kinds of firms are recasting their 
traditional goods and services to create experiences. 

 For example, Apple’s highly successful retail 
stores don’t just sell the company’s products. They 
create an engaging Apple brand experience:2

Apple’s retail stores are very seductive places, where 
“life-feels-good” experiences abound. The store de-
sign is clean, simple, and just oozing with style—

much like an Apple iPad or a featherweight MacBook Air. The bustling stores feel more like 
community centers than retail outlets, with crowds of customers sampling the goods and buzzing 
excitedly about all things Apple. The stores encourage a lot of purchasing, to be sure. But they also 
encourage lingering, with tables full of fully functioning Macs, iPods, iPads, and iPhones sitting 
out for visitors to try and dozens of laid-back Apple employees close at hand to answer questions 
and cater to every whim. The stores offer expert technical assistance at the Genius Bar and a full 
schedule of workshops where customers at all experience levels can learn about their Apple devices 
and explore their creative sides. You don’t just visit an Apple store—you experience it in a way that 
no other consumer electronics company can match. As one Apple retail executive explains, “I don’t 
want to be sold to when I walk into a store. Don’t sell! No! Because that’s a turn-off. Build an amaz-
ing brand experience, and then [sales] will just naturally happen.”

Levels of Product and Services
Product planners need to think about products and services on three levels (see  

 Figure 8.1). Each level adds more customer value. The most basic level is the core 
customer value, which addresses the question: What is the buyer really buying? When design-
ing products, marketers must first define the core, problem-solving benefits or services that 

 Creating customer experiences: More than just selling products, Apple’s 
highly successful retail stores create engaging life-feels-good brand 
experiences.
Area 52 Advertising Inc/Getty Images
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At the most basic level, the company
asks, “What is the customer really
buying?” For example, people who buy
an Apple iPad are buying more than
just a tablet computer. They are buying
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productivity, and connectivity—a mobile
and personal window to the world.
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consumers seek. A woman buying lip-
stick buys more than lip color. Charles 
Revson of Revlon saw this early: “In the 
factory, we make cosmetics; in the store, 
we sell hope.”  And people who buy 
an Apple iPad are buying much more 
than just a tablet computer. They are 
buying entertainment, self-expression, 
productivity, and connectivity with 
friends and family—a mobile and per-
sonal window to the world.

At the second level, product plan-
ners must turn the core benefit into an 
actual product. They need to develop 
product and service features, a design, 
a quality level, a brand name, and 
packaging. For example, the iPad is an 
actual product. Its name, parts, styling, 
operating system, features, packaging, 
and other attributes have all been care-
fully combined to deliver the core cus-
tomer value of staying connected.

Finally, product planners must 
build an augmented product around the 
core benefit and actual product by of-

fering additional consumer services and benefits. The iPad is more than just a digital 
device. It provides consumers with a complete connectivity solution. Thus, when consum-
ers buy an iPad, Apple and its resellers also might give buyers a warranty on parts and 
workmanship, quick repair services when needed, and web and mobile sites to use if they 
have problems or questions. Apple also provides access to a huge assortment of apps and 
accessories, along with an iCloud service that integrates buyers’ photos, music, documents, 
apps, calendars, contacts, and other content across all of their devices from any location.

Consumers see products as complex bundles of benefits that satisfy their needs. When 
developing products, marketers first must identify the core customer value that consumers 
seek from the product. They must then design the actual product and find ways to augment 
it to create customer value and a full and satisfying brand experience.

Product and Service Classifications
Products and services fall into two broad classes based on the types of consumers who 
use them: consumer products and industrial products. Broadly defined, products also include 
other marketable entities such as experiences, organizations, persons, places, and ideas.

Consumer Products
Consumer products are products and services bought by final consumers for personal 
consumption. Marketers usually classify these products and services further based on how 
consumers go about buying them. Consumer products include convenience products, shop-
ping products, specialty products, and unsought products. These products differ in the ways 
consumers buy them and, therefore, in how they are marketed (see  Table 8.1).

Convenience products are consumer products and services that customers usually 
buy frequently, immediately, and with minimal comparison and buying effort. Examples 
include laundry detergent, candy, magazines, and fast food. Convenience products are 
usually low priced, and marketers place them in many locations to make them readily 
available when customers need or want them.

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

Consumer product
A product bought by final consumers 
for personal consumption.

Convenience product
A consumer product that customers 
usually buy frequently, immediately, and 
with minimal comparison and buying effort.

Shopping product
A consumer product that the customer, in 
the process of selecting and purchasing, 
usually compares on such attributes as 
suitability, quality, price, and style.

 Core, actual, and augmented product: People who buy an iPad are buying much more 
than a tablet computer. They are buying entertainment, self-expression, productivity, and 
connectivity—a mobile and personal window to the world.
Betsie Van der Meer/Getty Images
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Specialty products are consumer products and services with unique characteristics 
or brand identifications for which a significant group of buyers is willing to make a special 
purchase effort. Examples include specific brands of cars, high-priced photography equip-
ment, designer clothes, gourmet foods, and the services of medical or legal specialists. 
A Lamborghini automobile, for example, is a specialty product because buyers are usually 
willing to travel great distances to buy one. Buyers normally do not compare specialty 
products. They invest only the time needed to reach dealers carrying the wanted brands.

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

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

The three groups of industrial products and services are materials and parts, capi-
tal items, and supplies and services. Materials and parts include raw materials as well as 
manufactured materials and parts. Raw materials consist of farm products (wheat, cotton, 
livestock, fruits, vegetables) and natural products (fish, lumber, crude petroleum, iron ore). 
Manufactured materials and parts consist of component materials (iron, yarn, cement, 
wires) and component parts (small motors, tires, castings). Most manufactured materials 
and parts are sold directly to industrial users. Price and service are the major marketing 
factors; branding and advertising tend to be less important.

Specialty product
A consumer product with unique 
characteristics or brand identification for 
which a significant group of buyers is 
willing to make a special purchase effort.

Unsought product
A consumer product that the consumer 
either does not know about or knows 
about but does not normally consider 
buying.

Industrial product
A product bought by individuals and 
organizations for further processing or for 
use in conducting a business.

 Table 8.1 | Marketing Considerations for Consumer Products

Type of Consumer Product

Marketing 
Considerations Convenience Shopping Specialty Unsought

Customer buying 
behavior

Frequent purchase; little 
planning, little com-
parison or shopping 
effort; low customer 
involvement

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

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

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

Price Low price Higher price High price Varies

Distribution Widespread distribution; 
convenient locations

Selective distribution 
in fewer outlets

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

Varies

Promotion Mass promotion by 
the producer

Advertising and  personal 
selling by both the 
 producer and resellers

More carefully targeted 
promotion by both the 
producer and resellers

Aggressive advertising 
and personal selling 
by the producer and 
resellers

Examples Toothpaste, magazines, 
and laundry detergent

Major appliances, 
 televisions, furniture, 
and clothing

Luxury goods, such 
as Rolex watches or 
fine crystal

Life insurance and Red 
Cross blood donations
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Capital items are industrial products that aid in the buyer’s production or operations, in-
cluding installations and accessory equipment. Installations consist of major purchases such 
as buildings (factories, offices) and fixed equipment (generators, drill presses, large computer 
systems, elevators). Accessory equipment includes portable factory equipment and tools 
(hand tools, lift trucks) and office equipment (computers, fax machines, desks). These types of 
equipment have shorter lives than do installations and simply aid in the production process.

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

Organizations, Persons, Places, and Ideas
In addition to tangible products and services, marketers have broadened the concept of 
a product to include other market offerings: organizations, persons, places, and ideas.

Organizations often carry out activities to “sell” the organization itself. Organization 
marketing consists of activities undertaken to create, maintain, or change the attitudes and 
behavior of target consumers toward an organization. Both profit and not-for-profit organi-
zations practice organization marketing.

Business firms sponsor public relations or corporate image marketing campaigns to market 
themselves and polish their images. For example, as noted in Chapter 6, GE’s long-running 
“Imagination at Work” campaign markets the industrial giant as a company whose imaginative 
products and technologies are making a difference in the world.  Consider one recent award-
winning TV spot, called “Childlike Imagination.” The whimsical ad brings GE’s products—

from jet engines and diesel locomotives to 
giant wind turbines and hospital diagnos-
tics machines—to life through the eyes of a 
wide-eyed young girl whose mom works 
at GE. GE is “Building, powering, moving, 
and curing the world,” says the company. 
“Not just imagining. Doing. GE works.”3

People can also be thought of as 
products. Person marketing consists of ac-
tivities undertaken to create, maintain, or 
change attitudes or behavior toward par-
ticular people. People ranging from presi-
dents, entertainers, and sports figures to 
professionals such as doctors, lawyers, 
and architects use person marketing to 
build their reputations. And businesses, 
charities, and other organizations use 
well-known personalities to help sell 
their products or causes. For example, 
Nike spends almost $1 billion annually 
on endorsement deals with a stable of 

stars spanning almost every conceivable sport worldwide, including headliners such as ten-
nis greats Maria Sharapova and Rodger Federer, world soccer superstars Cristiano Ronaldo 
and Neymar, and current and former NBA all-stars Michael Jordan, Kobe Bryant, LeBron 
James, and Kevin Durant.4

Place marketing involves activities undertaken to create, maintain, or change attitudes or 
behavior toward particular places. Cities, states, regions, and even entire nations compete 
to attract tourists, new residents, conventions, and company offices and factories. The New 
Orleans city website shouts “Go NOLA” and markets annual events such as Mardi Gras 
festivities and the New Orleans Jazz and Heritage Festival. Tourism Australia advertises that 
“There’s Nothing Like Australia” and provides a website and smartphone app complete with 
videos, holiday ideas, destination information, and about anything else travelers might need 
to plan an Australian vacation.5

Ideas can also be marketed. In one sense, all marketing is the marketing of an idea, 
whether it is the general idea of brushing your teeth or the specific idea that Crest toothpastes 

 Organization marketing: GE’s long-running Imagination at Work campaign markets the 
industrial giant as a company whose imaginative products and technologies are making  
a difference in the world.
GE
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create “healthy, beautiful smiles for life.” Here, however, we narrow our focus to the mar-
keting of social ideas. This area has been called social marketing and consists of using 
traditional business marketing concepts and tools to encourage behaviors that will create 
individual and societal well-being.

Social marketing programs cover a wide range of issues. The Ad Council of America 
(www.adcouncil.org), for example, has developed dozens of social advertising campaigns 
involving issues ranging from health care, education, and environmental sustainability 
to human rights and personal safety. But social marketing involves much more than just 
advertising. It involves a broad range of marketing strategies and marketing mix tools 
 designed to bring about beneficial social change.6

Product and Service Decisions
Marketers make product and service decisions at three levels: individual product deci-
sions, product line decisions, and product mix decisions. We discuss each in turn.

Individual Product and Service Decisions
 Figure 8.2 shows the important decisions in the development and marketing of indi-

vidual products and services. We will focus on decisions about product attributes, branding, 
packaging, labeling and logos, and product support services.

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

Product Quality. Product quality is one of the marketer’s major positioning tools. 
Quality affects product or service performance; thus, it is closely linked to customer value 
and satisfaction. In the narrowest sense, quality can be defined as “no defects.” But most 
marketers go beyond this narrow definition. Instead, they define quality in terms of creat-
ing customer value and satisfaction. The American Society for Quality defines quality as 
the characteristics of a product or service that bear on its ability to satisfy stated or implied 
customer needs. Similarly, Siemens defines quality this way: “Quality is when our custom-
ers come back and our products don’t.”7

Total quality management (TQM) is an approach in which all of the company’s people 
are involved in constantly improving the quality of products, services, and business 
processes. For most top companies, customer-driven quality has become a way of doing 
business. Today, companies are taking a return-on-quality approach, viewing quality as an 
investment and holding quality efforts accountable for bottom-line results.

Product quality has two dimensions: level and consistency. In developing a product, the 
marketer must first choose a quality level that will support the product’s positioning. Here, 
product quality means performance quality—the product’s ability to perform its functions. 
For example, a Rolls-Royce provides higher performance quality than a Chevrolet: It has a 
smoother ride, lasts longer, and provides more handcraftsmanship, custom design, luxury, 
and “creature comforts.” Companies rarely try to offer the highest possible performance qual-
ity level; few customers want or can afford the high levels of quality offered in products such 
as a Rolls-Royce automobile, a Viking range, or a Rolex watch. Instead, companies choose a 
quality level that matches target market needs and the quality levels of competing products.

Beyond quality level, high quality also can mean high levels of quality consistency. 
Here, product quality means conformance quality—freedom from defects and consistency 
in delivering a targeted level of performance. All companies should strive for high levels 

Social marketing
The use of traditional business marketing 
concepts and tools to encourage 
behaviors that will create individual and 
societal well-being.

Product quality
The characteristics of a product or service 
that bear on its ability to satisfy stated or 
implied customer needs.

Now that we’ve answered 
the “What is a product?” 

question, we dig into the specific 
 decisions that companies must make 
when designing and marketing products 
and services.

Author
Comment

Product
attributes

Branding Packaging
Labeling

and
logos

Product
support
services

Don’t forget Figure 8.1.
The focus of all of these
decisions is to create
core customer value.

 FIGURE | 8.2
Individual Product Decisions
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of conformance quality. In this sense, a Chevrolet can have 
just as much quality as a Rolls-Royce. Although a Chevy 
doesn’t perform at the same level as a Rolls-Royce, it can 
just as consistently deliver the quality that customers pay 
for and expect.

Five Guys is an American fast casual restaurant sell-
ing burgers, fries, hot dogs, and grilled sandwiches. Five 
Guys is famous for ruling the “better burger” category. Their 
burgers are prepared in peanut oil, are hand-crafted, and are 
made of freshly ground beef. Five Guys says that it does not 
compete on price with McDonalds, Burger King, or Wendy’s 
because their product quality is better, and people will pay a 
little extra for food if it’s worth it. If ever a customer questions 
their higher price, they tell the customers to just take it and 
not pay for it. And they say that in the many years they have 
done this, every single customer has come back and paid for 
their food and added a big tip. The level of quality of Five 
Guys’ burgers supports its positioning and has created a cult 
following for its burgers around the world.

Product Features. A product can be offered with varying 
features. A stripped-down model, one without any extras, 
is the starting point. The company can then create higher-

level models by adding more features. Features are a competitive tool for differentiating 
the company’s product from competitors’ products. Being the first producer to introduce 
a valued new feature is one of the most effective ways to compete.

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

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

Good design doesn’t start with brainstorming new ideas and making prototypes. 
Design begins with observing customers, understanding their needs, and shaping their 
product-use experience. Product designers should think less about technical product 
specifications and more about how customers will use and benefit from the product. 
For example, using smart design based on consumer needs, Sonos created a wireless, 
internet-enabled speaker system that’s easy to use and fills a whole house with great 
sound.

In the past, setting up a whole-house entertainment or sound system required routing wires 
through walls, floors, and ceilings, creating a big mess and lots of expense. And if you moved, 
you couldn’t take it with you. Enter Sonos, which took home-audio and theater systems to a new 
level worthy of the digital age. The innovative company created a wireless speaker system that’s 
not just stylish but also easy to set up, easy to use, and easy to move to meet changing needs. 
With Sonos, you can stream high-quality sound through a variety of stylish speakers anywhere 
in your home with just an app and a tap on your smartphone. Smart design has paid off hand-
somely for Sonos. Founded in 2002, over just the past two years the company’s sales have nearly 
tripled to an estimated $1 billion a year.8

Branding
Perhaps the most distinctive skill of professional marketers is their ability to build and 
manage brands. A brand is a name, term, sign, symbol, or design or a combination of 
these that identifies the maker or seller of a product or service. Consumers view a brand 

Brand
A name, term, sign, symbol, or design, 
or a combination of these, that identifies 
the products or services of one seller or 
group of sellers and differentiates them 
from those of competitors.

 Five Guys has kept a strong focus on making better quality 
burgers, and this has earned them a loyal following of burger fans 
who want superior quality and don’t mind paying a little extra for it. 
British Retail Photography/Alamy Stock Photo 



CHAPTER 8 | Products, Services, and Brands: Building Customer Value   251

as an important part of a product, and branding can add value to a consumer’s purchase. 
Customers attach meanings to brands and develop brand relationships. As a result, brands 
have meaning well beyond a product’s physical attributes. Consider this story:9

One Tuesday evening in January, Joshua Bell, one of the world’s finest violinists, played at 
Boston’s stately Symphony Hall before a packed audience who’d paid an average of $100 a seat. 
Based on the well-earned strength of the “Joshua Bell brand,” the talented musician routinely 
drew standing-room-only audiences at all of his performances around the world. Three days 
later, however, as part of a Washington Post social experiment, Bell found himself standing in a 
Washington, DC, metro station, dressed in jeans, a T-shirt, and a Washington Nationals baseball 
cap. As morning commuters streamed by, Bell pulled out his $4 million Stradivarius violin, set 
the open case at his feet, and began playing the same revered classics he’d played in Boston. 
During the next 45 minutes, some 1,100 people passed by but few stopped to listen. Bell earned 
a total of $32. No one recognized the “unbranded” Bell, so few  appreciated his artistry. What 
does that tell you about the meaning of a strong brand?

Branding has become so strong that today hardly anything goes unbranded. Salt is 
packaged in branded containers, common nuts and bolts are packaged with a distribu-
tor’s label, and automobile parts—spark plugs, tires, filters—bear brand names that differ 
from those of the automakers. Even fruits, vegetables, dairy products, and poultry are 
branded—Cuties mandarin oranges, Dole Classic salads, Horizon Organic milk, Perdue 
chickens, and Eggland’s Best eggs.

Branding helps buyers in many ways. Brand names help consumers identify products 
that might benefit them. Brands also say something about product quality and consis-
tency—buyers who always buy the same brand know that they will get the same features, 
benefits, and quality each time they buy. Branding also gives the seller several advantages. 
The seller’s brand name and trademark provide legal protection for unique product fea-
tures that otherwise might be copied by competitors. Branding helps the seller to segment 
markets. For example, rather than offering just one general product to all consumers, Toyota 
can offer the different Lexus, Toyota, and Scion brands, each with numerous sub-brands—
such as Avalon, Camry, Corolla, Prius, Yaris, Tundra, and Land Cruiser.

Finally, a brand name becomes the basis on which a whole story can be built about 
a product’s special qualities. For example, the Cuties brand of pint-sized mandarins sets 
itself apart from ordinary oranges by promising “Kids love Cuties because Cuties are made 
for kids.” They are a healthy snack that’s “perfect for little hands”: sweet, seedless, kid-
sized, and easy to peel.10 Building and managing brands are perhaps the marketer’s most 
important tasks. We will discuss branding strategy in more detail later in the chapter.

Packaging
Packaging involves designing and producing the container or wrapper for a product. 
Traditionally, the primary function of the package was to hold and protect the product. 
In recent times, however, packaging has become an important marketing tool as well. 

Packaging
The activities of designing and producing 
the container or wrapper for a product.

 The meaning of a strong brand: The “branded” and “unbranded” Joshua Bell. The premier musician packs concert halls at an average 
of $100 or more a seat but made only $32 as a street musician at a Washington, DC, metro station.
(left) NBC via Getty Images; (right) The Washington Post/Getty Images
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Increased competition and clutter on retail store shelves means that packages must now 
perform many sales tasks—from attracting buyers to communicating brand positioning to 
closing the sale. Not every customer will see a brand’s advertising, social media pages, or 
other promotions. However, all consumers who buy and use a product will interact regu-
larly with its packaging. Thus, the humble package represents prime marketing space.

Companies realize the power of good packaging to create immediate consumer rec-
ognition of a brand. For example, an average supermarket stocks about 42,000 items; the 
average Walmart supercenter carries 120,000 items. The typical shopper makes three out of 
four purchase decisions in stores and passes by some 300 items per minute. In this highly 
competitive environment, the package may be the seller’s best and last chance to influence 
buyers. So the package itself becomes an important promotional medium.11

Innovative packaging can give a company an advantage over com-
petitors and boost sales. Distinctive packaging may even become an 
important part of a brand’s identity.  For example, an otherwise plain 
brown carton imprinted with the familiar curved arrow from the Amazon.
com logo—variously interpreted as “a to z” or even a smiley face—leaves 
no doubt as to who shipped the package sitting at your doorstep. And 
Tiffany’s distinctive blue boxes have come to embody the exclusive jew-
elry retailer’s premium legacy and positioning. As the company puts it, 
“Glimpsed on a busy street or resting in the palm of a hand, Tiffany Blue 
Boxes make hearts beat faster and epitomize Tiffany’s great heritage of 
elegance, exclusivity, and flawless craftsmanship.”12

Poorly designed packages can cause headaches for consumers and lost 
sales for the company. Think about all those hard-to-open packages, such as 
DVD cases sealed with impossibly sticky labels, packaging with finger-split-
ting wire twist-ties, or sealed plastic clamshell containers that cause “wrap 
rage” and send thousands of people to the hospital each year with lacera-
tions and puncture wounds. Another packaging issue is overpackaging—as 
when a tiny USB flash drive in an oversized cardboard and plastic display 
package is delivered in a giant corrugated shipping carton. Overpackaging 
creates an incredible amount of waste, frustrating those who care about the 
environment.

Amazon offers Frustration-Free Packaging to alleviate both wrap rage 
and overpackaging. The online retailer works with more than 2,000 compa-
nies, such as Fisher-Price, Mattel, Unilever, Microsoft, and others, to create 
smaller, easy-to-open, recyclable packages that use less packaging material 
and no frustrating plastic clamshells or wire ties. It currently offers more than 

200,000 such items and to date has shipped more than 75 million of them to 175 countries. In 
the process, the initiative has eliminated nearly 60 million square feet of cardboard and 25 
million pounds of packaging waste.13

In recent years, product safety has also become a major packaging concern. We have 
all learned to deal with hard-to-open “childproof” packaging. Due to the rash of prod-
uct tampering scares in the 1980s, most drug producers and food makers now put their 
products in tamper-resistant packages. In making packaging decisions, the company also 
must heed growing environmental concerns. Fortunately, many companies have gone 
“green” by reducing their packaging and using environmentally responsible packaging 
materials.

Labeling and Logos
Labels and logos range from simple tags attached to products to complex graphics that are 
part of the packaging. They perform several functions. At the very least, the label identifies 
the product or brand, such as the name Sunkist stamped on oranges. The label might also 
describe several things about the product—who made it, where it was made, when it was 
made, its contents, how it is to be used, and how to use it safely. Finally, the label might 
help to promote the brand and engage customers. For many companies, labels have become 
an important element in broader marketing campaigns.

Labels and brand logos can support the brand’s positioning and add personality to the 
brand. In fact, they can become a crucial element in the brand-customer connection. Customers 
often become strongly attached to logos as symbols of the brands they represent. Consider the 

 Distinctive packaging may become an important 
part of a brand’s identity. An otherwise plain brown 
carton imprinted with only the familiar curved arrow 
from the Amazon.com logo—variously interpreted as 
“a to z” or even a smiley face—leaves no doubt as to 
who shipped the package sitting at your doorstep.
© Lux Igitur/Alamy
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feelings evoked by the logos of companies such as 
Google, Coca-Cola, Twitter, Apple, and Nike. Logos 
must be redesigned from time to time. For example, 
brands ranging from Yahoo!, eBay, and Southwest 
Airlines to Wendy’s, Pizza Hut, Black+Decker, and 
Hershey have successfully adapted their logos to keep 
them contemporary and to meet the needs of new dig-
ital devices and interactive platforms such as the mo-
bile apps and social media (see Real Marketing 8.1).

However, companies must take care when 
changing such important brand symbols. Customers 
often form strong connections to the visual repre-
sentations of their brands and may react strongly 
to changes.  The Starbucks logo has become one 
of the most recognizable icons across the globe. The 
logo has gone through many changes over time with 
the increasing popularity of the Starbucks brand. 
However, the company has been careful not to break 
away from its key design element, the iconic two-
tailed mermaid.

Along with the positives, there has been a long 
history of legal concerns about labels and packag-
ing. The Federal Trade Commission Act of 1914 held 

that false, misleading, or deceptive labels or packages constitute unfair competition. Labels 
can mislead customers, fail to describe important ingredients, or fail to include needed safety 
warnings. As a result, several federal and state laws regulate labeling. The most prominent 
is the Fair Packaging and Labeling Act of 1966, which set mandatory labeling requirements, 
encouraged voluntary industry packaging standards, and allowed federal agencies to set 
packaging regulations in specific industries. The Nutritional Labeling and Educational Act of 
1990 requires sellers to provide detailed nutritional information on food products, and recent 
sweeping actions by the Food and Drug Administration (FDA) regulate the use of health-
related terms such as low fat, light, high fiber, and organic. Sellers must ensure that their labels 
contain all the required information.

Product Support Services
Customer service is another element of product strategy. A company’s offer usually in-
cludes some support services, which can be a minor part or a major part of the total of-
fering. Later in this chapter, we will discuss services as products in themselves. Here, we 
discuss services that augment actual products.

Support services are an important part of the customer’s overall brand experience. 
Lexus knows that good marketing doesn’t end with making a sale. Keeping customers 
happy after the sale is the key to building lasting relationships. Lexus believes that if you 
delight the customer, and continue to delight the customer, you will have a customer for 
life. So Lexus dealers across the country will go to almost any lengths to take care of cus-
tomers and keep them coming back:14

The typical Lexus dealership is, well, anything but typical. For example, in addition to its 
Starbucks coffee shop, one Florida Lexus dealership features four massage chairs, two put-
ting greens, two customer lounges, and a library. At another Lexus dealership in a nearby city, 
“guests” leave their cars with a valet and are then guided by a concierge to a European-style 
coffee bar offering complimentary espresso, cappuccino, and a selection of pastries prepared by 
a chef trained in Rome. But at Lexus, customer service goes much deeper than just dealership 
amenities. From the very start, Lexus set out to revolutionize the auto ownership experience.

Of course, Lexus knows that the best dealership visit is the one you never have to make. 
So it builds customer-pleasing cars to start with.  In its “Lexus Covenant,” the company 
vows that it will make “the finest cars ever built”—high-quality cars that need little servicing. 
However, the covenant also vows to value customers as important individuals and “treat each 
customer as we would a guest in our own home.” So, when a car does need servicing, Lexus 
goes out of its way to make it easy and painless. Most dealers will even pick up a car and then 
return it when the maintenance is finished. And the car comes back spotless, thanks to a compli-
mentary cleaning. You might even be surprised to find that they’ve touched up a door ding to 
help restore the car to its fresh-from-the-factory luster.

 As the Starbucks logo continues to evolve, the company has even dropped 
the Starbucks name from its latest logo, but it still retains the distinctive green 
and white colors and the image of the mermaid.
Lou Linwei/Alamy Stock Photo
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more digital device friendly. For example, 
the old IHOP logo had white letters placed 
on a blue field with a downward-curving 
red banner containing the word restaurant. 
Now, IHOP’s letters are blue on a white 
field, a  design that stands out better against 
the white backgrounds on most web, mo-
bile, and social media sites. The new logo 
also replaces the old frown-like “restaurant” 
banner with an upward curving red line un-
der the o and the p, creating a smiley face 
that adds a burst of happiness to the brand.

Some logo redesigns go much, much 
deeper. For example, consider the recent 
changes to Google’s familiar blue, red, 
green, and yellow logo. At first glance, the 
changes seem minor—you might not even 
have noticed them. The letter colors re-
main largely the same, as does the childlike 
quality that we’ve come to associate with 
the Google brand. The biggest difference is 
the new typeface—Google changed its old 
serif typeface (with little lines and squiggles 
at the ends of letters) to a sans serif type-
face (one like this without the added lines 
and squiggles). The result 
is a simpler, cleaner, more 
readable logo. According 
to Google, the logo change 
was motivated mostly by 
mobile usage. The  stream-
lined font shrinks down more 
legibly than fancier fonts, 
so it transfers more readily 
across all kinds of screens. 
Google claims that its new 
logo can be read just as well 
on a 2.5-inch Android Wear 
watch as it can on a 50-inch 
TV screen.

But Google didn’t just 
change the logo typeface. 
It created a full kit of new 
brand logo tools befitting 
the digital age. For example, 
recognizing that six letters 
are just too many for some 
uses, Google also created 
a more compact one-letter 
version, a G in the new sans 
typeface, partitioned into the 
four familiar Google colors. It 
also fashioned a contempo-
rary four-color microphone 
icon that users can tap to 
speak into an Android de-
vice. Finally, it crafted a set 

of four animated dots (one in each color) for 
use during interactive and transitional mo-
ments to indicate activities such as waiting, 
thinking, speaking, and replying.

All of the new Google logo elements 
work seamlessly together. So, for example, 
when you pick up your phone and activate 
the Google microphone icon, “the Google 
logo will morph from ‘Google’ into the dots, 
which undulate like water in anticipation of 
your query,” notes one reporter. “As you talk, 
the dots will become an equalizer, reacting 
to the sound of your vocalizations. Then 
when you’re done talking, the waveform 
becomes dots again, which spin as Google 
looks up your results. Then once the results 
are presented, the dots return to good old 
‘Google’ again.” Thus, the Google logo is 
no longer just a static emblem that sits atop 
an online search bar. It’s a full set of dy-
namic symbols that bring the brand and its 
many functions to life across today’s digital 
screens and platforms.

Companies need to tread carefully when 
making changes to their brand logos. Such 

It seems like everyone is doing it 
these days—giving their logos 
major makeovers. From Google, 
Hershey, Pizza Hut, and American 
Airlines to Southwest and IHOP, it’s 
out with the old and in with the new. 
Such logo redesigns can be risky. 
Customers often form strong at-
tachments to their favorite brands 

and the logos that represent them. Brand 
logos can be like a pair of old shoes—fa-
miliar and comforting—and customers often 
don’t take kindly to changes. Given the risks, 
why are so many companies reworking their 
logos?

Companies have always taken great care 
to craft simple, easily recognized logos that 
quickly identify and position their brands 
and trigger positive consumer associations. 
However, in today’s digital world, brand logos 
are being asked to do more than ever. A logo 
is no longer just a static symbol placed on 
a printed page, package, TV ad, billboard, 
or store display. Instead, today’s logos must 
also meet the demands of an ever-more-
diverse set of digital devices and media. A 
brand logo that looks great and communi-
cates well on a package or in a magazine ad 
might fail miserably in a social media setting 
on a smartphone screen.

Today’s logos must stand out visually on 
screens of all sizes, from big-screen TVs 
to tablets, mobile phones, and even smart-
watches. Often, they must also function as in-
teractive icons or animated activity indicators 
on web, mobile, and social media pages. As 
a result, companies are adapting their logos 
to keep them in sync with the rapidly evolving 
digital times.

Most logo modifications focus on creat-
ing simpler, brighter, more modern designs 
that present better on digital screens and 
platforms. For example, Hershey flipped its 
colors from light letters on a dark field to dark 
letters on a white field while also replacing 
its long-standing image of a Hershey’s Kiss 
wrapped in silver foil with a more contempo-
rary silhouette version. Pizza Hut’s new logo 
consists of a simple pizza-shaped medallion 
with the brand name and familiar roof symbol 
reversed out in white. And Southwest went 
from black all-capital letters beneath a jumbo 
jet image to bright blue letters in title format 
accompanied by its signature heart icon in 
rainbow colors.

Such redesigns have multiple aims, but 
the primary objective is to make the logos 
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Brand logo makeovers: Many companies are redesigning 
their logos to keep them in sync with the rapidly evolving 
digital times.
The Hershey Company; Pizza Hut, Inc.; Southwest Airlines; International House of 
Pancakes, LLC; Google and the Google logo are registered trademarks of Google Inc., 
used with permission.
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By all accounts, Lexus has lived up to its 
ambitious customer-satisfaction promise. It has 
created what appear to be the world’s most satis-
fied car owners. Lexus regularly tops not just 
the industry quality ratings but also customer-
satisfaction ratings in both the United States and 
globally. “My wife will never buy another car 
except a Lexus,” says one satisfied Lexus owner. 
“They come to our house, pick up the car, do an 
oil change, spiff it up, and bring it back. She’s sold 
for life.”

The first step in designing support services 
is to survey customers periodically to assess the 
value of current services and obtain ideas for new 
ones. Once the company has assessed the quality 
of various support services to customers, it can 
take steps to fix problems and add new services 
that will both delight customers and yield profits 
to the company.

Many companies now use a sophisticated mix 
of phone, email, online, social media, mobile, and 
interactive voice and data technologies to provide 
support services that were not possible before. For 
example, home-improvement store Lowe’s offers a 

vigorous dose of customer service at both its store and online locations that makes shopping 
easier, answers customer questions, and handles problems. Customers can access Lowe’s ex-
tensive support by phone, email (CareTW@lowes.com), website, mobile app, and Twitter via 
@LowesCares. The Lowe’s website and mobile app link to a buying guide and how-to library. 
In its stores, Lowe’s has equipped employees with 42,000 iPhones filled with custom apps and 
add-on hardware, letting them perform service tasks such as checking inventory at nearby 
stores, looking up specific customer purchase histories, sharing how-to videos, and checking 
competitor prices—all without leaving the customer’s side. Lowe’s is even experimenting 
with putting interactive, talking, moving robots in stores that can greet customers as they en-
ter, answer even their most vexing questions, and guide them to whatever merchandise they 
are seeking.15

changes often require a huge investment. 
For example, Southwest’s seemingly simple 
logo redesign requires sweeping changes 
that touch almost every aspect of the com-
pany’s operations. Just think of all the places 
you see Southwest’s logo—from its advertis-
ing, web, and social media activities to the 
graphics on its airplanes and the design of 
its airport gates to its corporate letterhead. 
Everything must be redone to reflect the new 
logo look.

Perhaps more important, the old logos 
closely link brands to the hearts and minds 
of consumers. Studies show that the stron-
ger their attachments to a brand, the more 
resistant consumers are to logo changes. 
For example, although most experts would 
agree that the new Hershey logo is a vast 
improvement, some consumers balked, 
suggesting that the silhouette Kiss resem-
bles a lump of poop. “All I can see is the 
emoji poo,” says one perplexed observer. 
“With apologies to Hershey: Your new logo 
kinda stinks.” And when American Airlines 

replaced its familiar 45-year-old “AA eagle” 
logo with a more modern version, the new 
logo became a flashpoint for both brand 
fans and detractors. Although the redesign 
was probably overdue, fans lamented the 
loss of the classic design, whereas de-
tractors claimed that the millions spent on 
repainting all of American’s planes should 
have been invested in improving the airline’s 
customer service.

Such examples highlight the power-
ful connections people have to the visual 
representations of their brands. When logo 

changes are required—as they most certainly 
will be at some point—the best course is to 
alert customers to the upcoming changes 
and to explain why they are needed. Google 
did that in a widely distributed video show-
ing the evolution of its logo and the reasons 
behind the most recent redesign. That’s one 
reason that its massive logo makeover went 
so smoothly. As the video explains, “We 
think we’ve taken the best of Google (simple, 
uncluttered, colorful, friendly), and recast it 
not just for the Google of today, but for the 
Google of tomorrow.”

Sources: Mark Wilson, “Google’s New Logo Is Its Biggest Update in 16 Years,” Fast Company, September 1, 
2015, www.fastcodesign.com/3050613/googles-new-logo-is-its-biggest-update-in-16-years; Richard Feloni, “Did 
You Notice That These 20 Companies Changed Their Logos This Year?” Business Insider, October 27, 2015, www. 
businessinsider.com/corporate-logo-changes-2015-10; Lauren Entis, “Why We Hate Logo Redesigns,” Entrepreneur, 
September 11, 2015, www.entrepreneur.com/article/250559; Traci Cox, “Logo Remixes: Are These Big Brand 
Logo Changes Hits or Misses?” Business.com, September 23, 2015, www.business.com/arts-and-design/are-
these-big-brand-logo-changes-hits-or-misses/; “Google, Evolved,” www.youtube.com/watch?v=olFEpeMwgHk, 
accessed June 2016; and www.youtube.com/watch?v=0PU7KX3i2pM and www.usatoday.com/videos/
tech/2015/09/01/71532636/, accessed September 2016.

If you think you can’t you won’t...
If you think you can, you will! We can, we will.

Lexus will enter the most competitive, prestigious automobile race in the world.
Over 50 years of Toyota automobile experience has culminated in the creation

of Lexus cars. They will be the finest cars ever built.

Lexus will win the race because Lexus will do it right from the start.
Lexus will have the finest dealer network in the industry. Lexus

will treat each customer as we would a guest in our home.

 Customer service: From the start, under the Lexus Covenant, Lexus’s high-
quality support services create an unmatched car ownership experience and 
some of the world’s most satisfied car owners.
Toyota Motor Sales, USA, Inc.



256   PART 3 | Designing a Customer Value–Driven Strategy and Mix

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

The major product line decision involves product line length—the number of items in 
the product line. The line is too short if the manager can increase profits by adding items; 
the line is too long if the manager can increase profits by dropping items. Managers need to 
analyze their product lines periodically to assess each item’s sales and profits and under-
stand how each item contributes to the line’s overall performance.

A company can expand its product line in two ways: by line filling or line stretching. 
Product line filling involves adding more items within the present range of the line. There 
are several reasons for product line filling: reaching for extra profits, satisfying dealers, 
using excess capacity, being the leading full-line company, and plugging holes to keep 
out competitors. However, line filling is overdone if it results in cannibalization (eating 
up sales of the company’s own existing products) and customer confusion. The company 
should ensure that new items are noticeably different from existing ones.

Product line stretching occurs when a company lengthens its product line beyond 
its current range. The company can stretch its line downward, upward, or both ways. 
Companies located at the upper end of the market can stretch their lines downward. For 
example, Mercedes has stretched downward with the CLA line to draw in younger, first-
time buyers. A company may stretch downward to plug a market hole that otherwise 
would attract a new competitor or to respond to a competitor’s attack on the upper end. 
Or it may add low-end products because it finds faster growth taking place in the low-end 
segments. Companies can also stretch their product lines upward. Sometimes, companies 
stretch upward to add prestige to their current products or to reap higher margins. P&G 
did that with brands such as Cascade dishwashing detergent and Dawn dish soap by add-
ing “Platinum”  versions at higher price points.

As they grow and expand, many company both stretch and fill their product lines. 
Consider BMW:16

Over the years, BMW Group has transformed itself from a single-brand, five-model auto-
maker into a powerhouse with three brands, 14 “Series,” and dozens of distinct models. The 
company has expanded downward with its MINI Cooper line and upward with Rolls-Royce. 
Its BMW line brims with models from the low end to the high end to everything in between. 

 The brand’s seven “Series” lines range from the 
entry-level 1-Series subcompact to the luxury-com-
pact 3-Series to the midsize 5-Series sedan to the 
luxurious full-size 7-Series. In between, BMW has 
filled the gaps with its X1, X3, X4, X5, and X6 SUVs; 
M-Series performance models; the Z4 roadster; and 
the i3 and i8 hybrids. Thus, through skillful line 
stretching and filling, while staying within its pre-
mium positioning, BMW now has brands and lines 
that successfully appeal to the rich, the super-rich, 
and the hope-to-be-rich.

Product Mix Decisions
An organization with several product lines has a 
product mix. A product mix (or product port-
folio) consists of all the product lines and items 
that a particular seller offers for sale. For example, 
Colgate-Palmolive is perhaps best known for its 
toothpaste and other oral care products. But, in 
fact, Colgate is a $17.3 billion consumer products 
company that makes and markets a full product mix 

Product line
A group of products that are closely 
related because they function in a similar 
manner, are sold to the same customer 
groups, are marketed through the same 
types of outlets, or fall within given price 
ranges.

Product mix (or product portfolio)
The set of all product lines and items that 
a particular seller offers for sale.

 Product line stretching and filling: Through skillful line stretching and filling, 
BMW now has brands and lines that successfully appeal to the rich, the  
super-rich, and the hope-to-be-rich.
BMW of North America
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consisting of dozens of familiar lines and brands. 
Colgate divides its overall product mix into four 
major lines: oral care, personal care, home care, 
and pet nutrition. Each product line consists of 
many brands and items.17

A company’s product mix has four important 
dimensions: width, length, depth, and consistency. 
Product mix width refers to the number of different 
product lines the company carries.  For example, 
Colgate markets a fairly wide product mix, consist-
ing of dozens of brands that constitute the “Colgate 
World of Care”—products that “every day, people 
like you trust to care for themselves and the ones 
they love.” By contrast, GE manufactures as many 
as 250,000 items across a broad range of categories, 
from lightbulbs to medical equipment, jet engines, 
and diesel locomotives.

Product mix length refers to the total number 
of items a company carries within its product lines. 
Colgate carries several brands within each line. For 
example, its personal care line includes Softsoap 
liquid soaps and body washes, Irish Spring bar 
soaps, Speed Stick deodorants, and Skin Bracer, 

Afta, and Colgate toiletries and shaving products, among others. The Colgate home care 
line includes Palmolive and AJAX dishwashing products, Suavitel fabric conditioners, and 
AJAX and Murphy Oil Soap cleaners. The pet nutrition line houses the Hills and Science 
Diet pet food brands.

Product line depth refers to the number of versions offered of each product in the line. 
Colgate toothpastes come in numerous varieties, ranging from Colgate Total, Colgate 
Optic White, and Colgate Tartar Protection to Colgate Sensitive, Colgate Enamel Health, 
Colgate PreviDent, and Colgate Kids. Then each variety comes in its own special forms 
and formulations. For example, you can buy Colgate Total in regular, clean mint, ad-
vanced whitening, deep clean, total daily repair, 2in1 liquid gel, or any of several other 
versions.

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

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

From time to time, a company may also have to streamline its product mix to pare 
out marginally performing lines and to regain its focus. For example, P&G pursues a 
megabrand strategy built around 23 billion-dollar-plus brands in the household care and 
beauty and grooming categories. During the past decade, the consumer products giant 
has sold off dozens of major brands that no longer fit either its evolving focus or the 
billion-dollar threshold, ranging from Jif peanut butter, Crisco shortening, Folgers coffee, 
Pringles snack chips, and Sunny Delight drinks to Noxzema skin care products, Right 
Guard deodorant, Aleve pain reliever, Duracell batteries, CoverGirl and Max Factor cos-
metics, Wella and Clairol hair care products, and Iams and other pet food brands. These 
divestments allow P&G to focus investment and energy on the 70 to 80 core brands that 
yield 90 percent of its sales and more than 95 percent of profits. “Less [can] be much 
more,” says P&G’s CEO.18

 The product mix: Colgate-Palmolive’s nicely consistent product mix 
contains dozens of brands that constitute the “Colgate World of Care”—
products that “every day, people like you trust to care for themselves and the 
ones they love.”
Bloomberg/Getty Images
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Services Marketing
Services have grown dramatically in recent years. Services now account for almost 80 
percent of the U.S. gross domestic product (GDP). Services are growing even faster in the 
world economy, making up almost 63 percent of the gross world product.19

Service industries vary greatly. Governments offer services through courts, employ-
ment services, hospitals, military services, police and fire departments, the postal service, 
and schools. Private not-for-profit organizations offer services through museums, charities, 
churches, colleges, foundations, and hospitals. In addition, a large number of business or-
ganizations offer services—airlines, banks, hotels, insurance companies, consulting firms, 
medical and legal practices, entertainment and telecommunications companies, real estate 
firms, retailers, and others.

The Nature and Characteristics of a Service
A company must consider four special service characteristics when designing marketing 
programs: intangibility, inseparability, variability, and perishability (see  Figure 8.3).

Service intangibility means that services cannot be seen, tasted, felt, heard, or 
smelled before they are bought. For example, people undergoing cosmetic surgery cannot 
see the result before the purchase. Airline passengers have nothing but a ticket and a prom-
ise that they and their luggage will arrive safely at the intended destination, hopefully at 
the same time. To reduce uncertainty, buyers look for signals of service quality. They draw 
conclusions about quality from the place, people, price, equipment, and communications 
that they can see.

Therefore, the service provider’s task is to make the service tangible in one or more 
ways and send the right signals about quality. The Mayo Clinic does this well:20

When it comes to hospitals, most patients can’t really judge “product quality.” It’s a very 
complex product that’s hard to understand, and you can’t try it out before buying it. So when 
considering a hospital, most people unconsciously search for evidence that the facility is caring, 
competent, and trustworthy. The Mayo Clinic doesn’t leave these things to chance. Rather, it of-
fers patients organized and honest evidence of its dedication to “providing the best care to every 
patient every day.”

Inside, staff is trained to act in a way that clearly signals Mayo Clinic’s concern for pa-
tient well-being. For example, doctors regularly follow up with patients at home to see how 
they are doing, and they work with patients to smooth out scheduling problems. The clinic’s 
physical facilities also send the right signals. They’ve been carefully designed to offer a place 
of refuge, show caring and respect, and signal competence. Looking for external confirma-
tion? Go online and hear directly from those who’ve been to the clinic or work there. The 
Mayo Clinic uses social  networking—everything from blogs to Facebook, Twitter, YouTube, 
Instagram, and Pinterest—to enhance the patient experience.  For example, on the Sharing 
Mayo Clinic blog (http://sharing.mayoclinic.org), patients and their families retell their 
Mayo experiences, and Mayo employees offer behind-the-scenes views. The result? Highly 
loyal customers who willingly spread the good word to others, building one of the most pow-
erful brands in health care.

Service intangibility
Services cannot be seen, tasted, felt, 
heard, or smelled before they are bought.

As noted at the start of 
this chapter, services are 

“ products,” too—intangible ones. So 
all the product topics we’ve discussed 
so far apply to services as well as 
to  physical products. However, in 
this section, we focus on the special 
 characteristics and marketing needs 
that set services apart.

Author
Comment

Variability

Quality of services depends
on who provides them and

when, where, and how

Perishability

Services cannot be stored
for later sale or use

Intangibility

Services cannot be seen,
tasted, felt, heard, or

smelled before purchase

Inseparability

Services cannot be
separated from their

providers

Services
Although services are “products” in a general
sense, they have special characteristics and
marketing needs. The biggest differences
come from the fact that services are
essentially intangible and that they are
created through direct interactions with
customers. Think about your experiences
with an airline or Google versus Nike or Apple.

 FIGURE | 8.3
Four Service Characteristics
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Physical goods are produced, then stored, then later sold, 
and then still later consumed. In contrast, services are first sold 
and then produced and consumed at the same time. Service 
 inseparability means that services cannot be separated from their 
providers, whether the providers are people or machines. If a ser-
vice employee provides the service, then the employee becomes a 
part of the service. And customers don’t just buy and use a service; 
they play an active role in its delivery. Customer coproduction 
makes provider–customer interaction a special feature of services 
marketing. Both the provider and the customer affect the service 
outcome.

Service variability means that the quality of services de-
pends on who provides them as well as when, where, and how 
they are provided. For example, some hotels—say, Marriott—
have reputations for providing better service than others. Still, 
within a given Marriott hotel, one registration-counter employee 
may be cheerful and efficient, whereas another standing just 
a few feet away may be grumpy and slow. Even the quality of 
a single Marriott employee’s service varies according to his 
or her energy and frame of mind at the time of each customer 
encounter.

Service perishability means that services cannot be stored 
for later sale or use. Some doctors charge patients for missed ap-
pointments because the service value existed only at that point and 
disappeared when the patient did not show up. The perishability 
of services is not a problem when demand is steady. However, 
when demand fluctuates, service firms often have difficult prob-
lems. For example, because of rush-hour demand, public transpor-
tation companies have to own much more equipment than they 

would if demand were even throughout the day. Thus, service firms often design strategies 
for producing a better match between demand and supply. Hotels and resorts charge lower 
prices in the off-season to attract more guests. And restaurants hire part-time employees to 
serve during peak periods.

Marketing Strategies for Service Firms
Just like manufacturing businesses, good service firms use marketing to position them-
selves strongly in chosen target markets. Enterprise Rent-A-Car gives you “Car rental 
and much more”; Zipcar offers “Wheels when you want them.” At CVS Pharmacy, 
“Expect something extra”; Walgreens meets you “at the corner of happy & healthy.” And 
St. Jude Children’s Hospital is “Finding cures. Saving children.” These and other service 
firms establish their positions through traditional marketing mix activities. However, 
because services differ from tangible products, they often require additional marketing 
approaches.

The Service Profit Chain
In a service business, the customer and the front-line service employee interact to co-create 
the service. Effective interaction, in turn, depends on the skills of front-line service employ-
ees and on the support processes backing these employees. Thus, successful service com-
panies focus their attention on both their customers and their employees. They understand 
the service profit chain, which links service firm profits with employee and customer 
satisfaction. This chain consists of five links:21

Internal service quality. Superior employee selection and training, a quality work 
environment, and strong support for those dealing with customers, which results 
in . . . 
Satisfied and productive service employees. More satisfied, loyal, and hardworking 
 employees, which results in . . . 

Service inseparability
Services are produced and consumed at 
the same time and cannot be separated 
from their providers.

Service variability
The quality of services may vary greatly 
depending on who provides them and 
when, where, and how they are provided.

Service perishability
Services cannot be stored for later sale 
or use.

Service profit chain
The chain that links service firm profits 
with employee and customer satisfaction.

 By providing customers with organized, honest evidence 
of its capabilities, the Mayo Clinic has built one of the most 
powerful brands in health care. Its Sharing Mayo Clinic blog 
lets you hear directly from those who have been to the clinic 
or who work there.
Mayo Clinic
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Then service firms must help
employees master the art of
interacting with customers.
Every employee at Zappos.com,
from the CEO down, goes through
four weeks of customer loyalty
training.

Service firms must sell 
customer-contact employees
on the importance of delighting
customers. At Zappos.com,
the No. 1 core value is "Deliver
WOW through service."

 FIGURE | 8.4
Three Types of Services Marketing

Greater service value. More effective and efficient customer value creation, engagement, 
and service delivery, which results in . . . 
Satisfied and loyal customers. Satisfied customers who remain loyal, make repeat pur-
chases, and refer other customers, which results in . . . 
Healthy service profits and growth. Superior service firm performance.

For example, customer-service all-star Zappos.com—the online shoes, clothing, 
and accessories retailers—knows that happy customers and profits begin with happy, 
 dedicated, energetic employees. Similarly, at Four Seasons Hotels and Resorts, creating 
delighted customers involves much more than just crafting a lofty customer-focused 
marketing strategy and handing it down from the top. At Four Seasons, satisfying cus-
tomers is everybody’s business. And it all starts with satisfied employees:22

Four Seasons has perfected the art of high-touch, carefully crafted service. Whether it’s at the 
tropical island paradise at the Four Seasons Resort Mauritius or the luxurious sub-Saharan 
“camp” at the Four Seasons Safari Lodge Serengeti, guests paying $1,000 or more a night expect 
to have their minds read. For these guests, Four Seasons doesn’t disappoint. As one Four Seasons 
Maui guest once told a manager, “If there’s a heaven, I hope it’s run by Four Seasons.” What 
makes Four Seasons so special? It’s really no secret. It’s the quality of the Four Seasons staff. Four 
Seasons knows that happy, satisfied employees make for happy, satisfied customers. So just as it 
does for customers, Four Seasons respects and pampers its employees.

Four Seasons hires the best people, pays them well, orients them carefully, instills in them a 
sense of pride, and rewards them for outstanding service deeds. It treats employees as it would 
its most important guests. For example, all employees—from the maids who make up the rooms 
to the general manager—dine together (free of charge) in the hotel cafeteria. Perhaps best of all, 
every employee receives free stays at other Four Seasons resorts, six free nights per year after one 
year with the company. The room stays make employees feel as important and pampered as the 
guests they serve and motivate employees to achieve even higher levels of service in their own 
jobs. Says one Four Seasons staffer, “You come back from those trips on fire. You want to do so 
much for the guests.” As a result of such actions, the annual turnover for full-time employees at 
Four Seasons is only 18 percent, half the industry average. Four Seasons has been included for 18 
straight years on Fortune magazine’s list of 100 Best Companies to Work For. And that’s the big-
gest secret to Four Seasons’ success.

Services marketing requires more than just traditional external marketing using the 
four Ps.  Figure 8.4 shows that services marketing also requires internal marketing and 
interactive marketing. Internal marketing means that the service firm must orient and 
motivate its customer-contact employees and supporting service people to work as a 
team to provide customer satisfaction. Marketers must get everyone in the organization 
to be customer centered. In fact, internal marketing must precede external marketing. For 
example, Zappos starts by hiring the right people and carefully orienting and inspiring 
them to give unparalleled customer service. The idea is to make certain that employees 
themselves believe in the brand so that they can authentically deliver the brand’s prom-
ise to customers.

Interactive marketing means that service quality depends heavily on the quality of 
the buyer–seller interaction during the service encounter. In product marketing, product 
quality often depends little on how the product is obtained. But in services marketing, 
service quality depends on both the service deliverer and the quality of delivery. Service 
marketers, therefore, have to master interactive marketing skills. Thus, Zappos selects 

Internal marketing
Orienting and motivating customer-
contact employees and supporting 
service employees to work as a team  
to provide customer satisfaction.

Interactive marketing
Training service employees in the fine art 
of interacting with customers to satisfy 
their needs.
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HSBC’s aim is to ensure enduring job satisfaction among the staff, as the management 
sees this as a worthwhile investment.
Naki Kouyioumtzis/Pearson Education Ltd.
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g 8.2 HSBC: Taking Care of Those Who Take Care  
of the Customer

can be simply summarized in this statement: 
HSBC people are dependable and do the right 
thing, are open to different ideas and cultures, 
and are connected to customers, communi-
ties, regulators and each other. To actualize this 
philosophy and maintain success in the mar-
ketplace, HSBC is strongly committed to its 
internal marketing, which is simply about identi-
fying the needs of the employees and meeting 
them effectively to ensure their satisfaction. 

The opportunities and motivation for em-
ployees are wide-raging and attractive. As a 
large financial organization, the bank is in a 
position to offer its employees thousands of 
different job opportunities and positions, rang-
ing from customer service and corporate and 
commercial banking to IT and human resource 
management. Accordingly, the bank matches 
these with several benefits and rewards, such 
as a competitive salary, a contributory pension 
scheme, employee assistance programs, and 
flexible working policies. For some roles, it also 
incentivizes staff members with performance-
related bonus schemes, private health care, 
and life assurance and insurance.

Closely related to this are the bank’s pro-
grams for training and development that enrich 
the staff’s work experience. The approach ad-
opted for training and development of staff at 

HSBC is specific and special because it gives 
the employee control over his or her training 
programs through a portal the company calls 
“My Learning.” Using this platform, the em-
ployee can access all the learning opportunities 
available. In this respect, the strategy for train-
ing and development commits the respective 
line managers to help their staff to identify 
potential opportunities and the capabilities they 
will need to be effective in their role. As part of 
the HSBC performance review process, the 
managers work closely with their people to 
set clear career development goals and pro-
vide feedback and support to assist them in 
achieving the objectives. At the same time, all 
staff will be encouraged to take responsibility 
for driving their own personal development. 
The bank has its own HSBC Business School, 
which provides access to a comprehensive set 
of tools and learning materials based on the 
employees’ specific role and business area, 
as well as courses that help them develop 
soft skills like communication, leadership, 
and presentation skills. The bank also has 
an efficient learning and development team 
composed of seasoned training profession-
als who work closely with various units in the 
organization for the training and development 
programs of their staff members. The flexibility 

Headquartered in London, HSBC 
is the world’s fourth-largest bank 
by assets, a total of $2.67 trillion in 
2014. It was established in its pres-
ent form in London in 1991 by the 
Hongkong and Shanghai Banking 
Corporation Limited (from which it 

got the initials in its name) to act as a new 
group holding company. HSBC has around 
6,100 offices in 72 countries and territories 
across Africa, Asia, Europe, North America, 
and South America and around 48 million 
customers. 

Due to their intangible nature, providing 
services as a form of business is a great 
challenge, but doing so in dynamic finan-
cial markets is even more challenging. Be it 
about loans, mortgages, accounts, insurance 
products, or other financial services, most 
bank customers are now better informed and 
more demanding than ever before. Despite 
its global presence, the bank also works hard 
to maintain a local presence and local knowl-
edge in each area. Its key operating strategy 
is to remain close to its customers and offer 
excellent and outstanding customer experi-
ence. Succeeding in the business of provid-
ing financial services requires more than a 
basic effort; a significant level of customer-
orientation is in order, especially as competi-
tion continues to become stiffer. This is one 
of the key areas where HSBC scores very 
high in the perception of financial services 
customers. It is remarkable that as big as it 
is in structure, from the top to the bottom of 
the organization, the focus of the entire work-
force is predominantly and clearly centered 
on customer satisfaction. However, the bank 
acknowledges an important factor that is para-
mount to its success—its employees.

The bank believes that for the customer to 
be satisfied, it is very important to take care of 
those who meet and interact with customers 
regularly and work toward giving them the ut-
most satisfaction in their various transactions. 
The company has emphasized that the talent 
and diversity of their people is the foundation 
of its success, so they are committed to help-
ing their employees develop their personal 
and professional skills in order to bring out 
their respective strengths. The reasoning is 
that sound external marketing that is focused 
on customer satisfaction should be preceded 
by excellent internal marketing. This is evident 
in the bank’s three core group values, which 
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only people with an innate “passion to serve” and instructs them carefully in the fine art 
of interacting with customers to satisfy their every need. All new hires—at all levels of the 
company—complete a four-week customer-loyalty training regimen.

Today, as competition and costs increase and as productivity and quality decrease, more 
services marketing sophistication is needed. Service companies face three major marketing 
tasks: They want to increase their service differentiation, service quality, and service productivity.

Managing Service Differentiation
In these days of intense price competition, service mar-
keters often complain about the difficulty of differentiat-
ing their services from those of competitors. To the extent 
that customers view the services of different providers as 
similar, they care less about the provider than the price. 
The solution to price competition is to develop a differen-
tiated offer, delivery, and image.

The offer can include innovative features that set 
one company’s offer apart from competitors’ offers. 
For example, some retailers differentiate themselves 
with offerings that take you well beyond the products 
they stock. Apple’s highly successful stores offer a 
Genius Bar for technical support and a host of free 
workshops on everything from iPhone, iPad, and 
Mac basics to the intricacies of using iMovie to turn 
home movies into blockbusters.  Similarly, at any of 
several large REI stores, consumers can get hands-on 
experience with merchandise before buying it via the 
store’s mountain bike test trail, geartesting stations, a 
huge rock climbing wall, or an in-store simulated rain 
shower.

associated with these programs makes them 
very popular among the staff. In this exist-
ing arrangement, a staff member can attend 
paper-based training programs, online training 
opportunities, and video-based programs. In 
2013, HSBC employees collectively received 
a total of 988,000 days of online and face-to-
face training—equivalent to almost four days 
per full-time employee.

The ultimate aim of the bank is to ensure 
enduring job satisfaction among the staff, as 
the management sees this as a worthwhile in-
vestment. It is not surprising that the bank was 
named one of the top employers in the United 
Kingdom for women in The Times Top 50 
Employers for Women in 2015. Antonio Simoes, 
Chief Executive of HSBC Bank plc, who heads 
the United Kingdom and Continental Europe 
since September 2015, emphasizes the bank’s 
values in relation to its offer of equal employ-
ment opportunities to different kinds of men 
and women, reflective of the company’s own 
diverse customer base and its commitment to 
gender balance.

From the outset, the bank’s staff is able 
to develop their own professional networks 

with clients and colleagues around the world. 
They may also have the opportunity to de-
velop their skills and gain experience in another 
country through one of HSBC’s international 
assignments, which typically range in length 
from three months to three years. The HSBC 
International Management Programme offers 
employees the chance to pursue an interna-
tionally mobile career in a variety of roles and 
locations.

Another key feature of the bank’s internal 
marketing program is its flexible benefit pack-
ages for employees. Besides the competitive 
regular payments it offers its staff, HSBC’s 
overtime payment is very attractive. In response 
to the views of employees, the bank tailors its 
benefits packages to the specific needs of the 
staff. For example, benefits can be customized 

to employees’ interests in providing for the 
future, breakdown coverage, and childcare, 
among other options. The bank simply calls 
this “My Choice.” Employees may also make 
income tax and National Insurance savings 
on certain benefits. So, to those who wonder 
why HSBC’s staff members are so customer-
focused—always welcoming customers with 
smiles and courtesy, and strongly committed 
to the business of satisfying customers—the 
key answers lie in the employees’ motivation 
levels, morale, and career development paths 
embedded in the bank’s internal marketing 
program. HSBC has proven that winning in a 
tough marketplace is not only about formu-
lating a sound marketing strategy, but also 
about taking care of those who take care of 
its customers.

Sources: “HSBC: About Us,” http://www.hsbc.co.uk/1/2//about-us; “HSBC: For a Great Career, Start Here,” 
http://www.jobs.hsbc.co.uk/14-en/HSBC.aspx; “HSBC and You,” http://www.jobs.hsbc.co.uk/108-en/
YouAndHSBC.aspx; “Managing the Most of the Recruitment Process,” http://www.jobs.hsbc.co.uk/111-en/
FeaturesAndPromotions.aspx-, “HSBC: Diversity,” http://www.jobs.hsbc.co.uk/113-en/ Diversity.aspx; “HSBC: 
Employee Handbook:’ http://www.jobs.hsbc.co.uk/SIP¬STORAGE/files/5/235.pdf, accessed November 2013; 
“Learning and Development,” http://www.hsbc.com/careers/why-hsbc/learning-and-development; “The Times Top 
50 Employers for Women 2015,” Business in the Community, http://opportunitynow.bitc.org.uk/Awards/TTT502015.

At any of several large REI stores, consumers can get hands-on experience 
with merchandise before buying it via the store’s mountain bike test trail, 
gear-testing stations, a huge rock climbing wall, or an in-store simulated 
rain shower.
© Joshua Rainey/Alamy
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Service companies can differentiate their service delivery by having more able and reli-
able customer-contact people, developing a superior physical environment in which the 
service product is delivered, or designing a superior delivery process. For example, many 
grocery chains now offer online shopping and home delivery as a better way to shop than 
having to drive, park, wait in line, and tote groceries home. And most banks offer mobile 
phone apps that allow you to more easily transfer money, check account balances, and 
make mobile check deposits. “Sign, snap a photo, and submit a check from anywhere,” 
says one Citibank ad. “It’s easier than running to the bank.”

Finally, service companies also can work on differentiating their images through sym-
bols and branding. Aflac adopted the duck as its advertising symbol. Today, the duck is 
immortalized through stuffed animals, golf club covers, and free ringtones and screensav-
ers. The well-known Aflac duck helped make the big but previously unknown insurance 
company memorable and approachable. Other well-known service characters and sym-
bols include the GEICO gecko, Progressive Insurance’s Flo, McDonald’s golden arches, 
Allstate’s “good hands,” the Twitter bird, and the freckled, red-haired, pig-tailed Wendy’s 
girl. Progressive’s Flo has amassed more the 5 million Facebook Likes.

Managing Service Quality
A service firm can differentiate itself by delivering consistently higher quality than its com-
petitors provide. Like manufacturers before them, most service industries have now joined 
the customer-driven quality movement. And like product marketers, service providers 
need to identify what target customers expect in regard to service quality.

Unfortunately, service quality is harder to define and judge than product quality. For 
instance, it is harder to agree on the quality of a haircut than on the quality of a hair dryer. 
Customer retention is perhaps the best measure of quality; a service firm’s ability to hang onto 
its customers depends on how consistently it delivers value to them.

Top service companies set high service-quality standards. They watch service perfor-
mance closely, both their own and that of competitors. They do not settle for merely good 

service—they strive for 100 percent defect-free service. A 98 percent performance 
standard may sound good, but using this standard, the U.S. Postal Service would 
lose or misdirect 356,000 pieces of mail each hour, and U.S. pharmacies would 
misfill more than 1.5 million prescriptions each week.23

Unlike product manufacturers who can adjust their machinery and inputs 
until everything is perfect, service quality will always vary, depending on the 
interactions between employees and customers. As hard as they may try, even 
the best companies will have an occasional late delivery, burned steak, or grumpy 
employee. However, good service recovery can turn angry customers into loyal 
ones. In fact, good recovery can win more customer purchasing and loyalty than 
if things had gone well in the first place.

Emirates prides itself on providing a high level of customer service and has 
won various awards for its service quality.  To enhance its customer satisfaction, 
Emirates actively seeks customer feedback. It has a dedicated help center that 
encourages its customers to give feedback, make inquiries about flights, or make 
a complaint on any aspect of its service that they do not find satisfactory. The feed-
back collected through its help center is used to enhance customers’ experience 
across various stages of the service encounter, from flight booking to check-in, 
baggage drop, boarding, plane conditions, inflight services such as food and bev-
erage, entertainment and shopping, to disembarkation and final baggage claim.

These days, social media such as Facebook and Twitter can help companies root 
out and remedy customer dissatisfaction with service. As discussed in Chapter 4, 
companies now monitor the digital space to spot customer issues quickly and respond 
in real time. For example, Southwest has a dedicated team of 29 people who respond 
to roughly 80,000 Facebook and Twitter posts monthly. A quick and thoughtful re-
sponse can turn a dissatisfied customer into a brand advocate.24

Managing Service Productivity
With their costs rising rapidly, service firms are under great pressure to increase 
service productivity. They can do so in several ways. They can train current 
employees better or hire new ones who will work harder or more skillfully. Or 

 Managing service productivity: From 
baggage claim issues to handling complaints 
about in-flight service, the Emirates’ help 
center enables its customers to contact the 
airline directly through online forms and by 
calling directly.
DPA/Stringer/Getty Images
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they can increase the quantity of their service by giving up some quality. Finally, a service 
provider can harness the power of technology. Although we often think of technology’s 
power to save time and costs in manufacturing companies, it also has great—and often 
untapped—potential to make service workers more productive.

However, companies must avoid pushing productivity so hard that doing so reduces 
quality. Attempts to streamline a service or cut costs can make a service company more 
efficient in the short run. But that can also reduce its longer-run ability to innovate, main-
tain service quality, or respond to consumer needs and desires.  For example, some 
airlines have learned this lesson the hard way as they attempt to economize in the face 
of rising costs. Passengers on most airlines now encounter “time-saving” check-in kiosks 
rather than personal counter service. And most airlines have stopped offering even the 
little things for free—such as in-flight snacks—and now charge extra for everything from 
checked luggage to aisle seats. The result is a plane full of disgruntled customers. In their 
attempts to improve productivity, many airlines have mangled customer service.

Thus, in attempting to improve service productivity, companies must be mindful of 
how they create and deliver customer value. They should be careful not to take service out 
of the service. In fact, a company may purposely lower service productivity in order to 
improve service quality, in turn allowing it to maintain higher prices and profit margins.

Branding Strategy: Building Strong Brands
Some analysts see brands as the major enduring asset of a company, outlasting the com-
pany’s specific products and facilities. John Stewart, former CEO of Quaker Oats, once 
said, “If this business were split up, I would give you the land and bricks and mortar, and 
I would keep the brands and trademarks, and I would fare better than you.” A former 
CEO of McDonald’s declared, “If every asset we own, every building, and every piece of 
equipment were destroyed in a terrible natural disaster, we would be able to borrow all the 
money to replace it very quickly because of the value of our brand. . . . The brand is more 
valuable than the totality of all these assets.”25

Thus, brands are powerful assets that must be carefully developed and managed. In this 
section, we examine the key strategies for building and managing product and service brands.

Brand Equity and Brand Value
Brands are more than just names and symbols. They are a key element in the company’s re-
lationships with consumers. Brands represent consumers’ perceptions and feelings about a 
product and its performance—everything that the product or the service means to consumers. 
In the final analysis, brands exist in the heads of consumers. As one well-respected marketer 
once said, “Products are created in the factory, but brands are created in the mind.”26

A powerful brand has high brand equity. Brand equity is the differential effect that 
knowing the brand name has on customer response to the product and its marketing. It’s 
a measure of the brand’s ability to capture consumer preference and loyalty. A brand has 
positive brand equity when consumers react more favorably to it than to a generic or un-
branded version of the same product. It has negative brand equity if consumers react less 
favorably than to an unbranded version.

Brands vary in the amount of power and value they hold in the marketplace. Some 
brands—such as Coca-Cola, Nike, Disney, GE, McDonald’s, Harley-Davidson, and oth-
ers—become larger-than-life icons that maintain their power in the market for years, 
even generations. Other brands—such as Google, Zappos, Uber, GoPro, Instagram, and 
Wikipedia—create fresh consumer excitement and loyalty. These brands win in the mar-
ketplace not simply because they deliver unique benefits or reliable service. Rather, they 
succeed because they forge deep connections with customers. People really do have rela-
tionships with brands.  For example, to devoted Nike fans around the world, the Nike 
brand stands for much more than just sneakers, apparel, and sports equipment. It stands 
for gritty sports inspiration, fitness, and achievement—a “Just do it” attitude. As Nike once 
stated, “It’s not so much the shoes but where they take you.”

Ad agency Young & Rubicam’s BrandAsset Valuator measures brand strength along four 
consumer perception dimensions: differentiation (what makes the brand stand out), relevance 
(how consumers feel it meets their needs), knowledge (how much consumers know about the 

Brand equity
The differential effect that knowing the 
brand name has on customer response 
to the product or its marketing.

A brand represents 
 everything that a product 

or service means to consumers. As 
such, brands are valuable assets to 
a company. For example, when you 
hear someone say “Coca-Cola,” what 
do you think, feel, or remember? What 
about “Target”? Or “Google”?
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brand), and esteem (how highly consumers regard 
and respect the brand). Brands with strong brand 
equity rate high on all four dimensions. The brand 
must be distinct, or consumers will have no reason 
to choose it over other brands. However, the fact that 
a brand is highly differentiated doesn’t necessarily 
mean that consumers will buy it. The brand must 
stand out in ways that are relevant to consumers’ 
needs. Even a differentiated, relevant brand is far 
from a shoe-in. Before consumers will respond to the 
brand, they must first know about and understand 
it. And that familiarity must lead to a strong, positive 
consumer-brand connection.27

Thus, positive brand equity derives from 
consumer feelings about and connections with a 
brand. A brand with high brand equity is a very 
valuable asset. Brand value is the total financial 
value of a brand. Measuring such value is difficult. 
However, according to one estimate, the brand 
value of Apple is a whopping $246 billion, with 
Google at $174 billion, Microsoft at $115 billion, 
IBM at $94 billion, AT&T at $92 billion, and Verizon 

at $86 billion. Other brands rating among the world’s most valuable include McDonald’s, 
Facebook, Alibaba, and Amazon.28

High brand equity provides a company with many competitive advantages. A power-
ful brand enjoys a high level of consumer brand awareness and loyalty. Because consumers 
expect stores to carry the particular brand, the company has more leverage in bargaining 
with resellers. Because a brand name carries high credibility, the company can more easily 
launch line and brand extensions. A powerful brand also offers the company some defense 
against fierce price competition and other competitor marketing actions.

Above all, however, a powerful brand forms the basis for building strong and 
 profitable customer engagement and relationships. The fundamental asset underlying 
brand equity is customer equity—the value of customer relationships that the brand cre-
ates. A powerful brand is important, but what it really represents is a profitable set of loyal 
customers. The proper focus of marketing is building customer equity, with brand man-
agement serving as a major marketing tool. Companies need to think of themselves not as 
portfolios of brands but as portfolios of customers.

Building Strong Brands
Branding poses challenging decisions to the marketer.  Figure 8.5 shows that the major 
brand strategy decisions involve brand positioning, brand name selection, brand sponsorship, 
and brand development.

Brand Positioning
Marketers need to position their brands clearly in target customers’ minds. They can po-
sition brands at any of three levels.29 At the lowest level, they can position the brand on 

Brand value
The total financial value of a brand.

 Consumers’ relationships with brands: To devoted Nike fans, the brand stands 
for much more than just sneakers, apparel, and sports equipment. It stands for 
gritty sports inspiration, fitness, and achievement—a “Just do it” attitude.
© Jon Lord / Alamy
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product attributes. For example, Whirlpool can position its major home appliance products 
on attributes such as quality, selection, style, and innovative features. In general, however, 
attributes are the least desirable level for brand positioning. Competitors can easily copy 
attributes. More important, customers are not interested in attributes as such—they are 
interested in what the attributes will do for them.

A brand can be better positioned by associating its name with a desirable benefit. 
Thus, Whirlpool can go beyond technical product attributes and talk about benefits such 
as taking the hassle out of cooking and cleaning, better energy savings, or more stylish 
kitchens. For example, for years, Whirlpool positioned its washing machines as having 
“the power to get more done.” Some successful brands positioned on benefits are FedEx 
(guaranteed on-time delivery), Walmart (save money), and Instagram (capturing and 
sharing moments).

The strongest brands go beyond attribute or benefit positioning. They are posi-
tioned on strong beliefs and values, engaging customers on a deep, emotional level. For 
example, Whirlpool’s research showed that home appliances are more than just “cold 
metal” to customers. They have a deeper meaning connected with the value that they 
play in customers’ lives and relationships. So Whirlpool launched a major positioning 
campaign—called “Every Day, Care”—based on the warm emotions of taking care of 
the people you love with Whirlpool appliances. One ad shows a father leaving a note 
in his son’s lunch, accompanied by Johnny Cash singing “You Are My Sunshine” in the 
background. Another ad centers on a mom’s interactions with her daughter around 
their Whirlpool washer-dryer, and still another shows a couple cooking dinner together 
with the wish, “May your ‘tatoes be fluffy and white.” Warming up cold metal worked 
wonders for Whirlpool. Within just six months, the brand’s sales rose 6.6 percent, mar-
ket share increase 10 percent, and positive social media sentiment surged sixfold.30

Advertising agency Saatchi & Saatchi suggests that brands should strive to become 
lovemarks, products or services that “inspire loyalty beyond reason.” Brands ranging from 
Disney, Apple, Nike, and Coca-Cola to Trader Joe’s, Google, and Pinterest have achieved 
this status with many of their customers. Lovemark brands pack an emotional wallop. 
Customers don’t just like these brands; they have strong emotional connections with them 
and love them unconditionally.31  For example, Disney is a classic lovemark brand. As 
one Walt Disney World Resort regular affirms: “I have a deep love and bond to all things 
Disney. Walking down Main Street and seeing Cinderella’s castle for the first time always 
makes my heart jump. It’s a moment I can guarantee and rely on. A constant in my life. No 
matter what I’m going through. . . suddenly the world is filled with magic and wonder and 

possibilities all over again and I feel a wave of 
happiness flow over me and a smile creep back 
onto my face easily, not forced or painted on. A 
real, true smile.”32

When positioning a brand, the marketer 
should establish a mission for the brand and a vi-
sion of what the brand must be and do. A brand is 
the company’s promise to deliver a specific set of 
features, benefits, services, and experiences con-
sistently to buyers. The brand promise must be 
clear, simple, and honest. Motel 6, for example, of-
fers clean rooms, low prices, and good service but 
does not promise expensive furnishings or large 
bathrooms. In contrast, the Ritz-Carlton offers 
luxurious rooms and a truly memorable experi-
ence but does not promise low prices.

Brand Name Selection
A good name can add greatly to a product’s suc-
cess. However, finding the best brand name is a 
difficult task. It begins with a careful review of 
the product and its benefits, the target market, 
and proposed marketing strategies. After that, 
naming a brand becomes part science, part art, 
and a measure of instinct.

 Brand positioning: Some brands—such as Disney—have become lovemarks, 
products or services that pack an emotional wallop and  “inspire loyalty beyond 
reason.”
Art of Drawing / Alamy Stock Photo



CHAPTER 8 | Products, Services, and Brands: Building Customer Value   267

Desirable qualities for a brand name include the following: (1) It should suggest some-
thing about the product’s benefits and qualities: Beautyrest, Slimfast, Snapchat, Pinterest. 
(2) It should be easy to pronounce, recognize, and remember: iPad, Tide, Jelly Belly, Twitter, 
JetBlue. (3) The brand name should be distinctive: Panera, Swiffer, Zappos, Nest. (4) It 
should be extendable—Amazon.com began as an online bookseller but chose a name that 
would allow expansion into other categories. (5) The name should translate easily into 
foreign languages. The official name of Microsoft’s Bing search engine in China is bi ying, 
which literally means “very certain to respond” in Chinese. (6) It should be capable of reg-
istration and legal protection. A brand name cannot be registered if it infringes on existing 
brand names.

Choosing a new brand name is hard work. After a decade of choosing quirky names 
(Yahoo!, Google) or trademark-proof made-up names (Novartis, Aventis, Accenture), to-
day’s style is to build brands around names that have real meaning. For example, names 
like Silk (soy milk), Method (home products), Smartwater (beverages), and Snapchat 

(photo messaging app) are simple and make intuitive sense. But with 
trademark applications soaring, available new names can be hard to find. 
Try it yourself. Pick a product and see if you can come up with a better 
name for it. How about Moonshot? Tickle? Vanilla? Treehugger? Simplicity? 
Mindbender? Google them and you’ll find that they are already taken.

Once chosen, the brand name must be protected. Many firms try to 
build a brand name that will eventually become identified with the product 
category. Brand names such as Kleenex, JELL-O, BAND-AID, Scotch Tape, 
Velcro, Formica, Magic Marker, Post-it Notes, and Ziploc have succeeded 
in this way. However, their very success may threaten the company’s rights 
to the name. Many originally protected brand names—such as cellophane, 
aspirin, nylon, kerosene, linoleum, yo-yo, trampoline, escalator, thermos, 
and shredded wheat—are now generic names that any seller can use.

To protect their brands, marketers present them carefully using the 
word brand and the registered trademark symbol, as in “BAND-AID® Brand 
Adhesive Bandages.” Even the long-standing “I am stuck on BAND-AID 
’cause BAND-AID’s stuck on me” jingle has now become “I am stuck on 
BAND-AID brand ’cause BAND-AID’s stuck on me.”  Similarly, a recent 
Kleenex ad advises advertisers and others that the name Kleenex should 
always be followed by the registered trademark symbol and the words 
“Brand Tissue.” “You may not realize it, but by using the name Kleenex® as 
a generic term for tissue,” says the ad, “you risk erasing our coveted brand 
name that we’ve worked so hard for all these years.”

Companies often go to great lengths to protect their names and brand 
symbols. For example, insurance company Travelers zealously pursues 
companies that infringe in even the slightest way on its familiar trade-
marked red umbrella symbol. It recently threatened a tiny consulting firm 
in Anchorage, Alaska—Human Resource Umbrella—with legal action for 
hanging an umbrella above the two l’s in its name. Such actions might seem 
unneeded, but they are serious business to Travelers. “Mary Poppins might 
want to consider lawyering up,” quips one industry lawyer.33

Brand Sponsorship
A manufacturer has four sponsorship options. The product may be launched as a national 
brand (or manufacturer’s brand), as when Samsung and Kellogg sell their output under their 
own brand names (the Samsung Galaxy tablet or Kellogg’s Frosted Flakes). Or the manu-
facturer may sell to resellers who give the product a private brand (also called a store brand). 
Although most manufacturers create their own brand names, others market licensed 
brands. Finally, two companies can join forces and co-brand a product. We discuss each of 
these options in turn.

National Brands versus Store Brands. National brands (or manufacturers’ brands) 
have long dominated the retail scene. In recent times, however, increasing numbers of re-
tailers and wholesalers have created their own store brands (or private brands). Store 
brands have been gaining strength for more than two decades, but recent tighter economic 
times have created a store-brand boom. Studies show that consumers are now buying even 

Store brand (or private brand)
A brand created and owned by a reseller 
of a product or service.

 Protecting the brand name: This ad asks 
advertisers and others to always add the registered 
trademark symbol and the words “Brand Tissue” to 
the Kleenex name, helping to keep from “erasing our 
coveted brand name that we’ve worked so hard for 
all these years.”
©Kimberly-Clark Worldwide, Inc. Reprinted with permission.
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more private brands, which on average yield a 25 percent savings.34 More frugal times give 
store brands a boost as consumers become more price-conscious and less brand-conscious.

In fact, store brands have grown much faster than national brands in recent years. In a 
recent survey, 65 percent of consumers indicated that they buy store brands whenever they 
are available in a supermarket. Similarly, for apparel sales, department store private-label 
brands have shot up. At Kohl’s, for example, private-label sales account for more than half 
of its annual revenue.35

Many large retailers skillfully market a deep assortment of store-brand merchandise.  
For example, Kroger’s private brands—the Kroger house brand, Private Selection, 

Heritage Farm, Simple Truth (natural and organic), Psst and Check This Out (savings), and 
others—add up to a whopping 25 percent of the giant grocery 
retailer’s sales, nearly $25 billion worth annually. At thrifty 
grocery chain ALDI, more than 90 percent of sales come 
from private brands such as Baker’s Choice, Friendly Farms, 
Simply Nature, and Mama Cozzi’s Pizza Kitchen. Even online 
retailer Amazon has developed a stable of private brands, 
including AmazonBasics (electronics), Pinzon (kitchen gad-
gets), Strathwood (outdoor furniture), Pike Street (bath and 
home products), and Denali (tools).36

Once known as “generic” or “no-name” brands, today’s 
store brands have shed their image as cheap knockoffs of na-
tional brands. Store brands now offer much greater selection, 
and they are rapidly achieving name-brand quality. In fact, 
retailers such as Target and Trader Joe’s are out-innovating 
many of their national-brand competitors. Kroger even of-
fers a Kroger brand guarantee—“Try it, like it, or get the 
national brand free.” As a result, consumers are becoming 
loyal to store brands for reasons besides price. In some cases, 
consumers are even willing to pay more for store brands that 
have been positioned as gourmet or premium items.

In the so-called battle of the brands between national and 
private brands, retailers have many advantages. They control what products they stock, 
where they go on the shelf, what prices they charge, and which ones they will feature in 
local promotions. Retailers often price their store brands lower than comparable national 
brands and feature the price differences in side-by-side comparisons on store shelves. 
Although store brands can be hard to establish and costly to stock and promote, they also 
yield higher profit margins for the reseller. And they give resellers exclusive products that 
cannot be bought from competitors, resulting in greater store traffic and loyalty. Retailer 
Trader Joe’s, which carries approximately 90 percent store brands, largely controls its own 
brand destiny rather than relying on producers to make and manage the brands it needs to 
serve its customers best.

To compete with store brands, national brands must sharpen their value propositions, 
especially when appealing to today’s more frugal consumers. Many national brands are 
fighting back by rolling out more discounts and coupons to defend their market share. In the 
long run, however, leading brand marketers must compete by investing in new brands, new 
features, and quality improvements that set them apart. They must design strong advertising 
programs to maintain high awareness and preference. And they must find ways to partner 
with major distributors to find distribution economies and improve joint performance.

For example, in response to the surge in private-label sales, consumer product giant 
Procter & Gamble has redoubled its efforts to develop and promote new and better prod-
ucts, particularly at lower price points. “We invest $2 billion a year in research and develop-
ment, $400 million on consumer knowledge, and about 10 percent of sales on advertising,” 
says P&G’s CEO. “Store brands don’t have that capacity.” As a result, P&G brands still 
dominate in their categories. For example, its Tide, Gain, Cheer, and other premium laundry 
detergent brands capture a combined 60 percent of the $7 billion U.S. detergent market.37

Licensing. Most manufacturers take years and spend millions to create their own brand 
names. However, some companies license names or symbols previously created by other 
manufacturers, names of well-known celebrities, or characters from popular movies and 
books. For a fee, any of these can provide an instant and proven brand name. For example, 

 Store brands: Kroger’s store brands—from Private Selection to 
Simple Truth—account for 25 percent of the grocery retailer’s sales.
Associated Press
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consider the Kodak brand with its familiar red and yellow colors, which has retained its 
value even after the company went bankrupt and discontinued its consumer products:38

Consumer products carrying the Kodak name are no longer made by Eastman Kodak, which 
now focuses exclusively on printing-related commercial equipment and technology following its 
bankruptcy a few years ago. But the Kodak brand name and associated “Kodak moments” still 
resonate powerfully with consumers. So even though Eastman Kodak has dropped its consumer 
lines, we’ll still be seeing a lot of Kodak-branded consumer products made by other companies 
under licensing agreements with Eastman Kodak. For example, Sakar International now makes 
Kodak cameras and accessories, and the Bullitt Group will soon launch a variety of Kodak elec-
tronics, including an Android smartphone and a tablet computer. Video monitoring company 
Seedonk makes and sells a Kodak Baby Monitoring System.

Thus, the venerable old Kodak name still has value to both Eastman Kodak and the licensees who 
put it on their products. For Kodak, brand licensing agreements earn the company upward of $200 
million a year. In turn, licensees get a name that’s immediately familiar and trusted—it will be a 
lot easier to market a Kodak phone than a Bullitt phone or a Kodak baby monitoring system than 
a Seedonk one. “It was difficult to find a brand that resonated—family values, taking care of loved 
ones,” says a Seedonk executive. “Then the Kodak opportunity came up. Kodak Moments, these 
are things that are important to our customers.”

Apparel and accessories sellers pay large royalties to adorn their products—from blouses 
to ties and linens to luggage—with the names or initials of well-known fashion innovators 
such as Calvin Klein, Tommy Hilfiger, Gucci, or Armani. Sellers of children’s products attach 
an almost endless list of character names to clothing, toys, school supplies, linens, dolls, lunch 

boxes, cereals, and other items. Licensed character names 
range from classics such as Sesame Street, Disney, Star Wars, 
Scooby Doo, Hello Kitty, SpongeBob SquarePants, and Dr. 
Seuss characters to the more recent Doc McStuffins, Monster 
High, Frozen, and Minions. And currently, numerous top-sell-
ing retail toys are products based on television shows and 
movies.

Name and character licensing has grown rapidly in 
recent years. Annual retail sales of licensed products world-
wide have grown from only $4 billion in 1977 to $55 billion 
in 1987 and more than $259 billion today. Licensing can be 
a highly profitable business for many companies.  The 
Smurfs is a Belgian TV brand about the lives of small, 
blue creatures that live in mushrooms. Created in 1958 as 
a series of comic characters, the Smurfs today are a multi-
million-dollar licensing company that sells products under 
the Smurfs brand name including video games, toys, mag-
azines, and school items. In 2011, a Smurfs-based movie 
came out, which gave a boost to the brand’s popularity and 
the sales of its licensed products.

Co-branding. Co-branding occurs when two established brand names of different com-
panies are used on the same product. Co-branding offers many advantages. Because each 
brand operates in a different category, the combined brands create broader consumer ap-
peal and greater brand equity. For example, Benjamin Moore and Pottery Barn joined forces 
to create a special collection of Benjamin Moore paint colors designed to perfectly coordi-
nate with Pottery Barn’s unique furnishings and accents. Taco Bell and Doritos teamed up 
to create the Doritos Locos Taco. Taco Bell sold more than 100 million of the tacos in just 
the first 10 weeks and quickly added Cool Ranch and Fiery versions and has since sold 
more than a billion. More than just co-branding, these companies are “co-making” these 
products.

Co-branding can take advantage of the complementary strengths of two brands. It also 
allows a company to expand its existing brand into a category it might otherwise have dif-
ficulty entering alone. For example, Nike and Apple co-branded the Nike+iPod Sport Kit, 
which lets runners link their Nike shoes with their iPods to track and enhance running per-
formance in real time. The Nike+iPod arrangement gave Apple a presence in the sports and 
fitness market. At the same time, it helps Nike bring new value to its customers.

 After the release of the movie The Smurfs, its characters and their 
branded offerings have again become a popular multimedia property, 
extending to shows, games, toys, school items, and clothing.
© AF archive Alamy

Co-branding
The practice of using the established 
brand names of two different companies 
on the same product.
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Co-branding can also have limitations. Such relationships usually involve complex 
legal contracts and licenses. Co-branding partners must carefully coordinate their advertis-
ing, sales promotion, and other marketing efforts. Finally, when co-branding, each partner 
must trust that the other will take good care of its brand. If something damages the reputa-
tion of one brand, it can tarnish the co-brand as well.

Brand Development
A company has four choices when it comes to developing brands (see  Figure 8.6). It 
can introduce line extensions, brand extensions, multibrands, or new brands.

Line Extensions. Line extensions occur when a company extends existing brand names 
to new forms, colors, sizes, ingredients, or flavors of an existing product category. For ex-
ample, over the years, KFC has extended its “finger lickin’ good” chicken lineup well be-
yond original recipe, bone-in Kentucky fried chicken. It now offers grilled chicken, boneless 
fried chicken, chicken tenders, hot wings, chicken bites, chicken popcorn nuggets, a Doubli-
cious chicken-bacon-cheese sandwich, and KFC Go Cups—chicken and potato wedges in 
a handy car-cup holder that lets customers snack on the go.

A company might introduce line extensions as a low-cost, low-risk way to introduce 
new products. Or it might want to meet consumer desires for variety, use excess capacity, 
or simply command more shelf space from resellers. However, line extensions involve 
some risks. An overextended brand name might cause consumer confusion or lose some of 
its specific meaning.

For example, in its efforts to offer something for everyone—from basic burger buffs to 
practical parents to health-minded fast-food seekers—McDonald’s has created a menu bulg-
ing with options. Some customers find the crowded menu a bit overwhelming, and offering 
so many choices has complicated the chain’s food assembly process and slowed service at 
counters and drive-thrus. In response, McDonald’s has recently begun efforts to cut items and 
simplify its menu, especially at its drive-thrus, which account for 70 percent of sales.39

At some point, additional extensions might add little value to a line. For instance, the 
original Doritos Tortilla Chips have morphed into a U.S. roster of more than 20 different 
types of chips and flavors, plus dozens more in foreign markets. Flavors include every-
thing from Nacho Cheese and Pizza Supreme to Blazin’ Buffalo & Ranch, Fiery Fusion, and 
Salsa Verde. Or how about duck-flavored Gold Peking Duck Chips or wasabi-flavored Mr. 
Dragon’s Fire Chips (Japan)? Although the line seems to be doing well with U.S. sales of 
more than $1.3 billion, the original Doritos chips now seem like just another flavor.40 And 
how much would adding yet another flavor steal from Doritos’ own sales versus those of 
competitors? A line extension works best when it takes sales away from competing brands, 
not when it “cannibalizes” the company’s other items.

Brand Extensions. A brand extension extends a current brand name to new or modified 
products in a new category. For example, Nest—the maker of stylish, connected, learning 
thermostats that can be controlled remotely from a phone—extended its line with an equally 
smart and stylish Nest Protect home smoke and carbon monoxide alarm.  It’s now ex-
tending the Nest line to include “Works with Nest,” applications developed with a variety 
of partners that let its smart devices interact with and control everything from home video 
monitoring devices, smart door locks, and home lighting systems to home appliances and 
fitness tracking bands. All of the extensions fit together under Nest’s smart homes  mission.41

These days, a large majority of new products are extensions of already-successful 
brands. Compared with building new brands, extensions can create immediate new-product 
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familiarity and acceptance at lower development costs. For 
example, it’s not just any new wireless charging mat for 
your mobile devices, it’s a Duracell Powermat. And it’s not 
just a new, no-name over-the-counter sleep-aid, it’s Vicks 
ZzzQuil. Extensions such as the Duracell Powermat and 
Vicks ZzzQuil make good sense—they connect well with the 
core brand’s values and build on its strengths.

At the same time, a brand extension strategy involves 
some risk. The extension may confuse the image of the main 
brand—for example, how about Zippo perfume or Fruit 
of the Loom laundry detergent? Brand extensions such as 
Cheetos lip balm, Heinz pet food, and Life Savers gum met 
early deaths.42 Furthermore, a brand name may not be ap-
propriate to a particular new product, even if it is well made 
and satisfying—would you consider flying on Hooters Air or 
wearing an Evian water-filled padded bra (both failed)? And 
if a brand extension fails, it may harm consumer attitudes to-
ward other products carrying the same brand name. Thus, a 
company can’t just take a familiar brand name and slap it on 
a product in another category. Instead, a good brand exten-
sion should fit the parent brand, and the parent brand should 
give the extension competitive advantage in its new category.

Multibrands. Companies often market many different brands 
in a given product category. For example, in the United States, 
PepsiCo markets at least eight brands of soft drinks (Pepsi, Si-
erra Mist, Mountain Dew, Manzanita Sol, Mirinda, IZZE, Tropi-
cana Twister, and Mug root beer), three brands of sports and 
energy drinks (Gatorade, AMP Energy, Starbucks Refreshers), 
four brands of bottled teas and coffees (Lipton, SoBe, Starbucks, 

and Tazo), three brands of bottled waters (Aquafina, H2OH!, and SoBe), and nine brands of fruit 
drinks (Tropicana, Dole, IZZE, Lipton, Looza, Ocean Spray, and others). Each brand includes a 
long list of sub-brands. For instance, SoBe consists of SoBe Teas & Elixers, SoBe Lifewater, SoBe 
Lean, and SoBe Lifewater with Coconut Water. Aquafina includes regular Aquafina, Aquafina 
Flavorsplash, and Aquafina Sparkling.

Multibranding offers a way to establish different features that appeal to different 
customer segments, lock up more reseller shelf space, and capture a larger market share. 
For example, although PepsiCo’s many brands of beverages compete with one another on 
supermarket shelves, the combined brands reap a much greater overall market share than 
any single brand ever could. Similarly, by positioning multiple brands in multiple seg-
ments, Pepsi’s eight soft drink brands combine to capture much more market share than 
any single brand could capture by itself.

A major drawback of multibranding is that each brand might obtain only a small 
market share, and none may be very profitable. The company may end up spreading its 
resources over many brands instead of building a few brands to a highly profitable level. 
These companies should reduce the number of brands they sell in a given category and set 
up tighter screening procedures for new brands. This happened to GM, which in recent 
years has cut numerous brands from its portfolio, including Saturn, Oldsmobile, Pontiac, 
Hummer, and Saab. Similarly, as part of its recent turnaround, Ford dropped its Mercury 
line, sold off Volvo, and pruned the number of Ford nameplates from 97 to fewer than 20.

New Brands. A company might believe that the power of its existing brand name is wan-
ing, so a new brand name is needed. Or it may create a new brand name when it enters a 
new product category for which none of its current brand names is appropriate. For exam-
ple, Toyota created the separate Lexus brand aimed at luxury car consumers and the Scion 
brand targeted toward millennial consumers.

As with multibranding, offering too many new brands can result in a company spreading 
its resources too thin. And in some industries, such as consumer packaged goods, consumers 
and retailers have become concerned that there are already too many brands with too few 
differences between them. Thus, P&G, PepsiCo, Kraft, and other large marketers of consumer 

 Brand extensions: Nest is now extending its brand to include 
“Works with Nest,” applications developed with a variety of partners 
that let its smart devices interact with and control everything from 
video monitoring devices, smart door locks, and home lighting 
systems to home appliances and fitness tracking bands.
Nest Labs
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products are now pursuing megabrand strategies—weeding out weaker or slower-growing 
brands and focusing their marketing dollars on brands that can achieve the number-one or 
number-two market share positions with good growth prospects in their categories.

Managing Brands
Companies must manage their brands carefully. First, the brand’s positioning must be con-
tinuously communicated to consumers. Major brand marketers often spend huge amounts 
on advertising to create brand awareness and build preference and loyalty. For example, 
worldwide, Coca-Cola spends more than $3 billion annually to advertise its many brands, 
GM spends nearly $3.4 billion, Unilever spends $7.9 billion, and P&G spends an astound-
ing $11.5 billion.43

Such advertising campaigns can help create name recognition, brand knowledge, and 
perhaps even some brand preference. However, the fact is that brands are not maintained 
by advertising but by customers’ engagement with brands and customers’ brand experiences. 
Today, customers come to know a brand through a wide range of contacts and touch points. 
These include advertising but also personal experience with the brand, word of mouth and 
social media, company web pages and mobile apps, and many others. The company must 
put as much care into managing these touch points as it does into producing its ads. As one 
former Disney top executive put it: “A brand is a living entity, and it is enriched or under-
mined cumulatively over time, the product of a thousand small gestures.”44

The brand’s positioning will not take hold fully unless everyone in the company lives 
the brand. Therefore, the company needs to train its people to be customer centered. Even 
better, the company should carry on internal brand building to help employees understand 
and be enthusiastic about the brand promise. Many companies go even further by training 
and encouraging their distributors and dealers to serve their customers well.

Finally, companies need to periodically audit their brands’ strengths and weaknesses. 
They should ask: Does our brand excel at delivering benefits that consumers truly value? 
Is the brand properly positioned? Do all of our consumer touch points support the brand’s 
positioning? Do the brand’s managers understand what the brand means to consumers? 
Does the brand receive proper, sustained support? The brand audit may turn up brands 
that need more support, brands that need to be dropped, or brands that must be rebranded 
or repositioned because of changing customer preferences or new competitors.

8 Reviewing and Extending the Concepts

OBJECTIVES REVIEW AND KEY TERMS

Objectives Review
A product is more than a simple set of tangible features. Each 
product or service offered to customers can be viewed on three 
levels. The core customer value consists of the core problem-
solving benefits that consumers seek when they buy a product. 
The actual product exists around the core and includes the qual-
ity level, features, design, brand name, and packaging. The aug-
mented product is the actual product plus the various services 
and benefits offered with it, such as a warranty, free delivery, 
installation, and maintenance.

OBJECTIVE 8-1 Define product and describe  
the major classifications of products and services.  
(pp 244–249)

Broadly defined, a product is anything that can be offered to a 
market for attention, acquisition, use, or consumption that might 

satisfy a want or need. Products include physical objects but 
also services, events, persons, places, organizations, ideas, or 
mixtures of these entities. Services are products that consist of 
activities, benefits, or satisfactions offered for sale that are es-
sentially intangible, such as banking, hotel, tax preparation, and 
home-repair services.

Products and services fall into two broad classes based 
on the types of consumers who use them. Consumer prod-
ucts—those bought by final consumers—are usually classified 
according to consumer shopping habits (convenience products, 
shopping products, specialty products, and unsought products). 
Industrial products—those purchased for further processing or 
for use in conducting a business—include materials and parts, 
capital items, and supplies and services. Other marketable enti-
ties—such as organizations, persons, places, and ideas—can 
also be thought of as products.
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OBJECTIVE 8-2 Describe the decisions companies 
make regarding their individual products and 
services, product lines, and product mixes. (pp 249–257)

Individual product decisions involve product attributes, brand-
ing, packaging, labeling, and product support services. Product 
attribute decisions involve product quality, features, and style 
and design. Branding decisions include selecting a brand name 
and developing a brand strategy. Packaging provides many 
key benefits, such as protection, economy, convenience, and 
promotion. Package decisions often include designing labels 
and logos, which identify, describe, and possibly promote the 
product. Companies also develop product support services 
that enhance customer service and satisfaction and safeguard 
against competitors.

Most companies produce a product line rather than a single 
product. A product line is a group of products that are related 
in function, customer-purchase needs, or distribution channels. 
All product lines and items offered to customers by a particular 
seller make up the product mix. The mix can be described by four 
dimensions: width, length, depth, and consistency. These dimen-
sions are the tools for developing the company’s product strategy.

OBJECTIVE 8-3 Identify the four characteristics that 
affect the marketing of services and the additional 
marketing considerations that services require.  
(pp 258–264)

Services are characterized by four key aspects: they are intan-
gible, inseparable, variable, and perishable. Each characteristic 
poses problems and marketing requirements. Marketers work 
to find ways to make the service more tangible, increase the 
productivity of providers who are inseparable from their prod-
ucts, standardize quality in the face of variability, and improve 
demand movements and supply capacities in the face of service 
perishability.

Good service companies focus attention on both custom-
ers and employees. They understand the service profit chain, 
which links service firm profits with employee and customer 

satisfaction. Services marketing strategy calls not only for ex-
ternal marketing but also for internal marketing to motivate em-
ployees and interactive marketing to create service delivery skills 
among service providers. To succeed, service marketers must 
create competitive differentiation, offer high service quality, and 
find ways to increase service productivity.

OBJECTIVE 8-4 Discuss branding strategy—the 
decisions companies make in building and 
managing their brands. (pp 264–272)

Some analysts see brands as the major enduring asset of a 
company. Brands are more than just names and symbols; they 
embody everything that the product or the service means to 
consumers. Brand equity is the positive differential effect that 
knowing the brand name has on customer response to the 
product or the service. A brand with strong brand equity is a very 
valuable asset.

In building brands, companies need to make decisions about 
brand positioning, brand name selection, brand sponsorship, 
and brand development. The most powerful brand positioning 
builds around strong consumer beliefs and values. Brand name 
selection involves finding the best brand name based on a care-
ful review of product benefits, the target market, and proposed 
marketing strategies. A manufacturer has four brand sponsor-
ship options: It can launch a national brand (or manufacturer’s 
brand), sell to resellers that use a private brand, market licensed 
brands, or join forces with another company to co-brand a prod-
uct. A company also has four choices when it comes to develop-
ing brands. It can introduce line extensions, brand extensions, 
multibrands, or new brands.

Companies must build and manage their brands carefully. The 
brand’s positioning must be continuously communicated to con-
sumers. Advertising can help. However, brands are not maintained 
by advertising but by customers’ brand experiences. Customers 
come to know a brand through a wide range of contacts and 
interactions. The company must put as much care into managing 
these touch points as it does into producing its ads. Companies 
must periodically audit their brands’ strengths and weaknesses. 

Key Terms

OBJECTIVE 8-1
Product (p 244)
Service (p 244)
Consumer product  

(p 246)
Convenience product  

(p 246)
Shopping product (p 246)
Specialty product (p 247)
Unsought product (p 247)
Industrial product (p 247)
Social marketing (p 249)

OBJECTIVE 8-2
Product quality (p 249)
Brand (p 250)
Packaging (p 251)
Product line (p 256)
Product mix (or product portfolio) 

 (p 256)

OBJECTIVE 8-3
Service intangibility (p 258)
Service inseparability (p 259)
Service variability (p 259)

Service perishability (p 259)
Service profit chain (p 259)
Internal marketing (p 260)
Interactive marketing (p 260)

OBJECTIVE 8-4
Brand equity (p 264)
Brand value (p 265)
Store brand (or private brand) (p 267)
Co-branding (p 269)
Line extension (p 270)
Brand extension (p 270)
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DISCUSSION AND CRITICAL THINKING

Discussion Questions
8-1 What is a consumer product? Describe the characteristics 

of each type of consumer product and give examples of 
each. (AACSB: Communication; Reflective Thinking)

8-2 Compare and contrast the two dimensions of product 
quality. (AACSB: Communication)

8-3 What is a product mix? How is the product mix organized? 
What decisions are made in the creation of this mix? 
(AACSB: Communication)

8-4 Discuss brand equity and brand value. How do marketers 
use these concepts to build powerful brands? (AACSB: 
Communication, Reflective Thinking)

8-5 Explain the four key brand strategy options for a business. 
Provide an example of each. (AACSB: Communication; 
Reflective Thinking)

Critical Thinking Exercises
8-6 Walt Disney created the Disney brand from humble begin-

nings based on his love of drawing and animation. The 
Walt Disney Company has since expanded successfully 
into a global entertainment and media brand. Using the 
 internet, research the components that make up the 
Disney brand and discuss how The Walt Disney Company 
has expanded its product mix. (AACSB: Communication; 
Use of IT; Reflective Thinking)

8-7 A vehicle hire company wants to introduce a service-profit 
chain process linking their profits with employee and 
customer satisfaction. How would they go about doing 
this? What would you recommend to them? (AACSB: 
Communication; Reflective Thinking)

8-8 What is “genericide”? Discuss a recent case and make 
recommendations regarding how marketers can avoid it. 
(AACSB: Communication; Reflective Thinking)

APPLICATIONS AND CASES

Online, Mobile, and Social Media Marketing Feeding Pets from Your Smartphone
People lead busy lives, often taking time away from their pets. 
So Petnet has developed the Smartfeeder, allowing pet owners 
to schedule feeding times, monitor food intake, and personalize 
pet nutrition information. The Smartfeeder measures out the ap-
propriate amount of food for a pet based on age, activity, and 
weight. Additional features include the ability to conveniently 
store five to seven pounds of pet food in an attached hopper. 
Petnet has also seamlessly integrated its products with a smart-
phone app, available with iOS (Apple) products. Pet owners can 
now control feeding times, portion sizes, and food supply and 

even order pet food to be delivered directly to their homes, all 
from a mobile device.

 8-9 What kind of product is Petnet’s Smartfeeder? How 
should this type of product be marketed? (AACSB: 
Communication; Reflective Thinking)

8-10 What are customers really buying when they purchase 
a Petnet Smartfeeder? Identify the core, actual, and 
augmented product levels for this product. (AACSB: 
Communication; Reflective Thinking)

Marketing Ethics Cutthroat Prices
Multinational corporations such as Gillette were widely criticized 
in 2017 for perpetuating the price differential between men’s and 
women’s razors. A survey by The Times in 2016 revealed that 
clothes, beauty products, toys, and other products were routinely 
more expensive for women than men. According to the newspa-
per, the prices were 37 percent higher across several product 
categories. This price discrimination is not new; neither is it re-
stricted to women’s clothes, pink razors, and dolls. A report by 

the New York City of Consumer Affairs (From Cradle to Cane: The 
Cost of Being a Female Consumer 2015) found that across 800 
identical products, on average the female version was 7 percent 
more expensive. Perhaps part of the explanation is price sensi-
tivity. In other situations, a business will attempt to increase the 
price out of balance to the increase in cost to them if they can 
manage it. Sellers do rely on making a greater profit by sneaking 
“add-ons” or personalizing products. In these cases, the buyer 

MyLab Marketing
Go to mymktlab.com to complete the problems marked with this icon .
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effectively self-selects the higher price. It may be a simple ex-
tra topping on a dessert, a super sized version of the standard 
product, or even a vanilla syrup shot in a coffee. All attract a nice 
mark-up for the seller.

8-11 Is price discrimination reasonable and a viable ap-
proaching in the marketing of products and services? 
Explain why the approach might be contrary to cus-
tomer value–driven strategies. (AACSB: Communication; 
Ethical Reasoning)

8-12 There are other forms of price discrimination that are 
routinely used by businesses. Identify the different types 
and comment on their impact on customer value–driven 
approaches. (AACSB: Communication; Reflective 
Thinking)

Marketing by the Numbers Pop-Tarts Gone Nutty!
Kellogg, maker of Pop-Tarts, recently introduced Pop-Tarts Gone 
Nutty! The new product includes flavors such as peanut but-
ter and chocolate peanut butter. Although the new Gone Nutty! 
product will reap a higher wholesale price for the company ($1.20 
per eight-count package of the new product versus $1.00 per 
package for the original product), it also comes with higher vari-
able costs ($0.55 per eight-count package for the new product 
versus $0.30 per eight-count package for the original product).

8-13 What brand development strategy is Kellogg undertak-
ing? (AACSB: Communication; Reflective Thinking)

8-14 Assume the company expects to sell 5 million pack-
ages of Pop-Tarts Gone Nutty! in the first year after 

introduction but expects that 80 percent of those sales 
will come from buyers who would normally purchase 
existing Pop-Tart flavors (that is, cannibalized sales). 
Assuming the sales of regular Pop-Tarts are normally 
300 million packages per year and that the company 
will incur an increase in fixed costs of $500,000 dur-
ing the first year to launch Gone Nutty!, will the new 
product be profitable for the company? Refer to the dis-
cussion of cannibalization in Appendix 2: Marketing by 
the Numbers for an explanation regarding how to con-
duct this analysis. (AACSB: Communication; Analytical 
Reasoning)

Video Case Plymouth Rock Assurance
Plymouth Rock Assurance is an insurance company with a brand-
ing tale to tell. What started as a single Massachusetts-based 
auto insurance company in the early 1980s quickly grew into a 
group of separate companies that write and manage property 
and casualty insurance in various states. To streamline operations, 
cut costs, and better serve customers, the company undertook 
a rebranding process to combine three distinct auto insurance 
brands—Plymouth Rock, High Point, and Palisades—into one.

Rather than remaking the brand overnight, the company car-
ried out a gradual transformation that retained existing brand eq-
uity and put customers’ minds at ease. With Plymouth Rock as 
the parent brand and High Point and Palisades as sub-brands, 

the company transitioned the three into a single brand in incre-
mental steps.

After viewing the video featuring Plymouth Rock Assurance, 
answer the following questions:

8-15 What value proposition lies at the core of Plymouth 
Rock Assurance?

8-16 What was the reasoning behind the decision to rebrand 
the three auto insurance brands as one brand?

8-17 Describe the process that Plymouth Rock Assurance 
used to rebrand the company. How does this process 
differ from other options it could have pursued?

Company Case Airbnb: Making Hospitality Authentic
Like many services industries, hotel companies have done a tre-
mendous job of ensuring the quality of the customer experience 
through standardization. People booking rooms through any of 
the major hotel chains can be pretty much assured of certain 
basics. They’ll enter the 13-by-25-foot room into a short hallway 
with a bathroom and closet on one side or the other. In the bath-
room, they’ll find the basics along with a sterile display of soaps, 
hair care products, and other toiletries. The room features a bed 
or two flanked on both sides by nightstands with a reading light 
by each. An upholstered chair and ottoman sit at an angle in the 
far corner with a desk opposite. A dresser topped with a flat-
screen TV sits across from the foot of the bed. Visitors might also 
discover a mini-fridge and a microwave oven.

The artwork and décor are fairly contemporary although 
impersonal and nondescript. Other details throughout the hotel 

property are equally predictable. And although luxury level across 
these features varies from chain to chain, the vibe is the same. 
Many travelers count on this standard experience—it assures 
that their experience will be within a set of narrow, expected 
boundaries. Minimizing the risk of negative outcomes typically 
results in a satisfactory lodging experience for most guests most 
of the time.

But one lodging provider is targeting travelers who have a dif-
ferent set of needs and expectations. Airbnb is turning lodging 
services upside down by promising a hospitality experience that is 
the complete opposite of the one provided by major hotel chains. 
A major player in the new sharing economy, Airbnb is an online 
community marketplace that connects people who want to rent 
out space in their homes with those who are looking for accom-
modations. Like a true online marketplace, Airbnb doesn’t own 
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any lodging properties. It just brings buyers and sellers together 
and facilitates transactions between them. But Airbnb’s promise of 
value is what really sets it apart from the hospitality world’s status 
quo. The new-to-the-game lodging provider pitches an authentic 
experience—a true sense of what life is like in the place you visit.

Whereas the hotel industry has spent decades sculpting its 
standardized offering, in just eight years Airbnb has built a global 
network of more than 2 million listings and 60 million guests 
throughout 34,000 cities in 191 countries. It has also built a 
market value of more than $25 billion. Although these numbers 
may sound impressive on their own, in its brief existence Airbnb 
has managed to exceed the accomplishments of the largest 
hotel chain in the world—100-year-old Hilton Worldwide with 
its 765,000 rooms, 4,660 properties, and a market value of 
$22 billion.

How did Airbnb pull of this amazing feat? According to Brian 
Chesky and Joe Gebbia—the start-up’s founders—Airbnb sim-
ply recognized that the travel industry had lost touch with its 
customers by offering only one cookie-cutter option—ticky-tack 
rooms in antiseptic hotels and resorts. This standardized model 
seemed to dictate an unintended goal for the entire hotel indus-
try—to ensure that nothing remotely interesting happens. Once 
Chesky and Gebbia recognized this, they set out a strategy to 
bring authenticity back into the hospitality industry.

Two Million Rooms—No Two Alike
It all started when the founders had a hair-brained thought on 
how to generate some extra income to help pay the rent on their 
modest San Francisco loft apartment. During a major conven-
tion that had every hotel room in the city booked, they rented 
out three air mattresses on the floor of their apartment for $40 
a night each. In the process, they discovered that the people 
who booked that real estate got more than just a place to stay 
at a time when they needed it most—they got a unique network-
ing opportunity. From that moment, Chesky and Gebbia moved 
quickly to develop and formalize the business concept.

Today, using Airbnb to either list a property or rent one to 
stay in is relatively simple. For hosts—Airbnb’s official term for 
property owners who want to rent out space—it’s a simple mat-
ter of registering and being vetted to ensure legitimacy. Listings 
can be pretty much anything from a couch, a single room, a suite 
of rooms, or an apartment to a moored yacht, a houseboat, an 
entire house, or even a castle (Airbnb currently claims more than 
1,400 castle listings). Some hosts even rent out space in their 
yards for guests to pitch a tent. With more than 2 million listed 
properties for rent, each is as unique as its owner. Because 
listings are in private homes and apartments, they are typically 
located in residential neighborhoods rather than commerce cen-
ters where national and global hotel brands abound. Bookings 
can be offered by the day, the week, or the month, and hosts 
decide on price and the other details of their service and listings. 
Airbnb keeps only 3 percent of the booking fees and returns the 
rest to the host within 24 hours.

For guests, the process is about like buying or booking most 
anything online. Registered users search by city, room type, 
price range, amenities, host language, or various other options, 
including entering their own keywords. Most listings provide 
photos and details that give potential guests a reasonably ac-
curate idea of what their stay will be like. Guests can contact 
potential hosts with questions before booking. On top of the fee 
for the property, guests typically lay down a security deposit and 
pay a 6 to 12 percent service fee to Airbnb. Bookings are made 

through Airbnb, so money changes hands only through a secure 
interface. When guests arrive at the chosen property, the host 
either greets them or arranges for entry.

As the founders were getting Airbnb off the ground, they 
constantly faced a big challenge. Many people—investors in-
cluded—were skeptical. In fact, during Airbnb’s first year, the 
founders were turned down by every venture capitalist they ap-
proached. “When we started this company, people thought we 
were crazy,” said Chesky. “They said strangers would never stay 
with strangers, and horrible things are going to happen.” They 
also had a hard time convincing guests; few people were willing 
to risk staying with someone they’d never met.

But Airbnb overcame these concerns through various means. 
First, it set up a standard rating system for both hosts and 
guests, allowing each side to assess the other and reviewing 
what others have said about prior experiences. A “superhost” 
status gives an assurance of extensive booking experience and 
high-quality service. A “business travel ready” badge notes that 
the host provides specific amenities like Wi-Fi, a desk, and basic 
toiletries. Airbnb also puts guest and host minds at ease with its 
verification process, tips for safe and satisfactory bookings, and 
a 24-hour Trust and Safety hotline. Hosts are further protected 
by an included insurance policy that protects their property from 
damages of up to $1 million. Airbnb admits that although these 
measures do not guarantee that nothing bad will ever happen, 
the likelihood of a negative outcome is no greater than it is for 
staying at a chain hotel.

Seeing the World as the Locals Do
From the beginning, Airbnb primarily served budget-minded cus-
tomers with prices for listings lower than those of comparable 
hotel rooms. But more and more, Airbnb is seeing a shift toward 
customers—leisure and business travelers alike—who want more 
than just low price. This is hardly an accident. Airbnb deliberately 
positions itself as a provider of unique and authentic experiences 
through its branding, communications, and other aspects of its 
business. In doing so, Airbnb has taken the uncertainty of stay-
ing in a stranger’s house and turned it into an asset. Whereas 
hotels can compete on price and convenience, they cannot 
compete when it comes to the relationship between guest and 
host. “Guests are looking for experiences where they connect 
with people and connect with culture,” says Chesky. “You can’t 
automate hospitality.”

Such was the theme of the second-annual Airbnb Open—a 
motivational event held in Paris, the company’s biggest market, 
and attended by 5,000 hosts from 110 different countries. In his 
keynote address, Chesky explained that the entire hospitality 
industry caters to tourists in a way that makes them feel like tour-
ists. But with an Airbnb experience, guests start to feel like they 
are a part of the neighborhood and the city.

As part of his presentation, Chesky summed up the entire 
Airbnb philosophy by illustrating the experience his own par-
ents had when they arrived in Paris just days before the event. 
Pictures of their first day in town—hosted by typical tourist 
guides—were projected on a big screen. There was a picture of 
them on a double-decker tour bus, another on a generic boat 
ride, and a third standing in line at the Louvre. Chesky narrated 
each image with comical cynicism. “Every year, 30 million people 
go to Paris. They look at everything and they see nothing. We 
don’t need to go to monuments and landmarks to experience a 
culture. We can actually stay with people.” Then Chesky showed 
images from his parents’ second day in Paris—guided by some 
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of Airbnb’s top hosts—where they experienced the city from the 
perspective of locals. They had coffee at an authentic sidewalk 
café, took a walk in a garden, and drank and danced at a cozy 
Parisian boîte. “Maybe we should not travel to Paris,” suggested 
Chesky. “Maybe what we should do is live in Paris.”

Executing on the Promise
This ideal—one supported by all Airbnb employees—was the 
driving force behind a recent and ambitious rebranding effort by 
the tech start-up. The company tossed out its original straight-
forward text logo in favor of something far more abstract—a 
symbol that resembles a puffy capital letter “A” with the two 
sides crossing over. Airbnb calls it the “bélo,” “the universal 
symbol of belonging.” The new logo communicates a sense of 
belonging through something that transcends language, culture, 
and geography. A new slogan accompanies the logo—“Belong 
Anywhere.”

To ensure that the Airbnb guest experience is as authentic 
and unique as possible, the company focuses first and foremost 
on its community of hosts. In fact, Airbnb considers its hosts to 
be its primary customers. As a result, Airbnb has been able to 
nurture a huge global community of lodging providers who are 
true believers in the Airbnb vision. Treated as active participants 
in the business, hosts develop a sense of ownership and devo-
tion. In this manner, Airbnb influences hosts to follow certain 
guidelines toward creating the best guest experience possible. 
This is by no means intended to create a standardized model. 
But by urging hosts to offer guest services such as airport 
pickup and walking tours, Airbnb strengthens the connections 
formed with guests. “What’s special in your world isn’t just the 
home you have,” Chesky tells the crowd at the Airbnb Open. “It’s 
your whole life.”

The explosive expansion of Airbnb in every world market has 
certainly caught the attention of the big hotel chains. Developers 
are beginning to build hotels in places where they normally would 
not. For example, eight new hotels are going up in Williamsburg, 

a Brooklyn neighborhood that is a huge Airbnb market but not a 
traditional tourist locale. But even as hoteliers attempt to invade 
Airbnb’s turf, they will have a tough time duplicating the Airbnb 
experience.

Despite its expansion and success, Airbnb still finds itself 
battling for legitimacy. Some cities do not allow the rental of 
personal property for any duration less than 30 days. And there 
are many travelers who might prefer the Airbnb experience but 
still have concerns about staying with strangers. Airbnb is rising 
to these challenges with idealistic fervor. In fact, Chesky goes so 
far as to suggest that Airbnb’s mission goes beyond providing 
an authentic guest experience and into the realm of establishing 
world peace. He explains that living in close proximity to those 
from other cultures makes people understand each other a lot 
more. He concludes, “I think a lot of conflicts in the world are 
between groups that don’t understand each other.”

Questions for Discussion
8-18 How do the four characteristics of services apply to 

Airbnb? How does Airbnb deal with each characteristic?

8-19 Apply the service profit chain concept to Airbnb.

8-20 How does Airbnb differentiate its offer, delivery, and image?

8-21 How much of a threat is competition to Airbnb?

8-22 Will Airbnb last as long as Hilton Worldwide has? Explain.

Sources: Max Chafkin, “Airbnb Opens Up the World?” Fast Company, 
February 2016, pp. 76–95; Marshall Alstyne, Geoffrey Parker, and 
Sangeet Choudary, “Pipelines, Platforms, and the New Rules of Strategy,” 
Harvard Business Review, April, 2016, pp. 54–62; Dan Peltier, “Airbnb’s 
CMO on Authentic Travel Experiences,” Skift, July 14, 2015, https://skift.
com/2015/07/14/skift-global-forum-2015-airbnbs-cmo-on-the-meaning-
of-authentic-travel-experiences/; and additional information from www.
investopedia.com/articles/personal-finance/032814/pros-and-cons-
using-airbnb.asp?performancelayout=true and www.airbnb.com/about/
about-us, accessed July, 2016.

MyLab Marketing
Go to mymktlab.com for the following Assisted-graded writing questions:

8-23 Describe the four characteristics of  services that marketers must consider 
when designing marketing programs. How do the services offered by a 
 doctor’s office differ from those offered by a bank?

8-24 Store brands can claim considerable market share. Select 10 typical grocery 
brand products and compare prices, quality, and manufacturing source. How 
similar are they to one another and to national brands? How does their stock 
level and store position compare to national brands in direct competition 
with them?



In the previous chapter, you learned how marketers 
manage and develop products and brands. In this 
chapter, we examine two additional product topics: de-
veloping new products and managing products through 
their life cycles. New products are the lifeblood of an 

organization. However, new product development is risky, and 
many new products fail. So, the first part of this chapter lays out 
a process for finding and growing successful new products. Once 
introduced, marketers then want their products to enjoy long and 
happy lives. In the second part of this chapter, you’ll see that every 
product passes through several life-cycle stages, and each stage 

poses new challenges requiring different marketing strategies and 
tactics. Finally, we wrap up our product discussion by looking at 
two additional considerations: social responsibility in product deci-
sions and international product and services marketing.

For openers, consider Samsung, the world’s leading con-
sumer electronics maker and one of the world’s most innovative 
companies. Over the past two decades, Samsung has trans-
formed itself by creating a culture of customer-focused innovation 
and a seemingly endless flow of inspired new products that fea-
ture stunning design, innovative technology, life-enriching features, 
and a big dose of “Wow!”

SAMSUNG: Enriching Customers’ Lives through New-Product Innovation

Samsung has become the world’s leading 
consumer electronics company through 
customer-focused innovation and new 
products that enrich customers’ lives. At 
Samsung, every new product has to pass 
the consumer “Wow!” test.

Developing New Products 
and Managing the Product Life Cycle

its entire culture, from copycat to leading-edge. To outsell Sony, 
Samsung decided, it first had to out-innovate Sony.

Samsung’s dramatic shift began with a top-down man-
date for reform. Samsung set out to become a premier brand 
and a trailblazing product leader. It hired a crop of fresh, 
young designers and managers who unleashed a torrent of new 
 products—not humdrum, me-too products, but sleek, bold, and 
beautiful products targeted to high-end users. Samsung called 
them “lifestyle works of art.” Every new product had to pass the 
“Wow!” test: If it didn’t get a “Wow!” reaction during market 

testing, it went straight back to 
the design studio. Beyond cutting-
edge technology and stylish de-
signs, Samsung put the customer 
at the core of its innovation move-
ment. Its primary innovation goal 
was to improve the customer expe-
rience and bring genuine change to 
people’s lives in everything it did.

With its fresh customer- 
centered new-product focus, Samsung overtook Sony in less 
than 10 years. Today, Samsung’s annual revenues of $196 
billion are more than two and a half times Sony’s revenues, 
placing it at number 13 on Fortune’s Global 500—two spots 

Y ou’re probably familiar with the Samsung brand. 
Maybe you own one of Samsung’s hot new Galaxy 
smartphones that tracks your eye movements to help 
you navigate the screen, or maybe you’ve seen one of 

Samsung’s dazzling new Superior 4k Ultra-High-Definition 
Smart TVs with a fully immersive curved screen and nano-
crystal technology. Samsung, the world’s largest consumer 
electronics manufacturer, produces “gotta-have” electronics 
in just about every category, from TVs and  Blu-ray players, 
tablets and mobile phones, and smartwatches to smart-home 
devices and even a full range of 
home appliances.

But little more than 20 years 
ago, Samsung was barely known, 
and it was anything but cutting-
edge. Back then, Samsung was a 
Korean copycat brand that you 
bought off a shipping pallet at 
Costco if you couldn’t afford a 
Sony, then the world’s most cov-
eted consumer electronics brand. However, in 1993 Samsung 
made an inspired decision. It turned its back on cheap knock-
offs and set out to overtake rival Sony. To dethrone the con-
sumer electronics giant, however, Samsung first had to change 
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Samsung’s soon-to-be-released SleepSense device provides 
just one glimpse into the company’s IoT future:

Samsung’s SleepSense helps you to better understand and man-
age your sleep. It’s a flat disk that slips under the mattress and 
provides contactless monitoring of your heart and respiratory 
rates as well as your movements during sleep. Then, through a 
smartphone app, SleepSense provides you with daily sleep scores 
and reports along with expert advice and recommendations 
based on your own metabolism and other personal characteris-
tics. But here’s the best part. SleepSense also connects to Samsung 
appliances and third-party IoT devices. For example, when it 
detects that you’ve fallen asleep during a late-night Netflix binge, 
it can automatically turn off the television and adjust the air-
conditioning for a comfortable sleep environment. In the future, 
if your Samsung Family Hub Refrigerator detects that you tend to 
eat dairy before a bad night’s sleep, SleepSense might even advise 
you on better late-night snack alternatives. Wow!

Samsung’s current IoT lineup is just the tip of the iceberg. 
According to one estimate, the number of networked devices 
will surge from about 1 billion today to 25 billion by 2020, rep-
resenting a $3 trillion market. By that time, Samsung claims that 
100 percent of the products it makes will be internet-connected.

Twenty years ago, few people would have predicted 
that Samsung could have transformed itself so quickly and 
 completely from a low-cost copycat manufacturer into a world-
leading innovator of stylish, high-performing, premium prod-
ucts. But through a dedication to customer-focused new-product 
innovation, that’s exactly what Samsung has done. And even 
recently, few would have predicted that Samsung would be a 
driving force behind creating a digitally interconnected world. 
Yet Samsung seems well on its way to accomplishing that as well. 
“We have to show consumers what’s in it for them and what the 
Internet of Things can achieve,” says Samsung’s CEO. “To trans-
form our economy, society, and how we live our lives.” Adds 
another Samsung executive: “We will focus on creating amazing 
experiences, [on doing] what is right by customers.” In short, 
whatever gets that “Wow!”1

ahead of Apple. But more than just being the big-
gest, Samsung has also achieved that new-product 
Wow! factor it sought. For example, Samsung has 
been dominant in recent years at the International 
Design Excellence Awards (IDEA) presentations—
the Academy Awards of the design world—which 
judges new products based on appearance, function-
ality, and inspirational thinking. For the past three 
years, Samsung has been the top corporate winner, 
claiming more than twice as many awards as the 
next runner-up.

In this digital, connected, and mobile era, 
Samsung now competes less with the Sonys of the 
world and more with innovation pacesetters like 
Apple. And against Apple, Samsung is more than 
holding its own. In mobile devices, for example, 
Samsung has surged to the top of the market. Just a 
few years ago, Samsung’s goal was to double its mar-
ket share of smartphones from 5 percent to 10 percent. 
But the success of its Galaxy line catapulted Samsung’s global 
share to 22 percent, ahead of Apple’s 18.5 percent worldwide.

In its favor, Samsung holds a piece of the technology 
puzzle that Apple doesn’t—big screens. In fact, Samsung has 
been the global leader in television sales for eight straight 
years. Its Smart TVs not only offer gesture control, voice con-
trol, and face recognition but also provide seamless web con-
nectivity that has TV users Facebooking, Skyping, streaming 
online content, and using their favorite apps with a wave of 
the hand. Control of so many different kinds of screens gives 
Samsung a leg up against more-focused competitors in this 
interconnected age.

But Samsung also realizes that today’s “gotta have it” 
products can be tomorrow’s has-beens. Future growth will 
come not just from bigger TVs and better smartphones. Rather, 
the electronics powerhouse is constantly on the prowl for the 
“next big thing,” regardless of the product category. To that 
end, Samsung’s market intelligence and product innovation 
teams around the globe continually research product usage, 
purchase behavior, and lifestyle trends, looking for consumer 
insights and innovative new ways to meet consumer needs.

For instance, Samsung is now investing heavily in the 
“Internet of Things” (IoT), a global environment where every-
thing—from home electronics and appliances to automobiles, 
buildings, and even clothing—will be digitally connected to 
everything else. Given that Samsung already makes prod-
ucts in almost every electronics category, IoT provides fertile 
territory for future innovation and growth. In recent years, 
Samsung has begun developing a “web of connectivity” that 
links its products to the rest of the world. The goal is to develop 
Samsung IoT products and technologies that are “In Sync with 
Life.” The company has already introduced numerous “smart” 
products—including its entire Smart TV lineup, 16 kitchen ap-
pliances, and mobile apps—that connect devices to each other 
and to those who use them.

Beyond cutting-edge technology and stylish design, Samsung puts the 
customer at the core of its innovation movement. Its new products “bring 
genuine change to people’s lives.”
© Yaacov Dagan / Alamy Stock Photo
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AS THE SAMSUNG STORY SUGGESTS, companies that excel at developing and 
managing new products reap big rewards. Every product seems to go through a life cycle: 
It is born, goes through several phases, and eventually dies as newer products come along 
that create new or greater value for customers.

This product life cycle presents two major challenges: First, because all products even-
tually decline, a firm must be good at developing new products to replace aging ones (the 
challenge of new product development). Second, a firm must be good at adapting its market-
ing strategies in the face of changing tastes, technologies, and competition as products pass 
through stages (the challenge of product life-cycle strategies). We first look at the problem of 
finding and developing new products and then at the problem of managing them success-
fully over their life cycles.

New Product Development Strategy
A firm can obtain new products in two ways. One is through acquisition—by buying a 
whole company, a patent, or a license to produce someone else’s product. The other is 
through the firm’s own new product development efforts. By new products we mean 
original products, product improvements, product modifications, and new brands that the 
firm develops through its own product development. In this chapter, we concentrate on 
new product development.

New products are important to both customers and the marketers who serve them: 
They bring new solutions and variety to customers’ lives, and they are a key source of 
growth for companies. In today’s fast-changing environment, many companies rely on 
new products for the majority of their growth. For example, new products have almost 
completely transformed Apple in recent years. The iPhone and iPad—both introduced 
only within the past decade or so—are now the company’s two biggest-selling products, 
with the iPhone alone bringing in more than 62 percent of Apple’s total global revenues 
and 77 percent of device unit sales.2

Yet innovation can be very expensive and very risky. New products face tough odds. 
For example, by one estimate, 60 percent of all new consumer packaged products intro-
duced by established companies fail; two-thirds of new product concepts are never even 
launched.3 Why do so many new products fail? There are several reasons. Although an 
idea may be good, the company may overestimate market size. The actual product may be 
poorly designed. Or it might be incorrectly positioned, launched at the wrong time, priced 

New product development
The development of original products, 
product improvements, product 
modifications, and new brands through 
the firm’s own product development 
efforts.
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New Product Development Strategy (pp 280–281)

OBJECTIVE 9-2 List and define the steps in the new product development process and the major considerations 
in managing this process.

The New Product Development Process (pp 281–289)

OBJECTIVE 9-3 Describe the stages of the product life cycle and how marketing strategies change during a 
product’s life cycle.

Product Life-Cycle Strategies (pp 289–297)
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product and services marketing.
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As old products mature and fade 
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ones to take their place. For example, 
the iPhone and iPad have been around 
for only about a decade but are now 
Apple’s two top-selling products.
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too high, or poorly advertised. A high-level executive might push a favorite idea despite 
poor marketing research findings. Sometimes the costs of product development are higher 
than expected, and sometimes competitors fight back harder than expected.

So, companies face a problem: They must develop new products, but the odds weigh 
heavily against success. To create successful new products, a company must understand its 
consumers, markets, and competitors and develop products that deliver superior value to 
customers.

The New Product Development Process
Rather than leaving new products to chance, a company must carry out strong new prod-
uct planning and set up a systematic, customer-driven new product development process for 
finding and growing new products.  Figure 9.1 shows the eight major steps in this 
process.

Idea Generation
New product development starts with idea generation—the systematic search for new 
product ideas. A company typically generates hundreds—even thousands—of ideas to 
find a few good ones. Major sources of new product ideas include internal sources and 
external sources such as customers, competitors, distributors and suppliers, and others.

Internal Idea Sources
Using internal sources, the company can find new ideas through formal R&D. For example, 
Ford operates an innovation and mobility center in Silicon Valley staffed by engineers, app 
developers, and scientists working on everything from driverless cars to Works with Nest 
apps that let consumers control home heating, lighting, and appliances from their vehicles. 
Chick-fil-A set up a large innovation center called Hatch, where its staff and partners 
 explore new ideas in food, design, and service. Hatch is a place to “ideate, explore, and 
imagine the future,” to hatch new food and restaurant ideas and bring them to life.4

Beyond its internal R&D process, a company can pick the brains of its own people—
from executives to salespeople to scientists, engineers, and manufacturing staff. Many 
companies have developed successful internal social networks and intrapreneurial pro-
grams that encourage employees to develop new product ideas. For example, AT&T has 
set up an internal online innovation community called The Innovation Pipeline (TIP), 
through which AT&T employees from all areas and levels of the company submit, discuss, 
and vote on new product and service ideas. Each quarter, the “founders” of top vote-
getting ideas pitch them to AT&T senior executives, who select the best three for further 
funding and development. Since its inception in 2009, AT&T employees have submitted 
more than 28,000 ideas to the TIP community, and the company has funded more than 75 
TIP projects ranging from customer service enhancements to new product offerings.5

Tech companies such as Facebook and Twitter sponsor periodic “hackathons,” in 
which employees take a day or a week away from their day-to-day work to develop 
new ideas. LinkedIn, the 300 million–member professional social media network, holds 
“hackdays,” one Friday each month when it encourages employees to work on whatever 

Idea generation
The systematic search for new 
product ideas.
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New product development starts with
good new product ideas—lots of
them. For example, Cisco’s 
I-Prize crowdsourcing challenge
attracted 824 ideas from 2,900 
innovators representing more than 
156 countries.

The remaining steps reduce the 
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profitable products. Of the 824
ideas from Cisco’s I-Prize
challenge, only a handful are
being developed.

 FIGURE | 9.1
Major Stages in New Product Development
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they want that will benefit the company. LinkedIn takes the process a step further with its 
InCubator program, under which employees can form teams each quarter that pitch in-
novative new ideas to LinkedIn executives. If approved, the team gets up to 90 days away 
from its regular work to develop the idea into reality.6

External Idea Sources
Companies can also obtain good new product ideas from any of a number of external 
sources. For example, distributors and suppliers can contribute ideas. Distributors are close 
to the market and can pass along information about consumer problems and new product 
possibilities. Suppliers can tell the company about new concepts, techniques, and materials 
that can be used to develop new products.

Competitors are another important source. Companies watch competitors’ ads to get 
clues about their new products. They buy competing new products, take them apart to see 
how they work, analyze their sales, and decide whether they should bring out a new prod-

uct of their own. Other idea sources include trade 
magazines, shows, websites, and seminars; govern-
ment agencies; advertising agencies; marketing re-
search firms; university and commercial laboratories; 
and inventors.

Perhaps the most important sources of new prod-
uct ideas are customers themselves. The company can 
analyze customer questions and complaints to find 
new products that better solve consumer problems. Or 
it can invite customers to share suggestions and ideas. 

 For example, The LEGO Group systematically taps 
users for new product ideas and input via the LEGO 
Ideas website:7

At the LEGO Ideas website, the giant toy maker turns 
user ideas into new LEGO building sets. The site invites 
customers to submit their ideas and to evaluate and 
vote on the ideas of others. Ideas supported by 10,000 
votes head to the LEGO Review Board for an internal re-
view by  various departments including marketing and 
design. Ideas passing the review are made into official 
LEGO products. Customers whose ideas reach produc-
tion earn 1 percent of total net sales of the product and 
receive credit as the LEGO Ideas set creator inside every 
set sold. So far, LEGO Ideas has resulted in 12 major 
new products, including the likes of LEGO Doctor Who, 
LEGO Birds, LEGO Big Bang Theory, LEGO Ghostbusters, 

Back to the Future DeLorean 
Time Machine, and the LEGO Labyrinth Marble Maze.

Crowdsourcing
More broadly, many companies are now developing crowdsourcing or open-innovation 
new product idea programs. Through crowdsourcing, a company invites broad com-
munities of people—customers, employees, independent scientists and researchers, and 
even the public at large—into the innovation process. Tapping into a breadth of sources—
both inside and outside the company—can produce unexpected and powerful new ideas.

Companies large and small, across all industries, are crowdsourcing product in-
novation ideas rather than relying only on their own R&D labs.  For example, sports 
apparel maker Under Armour knows that no matter how many top-notch developers it 
has inside, sometimes the only way to produce good outside-the-box ideas is by going 
outside the company. So in its quest to find the Next Big Thing, Under Armour sponsors 
an annual crowdsourcing competition called the Future Show Innovation Challenge:8

The Future Show challenge invites entrepreneurs and inventors from around the nation to sub-
mit new product ideas. Then, from thousands of entries, an Under Armour team culls 12 finalists 
who go before a panel of seven judges to pitch their products in a splashy, Shark Tank–like reality 
TV setting. The winner earns $50,000 and a contract to work with Under Armour to help develop 

Crowdsourcing
Inviting broad communities of people—
customers, employees, independent 
scientists and researchers, and even the 
public at large—into the new product 
innovation process.

 New product ideas from customers: The LEGO Ideas website invites 
customers to submit and vote on new product ideas. So far, LEGO Ideas has 
resulted in 12 major new products.
LEGO and the LEGO logo are trademarks of the LEGO Group of Companies, used here by permission. © 2015 
The LEGO Group, all rights reserved.
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the winning product. The goal of the Future Show 
Challenge is to “cajole top innovators to come to 
Under Armour first with gee-whizzers,” says CEO 
Kevin Plank. The first winner, and Plank’s favorite so 
far, is a made-for-athletes zipper—the UA MagZip—
that can be zipped easily with only one hand. Under 
Armour’s internal R&D team had been trying to de-
velop a better zipper for two years, but “we couldn’t 
get it to work,” says the company’s vice president of 
innovation. That simple zipper is just one of dozens 
of creative new product ideas from the Future Show. 
But by itself, it makes the entire crowdsourcing effort 
worthwhile. “We need to be humble enough to know 
that the next great thing might come from some kid 
playing college football who happens to have a better 
idea,” says the Under Armour innovation chief.

Crowdsourcing can produce a flood of innova-
tive ideas. In fact, opening the floodgates to anyone 
and everyone can overwhelm the company with 
ideas—some good and some bad. For example, 
when Cisco Systems sponsored an open-innovation 
effort called I-Prize, soliciting ideas from external 
sources, it received more than 820 distinct ideas from 
more than 2,900 innovators from 156 countries. “The 

evaluation process was far more labor-intensive than we’d anticipated,” says Cisco’s chief 
technology officer. It required “significant investments of time, energy, patience, and imagi-
nation . . . to discern the gems hidden within rough stones.” In the end, a team of six Cisco 
people worked full-time for three months to carve out 32 semifinalist ideas as well as nine 
teams representing 14 countries in six continents for the final phase of the competition.9

Thus, truly innovative companies don’t rely only on one source or another for new 
product ideas. Instead, they develop extensive innovation networks that capture ideas and 
inspiration from every possible source, from employees and customers to outside innova-
tors and multiple points beyond.

Idea Screening
The purpose of idea generation is to create a large number of ideas. The purpose of the suc-
ceeding stages is to reduce that number. The first idea-reducing stage is idea screening, 
which helps spot good ideas and drop poor ones as soon as possible. Product development 
costs rise greatly in later stages, so the company wants to go ahead only with those product 
ideas that will turn into profitable products.

Many companies require their executives to write up new product ideas in a standard 
format that can be reviewed by a new product committee. The write-up describes the prod-
uct or the service, the proposed customer value proposition, the target market, and the com-
petition. It makes some rough estimates of market size, product price, development time 
and costs, manufacturing costs, and rate of return. The committee then evaluates the idea 
against a set of general criteria.

One marketing expert describes an R-W-W (“real, win, worth doing”) new product 
screening framework that asks three questions.10 First, Is it real? Is there a real need and 
desire for the product, and will customers buy it? Is there a clear product concept, and will 
such a product satisfy the market? Second, Can we win? Does the product offer a sustain-
able competitive advantage? Does the company have the resources to make such a product 
a success? Finally, Is it worth doing? Does the product fit the company’s overall growth 
strategy? Does it offer sufficient profit potential? The company should be able to answer 
yes to all three R-W-W questions before developing the new product idea further.

Concept Development and Testing
An attractive idea must then be developed into a product concept. It is important to 
distinguish between a product idea, a product concept, and a product image. A product 
idea is an idea for a possible product that the company can see itself offering to the market. 

Idea screening
Screening new product ideas to spot 
good ones and drop poor ones as soon 
as possible.

Product concept
A detailed version of the new product 
idea stated in meaningful consumer 
terms.

 Crowdsourcing: Under Armour sponsors an annual crowdsourcing 
competition called the Future Show Innovation Challenge, in which it invites 
outside innovators to pitch new product ideas in a splashy, Shark Tank–like 
reality TV setting.
Thearon W. Henderson / Getty Images
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A product concept is a detailed version of the idea stated in meaningful consumer terms. A 
product image is the way consumers perceive an actual or potential product.

Concept Development
Suppose a car manufacturer has developed a practical battery-powered, all-electric car. 
Its initial models were a sleek, sporty roadster convertible selling for more than $100,000, 
followed by a full-size sports sedan priced at $71,000.11  However, in the near future it 
plans to introduce a more-affordable, mass-market compact version that will compete with 
recently introduced hybrid-electric or all-electric cars such as the Nissan Leaf, Chevy Volt, 
KIA Soul EV, and Chevy Bolt EV. This 100 percent plug-in electric car will accelerate from 0 
to 60 miles per hour in four seconds, travel up to 300 miles on a single charge, recharge in 

45 minutes from a normal 120-volt electrical 
outlet, and cost about one penny per mile to 
power.

Looking ahead, the marketer’s task is 
to develop this new product into alternative 
product concepts, find out how attractive 
each concept is to customers, and choose the 
best one. It might create the following prod-
uct concepts for this all-electric car:

 All-electric cars: This is Tesla’s initial all-electric full-size sedan. Later, more-
affordable compact models will travel more than 300 miles on a single charge, 
recharge in 45 minutes from a normal 120-volt electrical outlet, and cost about one 
penny per mile to power.
Tesla

Concept 1. An affordably priced compact 
car designed as a second family car to be 
used around town for running errands 
and visiting friends.
Concept 2. A mid-priced sporty compact 
appealing to young singles and couples.
Concept 3. A “green” everyday car ap-
pealing to environmentally conscious 
people who want practical, no-polluting 
transportation.
Concept 4. A compact crossover SUV ap-
pealing to those who love the space SUVs 
provide but lament the poor gas mileage.

Concept Testing
Concept testing calls for testing new product concepts with groups of target consumers. 
The concepts may be presented to consumers symbolically or physically. Here, in more 
detail, is concept 3:

An efficient, fun-to-drive, battery-powered compact car that seats four. This 100 percent electric 
wonder provides practical and reliable transportation with no pollution. It goes 300 miles on 
a single charge and costs pennies per mile to operate. It’s a sensible, responsible alternative to 
 today’s pollution-producing gas-guzzlers. Its fully equipped base price is $28,800.

Many firms routinely test new product concepts with consumers before attempting to 
turn them into actual new products. For some concept tests, a word or picture description 
might be sufficient. However, a more concrete and physical presentation of the concept will 
increase the reliability of the concept test. After being exposed to the concept, consumers 
then may be asked to react to it by answering questions similar to those in  Table 9.1.

The answers to such questions will help the company decide which concept has 
the strongest appeal. For example, the last question asks about the consumer’s intention 
to buy. Suppose 2 percent of consumers say they “definitely” would buy and another 5 
percent say “probably.” The company could project these figures to the full population in 
this target group to estimate sales volume. Even then, however, the estimate is uncertain 
because people do not always carry out their stated intentions.

Marketing Strategy Development
Suppose the carmaker finds that concept 3 for the new electric car model tests best. The 
next step is marketing strategy development, designing an initial marketing strategy 
for introducing this car to the market.

Concept testing
Testing new product concepts with a 
group of target consumers to find out 
if the concepts have strong consumer 
appeal.

Marketing strategy development
Designing an initial marketing strategy 
for a new product based on the product 
concept.
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The marketing strategy statement consists of three parts. The first part describes the tar-
get market; the planned value proposition; and the sales, market-share, and profit goals for 
the first few years. Thus:

The target market is younger, well-educated, moderate- to high-income individuals, couples, 
or small families seeking practical, environmentally responsible transportation. The car will 
be positioned as more fun to drive and less polluting than today’s internal combustion engine 
or hybrid cars. The company will aim to sell 50,000 cars in the first year, at a loss of not more 
than $15 million. In the second year, the company will aim for sales of 90,000 cars and a profit 
of $25 million.

The second part of the marketing strategy statement outlines the product’s planned 
price, distribution, and marketing budget for the first year:

The battery-powered all-electric car will be offered in three colors—red, white, and blue—and 
will have a full set of accessories as standard features. It will sell at a base retail price of $28,800, 
with 15 percent off the list price to dealers. Dealers who sell more than 10 cars per month will 
get an additional discount of 5 percent on each car sold that month. A marketing budget of $50 
million will be split 40-30-30 among a national media campaign, online and social media market-
ing, and local event marketing. Advertising, the web and mobile sites, and various social media 
content will emphasize the car’s fun spirit and low emissions. During the first year, $100,000 
will be spent on marketing research to find out who is buying the car and what their satisfaction 
levels are.

The third part of the marketing strategy statement describes the planned long-run 
sales, profit goals, and marketing mix strategy:

We intend to capture a 3 percent long-run share of the total auto market and realize an after-tax 
return on investment of 15 percent. To achieve this, product quality will start high and be im-
proved over time. Price will be raised in the second and third years if competition and the econ-
omy permit. The total marketing budget will be raised each year by about 10 percent. Marketing 
research will be reduced to $60,000 per year after the first year.

Business Analysis
Once management has decided on its product concept and marketing strategy, it can evalu-
ate the business attractiveness of the proposal. Business analysis involves a review of 
the sales, costs, and profit projections for a new product to find out whether they satisfy the 
company’s objectives. If they do, the product can move to the product development stage.

To estimate sales, the company might look at the sales history of similar products and 
conduct market surveys. It can then estimate minimum and maximum sales to assess the 
range of risk. After preparing the sales forecast, management can estimate the expected 
costs and profits for the product, including marketing, R&D, operations, accounting, and 
finance costs. The company then uses the sales and cost figures to analyze the new prod-
uct’s financial attractiveness.

Business analysis
A review of the sales, costs, and profit 
projections for a new product to find 
out whether these factors satisfy the 
company’s objectives.

1. Do you understand the concept of a battery-powered electric car?

2. Do you believe the claims about the car’s performance?

3. What are the major benefits of an all-electric car compared with a conventional car?

4. What are its advantages compared with a hybrid gas-electric car?

5. What improvements in the car’s features would you suggest?

6. For what uses would you prefer an all-electric car to a conventional car?

7. What would be a reasonable price to charge for the car?

8. Who would be involved in your decision to buy such a car? Who would drive it?

9. Would you buy such a car (definitely, probably, probably not, definitely not)?

 Table 9.1 | Questions for the All-Electric Car Concept Test
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Product Development
For many new product concepts, a product may exist only as a word description, a draw-
ing, or perhaps a crude mock-up. If the product concept passes the business test, it moves 
into product development. Here, R&D or engineering develops the product concept into 
a physical product. The product development step, however, now calls for a huge jump in 
investment. It will show whether the product idea can be turned into a workable product.

The R&D department will develop and test one or more physical versions of the prod-
uct concept. R&D hopes to design a prototype that will satisfy and excite consumers and 
that can be produced quickly and at budgeted costs. Developing a successful prototype can 
take days, weeks, months, or even years depending on the product and prototype 
methods.

Often, products undergo rigorous tests to make sure that they perform safely and ef-
fectively or that consumers will find value in them. Companies can do their own product 

testing or outsource testing to other firms that specialize in 
testing.

Marketers often involve actual customers in product de-
velopment and testing.  Software, app, and game develop-
ers use beta-testing with potential customers to test products 
pre-release but often struggle to find testers. Enter Pay4Bugs 
and Beta Realm, which offer crowdsourced beta-testing. 
Developers get bug reports and feedback while testers earn 
rewards for usable bug reports and become the first to try 
the latest offerings.

A new product must have the required functional fea-
tures and also convey the intended psychological characteris-
tics. The all-electric car, for example, should strike consumers 
as being well built,  comfortable, and safe. Management must 
learn what makes consumers decide that a car is well built. To 
some consumers, this means that the car has “solid-sounding” 
doors. To  others, it means that the car is able to withstand a 
heavy impact in crash tests. Consumer tests are conducted in 
which consumers test-drive the car and rate its attributes.

Test Marketing
If the product passes both the concept test and the product test, the next step is test 
 marketing, the stage at which the product and its proposed marketing program are tested 
in realistic market settings. Test marketing gives the marketer experience with marketing a 
product before going to the great expense of full introduction. It lets the company test the 
product and its entire marketing program—targeting and positioning strategy, advertising, 
distribution, pricing, branding and packaging, and budget levels.

The amount of test marketing needed varies with each new product. When introduc-
ing a new product requires a big investment, when the risks are high, or when manage-
ment is not sure of the product or its marketing program, a company may do a lot of test 
marketing. For instance, Taco Bell took three years and 45 prototypes before introducing 
Doritos Locos Tacos, now the most successful product launch in the company’s history. 
And Starbucks spent 20 years developing Starbucks VIA instant coffee—one of its most 
risky product rollouts ever—and several months testing the product in Starbucks shops in 
Chicago and Seattle before releasing it nationally. The testing paid off. The Starbucks VIA 
line now accounts for more than $300 million in sales annually.12

However, test marketing costs can be high, and testing takes time that may allow 
market opportunities to slip by or competitors to gain advantages. A company may do 
little or no test marketing when the costs of developing and introducing a new product are 
low or when management is already confident about the new product. For example, com-
panies often do not test-market simple line extensions or copies of competitors’ successful 
products.

Companies may also shorten or skip testing in the face of fast-changing market devel-
opments.  For example, to take advantage of digital and mobile trends, Starbucks quickly 
introduced a less-than-perfect mobile payments app, then worked out the flaws during 

Product development
Developing the product concept into 
a physical product to ensure that the 
product idea can be turned into a 
workable market offering.

 Product testing: Carhartt uses volunteers who live-chat with 
Carhartt’s workwear and outwear designers to review new product-
concepts. These volunteers, called Groundbreakers, also field-test 
the products they helped to create.
Carhartt

Test marketing
The stage of new product development 
in which the product and its proposed 
marketing program are tested in realistic 
market settings.
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the six months after launch. The Starbucks app now accounts for 8 million 
transactions per week. “We don’t think it is okay if things aren’t perfect,” says 
Starbucks’ chief digital officer, “but we’re willing to innovate and have speed 
to market trump a 100 percent guarantee that it’ll be perfect.”13

As an alternative to extensive and costly standard test markets, compa-
nies can use controlled test markets or simulated test markets. In controlled 
test markets, new products and tactics are tested among controlled panels 
of shoppers and stores. By combining information on each test consumer’s 
purchases with consumer demographic and media viewing information, 
the company assess the impact of in-store and in-home marketing efforts. 
Using simulated test markets, researchers measure consumer responses to new 
products and marketing tactics in laboratory stores or simulated online shop-
ping environments. Both controlled test markets and simulated test markets 
reduce the costs of test marketing and speed up the process.

Commercialization
Test marketing gives management the information needed to make a final de-
cision about whether to launch the new product. If the company goes ahead 
with commercialization—introducing the new product into the market—it 
will face high costs. For example, the company may need to build or rent a 
manufacturing facility. And, in the case of a major new consumer product, it 
may spend hundreds of millions of dollars for advertising, sales promotion, 
and other marketing efforts in the first year. For instance, in a single month 
surrounding the introduction of the Apple Watch, Apple spent $38 million on 
TV advertising campaign alone for the new product. Tide spent $150 million 
on a campaign to launch Tide Pods in the highly competitive U.S. laundry de-
tergent market. And to introduce the original Surface tablet, Microsoft spent 

close to $400 million on an advertising blitz that spanned TV, print, radio, outdoor, the 
Internet, events, public relations, and sampling.14

A company launching a new product must first decide on introduction timing. If the 
new product will eat into the sales of other company products, the introduction may be de-
layed. If the product can be improved further or if the economy is down, the company may 
wait until the following year to launch it. However, if competitors are ready to introduce 
their own competing products, the company may push to introduce its new product sooner.

Next, the company must decide where to launch the new product—in a single location, 
a region, the national market, or the international market. Some companies may quickly 
introduce new models into the full national market. Companies with international distribu-
tion systems may introduce new products through swift global rollouts. For  example, Apple 
launched its iPhone 6 and iPhone 6 Plus phones in its fastest-ever global rollout, making 
them available in 115 countries within less than three months of initial introduction.15

Managing New Product Development
The new product development process shown in Figure 9.1 highlights the important 
activities needed to find, develop, and introduce new products. However, new product 
development involves more than just going through a set of steps. Companies must take a 
holistic approach to managing this process. Successful new product development requires 
a customer-centered, team-based, and systematic effort.

Customer-Centered New Product Development
Above all else, new product development must be customer centered. When looking for 
and developing new products, companies often rely too heavily on technical research in 
their R&D laboratories. But like everything else in marketing, successful new product 
development begins with a thorough understanding of what consumers need and value. 
Customer-centered new product development focuses on finding new ways to solve 
customer problems and create more customer-satisfying experiences.

One study found that the most successful new products are ones that are differenti-
ated, solve major customer problems, and offer a compelling customer value proposition. 

Commercialization
Introducing a new product into 
the market.

Customer-centered new product 
development
New product development that focuses 
on finding new ways to solve customer 
problems and create more customer-
satisfying experiences.

 Companies sometimes shorten or skip test 
marketing to take advantage of fast-changing 
market developments, as Starbucks did with its 
hugely successful mobile payments app.
Kevin Schafer/Getty Images
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Above all else, new product 
development must focus 

on creating customer value. Says a 
senior Samsung executive, “We get our 
ideas from the market. The market is 
the driver.”
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Another study showed that companies that directly engage their customers in the new 
product innovation process had twice the return on assets and triple the growth in operat-
ing income of firms that did not. Thus, customer involvement has a positive effect on the 
new product development process and product success. “Choosing what kind of value 
your innovation will create and then sticking to that is critical,” says one expert.16

Intuit—maker of financial software such as TurboTax, 
QuickBooks, and Quicken—is a strong proponent of customer-
driven new product development:17

Intuit follows a “Design for Delight (D4D)” development philoso-
phy that says products should delight customers by providing ex-
periences that go beyond their expectations.  Design for Delight 
starts with customer empathy—knowing customers better than 
they know themselves. To that end, each year, Intuit conducts 10,000 
hours of what it calls “follow-me-homes,” in which design employ-
ees observe firsthand how customers use its products at home and 
at work. They look to understand problems and needs that even 
customers themselves might not recognize. Based on customer 
observations, the next D4D step is to “go broad, go narrow”—de-
veloping many customer-driven product ideas, then narrowing 
them down to one or a few great ideas for products that will solve 
customer problems. The final D4D step involves turning the great 
ideas into actual products and services that create customer delight, 
collecting customer feedback steadily throughout the development 
process. Intuit works relentlessly to embed Design for Delight con-
cepts deeply into its  culture. “You’ve got to feel it,” says the com-
pany’s vice president of design innovation. “It can’t be in your head. 
It’s got to be in your heart. It’s got to be in your gut. And we want to 
put it in our products.”

Thus, today’s innovative companies get out of the research 
lab and connect with customers in search of fresh ways to meet 
customer needs. Customer-centered new product development 
begins and ends with understanding customers and involving 
them in the process.

Team-Based New Product Development
Good new product development also requires a total-company, cross-functional effort. 
Some companies organize their new product development process into the orderly 
sequence of steps shown in Figure 9.1, starting with idea generation and ending with 
commercialization. Under this sequential product development approach, one company 
department works individually to complete its stage of the process before passing the 
new product along to the next department and stage. This orderly, step-by-step process 
can help bring control to complex and risky projects. But it can also be dangerously 
slow. In fast-changing, highly competitive markets, such slow-but-sure product de-
velopment can result in product failures, lost sales and profits, and crumbling market 
positions.

To get their new products to market more quickly, many companies use a  
team-based new product development approach. Under this approach, company 
departments work closely together in cross-functional teams, overlapping the steps in 
the product development process to save time and increase effectiveness. Instead of 
passing the new product from department to department, the company assembles a 
team of people from various departments that stays with the new product from start to 
finish. Such teams usually include people from the marketing, finance, design, manu-
facturing, and legal departments and even supplier and customer companies. In the 
sequential process, a bottleneck at one phase can seriously slow an entire project. In the 
team-based approach, however, if one area hits snags, it works to resolve them while the 
team moves on.

The team-based approach does have some limitations, however. For example, it 
sometimes creates more organizational tension and confusion than the more orderly se-
quential approach. However, in rapidly changing industries facing increasingly shorter 
product life cycles, the rewards of fast and flexible product development far exceed the 

 Customer-centered new product development: Financial 
software maker Intuit follows a “Design for Delight” philosophy 
that says products should delight customers by providing 
experiences that go beyond their expectations.
Reprinted with permission. ©Intuit Inc. All rights reserved.

Team-based new product 
development
New product development in which 
various company departments work 
closely together, overlapping the steps in 
the product development process to save 
time and increase effectiveness.
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risks. Companies that combine a customer-centered approach with team-based new 
product development gain a big competitive edge by getting the right new products to 
market faster.

Systematic New Product Development
Finally, the new product development process should be holistic and systematic rather 
than compartmentalized and haphazard. Otherwise, few new ideas will surface, and 
many good ideas will sputter and die. To avoid these problems, a company can install 
an innovation management system to collect, review, evaluate, and manage new product 
ideas.

The company can appoint a respected senior person to be its innovation manager. 
It can set up web-based idea management software and encourage all company stake-
holders—employees, suppliers, distributors, dealers—to become involved in finding and 
 developing new products. It can assign a cross-functional innovation management commit-
tee to evaluate proposed new product ideas and help bring good ideas to market. It can also 
create recognition programs to reward those who contribute the best ideas.

The innovation management system approach yields two favorable outcomes. First, it 
helps create an innovation-oriented company culture. It shows that top management sup-
ports, encourages, and rewards innovation. Second, it will yield a larger number of new 
product ideas, among which will be found some especially good ones. The good new ideas 
will be more systematically developed, producing more new product successes. No longer 
will good ideas wither for the lack of a sounding board or a senior product advocate.

Thus, new product success requires more than simply thinking up a few good ideas, 
turning them into products, and finding customers for them. It requires a holistic approach 
for finding new ways to create valued customer experiences, from generating and screen-
ing new product ideas to creating and rolling out want-satisfying products to customers. 
More than this, successful new product development requires a whole-company commit-
ment. Nestlé, for example, successfully carries out strong new product planning and sets 
up a systematic and customer-driven new product development process for finding and 
growing new market offerings in order to keep up with an ever-changing environment as 
well as to define and to drive new markets (see Real Marketing 9.1).

Product Life-Cycle Strategies
After launching the new product, management wants that product to enjoy a long and 
happy life. Although it does not expect the product to sell forever, the company wants to 
earn a decent profit to cover all the effort and risk that went into launching it. Management 
is aware that each product will have a life cycle, although its exact shape and length is not 
known in advance.

 Figure 9.2 shows a typical product life cycle (PLC), the course that a product’s 
sales and profits take over its lifetime. The PLC has five distinct stages:

1. Product development begins when the company finds and develops a new product idea. 
During product development, sales are zero, and the company’s investment costs mount.

Product life cycle (PLC)
The course of a product’s sales 
and profits over its lifetime.

A company’s products are 
born, grow, mature, and 

then decline, just as living things do. To 
remain vital, the firm must continually  
develop new products and manage them 
 effectively throughout their life cycles.
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Some products die quickly; others stay in the
mature stage for a long, long time. For example,
TABASCO sauce has been around for more than
140 years. Even then, to keep the product young,
the company has added a full line of flavors (such
as Sweet & Spicy and Chipotle) and a kitchen
cabinet full of new TABASCO products (such as
salsas, marinades, and a chili mix).

 FIGURE | 9.2
Sales and Profits over the Product’s 
Life from Inception to Decline



290   PART 3 | Designing a Customer Value–Driven Strategy and Mix

The brand proposition of Maggi—A Natural Choice was to combine the 
goodness and taste of real and fresh ingredients with the time- and cost-
saving effects of culinary aid products.
Bob Pardue-Signs/Alamy Stock Photo
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g 9.1 Nestlé: How the Food Industry Leader Utilizes 
New Product Development and Innovation

The Maggi brand came to be seen as 
uninteresting and old- fashioned in the United 
Kingdom due to its dehydrated format and fla-
vor, resulting in declining sales. Nestlé decided 
to act to meet customers’ increasing require-
ments for fresh-tasting culinary aids and regain 
market share. A central element of the innova-
tion and new product development process 
at Nestlé is to put the customers at the core 
of its innovation movement. Maggi first com-
missioned face-to-face qualitative research to 
get deeper insight into the views and attitudes 
of chefs and consumers. The results showed 
that customers believed that fresh was best.

However, the views and attitudes of chefs 
were different. They generally stated that their 
customers preferred that everything be made 
from scratch (that is, made from basic raw 
ingredients), but they do not have the time 
and the money to do this. Consequently, the 
research showed that there was a sizeable 
market potential for chefs who aim to please 
their customers with time- and money-saving 
culinary aid products with natural qualities that 
make their cooking as fresh tasting as pos-
sible. Following these market research results, 
Nestlé launched the brand Maggi—A Natural 
Choice with the brand proposition to combine 
real and fresh ingredients with the time- and 
cost-saving effects of culinary aid products.

Using chefs and their customers as ex-
ternal idea sources and drivers for innovation 

and new product development, Nestlé de-
cided that in addition to needing a more 
natural taste, the new products needed to 
offer value for money at the same time. 
Following its internal and generic new prod-
uct development process, the first step in-
volved a clearly written product brief for 
Maggi’s factories based on the new brand 
proposition. The brief gives comprehensive 
product specifications, including salt con-
tent, fat type, and any specific dietary needs 
(such as “gluten-free”) as well as  the final 
price range. In the second step, Maggi’s food 
technologists develop a variety of kitchen 
samples that are tasted by a panel of spe-
cialists, including chefs and their customers. 
The third step involves reporting the results 
of the product testing in the framework of 
an interactive and revolving process in which 
any changes needed are incorporated into 
further samples. The final step of the product 
development process is the sign-off stage, in 
which an agreement on the samples is con-
firmed along with the pricing. The Maggi fac-
tories then commence production. In parallel, 
front labels are designed, product photogra-
phy commissioned, recipe sheets produced, 
and sales presenters prepared to ensure a 
successful product launch.

The final products being developed and 
launched under the Maggi—A Natural Choice 
range were lower in salt and made using 

Nestlé S.A. is a Swiss global food 
and beverage company formed in 
1905 through the merger of the 
Anglo-Swiss Milk Company and 
Farine Lactée Henri Nestlé. Since 
its inception by Henri Nestlé to 
provide an infant food product, 

Nestlé has been associated with providing 
high-quality, consumer-focused products. It 
is the largest food company in the world by 
revenue and was ranked among the Top 
100 companies on the Fortune Global 500 
list in 2016.

Innovation and new product development 
have always been at the heart of Nestlé since 
its beginning, for it has had to keep up with 
an ever-changing environment as well as to 
define and to drive new markets. This would 
not be possible without Nestlé’s extensive 
R&D capability. It has the largest R&D network 
of any food company in the world, with 34 
R&D facilities (3 science and research centers, 
and 31 product technology and R&D centers 
worldwide), and over 5,000 people involved 
solely in R&D. Behind every one of Nestlé’s 
products is a team of scientists, engineers, 
nutritionists, designers, regulatory specialists, 
and consumer care representatives dedicated 
to earning the trust of its consumers with safe 
products of the highest quality. In recent years 
it has focused on becoming a nutrition, health, 
and wellness company; as such, part of the 
company’s vision is to continuously strive to 
make its products tastier and offer healthier 
choices that help consumers care for them-
selves and their families.

Let us look at an example from the 
United Kingdom: Maggi—A Natural Choice, 
a new brand that was developed solely to 
target customers in the United Kingdom 
as a result of extensive market and cus-
tomer analysis. In the United Kingdom, 
Maggi consists of a range of culinary aid 
products such as bouillons, soups, sea-
sonings, and sauces to aid cooking and 
add flavor. Nestlé found that the UK food-
service market is a very competitive one, 
and companies must apply high standards 
to products and their nutritional content 
to meet stringent food safety and label-
ing laws. Furthermore, as a result of food 
scares and greater incidences of food al-
lergies, customers worldwide are becoming 
increasingly knowledgeable and demanding 
about what they eat, leading to even more 
stringent specifications.
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2. Introduction is a period of slow sales growth as the product is introduced in the 
market. Profits are nonexistent in this stage because of the heavy expenses of 
product introduction.

3. Growth is a period of rapid market acceptance and increasing profits.
4.  Maturity is a period of slowdown in sales growth because the product has 

achieved acceptance by most potential buyers. Profits level off or decline 
because of increased marketing outlays to defend the product against 
 competition.

5. Decline is the period when sales fall off and profits drop.

Not all products follow all five stages of the PLC. Some products are intro-
duced and die quickly; others stay in the mature stage for a long, long time. Some 
enter the decline stage and are then cycled back into the growth stage through 
strong promotion or repositioning. It seems that a well-managed brand could 
live forever. Venerable brands like Coca-Cola, Gillette, Budweiser, Guinness, 
American Express, Wells Fargo, Heinz, Kikkoman, and TABASCO sauce, for 
instance, are still going strong after more than 100 years. Guinness beer has been 
around for more than 250 years,  Life Savers Mints recently celebrated “100 
years of keeping mouths feeling fresh,” and 147-year-old TABASCO sauce brags 
that it’s “over 140 years old and still able to totally whup your butt!”

The PLC concept can describe a product class (gasoline-powered automo-
biles), a product form (SUVs), or a brand (the Ford Escape). The PLC concept 
applies differently in each case. Product classes have the longest life cycles; the 
sales of many product classes stay in the mature stage for a long time. Product 
forms, in contrast, tend to have the standard PLC shape. Product forms such as 
dial telephones, VHS tapes, and film cameras passed through a regular history 
of introduction, rapid growth, maturity, and decline.

A specific brand’s life cycle can change quickly because of changing com-
petitive attacks and responses. For example, although laundry soaps (product 
class) and powdered detergents (product form) have enjoyed fairly long life 
cycles, the life cycles of specific brands have tended to be much shorter. Today’s 

sunflower oil. In addition, the range has clear 
and easy-to-understand nutrition and allergy 
information on all packaging to help chefs un-
derstand what is in the products, and in turn 
inform their customers as necessary. For the 
product launch itself, select trade media such 
as Catering Update, Caterer, and Hotelkeeper 
carried advertising and promotional material. 
In addition, eight-page supplements were 
produced to communicate the new brand 
proposition, supported by direct mailing of 
informative literature to chefs and other users. 
Maggi also sponsors events for chefs that 
involve using Maggi—A Natural Choice prod-
ucts, such as the Nestlé Toque d’Or competi-
tion, in which teams have to battle against 
each other and the clock in a live cooking 
arena. This event has become the top event 
for the top talents in the United Kingdom. 
Maggi works closely with the main food ser-
vices wholesalers and cash-and-carry op-
erators, and supports them with promotional 
material about new products to coincide with 
the launch. This ensures that distribution of 
Maggi—A Natural Choice to caterers and 
chefs is effective and efficient.

Against the background of its customer-
centered new product development, Nestlé 
continues to improve its range further and 

extend its approach to providing healthier 
food. For example, in 2012 the company 
substantially reduced the salt in its products 
to support a World Health Organization salt 
target of no more than 5 grams of salt per 
person, per day, by 2025. In 2013, the com-
pany announced its commitment to a new 
nutrition labeling scheme, the latest food 
pledge in the government’s Public Health 
Responsibility Deal. The new scheme, cre-
ated by the Department of Health alongside 
health organizations, retailers, and manu-
facturers, aims to provide British shop-
pers with dependable nutrition labeling. The 
scheme combines Guideline Daily Amount 
information with an at-a-glance color coding 

system. The consistent system combines 
red, amber, and green color-coding and nu-
tritional information to show how much fat, 
saturated fat, salt, sugar, and calories are in 
food products.

Nestlé’s work has yielded dividends. In 
April 2016, Nestlé ranked second in Oxfam’s 
Behind the Brands scorecard, in which the 
NGO ranks the world’s Top 10 consumer food 
and beverage companies on their policies and 
commitments to improve food security and 
sustainability. In all, Nestlé has succeeded in 
carrying out strong new product planning and 
setting up a systematic and customer-driven 
new product development process for finding 
and growing new market offerings. 

Sources: “Nestlé Toque d’Or: Top Students Line Up for Culinary Battle,” NZ Chefs, http://www.nzchefs.org.
nz/NewsEvents/Nestl+Toque+dOr.html; Nestlé UK and Ireland, http://www.nestle.co.uk/csv2013/nhw/consumer-
sandourproducts; “Competition and Prize 2016,” Nestlé Toque d’Or, https://www.nestle-toquedor.co.uk/Home/
Competition; “Nestle, or How Consumer Insights Can Lead Product Development,” Instantly Blog, https://blog.instant.
ly/blog/2012/07/nestle-or-how-consumer-insights-can-lead-product-development/; “Company Scorecard,” Behind 
the Brands, http://www.behindthebrands.org/en/company-scorecard; “Nutrition, Health & Wellness—New Product 
Development at Nestlé,” Business Case Studies, http://businesscasestudies.co.uk/nestle/nutrition-health-wellness-
new-product-development-at-nestle/introduction.html#axzz3qcCRzjad; “Final Design of Consistent Nutritional 
Labelling System Given Green Light,” GOV.UK, https://www.gov.uk/government/news/final-design-of-consistent-
nutritional-labelling-system-given-green-light; and information from http://www.nestle.com, all Internet sites accessed 
November 2015; “Nestlé Financials and News Global 500,” Fortune, http://beta.fortune.com/global500/nestle-66, 
accessed April 1, 2017; Behind the brands, “Company Scorecard,” http://www.behindthebrands.org/en/company-
scorecard, accessed April 1, 2017.

 Product life cycle: Some products die quickly; 
others stay in the mature stage for a long, long 
time. Life Savers Mints recently celebrated “100 
years of keeping mouths feeling fresh.”
The Wrigley Company
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leading U.S. brands of powdered laundry soap are Tide and Gain; the leading brands 
100 years ago were Fels-Naptha and Octagon.

The PLC concept also can be applied to what are known as styles, fashions, and fads. 
Their special life cycles are shown in  Figure 9.3. A style is a basic and distinctive mode 
of expression. For example, styles appear in homes (colonial, ranch, transitional), clothing 
(formal, casual), and art (realist, surrealist, abstract). Once a style is invented, it may last 
for generations, passing in and out of vogue. A style has a cycle showing several periods of 
renewed interest.

A fashion is a currently accepted or popular style in a given field. For example, the 
more formal “business attire” look of corporate dress of the 1980s and 1990s gave way to 
the “business casual” look of the 2000s and 2010s. Fashions tend to grow slowly, remain 
popular for a while, and then decline slowly.

Fads are temporary periods of unusually high sales driven by consumer enthusiasm 
and immediate product or brand popularity.18 A fad may be part of an otherwise normal 
life cycle, as in the case of recent surges in the sales of poker chips and accessories. Or the 
fad may comprise a brand’s or product’s entire life cycle. Pet Rocks are a classic example. 
Upon hearing his friends complain about how expensive it was to care for their dogs, ad-
vertising copywriter Gary Dahl joked about his pet rock. He soon wrote a spoof of a dog-
training manual for it, titled The Care and Training of Your Pet Rock. Soon Dahl was selling 
some 1.5 million ordinary beach pebbles at $4 a pop. Yet the fad, which broke one October, 
had sunk like a stone by the next February. Dahl’s advice to those who want to succeed 
with a fad: “Enjoy it while it lasts.” Other examples of fads include Silly Bandz, Furbies, 
and selfie sticks.19

Marketers can apply the product life-cycle concept as a useful framework for describ-
ing how products and markets work. And when used carefully, the PLC concept can help 
in developing good marketing strategies for the different life-cycle stages. However, using 
the PLC concept for forecasting product performance or developing marketing strategies 
presents some practical problems. For example, in practice, it is difficult to forecast the 
sales level at each PLC stage, the length of each stage, and the shape of the PLC curve. 
Using the PLC concept to develop marketing strategy also can be difficult because strategy 
is both a cause and a result of the PLC. The product’s current PLC position suggests the 
best marketing strategies, and the resulting marketing strategies affect product perfor-
mance in later stages.

Moreover, marketers should not blindly push products through the traditional prod-
uct life-cycle stages. Instead, marketers often defy the “rules” of the life cycle and position 
or reposition their products in unexpected ways. By doing this, they can rescue mature or 
declining products and return them to the growth phase of the life cycle. Or they can leap-
frog obstacles that slow consumer acceptance and propel new products forward into the 
growth phase.

The moral of the product life cycle is that companies must continually innovate; other-
wise, they risk extinction. No matter how successful its current product lineup, a company 
must skillfully manage the life cycles of existing products for future success. And to grow, the 
company must develop a steady stream of new products that bring new value to  customers. 
Cosmetics giant L’Oréal had to learn this lesson as well. The company’s makeup brand 
L’Oréal Paris has a long history in the market. In recent years, however, as its core brand was 
close to reaching the maturity stage, L’Oréal’s sales were outperformed by new players on 
the market, making the company re-position its makeup brand (see Real Marketing 9.2).

We looked at the product development stage of the PLC in the first part of this chapter. 
We now look at strategies for each of the other life-cycle stages.

Style
A basic and distinctive mode 
of expression.

Fashion
A currently accepted or popular style  
in a given field.

Fad
A temporary period of unusually high 
sales driven by consumer enthusiasm 
and immediate product or brand 
popularity.
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L’Oréal had to contend with the perception that it was not trendy enough for 
the younger generation.
ACORN 1/Alamy Stock Photo
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g 9.2 Managing L’Oréal’s Product Life Cycle: More 
Than Just Makeup

rivals. By tradition, the brand was particularly 
strong when it comes to foundation and mas-
cara products but has been increasingly chal-
lenged by the fashionable segment of color 
variety and selection.

Yann Joffredo, Global Vice-President 
Cosmetics L’Oréal Paris, emphasized that 
the traditional market had shifted and that 
today’s women shop “looks” rather than 
products. As a result, conventional chan-
nels are no longer the only key in this 
new era of internet sales, cross-channel 
purchasers and connected beauty. Instead 
of pursuing an exit strategy and dropping 
out of the makeup market like Nivea did in 
2011, L’Oréal wanted to continue building its 
makeup brand and avoid the decline stage. 
In order to achieve this target, the com-
pany looked into various market research 
reports and conducted a battery of tests. 
One study carried out in Europe showed 
that L’Oréal Paris was seen as a trustworthy 
brand whose products were highly effec-
tive and innovative, enhancing beauty in an 
elegant manner while bringing self-esteem to 
women. However, the study also discovered 
that the brand was not seen as the most dy-
namic and trendy in the industry, particularly 

when it comes to the younger generation, 
who claim that L’Oréal did not offer the right 
shades. All findings were analyzed in-depth 
in order to determine the right strategy with 
respect to competition and the marketing 
environment while still hewing close to the 
company’s culture and values.

L’Oréal decided to choose a different posi-
tioning from the low-cost brands. Without the 
cost structure that L’Oréal has, with a team 
of over 3,800 researchers, the latter would 
always win the battle of inexpensiveness. 
Consequently, the idea was to learn from the 
makeup artist brands’ success by reposition-
ing the brand and developing an innovative 
color statement that appealed to young con-
sumers. L’Oréal Paris established a new strat-
egy platform, moving from a generalist brand 
to a multi-specialist one. In 2014, the name 
of the brand was changed to L’Oréal Makeup 
Designer Paris.

The value proposition is that the products 
are developed and endorsed by the great-
est makeup artists and spokespeople. The 
brand is positioned on three pillars: L’Art du 
Regard (The Art of Looks), L’Architecture du 
Teint (The Architecture of Complexion), and 
L’Obsession de la Couleur (Color Obsession). 

Founded in 1909, L’Oréal has de-
voted itself to one business over 
the century: beauty. Headquartered 
in Clichy near Paris, the company 
has become the largest cosmetics 
company worldwide, operating in 
140 countries with 32 international 

brands. Its mother brand, L’Oréal Paris, is the 
no. 1 beauty brand in the world.

In the increasingly dynamic environment 
of the cosmetic industry, L’Oréal has to en-
sure a continuous and sophisticated man-
agement of the life cycle of its products 
and services to bring new value and appeal 
to its customers. By tradition, the makeup 
market has long been driven by classic mass 
marketing brands such as Maybelline New 
York and Max Factor. In addition, competi-
tion is intensified by brands selling directly to 
customers, such as Avon, and, in particular, 
low-cost brands such as Essence and Kiko. 
While competition is fierce and challenging, 
the makeup market is growing fast. To a 
large extent this growth is driven by so-called 
makeup artist brands, which are product 
lines initially used by professionals or named 
after famous makeup artists such as MAC, 
Benefit, and Bobby Brown. There are also 
many makeup brands that wear the names 
of perfume or luxury ready-to-wear brands, 
such as Shiseido, Chanel, or Yves Saint 
Laurent.

L’Oréal’s makeup brand L’Oréal Paris has 
a long tradition of 30 years in the market, and 
it currently ranks no. 2 in the global market af-
ter Maybelline New York. The makeup market 
encountered a strong growth of 50 percent in 
the 10 years between 2003 and 2012. Even 
though L’Oréal’s makeup brand performed 
better than the market with a significant mar-
ket share increase, it was outperformed by 
the makeup artist brands. With respect to 
the product life cycle, the L’Oréal makeup 
brand was close to the maturity phase, as 
the competition was fierce, profits were slow-
ing down, and the brand’s customers were 
aging. An initial analysis of the market and 
its competitors indicated that the two fast-
est growing types of brands—makeup artist 
brands and low-cost brands—had something 
in common: a very large variety of colors that 
appealed to customers. Although L’Oréal’s 
makeup brand was still performing, the com-
pany realized that this might not be sustain-
able enough in the future to compete with its 
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relationships through social media platforms. 
The campaign kicked off on three conti-
nents, starting in France, the United States, 
and China in May 2014 and then rolled out 
to 20 countries. Cyril Chapuy, L’Oréal Paris 
International General Manager, stated that the 
strategy successfully positioned the company 
at the vanguard of creativity and fashion. As 
a result, L’Oréal has grown its followers ten-
fold at the global level in the past 2 years. Its 
Makeup Genius has become the first beauty 

Introduction Stage
The introduction stage starts when a new product is first launched. Introduction takes 
time, and sales growth is apt to be slow. Well-known products such as frozen foods and 
HDTVs lingered for many years before they entered a stage of more rapid growth.

In this stage, as compared to other stages, profits are negative or low because of the low 
sales and high distribution and promotion expenses. Much money is needed to attract distrib-
utors and build their inventories. Promotion spending is relatively high to inform consumers 
of the new product and get them to try it. Because the market is not generally ready for prod-
uct refinements at this stage, the company and its few competitors produce basic versions of 
the product. These firms focus their selling on those buyers who are the most ready to buy.

A company, especially the market pioneer, must choose a launch strategy that is consis-
tent with the intended product positioning. It should realize that the initial strategy is just 
the first step in a grander marketing plan for the product’s entire life cycle. If the pioneer 
chooses its launch strategy to make a “killing,” it may be sacrificing long-run revenue for 
the sake of short-run gain. The pioneer has the best chance of building and retaining mar-
ket leadership if it plays its cards correctly from the start.

Growth Stage
If the new product satisfies the market, it will enter a growth stage in which sales will 
start climbing quickly. The early adopters will continue to buy, and later buyers will start 
following their lead, especially if they hear favorable word of mouth. Attracted by the 
opportunities for profit, new competitors will enter the market. They will introduce new 
product features, and the market will expand. The increase in competitors leads to an 
increase in the number of distribution outlets, and sales jump just to build reseller invento-
ries. Prices remain where they are or decrease only slightly. Companies keep their promo-
tion spending at the same or a slightly higher level. Educating the market remains a goal, 
but now the company must also meet the competition.

Profits increase during the growth stage as promotion costs are spread over a large 
volume and as unit manufacturing costs decrease. The firm uses several strategies to sus-
tain rapid market growth as long as possible. It improves product quality and adds new 
product features and models. It enters new market segments and new distribution chan-
nels. It shifts some advertising from building product awareness to building product con-
viction and purchase, and it lowers prices at the right time to attract more buyers.

In the growth stage, the firm faces a trade-off between high market share and high 
current profit. By spending a lot of money on product improvement, promotion, and dis-
tribution, the company can capture a dominant position. In doing so, however, it gives up 
maximum current profit, which it hopes to make up in the next stage.

Introduction stage
The PLC stage in which a new product 
is first distributed and made available for 
purchase.

Growth stage
The PLC stage in which a product’s sales 
start climbing quickly.

In order to evolve from proposing products 
to offering an experience, the brand needed 
to create an interactive relationship with its 
audience at all customer touchpoints, offline 
and particularly online. Therefore, the new 
positioning and strategy was primarily driven 
by the creation of the revolutionary Makeup 
Genius App, an easy-to-use smartphone IOS 
application that gives customers the ability to 
“shop” their look instantly.

Thanks to head and expression tracking 
features as well as face texture 3D analysis, 
this application enabled users to be the de-
signers of their own looks through a real-time 
interactive mirror. In addition, L’Oréal Paris 
developed a fully integrated digital approach 
in order to bring valuable services to con-
sumers, inspiring conversations and building 

app in the world and has been downloaded 
over 10 million times since May 2014. Since 
then, the company has started to see a 
strong acceleration of its sales.

In all, L’Oréal has successfully repositioned 
and relaunched its makeup brand by manag-
ing the product life cycle in a sophisticated 
way. By entering a new era of digital beauty 
through its Makeup Genius App, L’Oréal suc-
cessfully lives up to its ambition of creating 
tomorrow’s beauty services.

Sources: “Euromonitor Makeup Sell-in CA Net 2012 vs 2003,” http://www.euromonitor.com; “Worldwide Value 
Market Shares Full Year 2014,” http://www.euromonitor.com; http://www.loreal.com/, accessed October 2015; 
L’Oréal website, “Key Figures,” http://www.loreal.com/group/our-activities/key-figures, accessed April 1, 2017; the 
authors would like to thank Moïra Taillefer and the L’Oréal Paris International Development Makeup team for their 
contribution to this case.
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Maturity Stage
At some point, a product’s sales growth will slow down, and it will enter the maturity 
stage. This maturity stage normally lasts longer than the previous stages, and it poses 
strong challenges to marketing management. Most products are in the maturity stage 
of the life cycle, and therefore most of marketing management deals with the mature 
product.

The slowdown in sales growth results in many producers with many products to sell. 
In turn, this overcapacity leads to greater competition. Competitors begin marking down 
prices, increasing their advertising and sales promotions, and upping their product devel-
opment budgets to find better versions of the product. These steps lead to a drop in profit. 
Some of the weaker competitors start dropping out, and the industry eventually contains 
only well-established competitors.

Although many products in the mature stage appear to remain unchanged for long 
periods, most successful ones are actually evolving to meet changing consumer needs. 
Product managers should do more than simply ride along with or defend their mature 
products—a good offense is the best defense. They should consider modifying the market, 
product offering, and marketing mix.

In modifying the market, the company tries to increase consumption by finding new 
users and new market segments for its brands. For example, brands such as Harley-
Davidson and Axe fragrances, which have typically targeted male buyers, have created 
products and marketing programs aimed at women. Conversely, Weight Watchers and 
Bath & Body Works, which have typically targeted women, have created products and 
programs aimed at men.

The company may also look for ways to increase usage among present customers. 
For example, 3M recently ran a marketing campaign to inspire more usage of its Post-it 
products.20 The Post-it “Go Ahead” campaign aimed to convince customers that the 
sticky pieces of paper are good for much more than just scribbling temporary notes and 

 reminders. An initial ad showed people on a college campus blanketing a 
wall outside a building with Post-it Notes answering the question “What 
inspires you?” “Share on a real wall,” the announcer explained. Other scenes 
showed a young man filling a wall with mosaic artwork created from multi-
ple colors of Post-it Notes, teachers using Post-it Notes to enliven their class-
rooms, and a man posting a “Morning, beautiful” note on the bathroom mir-
ror as his wife is brushing her teeth. “Go ahead,” said the announcer, “keep 
the honeymoon going.” The ad ended with a hand peeling Post-it Notes off 
a pad one by one to reveal new, unexpected uses: “Go ahead, Connect,” “Go 
ahead, Inspire,” and “Go ahead, Explore.”

The company might also try modifying the product—changing character-
istics such as quality, features, style, packaging, or technology platforms to 
retain current users or attract new ones. Thus, to freshen up their products for 
today’s technology-obsessed children, many classic toy and game makers are 
creating new digital versions or add-ons for old favorites. For example, the 
venerable Crayola brand has souped up its product line to meet the technol-
ogy tastes of the new generation. With the Crayola My Virtual Fashion Show 
drawing kit and app, for instance, children first design fashions using the 
provided color pencils and sketchpad. They then take photos of the designs 
with their smartphones or tablets and watch their original creations magically 
come to life inside the app on 3D models who walk virtual runways in Milan, 
New York, and Paris.21

Finally, the company can try modifying the marketing mix—improving 
sales by changing one or more marketing mix elements. The company can of-
fer new or improved services to buyers. It can cut prices to attract new users 
and competitors’ customers. It can launch a better advertising campaign or 
use aggressive sales promotions—trade deals, cents-off, premiums, and con-
tests. In addition to pricing and promotion, the company can also move into 
new marketing channels to help serve new users.

 PepsiCo used all of these market, product, and marketing mix 
modification approaches to reinvigorate its 137-year-old Quaker brand 

Maturity stage
The PLC stage in which a product’s sales 
growth slows or levels off.

 Managing the product life cycle: Thanks to the 
“Quaker Up” campaign, 137-year-old Quaker now 
has a more contemporary appeal as a lifestyle 
brand that helps give young families the fuel and 
energy needed to get through the day.
Provided courtesy of The Quaker Oat Company.
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and keep it from sinking into decline. To reawaken the brand, Quaker launched a ma-
jor new “Quaker Up” marketing campaign, supported by an estimated $100 million  
budget:22

The “Quaker Up” campaign targets a new market of young mothers under 35, positioning 
Quaker’s lines of hot and cold cereals, snack bars, cookies, and other products as healthy life-
style choices that help give a young family the fuel and energy needed to get through the day. 
The campaign advises families to “Quaker Up—with Quaker’s good energy for the moments 
that matter.” As part of the retargeting and repositioning effort, Quaker has modernized every 
element of the brand, from products and packaging to in-store displays and ad platforms. To 
start, it slimmed down the iconic Quaker man by 20 pounds and gave him a facelift to make 
him look healthier, stronger, and more contemporary. The brand added new energy-packed 
products, such as Quaker Medleys—a hearty blend of oats and grains with real fruit and nuts; 
Quaker Soft Baked Bars—high in fiber, protein, and B vitamins; and Quaker Protein—protein-
packed instant oatmeal and baked energy bars. Befitting the more mobile and connected life-
styles of today’s young parents, the “Quaker Up” campaign also incorporates and healthy dose 
of digital media, including banner ads, YouTube videos, a Facebook app, a Quaker Up com-
munity website, and a full slate of other digital content. In all, despite its age, the reenergized 
Quaker brand now has a much younger appeal. “People know the brand, people love the brand, 
but we needed to forge a stronger connection with contemporary moms,” says Quaker’s chief 
marketing officer.

Decline Stage
The sales of most product forms and brands eventually dip. The decline may be slow, as 
in the cases of stamps and oatmeal cereal, or rapid, as in the cases of VHS tapes. Sales may 
plunge to zero, or they may drop to a low level where they continue for many years. This 
is the decline stage.

Sales decline for many reasons, including technological advances, shifts in consumer 
tastes, and increased competition. As sales and profits decline, some firms withdraw from 
the market. Those remaining may prune their product offerings. In addition, they may 
drop smaller market segments and marginal trade channels, or they may cut the promo-
tion budget and reduce their prices further.

Carrying a weak product can be very costly to a firm, and not just in profit terms. 
There are many hidden costs. A weak product may take up too much of management’s 
time. It often requires frequent price and inventory adjustments. It requires advertising 
and sales-force attention that might be better used to make “healthy” products more profit-
able. A product’s failing reputation can cause customer concerns about the company and 
its other products. The biggest cost may well lie in the future. Keeping weak products de-
lays the search for replacements, creates a lopsided product mix, hurts current profits, and 
weakens the company’s foothold on the future.

For these reasons, companies must identify products in the decline stage and decide 
whether to maintain, harvest, or drop them. Management may decide to maintain its 
brand, repositioning or reinvigorating it in hopes of moving it back into the growth stage 
of the product life cycle. P&G has done this with several brands, including Mr. Clean and 
Old Spice. Over the past decade, P&G has retargeted, repositioned, revitalized, and ex-
tended both of these old brands, taking each from near extinction to billion-dollar-brand 
status.

Management may decide to harvest the product, which means reducing various costs 
(plant and equipment, maintenance, R&D, advertising, sales force), hoping that sales hold 
up. If successful, harvesting will increase the company’s profits in the short run. Finally, 
management may decide to drop the product from its line. The company can sell the prod-
uct to another firm or simply liquidate it at salvage value. If the company plans to find a 
buyer, it will not want to run down the product through harvesting. In recent years, P&G 
has sold off several declining brands and brands that no longer fit strategically, such as 
Folgers coffee, Crisco oil, Comet cleanser, Sure deodorant, Noxema, Duncan Hines cake 
mixes, Cover Girl and Max Factor cosmetics, Duracell batteries, Iams pet foods, and 
others.23

 Table 9.2 summarizes the key characteristics of each stage of the PLC. The table 
also lists the marketing objectives and strategies for each stage.24

Decline stage
The PLC stage in which a product’s sales 
fade away.
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Additional Product and Service Considerations
We wrap up our discussion of products and services with two additional considerations: social 
responsibility in product decisions and issues of international product and services marketing.

Product Decisions and Social Responsibility
Marketers should carefully consider public policy issues and regulations regarding acquiring 
or dropping products, patent protection, product quality and safety, and product warranties.

Regarding new products, the government may prevent companies from adding prod-
ucts through acquisitions if the effect threatens to lessen competition. Companies dropping 
products must be aware that they have legal obligations, written or implied, to their sup-
pliers, dealers, and customers who have a stake in the dropped product. Companies must 
also obey U.S. patent laws when developing new products. A company cannot make its 
product illegally similar to another company’s established product.

 Table 9.2 | Summary of Product Life-Cycle Characteristics, Objectives, and Strategies

Source: Based on Philip Kotler and Kevin Lane Keller, Marketing Management, 15th ed. (Hoboken, NJ: Pearson Education, 2016), p. 358. © 2016. Printed and electronically 
reproduced by permission of Pearson Education, Inc., Hoboken, New Jersey.

Introduction Growth Maturity Decline

Characteristics

Sales Low sales Rapidly rising sales Peak sales Declining sales

Costs High cost per 
customer

Average cost per 
customer

Low cost per customer Low cost per 
customer

Profits Negative Rising profits High profits Declining profits

Customers Innovators Early adopters Mainstream adopters Lagging adopters

Competitors Few Growing number Stable number 
 beginning to decline

Declining number

Marketing objectives

Create product 
 engagement and trial

Maximize market share Maximize profit while 
 defending market share

Reduce expenditure  
and milk the brand

Strategies

Product Offer a basic product Offer product  extensions, 
service, and warranty

Diversify brand and 
models

Phase out weak 
items

Price Use cost-plus Price to penetrate market Price to match or beat 
competitors

Cut price

Distribution Build selective 
distribution

Build intensive distribution Build more intensive 
distribution

Go selective: phase 
out unprofitable 
outlets

Advertising Build product aware-
ness among early 
adopters and dealers

Build engagement and in-
terest in the mass market

Stress brand differ-
ences and benefits

Reduce to level 
needed to retain 
hard-core loyals

Sales promotion Use heavy sales 
 promotion to  
entice trial

Reduce to take  
advantage of heavy  
consumer demand

Increase to encourage 
brand switching

Reduce to minimal 
level

Let’s look at just a few more 
product topics,  including 

regulatory and social responsibility 
 issues and the special challenges of 
marketing products internationally.

Author
Comment
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Manufacturers must comply with specific laws regarding product quality and safety. 
The Federal Food, Drug, and Cosmetic Act protects consumers from unsafe and adul-
terated food, drugs, and cosmetics. Various acts provide for the inspection of sanitary 
conditions in the meat- and poultry-processing industries. Safety legislation has been 
passed to regulate fabrics, chemical substances, automobiles, toys, and drugs and poi-
sons. The Consumer Product Safety Act of 1972 established the Consumer Product Safety 
Commission, which has the authority to ban or seize potentially harmful products and set 
severe penalties for violation of the law.

If consumers have been injured by a product with a defective design, they can sue 
manufacturers or dealers. A recent survey of manufacturing companies found that prod-
uct liability was the second-largest litigation concern, behind only labor and employment 
matters. Tens of thousands of product liability suits are now tried in U.S. district courts 
each year. Although manufacturers are found to be at fault in only a small percentage of 
all product liability cases, when they are found guilty, awards can run into the tens or even 
hundreds of millions of dollars. Class-action suits can run into the billions. For example, 
after it recalled 11 million vehicles for acceleration pedal-related issues, Toyota faced more 
than 100 class-action and individual lawsuits and ended up paying a $1.6 billion settle-
ment to compensate owners for financial losses associated with the defect. And GM has so 
far paid more than $2 billion in fines and settlements over a faulty ignition switches that 
caused the deaths of more than 120 drivers.25

This litigation phenomenon has resulted in huge increases in product liability insur-
ance premiums, causing big problems in some industries. Some companies pass these 
higher rates along to consumers by raising prices. Others are forced to discontinue high-
risk product lines. Some companies are now appointing product stewards, whose job is to 
protect consumers from harm and the company from liability by proactively ferreting out 
potential product problems.

International Product and Services Marketing
International product and services marketers face special challenges. First, they must fig-
ure out what products and services to introduce and in which countries. Then they must 
decide how much to standardize or adapt their products and services for world markets.

On the one hand, companies would like to standardize their offerings. Standardization 
helps a company develop a consistent worldwide image. It also lowers the product design, 
manufacturing, and marketing costs of offering a large variety of products. On the other 
hand, markets and consumers around the world differ widely. Companies must usually 
respond to these differences by adapting their product offerings.

For example, McDonald’s operates in more than 
100 countries, with sometimes widely varying local 
food preferences. So although you’ll find its signa-
ture burgers and fries in most locations around the 
world, the chain has added menu items that meet 
the unique taste buds of customers in local mar-
kets. McDonald’s serves salmon burgers in Norway, 
mashed-potato burgers in China, shrimp burgers in 
Japan, a Samurai Pork Burger in Thailand, chicken 
porridge in Malaysia, and Spam and eggs in Hawaii. 
In a German McDonald’s, you’ll find the Nürnburger 
(three large bratwurst on a soft roll with lots of 
mustard, of course); in Israel, there’s the McFalafel 
(chickpea fritters, tomatoes, cucumber, and cheese 
topped with tahini and wrapped in lafa). And menus 
in Turkey feature a chocolate orange fried pie (Brazil 
adds banana, Egypt taro, and Hawaii pineapple).

In many major global markets, McDonald’s 
adapts more than just its menu. It also adjusts its 
restaurant design and operations.  For example, 
McDonald’s France has redefined itself as a French 
company that adapts to the needs and preferences of 
French consumers:26

 Global product adaption: By adapting its menu and operations to the 
needs and preferences of French consumers and their culture, McDonald’s 
has turned France into its second-most-profitable world market.
ERIC PIERMONT/AFP/Getty Images/Newscom
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“France—the land of haute cuisine, fine wine, and cheese—would be the last place you would 
expect to find a thriving [McDonald’s],” opines one observer. Yet the fast-food giant has turned 
France into its second-most profitable world market. Although a McDonald’s in Paris might at 
first seem a lot like one in Chicago, McDonald’s has carefully adapted its French operations to the 
preferences of local customers. At the most basic level, although a majority of revenues still come 
from burgers and fries, McDonald’s France has changed its menu to please the French palate. 
For instance, it offers up burgers with French cheeses such as chevre, cantel, and bleu, topped off 
with whole-grain French mustard sauce. And French consumers love baguettes, so McDonald’s 
bakes them fresh in its restaurants and sells them in oh-so-French McBaguette sandwiches.

But perhaps the biggest difference isn’t in the food, but in the design of the restaurants 
themselves, which have been adapted to suit French lifestyles. For example, French meal times 
tend to be longer, with more food consumed per sitting. So McDonald’s has refined its restaurant 
interiors to create a comfortable, welcoming environment where customers want to linger and 
perhaps order an additional coffee or dessert. McDonald’s even provides table-side service. As 
a result, the average French McDonald’s customer spends about four times what an American 
customer spends per visit.

Service marketers also face special challenges when going global. Some service indus-
tries have a long history of international operations. For example, the commercial banking 
industry was one of the first to grow internationally. Banks had to provide global services to 
meet the foreign exchange and credit needs of their home-country clients who wanted to sell 
overseas. In recent years, many banks have become truly global. Germany’s Deutsche Bank, 
for example, serves more than 28 million customers through 2,700 branches in more than 70 
countries. For its clients around the world who wish to grow globally, Deutsche Bank can 
raise money not only in Frankfurt but also in Zurich, London, Paris, Tokyo, and Moscow.27

Retailers are among the latest service businesses to go global. As their home markets 
become saturated, American retailers such as Walmart, Office Depot, and Saks Fifth Avenue 
are expanding into faster-growing markets abroad. For example, Walmart now serves 260 
million customers weekly in 28 countries; its international division’s sales account for 
nearly 29 percent of total sales. Foreign retailers are making similar moves. Asian shoppers 
can now buy American products in French-owned Carrefour stores. Carrefour—the world’s 
sixth-largest retailer behind the likes of Walmart, Costco, Kroger, Germany’s Schwarz, and 
the UK’s Tesco—now operates more than 10,000 stores in 34 countries. It is the leading re-
tailer in Europe, Brazil, and Argentina and the largest foreign retailer in China.28

The trend toward growth of global service companies will continue, especially in 
banking, airlines, telecommunications, and professional services. Today, service firms are 
no longer simply following their manufacturing customers. Instead, they are taking the 
lead in international expansion.

9 Reviewing and Extending the Concepts

OBJECTIVES REVIEW AND KEY TERMS

Objectives Review
A company’s current products face limited life spans and must 
be replaced by newer products. But new products can fail—
the risks of innovation are as great as the rewards. The key to 
successful innovation lies in a customer-focused, holistic, total-
company effort; strong planning; and a systematic new product 
development process.

OBJECTIVE 9-1 Explain how companies find and 
develop new product ideas. (pp 280–281)

Companies find and develop new product ideas from a variety 
of sources. Many new product ideas stem from internal sources. 

Companies conduct formal R&D, or they pick the brains of their 
employees, urging them to think up and develop new product 
ideas. Other ideas come from external sources. Companies track 
competitors’ offerings and obtain ideas from distributors and 
suppliers who are close to the market and can pass along infor-
mation about consumer problems and new product possibilities.

Perhaps the most important sources of new product ideas 
are customers themselves. Companies observe customers, in-
vite them to submit their ideas and suggestions, or even involve 
customers in the new product development process. Many com-
panies are now developing crowdsourcing or open- innovation 
new product idea programs, which invite broad communities 
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OBJECTIVE 9-3 Describe the stages of the product life 
cycle and how marketing strategies change during a 
product’s life cycle. (pp 289–297)

Each product has a life cycle marked by a changing set of prob-
lems and opportunities. The sales of the typical product follow an 
S-shaped curve made up of five stages. The cycle begins with 
the product development stage in which the company finds and 
develops a new product idea. The introduction stage is marked 
by slow growth and low profits as the product is distributed to 
the market. If successful, the product enters a growth stage, 
which offers rapid sales growth and increasing profits. Next 
comes a maturity stage in which the product’s sales growth 
slows down and profits stabilize. Finally, the product enters a 
decline stage in which sales and profits dwindle. The company’s 
task during this stage is to recognize the decline and decide 
whether it should maintain, harvest, or drop the product. The 
different stages of the PLC require different marketing strategies 
and tactics.

OBJECTIVE 9-4 Discuss two additional product 
issues: socially responsible product decisions and 
international product and services marketing.  
(pp 297–299)

Marketers must consider two additional product issues. The 
first is social responsibility. This includes public policy issues 
and regulations involving acquiring or dropping products, patent 
protection, product quality and safety, and product warranties. 
The second involves the special challenges facing international 
product and services marketers. International marketers must 
decide how much to standardize or adapt their offerings for 
world markets.

of people—customers, employees, independent scientists and 
researchers, and even the general public—into the new product 
innovation process. Truly innovative companies do not rely only 
on one source for new product ideas.

OBJECTIVE 9-2 List and define the steps in the 
new product development process and the major 
considerations in managing this process.  
(pp 281–289)

The new product development process consists of eight sequen-
tial stages. The process starts with idea generation. Next comes 
idea screening, which reduces the number of ideas based on 
the company’s own criteria. Ideas that pass the screening stage 
continue through product concept development, in which a 
detailed version of the new product idea is stated in meaningful 
consumer terms. This stage includes concept testing, in which 
new product concepts are tested with a group of target consum-
ers to determine whether the concepts have strong consumer 
appeal. Strong concepts proceed to marketing strategy develop-
ment, in which an initial marketing strategy for the new product 
is developed from the product concept. In the business-analysis 
stage, a review of the sales, costs, and profit projections for a 
new product is conducted to determine whether the new prod-
uct is likely to satisfy the company’s objectives. With positive 
results here, the ideas become more concrete through product 
development and test marketing and finally are launched during 
commercialization.

New product development involves more than just going 
through a set of steps. Companies must take a systematic, ho-
listic approach to managing this process. Successful new prod-
uct development requires a customer-centered, team-based, 
systematic effort.

Key Terms

OBJECTIVE 9-1
New product development (p 280)

OBJECTIVE 9-2
Idea generation (p 281)
Crowdsourcing (p 282)
Idea screening (p 283)
Product concept (p 283)
Concept testing (p 284)

Marketing strategy development (p 284)
Business analysis (p 285)
Product development (p 286)
Test marketing (p 286)
Commercialization (p 287)
Customer-centered new product  

development (p 287)
Team-based new product development 

(p 288)

OBJECTIVE 9-3
Product life cycle (PLC) (p 289)
Style (p 292)
Fashion (p 292)
Fad (p 292)
Introduction stage (p 294)
Growth stage (p 294)
Maturity stage (p 295)
Decline stage (p 296)

MyLab Marketing
Go to mymktlab.com to complete the problems marked with this icon . 

DISCUSSION AND CRITICAL THINKING

Discussion Questions
9-1 Why do so many new products fail? (AACSB: Communication) 9-2 What is idea generation? List and explain the sources of new 

product ideas. (AACSB: Communication; Reflective Thinking)
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to the launch stage? (AACSB: Communication; Use of IT; 
Reflective Thinking)

9-8 Find an example of a company that launched a new 
consumer product within the past five years. Develop a 
presentation showing how the company implemented the 
four Ps in launching the product and report on the prod-
uct’s success since the launch. (AACSB: Communication; 
Reflective Thinking)

Critical Thinking Exercises
9-6 Companies large and small, across all industries, are 

crowdsourcing product innovation ideas. Research three 
crowdsourcing campaigns that companies have used 
within the past two years. Were they successful? Explain. 
(AACSB: Communication; Use of IT; Reflective Thinking)

9-7 In small groups, research driverless cars. In what stage 
of the new product development process are driverless 
cars? What challenges are companies such as Google, 
Apple, Amazon, and Ford facing in getting this product 

Marketing Ethics The Sustainable Tourist?
The Thomas Cook Group is probably the oldest and best- 
known travel and tourism company. It traces its origins back 
to 1841 and now caters to around 23 million global customers 
a year.  Back in the 1800s, it believed in offering alternative, 
virtuous, and learning-based leisure activities. Today, in addi-
tion to the core purposes of providing relaxing holidays to their 
customers, Thomas Cook actively aims to provide sustainable 
and responsible tourism packages. Their stated mission is to 
manage all of their activities (and the impact of their customers) 
in a sustainable manner. Sustainable tourism involves ensuring 
that the company makes a positive difference to the people and 
to the environment at package destinations. Travel and tour-
ism companies like Thomas Cook recognize that it is vital that 

popular destinations are preserved, and not just for environ-
mental reasons.

9-11 Sustainable tourism means taking a holistic and broad 
view of the responsibilities of a travel and tourism 
business. Outline a likely checklist of considerations. 
(AACSB: Communication; Ethical Reasoning)

9-12 Choose a popular regional destination for overseas 
tourists. Research the steps being taken by global 
travel companies and legislators to protect and pre-
serve the destination. (AACSB: Communication; Use of 
IT; Reflective Thinking)

APPLICATIONS AND CASES

With the majority of health-care costs spent for the treatment 
of chronic diseases and the reason for most emergency room 
visits being non-emergencies, the time is ripe for telemedicine. 
Patients are tapping their phones, tablets, and keyboards instead 
of making an office visit or trip to the emergency room. Technol-
ogy makes it possible for doctors to consult with patients through 
Skype or FaceTime on smartphones, access medical tests via 
electronic medical records, and send a prescription to a patient’s 
local pharmacy—all from miles away. The telemedicine industry is 
still in its infancy, earning only $200 million in annual revenue, but 
it is predicted to increase to an almost $2 billion industry in just 
a few years. Technology isn’t the only reason for this industry’s 

growth. The HITECH Act encouraging electronic medical records 
is also adding fuel to this fire.

9-9 Research the telemedicine industry and describe two 
companies offering services. What are the pros and 
cons of offering medical services this way, and is there 
governmental or industry guidance for this industry? 
(AACSB: Communications; Reflective Thinking)

9-10 In what stage of the product life cycle is telemedicine? 
What role has mobile technology played in evolution 
of this industry? Explain. (AACSB: Communication; 
Reflective Thinking)

Online, Mobile, and Social Media Marketing Telemedicine

9-3 What actions are performed in the test marketing step of the 
new product development process? How does a business 
carry out this step? (AACSB: Communication)

9-4 Why might a business adopt a customer-centered approach 
to new product development? (AACSB: Communication).

9-5 Distinguish between a market modifying strategy and a mar-
keting mix modifying strategy in the product life cycle pro-
cess. (AACSB: Communication)
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Video Case Day2Night Convertible Heels
Many women love the fashionable looks and heightening effects 
of high-heeled shoes. But every woman knows the problems 
associated with wearing them. For example, they are very un-
comfortable for anything more than light walking for short dis-
tances. For other activities, you’d better be packing a second 
pair of shoes.

That’s where Day2Night Convertible Heels comes in. Created 
by a woman who had an epiphany after a hard night of dancing, 
Day2Night’s shoes instantly convert to any one of four heel sizes, 
from low-heeled pumps to spiked-heeled stilettos. An inter-
changeable heel makes these high heels a high-tech proposition. 

Beyond launching a line of shoes, Day2Night is looking to license 
the technology to other shoe manufacturers.

After viewing the video featuring Day2Night Convertible Heels, 
answer the following questions:

9-15 Based on the stages of new product development, dis-
cuss how Day2Night was likely developed.

9-16 What stage of the product life cycle best applies to 
Day2Night’s shoe line? As the company attempts to 
launch the shoes, how should it market them?

9-17 What challenges does Day2Night face?

Company Case Bose: Better Products through Research
In a recent survey by brand strategy firm Lippincott, the most 
trusted brand in consumer electronics was not Apple. Nor was 
it Samsung, Sony, or Microsoft. It was Bose, the still relatively 
small, privately held corporation that has been making innovative 
audio devices for more than 50 years. Despite putting more than 
30 million new sets of headphones alone on or in customers’ 
ears last year, Bose rang up only about $4 billion in revenues 
versus Apple’s $234 billion. But when it comes to the passion 
customers feel for their brands, the Massachusetts-based tech-
nology company outshines even Apple. Bose forges that deep 
consumer connection based on the brand’s design simplicity and 
brilliant functionality.

Bose adheres religiously to a set of values that have guided 
the company since its origins. Most companies today focus 
heavily on building revenues, profits, and stock prices. They 
try to outdo competitors by differentiating product lines with 
features and attributes that other companies don’t have. 
Although Bose doesn’t ignore such factors, its competitive 
advantage is rooted in its unique corporate philosophy. “We 
are not in it strictly to make money,” says CEO Bob Maresca. 
Given the company’s focus on research and product innova-
tion, he points out that “the business is almost a secondary 
consideration.”

The Bose Philosophy
To understand Bose the company, you must first look at Bose 
the man. In the 1950s, founder Amar Bose was working on his 
third degree at the Massachusetts Institute of Technology. He 
had a keen interest in research and studied various areas of 
electrical engineering. He also had a strong interest in music. 
When he purchased his first hi-fi system—a model that he be-
lieved had the best specifications—he was disappointed in the 
system’s ability to reproduce realistic sound. So he began heavily 
researching the problem to find his own solution. Thus began a 
stream of research that would ultimately lead to the founding of 
the Bose Corporation in 1964. It also led to the development 
of the long-standing Bose slogan “Better Sound Through Re-
search.”

From those early days, Amar Bose worked around certain 
core principles that have guided the philosophy of the company. 
In conducting his first research on speakers and sound, he did 
something that has since been repeated time and time again 
at Bose. He ignored existing technologies and started entirely 
from scratch, something not common in product development 
strategies.

In another departure from typical corporate strategies, Amar 
Bose put all of the privately held company’s profits back into 

With the population aging and patients who dread sitting in a 
sterile dental office, dentists are finding an opportunity in dental 
house calls. The Blende Dental Group has taken its service on the 
road in San Francisco and New York City, performing everything 
from routine exams and cleanings to root canals. Some patients 
are wealthy and prefer the personal service, whereas others are 
elderly homebounds who cannot get out to the dentist’s office. 
Recreating a dental office in a home requires additional equip-
ment, such as a portable X-ray machine that looks like a ray gun, 
sterile water tanks, a dental drill, lights, and a laptop. A portable 
X-ray machine alone costs $8,000. Refer to Appendix 2: Market-
ing by the Numbers to answer the following questions.

9-13 What types of fixed costs are associated with this ser-
vice? Estimate total fixed costs for this additional ser-
vice, and assuming a contribution margin of 40 percent, 
determine the amount of sales necessary to break even 
on this increase in fixed costs to offer this additional 
service. (AACSB: Communication; Analytical Thinking)

9-14 What other factors must a dentist consider before offer-
ing this service in addition to his or her in-office service? 
(AACSB: Communication; Reflective Thinking)

Marketing by the Numbers Dental House Calls
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hiding the woofer?’ I said to him, ‘There is no woofer.’ So he said, 
‘You’re a liar,’ and he walked out.”

To resolve this credibility problem, Bose developed another 
core competency—identifying and targeting the right customer 
with the products it was confident were superior to even the 
best offerings. For Bose, this has generally meant targeting 
higher-income customers who aren’t audio buffs but want a 
good product and are willing to pay a premium price for it. For 
the 901, this included using innovative display and demonstra-
tion tactics. This approach has served Bose well. Although 
even today hardcore audiophiles scoff at Bose products as 
little more than smoke and mirrors, customers whose expec-
tations haven’t been shaped by preconceived specifications 
perceive Bose products to be exceptional. So far as the 901 is 
concerned, the product became so successful that Amar Bose 
was known for crediting the speaker series with building the 
company.

The list of major speaker innovations at Bose is a long one. 
In the 1970s, the company introduced concert-like sound in the 
bookshelf-size 301 Direct/Reflecting speaker system. Fourteen 
years of research led to the development of acoustic waveguide 
speaker technology, a technology today found in the award-
winning Wave radio, Wave music system, and Acoustic Wave 
music system. In the 1980s, the company again changed con-
ventional thinking about the relationship between speaker size 
and sound. The Acoustimass system enabled palm-size speak-
ers to produce audio quality equivalent to that of high-end sys-
tems many times their size—a design so popular it also remains 
in the current Bose portfolio of speakers. Recently, Bose again 
introduced the state of the art with the MusicMonitor, a pair of 
compact computer speakers that rival the sound of three-piece 
subwoofer systems. And Bose has led the way in developing 
wireless speaker systems, a move that was quickly followed by 
all competitors. Not only was each of these speaker systems 
groundbreaking at the time it was introduced, each was so 
technologically advanced that Bose still sells it today, even the 
original 901 series.

Headphones. Maresca recalls that “Bose invested tens of 
million of dollars over 19 years developing headset technology 
before making a profit. Now, headsets are a major part of the 
business.” Initially, Bose focused on noise reduction technologies 
to make headphones for pilots that would block out the high lev-
els of noise interference generated by aircraft. Bose headphones 
didn’t just muffle noise, they electronically canceled ambient 
noise so that pilots wearing them heard nothing but the intended 
sound coming through the phones. Bose quickly discovered 
that airline passengers could benefit as much as pilots from its 
headphone technology. Today, the Bose QuietComfort series, 
used in a variety of consumer applications, sets the benchmark 
in noise-canceling headphones. One journalist considers this 
product to be so significant that it made his list of “101 gadgets 
that changed the world”—right up there with aspirin, paper, and 
the lightbulb.

Automotive suspensions. Since 1980, the inquisitively in-
novative culture at Bose has even led the company down the 
path of developing automotive suspensions. Amar Bose’s inter-
est in suspensions dates back to the 1950s when he bought 
both a Citroen and a Pontiac, each riding on unconventional 
air suspension systems. Thereafter, he was obsessed with the 

research and development, a practice that reflected his avid love 
of research and his drive to produce the highest-quality prod-
ucts. In doing so, he also bypassed the process of figuring out 
what customers wanted, instead keeping his research confined 
to the laboratory and centered on the technical specifications of 
creating a superior product.

Today, this approach is considered heresy in the innovation 
world. Amar pursued this approach because he could. He often 
pointed out that publicly held companies have long lists of con-
straints that don’t apply to privately held companies, noting that 
“if I worked for another company, I would have been fired a long 
time ago,” For this reason, Bose always vowed that he would 
never take the company public. “Going public for me would 
have been the equivalent of losing the company. My real interest 
is research—that’s the excitement—and I wouldn’t have been 
able to do long-term projects with Wall Street breathing down 
my neck.”

Innovating the Bose Way
The company that started so humbly now has a breadth of prod-
uct lines beyond its core home audio line. Additional lines target 
a variety of applications that captured Amar Bose’s creative at-
tention over the years, including military, automotive, homebuild-
ing/remodeling, aviation, and professional and commercial sound 
systems. It even has a division that markets testing equipment 
to research institutions, universities, medical device companies, 
and engineering companies worldwide. The following are just a 
few of the products that illustrate the innovative breakthroughs 
produced by the company.

Speakers. Bose’s first product was a speaker introduced 
in 1965. Expecting to sell $1 million worth of speakers that 
first year, Bose made 60 but sold only 40. The original Bose 
speaker evolved into the 901 Direct/Reflecting speaker system 
launched in 1968. That speaker system was designed around 
the concept that live sound reaches the human ear via direct as 
well as reflected channels (off walls, ceilings, and other objects). 
The speakers featured a completely unorthodox configuration. 
Shaped like one-eighth of a sphere and mounted facing into a 
room’s corner, the audio waves reflected off the walls and filled 
the room with sound that seemed to be everywhere but some 
from nowhere in particular. The speakers had no woofers or 
tweeters, composed instead of eight four-and-a-half-inch mid-
range drivers. The speakers were also very small compared 
with the high-end speakers of the day. The design came much 
closer to the essence and emotional impact of live music than 
anything else on the market and won immediate industry ac-
claim. The reflective approach, although groundbreaking at the 
time, is commonly found in home theater systems throughout 
the industry today.

Back then, however, Bose had a hard time convincing cus-
tomers of the merits of these innovative speakers. At a time 
when woofers, tweeters, and size meant everything, the 901 
series initially flopped. In 1968, a retail salesperson explained to 
Amar Bose why the speakers weren’t selling:

“Look, I love your speaker but I cannot sell it because it makes me 
lose all my credibility as a salesman. I can’t explain to anyone why 
the 901 doesn’t have any woofers or tweeters. A man came in and 
saw the small size, and he started looking in the drawers for the 
speaker cabinets. I walked over to him, and he said, ‘Where are you 
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Amar Bose passed away a few years ago at the age of 83. 
With the passion of a genuine scientist, he worked every day 
well into his 80s. “He’s got more energy than an 18-year-old,” 
Maresca once said. “Every one of the naysayers only strength-
ens his resolve.” This work ethic illustrates the passion of the 
man who shaped one of today’s most innovative and most 
trusted companies. His philosophies have produced Bose’s 
long list of groundbreaking innovations. Even today, the com-
pany continues to achieve success by following another one 
of Amar Bose’s basic philosophies: “The potential size of the 
market? We really have no idea. We just know that we have 
a technology that’s so different and so much better that many 
people will want it.”

Questions for Discussion
9-18 Based on concepts discussed in this chapter, describe 

the factors that have contributed to Bose’s new prod-
uct success.

9-19 Is Bose’s product development process customer  
centered? Explain.

9-20 How is Bose unique with respect to product life-cycle 
management?

9-21 With respect to the product life cycle, what challenges 
does Bose face in managing its product portfolio?

9-22 Can Bose continue to maintain its innovative culture 
without Amar Bose?

Sources: David Carnoy, “Bose’s New Beat,” CNet, February 3, 2016, 
www.cnet.com/news/bose-new-beat-ceo-maresca-profile/; Jeff Berman, 
“Trying to Beat Beats in the Headphone Category Remains a Challenge,” 
Home Theater Review, March 21, 2016, www.hometheaterreview.com / 
trying-to-beat-beats-in-the-headphone-category-remains-a-challenge/; 
Brian Dumaine, “Amar Bose,” Fortune Small Business, September 1, 2004, 
http://money.cnn.com/magazines/fsb/fsb_archive/2004/09/01/8184686/; 
Olga Kharif, “Selling Sound: Bose Knows,” Bloomberg, May 14, 2006, 
www.bloomberg.com/news/articles/2006-05-14/selling-sound-bose - 
knows; “The Most Trusted Brands Are Like People—Open, Real, and 
Even Flawed,” January 16, 2014, www.lippincott.com/en/news/the-most - 
trusted-brands-are-like-people-open-real-and-even-flawed/; and www . 
bose.com/en_us/about_bose.html, accessed July 2016.

engineering challenge of achieving good cornering capabilities 
without sacrificing a smooth ride.

The system Bose developed was based on electromagnetic 
motors installed at each wheel. Based on inputs from road sens-
ing monitors, the motor could retract and extend almost instan-
taneously. For a bump in the road, the suspension reacted by 
“jumping” over it. For a pothole, the suspension allowed the wheel 
to extend downward, retracting it quickly enough that the pothole 
wouldn’t be felt by passengers. In addition to these comfort-
producing capabilities, the wheel motors were designed to keep a 
car completely level during an aggressive maneuver such as cor-
nering or stopping. The system achieved Amar Bose’s vision to 
provide better handling than any sports car while simultaneously 
giving vehicle occupants the most comfortable ride imaginable.

Bose invested more than $100 million over 30 years in the 
groundbreaking suspension. In the end, the system was simply 
too heavy and too expensive for use in passenger cars. Rather 
than shelf the product, however, Bose did what it has often 
done—it found a market where the technology could be used to 
provide genuine customer value. The company now markets a 
smaller, lighter version of the Bose suspension as the Bose Ride 
seat system for heavy-duty trucks. Surpassing current air ride 
and other conventional technologies in performance, its $6,000 
price tag also exceeded the going price of a truck seat by five to 
ten times. Although most companies and drivers were skepti-
cal at first, one Texas driver’s reaction drives home the value of 
this product, even at the substantial price premium: “I had back 
pains. I used to feel every bump in my back and neck. The truck 
still bounces down the road, but I don’t. It’s almost like floating, 
detached from the truck.”

Bose’s commitment to research and development has pro-
duced state-of-the-art products that have contributed to the 
trust that Bose customers have in the company. Customers 
know that the company cares more about their interests—about 
making the best products—than about maximizing profits. But 
for a company not driven by the bottom line, Bose does just fine 
in that department as well. In the personal headphone market, 
Bose is second only to Beats (Apple) with 11 percent of the mar-
ket. And with wireless speakers now dominating speaker sales, 
Bose leads with a decisive 22 percent share, a full six points 
ahead of number-two Sonos.
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MyLab Marketing
Go to mymktlab.com for the following Assisted-graded writing questions:

9-23 Define crowdsourcing and explain why companies use it in new product devel-
opment. Describe an example of  a company using crowdsourcing this way.

9-24 Discuss how a company can maintain success for products in the mature 
stage of  the product life cycle and give examples not already described in the 
chapter.



In this chapter, we look at the second major market-
ing mix tool—pricing. If effective product development, 
promotion, and distribution sow the seeds of business 
success, effective pricing is the harvest. Firms success-
ful at creating customer value with the other marketing 

mix activities must still capture some of this value in the prices they 
earn. In this chapter, we discuss the importance of pricing, dig 
into three major pricing strategies, and look at internal and external 
considerations that affect pricing decisions. In the next chapter, we 
examine some additional pricing considerations and approaches.

For openers, let’s examine the importance of pricing in online 
retailing. In case you haven’t noticed, there’s a war going on—be-
tween Walmart, by far the world’s largest retailer, and Amazon, 
the planet’s largest online merchant. Each combatant brings an 
arsenal of potent weapons to the battle. For now, the focus is on 
price. But in the long run, it’ll take much more than low prices to 
win this war. The spoils will go to the company that delivers the 
best overall online customer experience and value for the price.

AMAZON VERSUS WALMART: A Price War for Online Supremacy

Walmart, the world’s largest retailer, 
and Amazon, the world’s largest online 
merchant, are fighting a war for online 
supremacy. The weapon of choice? Prices, 
at least for now. But in the long run, 
winning the war will take much more than 
low prices.

Pricing 
Understanding and Capturing  
Customer Value

retail sales. Walmart captures most of its business through its 
11,000 brick-and-mortar stores—online buying accounts for 
only a trifling 2.8 percent of its total sales. But this battle isn’t 
about now, it’s about the future. Online sales are growing 
at three times the rate of physical-world sales. Within the next 
decade, online and mobile buying will capture as much as a 
third of all retail buying. Because Amazon owns online, its rev-
enues have soared 20 percent or more annually over the past 
four years. Meanwhile, Walmart’s total sales growth has pretty 
much flatlined during that period. Amazon’s revenues reached 

the $100 billion mark faster than 
any other company in history.

Amazon has shown a relent-
less ambition to offer more of al-
most everything online. It started 
by selling only books but now sells 
everything from books, movies, 
and music to consumer electron-
ics, home and garden products, 
clothing, jewelry, toys, tools, and 
even groceries. Thus, Amazon’s 

online prowess now looms as a significant threat to Walmart. 
If Amazon’s expansion continues and online sales spurt as 
predicted, the digital merchant will eat further and further into 
Walmart’s bread-and-butter store sales.

W almart to Amazon: Let’s Rumble” read the 
headline. Ali had Frazier. Coke has Pepsi. The 
Yankees have the Red Sox. And now, the two 
retail heavyweights are waging a war all their 

own. The objective? Online supremacy. The weapon of 
choice? Prices, at least for now—not surprising, given the 
two combatants’ long-held low-cost positions.

Each side is formidable in its own right. Walmart dominates 
offline retailing. Its price-driven “Save money. Live better.” po-
sitioning has made it far and away the world’s largest retailer, 
and the world’s largest company 
to boot. In turn, Amazon is the 
“Walmart of the Web”—our online 
general store. Although Walmart’s 
yearly sales total an incredible 
$482 billion, more than 4.5 times 
Amazon’s $107 billion annually, 
Amazon’s online sales are nearly 
8 times greater than Walmart’s on-
line sales. By one estimate, Amazon 
captured nearly 40 percent of all on-
line sales during the most recent year-end holiday season, more 
than the combined online sales of the next 21 retail competitors.

Why does Walmart worry about Amazon? After all, online 
sales currently account for only about 7 percent of total U.S. 
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to integrate online buying with its massive network of brick-
and-mortar stores. For example, Walmart now fulfills more 
than a fifth of Walmart.com orders more quickly and cheaply 
by having workers in stores pluck and pack items and mail or 
deliver them to customers’ homes. Two-thirds of the U.S. popu-
lation lives within five miles of a Walmart store, offering the 
potential for 30-minute delivery.

And by combining its online and offline operations, 
Walmart can provide some unique services, such as free and 
convenient pickup and returns of online orders in stores 
(Walmart.com gives you three buying options: “online,” “in-
store,” and “site-to-store”). Using Walmart’s website and mobile 
app can also smooth in-store shopping. They let customers 
prepare shopping lists in advance, locate products by aisle to 
reduce wasted shopping time, and use their smartphones at 
checkout with preloaded digital coupons applied automatically. 
Customers who pick up online orders in the store can pay with 
cash, opening up online shopping to the 20 percent of Walmart 
customers who don’t have bank accounts or credit cards. For 
customers who do pay online, Walmart is testing in-store lockers 
where customers can simply go to an assigned locker for pickup.

Who will win the battle for the hearts and dollars of online 
buyers? Certainly, low prices will continue to be important. But 

But Walmart isn’t about to let that happen without a fight. 
Instead, it’s taking the battle to Amazon’s home territory—
the internet and mobile buying. It started with the tactics it 
knows best—low costs and prices. Through aggressive pricing, 
Walmart is now fighting for every dollar consumers spend on-
line. If you compare prices at Walmart.com and Amazon.com, 
you’ll find a price war raging across a broad range of products.

In a price war, Walmart would seem to have the edge. Low 
costs and prices are in the company’s DNA. Through the years, 
Walmart has used its efficient operations and immense buying 
power to slash prices and thrash one competitor after another. 
But Amazon is not like most other competitors. Its network 
is optimized for online shopping, and the internet seller isn’t 
saddled with the costs of running physical stores. As a result, 
Amazon has been able to match or even beat Walmart at its 
own pricing game online.

The two giants now seem pretty much stalemated on low 
prices, giving neither much of an advantage there. In fact, in the 
long run, reckless price cutting will likely do more damage than 
good to both Walmart and Amazon. So, although low prices 
will be crucial, they won’t be enough to win over online buy-
ers. Today’s online shoppers want it all, low prices and selection, 
speed, convenience, and a satisfying overall shopping experience.

For now, Amazon seems to have the upper hand on 
most of the important nonprice buying factors. Its made-for-
online distribution network speeds orders to buyers’ homes 
quickly and efficiently—including same-day and Sunday 
delivery in some markets. Amazon’s online assortment out-
strips even Walmart’s, and the online and mobile shopping 
wizard is now moving into groceries, an area that currently 
 accounts for 56 percent of Walmart’s sales. As for Amazon’s 
lack of physical stores—no problem. Amazon’s heavily used 
mobile app lets customers shop Amazon.com even as they are 
browsing Walmart’s stores. Finally, Amazon’s unmatched, big 
data–driven customer interface creates personalized, highly 
satisfying online buying experiences. Amazon regularly rates 
among the leaders in customer satisfaction across all industries. 
According to one analyst, “consumers have said the Amazon 
shopping experience is just plain better than Walmart’s. In fact, 
Amazon arguably offers the best shopping experience, period.”

By contrast, Walmart came late to online selling. Although 
it’s now pouring billions of dollars into e-commerce technology, 
it’s still trying to figure out how to efficiently deliver goods into 
the hands of online shoppers. As its online sales have grown, 
the store-based giant has patched together a makeshift online 
distribution network out of unused corners of its store distribu-
tion centers. And the still-mostly-store retailer has yet to come 
close to matching Amazon’s online customer buying experi-
ence. So even with its impressive low-price legacy, Walmart 
finds itself playing catch-up online.

To catch up, Walmart is investing heavily to create a next-
generation fulfillment network. Importantly, it’s taking advan-
tage of a major asset that Amazon can’t match—an opportunity 

Walmart versus Amazon online: Achieving online supremacy 
will take more than just waging and winning an online price war. 
The spoils will go to the company that delivers the best overall 
online customer experience and value for the price.
(top) © NetPics/Alamy; (bottom) Bloomberg via Getty Images
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COMPANIES TODAY FACE A fierce and fast-changing pricing environment. Value-
seeking customers have put increased pricing pressure on many companies. Thanks to 
tight economic times in recent years, the pricing power of the internet, and value-driven 
retailers such as Walmart and Amazon, today’s consumers are pursuing more frugal 
spending strategies. In response, it seems that almost every company has been looking for 
ways to cut prices.

Yet cutting prices is often not the best answer. Reducing prices unnecessarily can 
lead to lost profits and damaging price wars. It can cheapen a brand by signaling to cus-
tomers that price is more important than the customer value a brand delivers. Instead, in 
both good economic times and bad, companies should sell value, not price. In some cases, 
that means selling lesser products at rock-bottom prices. But in most cases, it means per-
suading customers that paying a higher price for the company’s brand is justified by the 
greater value they gain.

What Is a Price?
In the narrowest sense, price is the amount of money charged for a product or a service. 
More broadly, price is the sum of all the values that customers give up to gain the benefits 
of having or using a product or service. Historically, price has been the major factor af-
fecting buyer choice. In recent decades, however, nonprice factors have gained increasing 
importance. Even so, price remains one of the most important elements that determine a 
firm’s market share and profitability.

Price is the only element in the marketing mix that produces revenue; all other ele-
ments represent costs. Price is also one of the most flexible marketing mix elements. Unlike 
product features and channel commitments, prices can be changed quickly. At the same 
time, pricing is the number-one problem facing many marketing executives, and many 
companies do not handle pricing well. Some managers view pricing as a big headache, 
preferring instead to focus on other marketing mix elements.

 Pricing: No matter what the state 
of the economy, companies should 
sell value, not price.
magicoven/Shutterstock.com

Price
The amount of money charged for a 
product or service, or the sum of the 
values that customers exchange for the 
benefits of having or using the product 
or service.

OBJECTIVES OUTLINE

OBJECTIVE 10-1  Answer the question “What is a price?” and discuss the importance of pricing in today’s  
fast-changing environment.

What Is a Price? (pp 308–309)

OBJECTIVE 10-2  Identify the three major pricing strategies and discuss the importance of understanding 
customer-value perceptions, company costs, and competitor strategies when setting prices.

Major Pricing Strategies (pp 309–319)

OBJECTIVE 10-3  Identify and define the other important external and internal factors affecting a firm’s pricing 
decisions.

Other Internal and External Considerations Affecting Price Decisions (pp 317–323)

achieving online supremacy will involve much more than just 
waging and winning an  online price war. It will require deliv-
ering low prices plus selection, convenience, and a world-class 
online buying experience—something that Amazon perfected 
long ago. For Walmart, catching and conquering Amazon online 

will require time, resources, and skills far beyond its trade-
mark everyday low prices. As Walmart’s president of global 
 e-commerce puts it, the important task of winning online “will 
take the rest of our careers and as much as we’ve got [to invest]. 
This isn’t a project. It’s about the future of the company.”1
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However, smart managers treat pricing as a key strategic tool for creating and captur-
ing customer value. Prices have a direct impact on a firm’s bottom line. A small percentage 
improvement in price can generate a large percentage increase in profitability. More im-
portant, as part of a company’s overall value proposition, price plays a key role in creating 
customer value and building customer relationships. So, instead of shying away from pric-
ing, smart marketers are embracing it as an important competitive asset.2

Major Pricing Strategies
The price the company charges will fall somewhere between one that is too low to produce 
a profit and one that is too high to produce any demand.  Figure 10.1 summarizes the 
major considerations in setting prices. Customer perceptions of the product’s value set 
the ceiling for its price. If customers perceive that the product’s price is greater than its 
value, they will not buy the product. Likewise, product costs set the floor for a product’s 
price. If the company prices the product below its costs, the company’s profits will suffer. 
In setting its price between these two extremes, the company must consider several exter-
nal and internal factors, including competitors’ strategies and prices, the overall marketing 
strategy and mix, and the nature of the market and demand.

Figure 10.1 suggests three major pricing strategies: customer value–based pricing, 
cost-based pricing, and competition-based pricing.

Customer Value–Based Pricing
In the end, the customer will decide whether a product’s price is right. Pricing decisions, 
like other marketing mix decisions, must start with customer value. When customers buy a 
product, they exchange something of value (the price) to get something of value (the ben-
efits of having or using the product). Effective customer-oriented pricing involves under-
standing how much value consumers place on the benefits they receive from the product 
and setting a price that captures that value.

Customer value–based pricing uses buyers’ perceptions of value as the key to 
pricing. Value-based pricing means that the marketer cannot design a product and market-
ing program and then set the price. Price is considered along with all other marketing mix 
variables before the marketing program is set.

 Figure 10.2 compares value-based pricing with cost-based pricing. Although 
costs are an important consideration in setting prices, cost-based pricing is often product 
driven. The company designs what it considers to be a good product, adds up the costs of 
making the product, and sets a price that covers costs plus a target profit. Marketing must 
then convince buyers that the product’s value at that price justifies its purchase. If the price 
turns out to be too high, the company must settle for lower markups or lower sales, both 
resulting in disappointing profits.

Value-based pricing reverses this process. The company first assesses customer needs 
and value perceptions. It then sets its target price based on customer perceptions of value. 
The targeted value and price drive decisions about what costs can be incurred and the 
resulting product design. As a result, pricing begins with analyzing consumer needs and 
value perceptions, and the price is set to match perceived value.

Customer value–based pricing
Setting price based on buyers’ 
perceptions of value rather than on the 
seller’s cost.

Product
costs

Consumer 
perceptions

of value

Price ceiling
No demand above

this price

Price floor
No profits below

this price

Competition and other 
external factors

Price
$ $$

Competitors’ strategies and prices
Marketing strategy, objectives,

 and mix
Nature of the market and demand

If customers perceive that a product’s price is greater
than its value, they won’t buy it. If the company prices
the product below its costs, profits will suffer. Between
the two extremes, the “right” pricing strategy is one
that delivers both value to the customer and profits
to the company.

  FIGURE | 10.1 
Considerations in Setting Price

Like everything else in  
marketing, good pricing 

starts with customers and their  
perceptions of value.

Author
Comment

Setting the right price is 
one of the marketer’s most 

difficult tasks. A host of factors come 
into play. But as the opening story 
about Walmart and Amazon illustrates, 
finding and implementing the right 
pricing strategy is critical to success.

Author
Comment
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It’s important to remember that “good value” is not the same as “low price.” For 
example, some owners consider a luxurious Patek Philippe watch a real bargain, even at 
eye-popping prices ranging from $20,000 to $500,000:3

Listen up here, because I’m about to tell you why a certain watch 
costing $20,000, or even $500,000, isn’t actually expensive but 
is in fact a tremendous value. Every Patek Philippe watch is 
handmade by Swiss watchmakers from the finest materials and 
can take more than a year to make. Still not convinced? Beyond 
keeping precise time, Patek Philippe watches are also good 
investments. They carry high prices but retain or even increase 
their value over time. Many models achieve a kind of cult status 
that makes them the most coveted timepieces on the planet. 
But more important than just a means of telling time or a good 
investment is the sentimental and emotional value of possessing 
a Patek Philippe. Says the company’s president: “This is about 
passion. I mean—it really is a dream. Nobody needs a Patek.” 
These watches are unique possessions steeped in precious mem-
ories, making them treasured family assets. According to the 
company, “The purchase of a Patek Philippe is often related to a 
personal event—a professional success, a marriage, or the birth 
of a child—and offering it as a gift is the most eloquent expres-
sion of love or affection.” A Patek Philippe watch is made not 
to last just one lifetime but many. Says one ad: “You never actu-
ally own a Patek Philippe, you merely look after it for the next 
 generation.” That makes it a real bargain, even at twice the price.

A company will often find it hard to measure the value customers attach to its 
product. For example, calculating the cost of ingredients in a meal at a fancy restaurant 
is relatively easy. But assigning value to other measures of satisfaction such as taste, 
environment, relaxation, conversation, and status is very hard. Such value is subjec-
tive; it varies both for different consumers and different situations.

Still, consumers will use these perceived values to evaluate a product’s price, so the 
company must work to measure them. Sometimes, companies ask consumers how much 
they would pay for a basic product and for each benefit added to the offer. Or a company 
might conduct experiments to test the perceived value of different product offers. According 
to an old Russian proverb, there are two fools in every market—one who asks too much and 
one who asks too little. If the seller charges more than the buyers’ perceived value, the com-
pany’s sales will suffer. If the seller charges less, its products will sell very well, but they will 
produce less revenue than they would if they were priced at the level of perceived value.

We now examine two types of value-based pricing: good-value pricing and value-added 
pricing.

Good-Value Pricing
The Great Recession of 2008 to 2009 caused a fundamental and lasting shift in consumer at-
titudes toward price and quality. In response, many companies have changed their pricing 

 Perceived value: Some owners consider a luxurious Patek Philippe 
watch a real bargain, even at eye-popping prices ranging from 
$20,000 to $500,000. 
FABRICE COFFRINI/AFP/Getty Images

Design a
good product

Cost-based pricing

Assess customer
needs and value

perceptions

Determine
product costs

Set target price to
match customer-
perceived value

Set price based
on cost

Determine costs
that can be

incurred

Convince buyers
of product’s 

value

Design product
to deliver desired

value at target
price

Value-based pricing
Costs play an important
role in setting prices.
But like everything else
in marketing, good pricing
starts with the customer.

  FIGURE | 10.2 
Value-Based Pricing versus Cost-Based Pricing
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approaches to bring them in line with changing 
economic conditions and consumer price percep-
tions. More and more, marketers have adopted the 
strategy of good-value  pricing—offering the right 
combination of quality and good service at a fair 
price.

In many cases, this has involved introducing 
less- expensive versions of established brand name 
products or new lower-price lines. For example, 
Walmart launched an extreme-value store brand 
called Price First. Priced even lower than the retailer’s 
already-low-priced Great Value brand, Price First of-
fers thrift-conscious customers rock-bottom prices 
on grocery staples. Good-value prices are a relative 
thing—even premium brands can launch value ver-
sions. Mercedes-Benz recently released its CLA 
Class, entry-level models starting at $31,500. From its 
wing-like dash and diamond-block grille to its 208-hp 
turbo inline-4 engine, the CLA Class gives customers 
“The Art of Seduction. At a price reduction.”4

In other cases, good-value pricing involves redesigning existing brands to offer more 
quality for a given price or the same quality for less. Some companies even succeed by 
offering less value but at very low prices. For example, Spirit Airlines gives customers 
“Bare Fare” pricing, by which they get less but don’t pay for what they don’t get.

An important type of good-value pricing at the retail level is called everyday low 
pricing (EDLP). EDLP involves charging a constant, everyday low price with few or no 
temporary price discounts. The ALDI supermarket chain practices EDLP, with a good-
value pricing value proposition that gives customers “more ‘mmm’ for the dollar” every 
minute of every day. Perhaps the king of EDLP is Walmart, which practically defined 
the concept. Except for a few sale items every month, Walmart promises everyday low 
prices on everything it sells. In contrast, high-low pricing involves charging higher prices 
on an everyday basis but running frequent promotions to lower prices temporarily 
on selected items. Department stores such as Kohl’s and JCPenney practice high-low 
pricing by having frequent sale days, early-bird savings, and bonus earnings for store 
credit-card holders.

Value-Added Pricing
Value-based pricing doesn’t mean simply charging 
what customers want to pay or setting low prices to 
meet competition. Instead, many companies adopt 
value-added  pricing strategies. Rather than cutting 
prices to match competitors, they add quality, ser-
vices, and value-added features to differentiate their 
offers and thus support their higher prices.

For example, Philips has relied on its invest-
ments in research and innovation based on meticulous 
customer insights to offer greater value. Philips’s light-
ing division, for instance, works on creating energy-effi-
cient solutions for home and office users. More than 20 
percent of the world’s total electricity is used by lighting 
these days, and 75 percent of current urban lighting is 
energy inefficient. As the public sector in many coun-
tries invests heavily in more energy-efficient technolo-
gies, Philips is surging ahead with its innovative light-
ing solutions. One of its latest offerings is connected 
LED lighting systems and services, which it claims will 
save energy as well as enable their customers work 
more efficiently and productively. The company intends 
to win the consumer market in professional lighting 
systems and is gearing up to do this by driving more 
innovation and by becoming more customer centric.5

Good-value pricing
Offering just the right combination of 
quality and good service at a fair price.

Value-added pricing
Attaching value-added features and 
services to differentiate a company’s 
offers and charging higher prices.

 Value-added pricing: Philips uses R&D and innovation rather than low 
prices to differentiate its lighting solutions.
Hal_P/Shutterstock

 Good-value pricing: Even premium brands can launch good-value versions. 
The Mercedes CLA Class gives customers “The Art of Seduction. At a price 
reduction.”
© Courtesy of Daimler AG
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off rapidly the following year. In the absence 
of those blockbusters, LEGO discovered how 
unpopular, unprofitable, and “non-core-like” in 
terms of brand identity its other toys were.

The future looked far from splendid when 
the company brought in former McKinsey 
management consultant Jørgen Vig Knudstorp 
to run the company as chief executive. In 
order to get back on track again, Knudstorp 
started to redefine the company’s position-
ing strategy in 2004 by focusing its approach 
and returning to the core of its business—the 
plastic bricks. More importantly, the company 
started to reconnect with its customers and 
listen to them again. Instead of selling the same 
standardized products to their customers like 
in the past, The LEGO Group changed their 
positioning strategy and value proposition by 
enhancing customer relationships and involv-
ing them in order to better tailor products to 
their specific needs. LEGO started testing new 
product ideas during the product development 
process by using focus groups for children and 
adult fans of LEGO (AFOLs). A recent example 
includes Cuusoo, just one of the company’s 
many successes in crowdsourcing ideas after 
the year of turnaround. Launched in Japan in 
2008 and globally in April 2011, Cuusoo has in-
vited users to submit and vote for ideas for new 
LEGO sets. If a design wins more than 10,000 
votes, LEGO reviews it for possible production; 
if the design is developed and launched, its 
creators get a 1 percent cut of the product’s 
total net sales. In 2011, a Cuusoo concept for 
a LEGO set based on online game Minecraft 
racked up 10,000 votes in just 48 hours, 
compelling LEGO to announce production of 
the set. Only six months later, LEGO Minecraft 
Micro World hit the market.

The unifying purpose behind all subse-
quent moves has been to focus and struc-
ture innovation and customer orientation as 
key elements of the value proposition, tak-
ing ideas that were “obviously LEGO” and 
making them profitable within a short time. 
LEGO also returned to Christiansen’s idea 
of a “system of play” when it cut the number 
of pieces it made in half, keeping only those 
“universal” pieces that were used in many 
different sets, thereby leveraging economies 
of scale and condensing the over-diversified 
product portfolio.

The majority of its revenue still comes from 
refining classic LEGO lines such as LEGO City 
and LEGO Star Wars, licensing more recent 
mega-hits such as Lord of the Rings, and 

launching innovations such as LEGO Friends 
for the girls’ toy market in 2012. LEGO con-
tinues to experiment with new offerings. For 
example, through its partnership with Chicago 
architect Adam Reed Tucker, it developed its 
Architecture line, which encompasses repro-
ductions of iconic buildings rendered in LEGO. 
Additionally, the iPhone game Life of George, 
which was launched in 2011, is a mash-up of 
digital and physical LEGO play.

Few companies have made a successful 
return to their roots and many who do fail 
because they cannot keep up with an ever-
changing marketing environment. Take Mattel, 
for example, which was once the king of the 
toy aisle, but in 2015 dethroned CEO Bryan 
Stockton just a few months after it was re-
ported that the maker of Barbie dolls and Hot 
Wheels cars is no longer the world’s leading 
toy maker. Mattel has struggled lately as its 
iconic Barbie doll has fallen out of favor with 
young girls, who prefer electronics today and 
dolls based on Disney’s hit animated movie 

The LEGO Group is a family-
owned company based in Billund, 
Denmark, and best known for its su-
perior-quality LEGO toys. The com-
pany was founded in 1932 by Ole 
Kirk Christiansen. The word Lego is 
derived from the Danish words “leg 

godt,” meaning “play well.” On average, every 
person on earth owns 86 LEGO bricks and 
a mind-blowing number of 400 billion LEGO 
bricks now populate the planet, enough to 
build a tower to the moon 10 times over.

The LEGO Group patented the brick with 
the familiar tubes inside and studs on top in 
1958. Since then, all 2 3 4 LEGO bricks man-
ufactured have been produced to the exact 
same measurements. Although the brick itself 
has not changed much, the brand, its posi-
tioning, as well as its value proposition have 
evolved over the years quite significantly. In 
the beginning, the LEGO bricks were just 
small plastic bricks for building. In 1978, 
the first mini-figure was produced, adding a 
touch of personality to the LEGO universe. 
Since then, more than 4 billion have been 
made. When the company entered the digital 
age in 1997 by adding computer games to its 
product line, all seemed well.

However, this changed quickly by the end of 
the 1990s and in the 2000s due to fluctuating 
trends in the toy industry. Suddenly, The LEGO 
Group looked old-fashioned and outdated, and 
the company was forced to acknowledge that 
it had fallen out of touch with its customers. As 
children were increasingly in awe of contempo-
rary and technological developments like video 
games and other sources of entertainment like 
the iPod and the internet, most of the LEGO 
products seemed less appealing. In addition, 
LEGO faced competitors that imitated its bricks 
and sold them at a lower price. In addition to 
this, continuous brand extensions into different 
markets, such as the children’s clothes and 
accessories markets, made the company and 
the customers lose focus on the brand and its 
core. As a result, there was deep-rooted confu-
sion over what the brand signified anymore and 
what values it stood for.

As a result, The LEGO Group encountered 
its first financial loss in 1998 and hit rock bottom 
in 2003, when it reported losses of $236 million 
while servicing a $787 million debt mountain. 
Although some product lines like LEGO Star 
Wars, LEGO Harry Potter, and Bionicle had 
been successful, sales of the first two only 
peaked in years when there was a film and fell 

The LEGO Group’s marketing research 
helped the brand to return to its roots and 
redefined its overall positioning strategy and 
value proposition.
Steve Skjold/Alamy Stock Photo
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Cost-Based Pricing
Whereas customer value perceptions set the price ceiling, costs set the floor for the price that 
the company can charge. Cost-based pricing involves setting prices based on the costs of 
producing, distributing, and selling the product plus a fair rate of return for the company’s 
effort and risk. A company’s costs may be an important element in its pricing strategy.

Some companies, such as Walmart or Spirit Airlines, work to become the low-cost pro-
ducers in their industries. Companies with lower costs can set lower prices that result in 
smaller margins but greater sales and profits. However, other companies—such as Apple, 
BMW, and Steinway—intentionally pay higher costs so that they can add value and claim 
higher prices and margins. For example, it costs more to make a “handcrafted” Steinway 
piano than a Yamaha production model. But the higher costs result in higher quality, justi-
fying an average $87,000 price. To those who buy a Steinway, price is nothing; the Steinway 
experience is everything. The key is to manage the spread between costs and prices—how 
much the company makes for the customer value it delivers.

Types of Costs
A company’s costs take two forms: fixed and variable. Fixed costs (also known as 
 overhead) are costs that do not vary with production or sales level. For example, a 
 company must pay each month’s bills for rent, heat, interest, and executive salaries re-
gardless of the company’s level of output. Variable costs vary directly with the level of 
production. Each smartphone or tablet produced by Samsung involves a cost of computer 
chips, wires, plastic, packaging, and other inputs. Although these costs tend to be the same 
for each unit produced, they are called variable costs because the total varies with the 
number of units produced. Total costs are the sum of the fixed and variable costs for any 
given level of production. Management wants to charge a price that will at least cover the 
total production costs at a given level of production.

The company must watch its costs carefully. If it costs the company more than its com-
petitors to produce and sell a similar product, the company will need to charge a higher 
price or make less profit, putting it at a competitive disadvantage.

Cost-based pricing
Setting prices based on the costs of 
producing, distributing, and selling the 
product plus a fair rate of return for 
effort and risk.

Fixed costs (overhead)
Costs that do not vary with production 
or sales level.

Variable costs
Costs that vary directly with the level 
of production.

Total costs
The sum of the fixed and variable costs 
for any given level of production.

Frozen—a similar experience to LEGO before 
its turnaround in 2004.

LEGO has successfully redefined its over-
all positioning strategy and value proposition, 
and has returned to core values that have 
resonated with its customers. Its overall po-
sitioning strategy is not to be the cheapest 
and compete with low-cost producers via the 
price but by being the best in terms of prod-
uct quality. This positioning strategy, called 
more-for-more positioning, involves offering 
the most upscale product and charging a 
higher price to cover the higher costs. The 
truth, LEGO discovered, is that innovations, 
an overall positioning strategy, and a cus-
tomer-focused value proposition need to exist 
synergistically not only with each other, but 
also within the context of the company’s his-
tory, circumstances, and core values. Thinking 
“outside the box” pushed LEGO away from its 
customers and almost put it out of business. 
The LEGO Group regained its footing when 
it began to think once again inside the box, 
or in this case, the brick. In an industry and 
environment that can change so rapidly, con-
stant vigilance and continuous analysis are 
key in the framework of successful position-
ing. Thanks to the repositioning of the LEGO 

brand and the incessant development of its 
value proposition, TLG continues to thrive.

From 2005 until today, the company has 
reported profits and has gained even wider 
appeal through licensed partnerships. It got 
a particular bump in 2014 from the success 
of The LEGO Movie, an animated feature 
that grossed nearly $500 million worldwide. 

Full-year 2015 results showed a 25 percent 
increase in revenue to DKK 35.7 billion (about 
$5.0472 billion) and a profit before tax of DKK 
12.1 billion (about $1.7136 billion). In 2015, 
LEGO topped the global ranking of the most 
powerful brands conducted by the consul-
tancy Brand Finance. It looks like everything 
is awesome again for LEGO.

Sources: “LEGO’s Approach to Customer-Orientation,” Business Development Strategies, July 11, 2012, http://
wearedevelopment.net/2012/07/11/legos-approach-to-customer-orientation/; “Lego: Focusing the Marketing 
Strategy to Grow the Business,” Switchmode Consulting, http://switchmodeconsulting.com/lego/; Andrew Thomas, 
“Brand Profile: Lego,” Transform, August 13, 2015, http://transformmagazine.net/articles/2015/brand-profile-lego/; 
Binh Thi Le, “Rebranding LEGO: An Analysis of Causes and Solutions Implemented,” http://pure.au.dk/portal-
asb-student/en/studentprojects/rebranding-lego%28385725fd-7f54-4ebf-a8b5-780c50fe0c53%29.html, accessed 
October 2015; LEGO Grows by Listening to Customers,” Advertising Age, November 9, 2009, p. 15; Nelson D. 
Schwartz, “Beyond the Blocks,” The New York Times, September 6, 2009, p. BU1; Jon Henley, “Toy Story,” The 
Guardian, March 26, 2009, p. F4; Kevin O’Donnell, “Where Do the Best Ideas Come From? The Unlikeliest Sources,” 
Advertising Age, July 14, 2008, p. 15; Lewis Borg Cardona, “LEGO Learns a Lesson,” Change Agent, June 2008, 
http://www.synovate.com/changeagent/index.php/site/full–story/lego_learns_a_lesson/; John Kell, “Here’s Why 
Mattel Ousted Its CEO Bryan Stockton,” Fortune, January 26, 2015, http://fortune.com/2015/01/26/heres-why-mat-
tel-ousted-its-ceo-bryan-stockton/; Keith Oliver, Edouard Samakh, and Peter Heckmann, “Rebuilding LEGO, Brick 
by Brick,” http://toostep.com/insight/rebuilding-lego-brick-by-brick, accessed October 2015; Maggie Starvish, “HBS 
Cases: LEGO,” HBS Working Knowledge, March 18, 2013, http://hbswk.hbs.edu/item/7170.html; David Robertson 
and Per Hjuler, “Innovating a Turnaround at LEGO,” Harvard Business Review, September 2009; and A. O’Connell, 
“LEGO CEO Jorgen Vig Knudstorp on Leading through Survival and Growth,” Harvard Business Review, January 
2009; David Robertson, “Building Success: How Thinking ‘Inside the Brick’ Saved Lego,” Wired, http://www.wired.
co.uk/magazine/archive/2013/10/features/building-success; and information from http://www.lego.com and http://
mindstorms.lego.com/en-us/community/default.aspx, accessed October 2015; LEGO website, “Annual Report,” 
https://www.lego.com/de-de/aboutus/lego-group/annual-report, accessed April 1, 2017.
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Costs set the floor for price, 
but the goal isn’t always 

to minimize costs. In fact, many firms 
invest in higher costs so that they can 
claim higher prices and margins (think 
back about Patek Philippe watches). 
The key is to manage the spread 
between costs and prices—how much 
the company makes for the customer 
value it delivers.
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What’s the point of all the cost curves
in this and the next few figures?
Costs are an important factor in
setting price, and companies must
understand them well!

  FIGURE | 10.3 
Cost per Unit at Different Levels  
of Production per Period
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  FIGURE | 10.4 
Cost per Unit as a Function of 
Accumulated Production: The 
Experience Curve

Costs at Different Levels of Production
To price wisely, management needs to know how its costs vary with different levels of 
production. For example, suppose Lenovo built a plant to produce 1,000 tablet comput-
ers per day.  Figure 10.3A shows the typical short-run average cost curve (SRAC). It 
shows that the cost per tablet is high if Lenovo’s factory produces only a few per day. But 
as production moves up to 1,000 tablets per day, the average cost per unit decreases. This 
is because fixed costs are spread over more units, with each one bearing a smaller share of 
the fixed cost. Lenovo can try to produce more than 1,000 tablets per day, but average costs 
will increase because the plant becomes inefficient. Workers have to wait for machines, the 
machines break down more often, and workers get in each other’s way.

If Lenovo believed it could sell 2,000 tablets a day, it should consider building a 
larger plant. The plant would use more efficient machinery and work arrangements. 
Also, the unit cost of producing 2,000 tablets per day would be lower than the unit 
cost of producing 1,000 units per day, as shown in the long-run average cost (LRAC) 
curve (  Figure 10.3B). In fact, a 3,000-capacity plant would be even more efficient, 
according to Figure 10.3B. But a 4,000-daily production plant would be less efficient 
because of increasing diseconomies of scale—too many workers to manage, paper-
work slowing things down, and so on. Figure 10.3B shows that a 3,000-daily produc-
tion plant is the best size to build if demand is strong enough to support this level of 
production.

Costs as a Function of Production Experience
Suppose Lenovo runs a plant that produces 3,000 tablets per day. As Lenovo gains 
 experience in producing tablets, it learns how to do it better. Workers learn shortcuts 
and become more familiar with their equipment. With practice, the work becomes better 
organized, and Lenovo finds better equipment and production processes. With higher 
volume, Lenovo becomes more efficient and gains economies of scale. As a result, the av-
erage cost tends to decrease with accumulated production experience. This is shown in 
 Figure 10.4.6 Thus, the average cost of producing the first 100,000 tablets is $10 per 

tablet. When the company has produced the first 200,000 tablets, the average cost has fallen 
to $8.50. After its accumulated production experience doubles again to 400,000, the average 
cost is $7. This drop in the average cost with accumulated production experience is called 
the experience curve (or the learning curve).

If a downward-sloping experience curve exists, this is highly significant for the 
company. Not only will the company’s unit production cost fall, but it will fall faster if 
the company makes and sells more during a given time period. But the market has to 
stand ready to buy the higher output. And to take advantage of the experience curve, 
Lenovo must get a large market share early in the product’s life cycle. This suggests the 
following pricing strategy: Lenovo should price its tablets lower; its sales will then in-
crease, its costs will decrease through gaining more experience, and then it can lower its 
prices further.

Some companies have built successful strategies around the experience curve. 
However, a single-minded focus on reducing costs and exploiting the experience curve 
will not always work. Experience-curve pricing carries some major risks. The aggressive 

Experience curve (learning curve)
The drop in the average per-unit 
production cost that comes with 
accumulated production experience.



CHAPTER 10 | Pricing: Understanding and Capturing Customer Value   315

pricing might give the product a cheap image. The strategy also assumes that competitors 
are weak and not willing to fight it out by meeting the company’s price cuts. Finally, while 
the company is building volume under one technology, a competitor may find a lower-cost 
technology that lets it start at prices lower than those of the market leader, which still oper-
ates on the old experience curve.

Cost-Plus Pricing
The simplest pricing method is cost-plus pricing (or markup pricing)—adding a stan-
dard markup to the cost of the product. Construction companies, for example, submit job 
bids by estimating the total project cost and adding a standard markup for profit. Lawyers, 
accountants, and other professionals typically price by adding a standard markup to their 
costs. Some sellers tell their customers they will charge cost plus a specified markup; for 
example, aerospace companies often price this way to the government.

To illustrate markup pricing, suppose a toaster manufacturer had the following costs 
and expected sales:

Variable cost $10

Fixed costs $300,000

Expected unit sales 50,000

Then the manufacturer’s cost per toaster is given by the following:

unit cost = variable cost +  
fixed cost
unit sales

= +10 +  
+300,000
50,000

 = +16

Now suppose the manufacturer wants to earn a 20 percent markup on sales. The 
manufacturer’s markup price is given by the following:7

markup price =
unit cost

(1 - desired return on sales)
=

+16
1 - 0.2

= +20

The manufacturer would charge dealers $20 per toaster and make a profit of $4 per 
unit. The dealers, in turn, will mark up the toaster. If dealers want to earn 50 percent on the 
sales price, they will mark up the toaster to $40 (+20 + 50% of $40). This number is equiva-
lent to a markup on cost of 100 percent ($20/$20).

Does using standard markups to set prices make sense? Generally, no. Any pricing 
method that ignores demand and competitor prices is not likely to lead to the best price. 
Still, markup pricing remains popular for many reasons. First, sellers are more certain 
about costs than about demand. By tying the price to cost, sellers simplify pricing; they do 
not need to make frequent adjustments as demand changes. Second, when all firms in the 
industry use this pricing method, prices tend to be similar, so price competition is mini-
mized. Third, many people feel that cost-plus pricing is fairer to both buyers and sellers. 
Sellers earn a fair return on their investment but do not take advantage of buyers when 
buyers’ demand becomes great.

Break-Even Analysis and Target Profit Pricing
Another cost-oriented pricing approach is break-even pricing (or a variation called 
 target return pricing). The firm sets a price at which it will break even or make the target 
return on the costs of making and marketing a product.

Target return pricing uses the concept of a break-even chart, which shows the total cost 
and total revenue expected at different sales volume levels.  Figure 10.5 shows a break-
even chart for the toaster manufacturer discussed here. Fixed costs are $300,000 regardless 
of sales volume. Variable costs are added to fixed costs to form total costs, which rise with 
volume. The total revenue curve starts at zero and rises with each unit sold. The slope of 
the total revenue curve reflects the price of $20 per unit.

Cost-plus pricing (markup pricing)
Adding a standard markup to the cost of 
the product.

Break-even pricing (target return 
pricing)
Setting price to break even on the costs 
of making and marketing a product or 
setting price to make a target return.
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The total revenue and total cost curves cross at 30,000 units. This is the break-even 
volume. At $20, the company must sell at least 30,000 units to break even, that is, for total 
revenue to cover total cost. Break-even volume can be calculated using the following 
formula:

break@even volume =
fixed cost

price - variable cost
=

+300,000
+20 - +10

 = 30,000

If the company wants to make a profit, it must sell more than 30,000 units at $20 each. 
Suppose the toaster manufacturer has invested $1,000,000 in the business and wants to set 
a price to earn a 20 percent return, or $200,000. In that case, it must sell at least 50,000 units 
at $20 each. If the company charges a higher price, it will not need to sell as many toast-
ers to achieve its target return. But the market may not buy even this lower volume at the 
higher price. Much depends on price elasticity and competitors’ prices.

The manufacturer should consider different prices and estimate break-even volumes, 
probable demand, and profits for each. This is done in  Table 10.1. The table shows 
that as price increases, the break-even volume drops (column 2). But as price increases, the 
demand for toasters also decreases (column 3). At the $14 price, because the manufacturer 
clears only $4 per toaster ($14 less $10 in variable costs), it must sell a very high volume to 
break even. Even though the low price attracts many buyers, demand still falls below the 
high break-even point, and the manufacturer loses money. At the other extreme, with a 
$22 price, the manufacturer clears $12 per toaster and must sell only 25,000 units to break 
even. But at this high price, consumers buy too few toasters, and profits are negative. 
The table shows that a price of $18 yields the highest profits. Note that none of the prices 
produce the manufacturer’s target return of $200,000. To achieve this return, the manufac-
turer will have to search for ways to lower the fixed or variable costs, thus lowering the 
break-even volume.
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At the break-even point,
here 30,000 units, total
revenue equals total cost.

To make a target return of
$200,000, the company must
sell 50,000 units. But will
customers buy that many units
at the $20 price?  The company
should consider different prices
and estimate break-even volumes
and probable demand at each
price. Take a look at Table 10.1.

  FIGURE | 10.5 
Break-Even Chart for 
Determining Target Return 
Price and Break-Even 
Volume

 Table 10.1 | Break-Even Volume and Profits at Different Prices

Price
Unit Demand Needed  

to Break Even
Expected Unit Demand  

at Given Price
Total Revenue  

(1) : (3)
Total  

Costs*
Profit  

(4) − (5)
$14 75,000 71,000  $994,000 $1,010,000 -+16,000

16 50,000 67,000 1,072,000      970,000 102,000

18 37,500 60,000 1,080,000      900,000 180,000

20 30,000 42,000    840,000      720,000 120,000

22 25,000 23,000    506,000      530,000 -24,000

*Assumes fixed costs of $300,000 and constant unit variable costs of $10.
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Competition-Based Pricing
Competition-based pricing involves setting prices based on competitors’ strategies, 
costs, prices, and market offerings. Consumers will base their judgments of a product’s 
value on the prices that competitors charge for similar products.

In assessing competitors’ pricing strategies, a company should ask several questions. 
First, how does the company’s market offering compare with competitors’ offerings in 
terms of customer value? If consumers perceive that the company’s product or service 
provides greater value, the company can charge a higher price. If consumers perceive less 
value relative to competing products, the company must either charge a lower price or 
change customer perceptions to justify a higher price.

Next, how strong are current competitors, and what are their current pricing strate-
gies? If the company faces a host of smaller competitors charging high prices relative to 
the value they deliver, it might charge lower prices to drive weaker competitors from the 
market. If the market is dominated by larger, lower-price competitors, a company may 
decide to target unserved market niches by offering value-added products and services at 
higher prices.

Importantly, the goal is not to match or beat competitors’ prices. Rather, the goal is to 
set prices according to the relative value created versus competitors. If a company creates 
greater value for customers, higher prices are justified.  For example, Caterpillar makes 
high-quality, heavy-duty construction and mining equipment. It dominates its industry 
despite charging higher prices than competitors such as Komatsu. When a commercial cus-
tomer once asked a Caterpillar dealer why it should pay $500,000 for a big Caterpillar bull-
dozer when it could get an “equivalent” Komatsu dozer for $420,000, the Caterpillar dealer 
famously provided an analysis like the following:

$420,000 the Caterpillar’s price if equivalent to the 
competitor’s bulldozer

$50,000 the value added by Caterpillar’s superior 
reliability and durability

$40,000 the value added by Caterpillar’s lower life-
time operating costs

$40,000 the value added by Caterpillar’s superior 
service

$20,000 the value added by Caterpillar’s longer 
parts warranty

$570,000 the value-added price for Caterpillar’s 
bulldozer

-+70,000 discount

$500,000 final price

Thus, although the customer pays an $80,000 price premium 
for the Caterpillar bulldozer, it’s actually getting $150,000 in 
added value over the product’s lifetime. The customer chose 
the Caterpillar bulldozer.

What principle should guide decisions about prices to charge relative to those of competi-
tors? The answer is simple in concept but often difficult in practice: No matter what price you 
charge—high, low, or in between—be certain to give customers superior value for that price.

Other Internal and External Considerations Affecting 
Price Decisions
Beyond customer value perceptions, costs, and competitor strategies, the company must 
consider several additional internal and external factors. Internal factors affecting pricing 
include the company’s overall marketing strategy, objectives, and marketing mix as well as 
other organizational considerations. External factors include the nature of the market and 
demand and other environmental factors.

Competition-based pricing
Setting prices based on competitors’ 
strategies, prices, costs, and market 
offerings.

 Pricing versus competitors: Caterpillar dominates the heavy 
equipment industry despite charging premium prices. Customers 
believe that Caterpillar gives them a lot more value for the price over 
the lifetime of its machines.
© Kristoffer Tripplaar/Alamy

In setting prices, the 
company must also 

consider competitors’ prices. No matter 
what price it charges—high, low, or in  
between—the company must be  
certain to give customers superior  
value for that price.

Author
Comment

Now that we’ve looked  
at the three general  

pricing strategies—value-, cost-, and 
competitor-based pricing—let’s dig 
into some of the many other factors 
that affect pricing decisions.

Author
Comment
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Overall Marketing Strategy, Objectives, and Mix
Price is only one element of the company’s broader marketing strategy. So, before set-
ting price, the company must decide on its overall marketing strategy for the product or 
service. Sometimes, a company’s overall strategy is built around its price and value story. 

 For example, grocery retailer Trader Joe’s unique price-value positioning has made it 
one of the nation’s fastest-growing, most popular food stores:8

Trader Joe’s has put its own special twist on the food price-value equation—call it “cheap gourmet.” 
It offers gourmet-caliber, one-of-a-kind products at bargain prices, all served up in a festive, 

vacation-like atmosphere that makes shop-
ping fun. Trader Joe’s is a gourmet foodie’s 
delight, featuring everything from kettle corn 
cookies, organic strawberry lemonade, 
creamy Valencia peanut butter, and fair-trade 
coffees to kimchi fried rice and triple-ginger 
ginger snaps. If asked, almost any customer 
can tick off a ready list of Trader Joe’s favor-
ites that he or she just can’t live without—a 
list that quickly grows.

The assortment is uniquely Trader 
Joe’s—90 percent of the store’s brands are 
private labels. The prices aren’t all that low 
in absolute terms, but they’re a real bargain 
compared with what you’d pay for the same 
quality and coolness elsewhere. “It’s not 
complicated,” says Trader Joe’s. “We just 
focus on what matters—great food + great 
prices = value. So you can afford to be 
adventurous without breaking the bank.” 
Trader Joe’s inventive price-value position-
ing has earned it an almost cult-like follow-
ing of devoted customers who love what 
they get from Trader Joe’s for the prices 
they pay.

Finding that magical price-value 
trade-off can be very difficult, and pric-
ing strategies often require regular re-
alignment to meet changes in the pricing 

environment. Just ask Trader Joe’s competitor Whole Foods Market, which pretty much in-
vented the upscale organic and natural foods supermarket concept. In recent years Whole 
Foods Market’s pricing strategy has been a constant work in progress as the company 
struggles to find the right price-value equation (see Real Marketing 10.2).

If a company has selected its target market and positioning carefully, then its market-
ing mix strategy, including price, will be fairly straightforward. For example, Amazon 
positions its Kindle Fire tablet as offering the same (or even more) for less and prices it at 
40 percent less than Apple’s iPads and Samsung’s Galaxy tablets. It recently began target-
ing families with young children, positioning the Kindle Fire as the “perfect family tablet,” 
with models priced as low as $99, bundled with Kindle FreeTime, an all-in-one subscrip-
tion service starting at $2.99 per month that brings together books, games, educational 
apps, movies, and TV shows for kids ages 3 through 8. Thus, the Kindle pricing strategy is 
largely determined by decisions on market positioning.

Pricing may play an important role in helping to accomplish company objectives at 
many levels. A firm can set prices to attract new customers or profitably retain existing 
ones. It can set prices low to prevent competition from entering the market or set prices 
at competitors’ levels to stabilize the market. It can price to keep the loyalty and support 
of resellers or avoid government intervention. Prices can be reduced temporarily to create 
excitement for a brand. Or one product may be priced to help the sales of other products in 
the company’s line.

Price decisions must be coordinated with product design, distribution, and promotion 
decisions to form a consistent and effective integrated marketing mix program. Decisions 
made for other marketing mix variables may affect pricing decisions. For example, a 

 Trader Joe’s unique price-value strategy has earned it an almost cult-like following of 
devoted customers who love what they get for the prices they pay.
© Lannis Waters/The Palm Beach Post/ZUMAPRESS.com/Alamy Live News
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Price-Value Equation

its core upmarket positioning strategy. But it 
would also subtly realign its value proposi-
tion to better meet the needs of more thrift-
minded customers. It set out to downplay 
the gourmet element of its positioning while 
playing up the real value of the healthy but 
exciting food it offers.

First, rather than dropping its everyday 
prices across the board, Whole Foods low-
ered prices on many basic items that cus-
tomers demand most and bolstered these 
savings by offering significant sales on se-
lected other items. It also started empha-
sizing its private-label brand, 365 Everyday 
Value. Next, Whole Foods launched a new 
marketing program aimed at tempering the 
chain’s high-price reputation and convincing 
customers that Whole Foods Market was, 
in fact, an affordable place to shop. To help 
consumers see the value, it beefed up its 
communications about private-label and sale 
items using newsletters, coupons, its web-
site, and social media. It assigned workers to 
serve as “value tour guides” to escort shop-
pers around stores and point out value items. 

New ads featured headlines such as “No 
wallets were harmed in the buying of our 365 
Everyday Value products” and “Sticker shock, 
but in a good way.”

However, in addition to reducing certain 
prices and subtly increasing its emphasis 
on affordable options, Whole Foods Market 
also moved to convince shoppers that its 
regular products and prices offer good value 
as well—that when it comes to quality food, 
price isn’t everything. As one tour guide 
noted, wherever you go, you’ll have to pay a 
premium for organic food. “Value means get-
ting a good exchange for your money.” Such 
conversations helped to shift customers’ eyes 
off of price and back to value.

Whole Foods Market’s efforts to shed 
its “Whole Foods. Whole Paycheck.” image 
have been reasonably successful. Since the 
down days following the 2008 recession, 
the  chain’s sales have almost doubled and 
profits have increased fivefold. But facing 
continued price pressures from resourceful 
competitors, Whole Foods Market has re-
cently seen its growth begin to flag once 

Whole Foods Market practically in-
vented the upscale, socially respon-
sible supermarket concept. Under 
its “Whole Foods. Whole People. 
Whole Planet.” mission, the chain 
served up a tantalizing assort-
ment of natural, organic, and gour-

met foods at premium prices, all swaddled 
in Earth Day politics. Its upscale, health-
conscious customers were willing and able to 
pay higher prices for the extra value they got. 
Throughout the 1990s and 2000s the chain’s 
sales and profits soared.

Then came the Great Recession of 2008. 
People in all walks of life began rethink-
ing the price-value equation and looking for 
ways to save. They asked tough questions, 
such as the following: “I love the wonderful 
foods and smells in my Whole Foods Market, 
but is it worth the extra 30 percent versus 
shopping at Walmart?” Even relatively affluent 
customers were cutting back and spending 
less. All of a sudden, Whole Foods Market’s 
seemingly perfect premium marketing strat-
egy looked less like a plum and more like a 
bruised organic banana. Some customers 
even amended the company’s motto, mak-
ing it “Whole Foods. Whole Paycheck.” For 
the first time in its history, the company faced 
declines in same-store sales, and its stock 
price plunged.

At the same time that its well-heeled 
customers were cutting back their grocery 
budgets, Whole Foods Market’s early suc-
cess drew swarms of new, lower-priced 
competitors—from specialty supermarkets 
such as Trader Joe’s, Sprouts Farmers 
Market, and ALDI to traditional chains such 
as Kroger, Walmart, Target, and Costco—
that rushed to add organics to their shelves. 
As Whole Foods Market’s CEO noted, 
“Everyone’s jumping on the natural and 
organic brand wagon and frankly, a lot 
of that’s due to our success.” Thus, even 
as the economy improved, many shoppers 
continued to spend more of their grocery 
budgets at lower-priced stores.

Hit hard with these new market realities, 
Whole Foods Market faced difficult ques-
tions. Should it hold the line on the premium 
positioning that had earned it so much suc-
cess in the past? Or should it cut prices and 
reposition itself to fit the leaner, more com-
petitive times? Faced with these alternatives, 
Whole Foods Market decided to stick with 

Whole Foods Market’s “Values Matter” campaign suggests there is more to 
value than bargain prices. “Value” is inseparable from “values.”
NetPhotos/Alamy Stock Photo
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again. Its same-store sales and profits have 
flattened, and its stock price has dipped.

Thus, at Whole Food Market, finding and 
marketing the right price-value equation is 
still a work in progress. On the value side, 
the company’s latest marketing campaign—
called Values Matter—emphasizes that 
“value” is inseparable from “values.” When 
shopping at Whole Foods, customers can 
be confident about “where their food comes 
from and how it was grown, raised, or made.” 
The retailer’s produce is “responsibly grown.” 
The campaign concludes: “Whole Foods 
Market: America’s healthiest grocery store,” 
underscoring the extra value that makes 
shopping at Whole Foods Market worth the 
premium prices it charges.

At the same time that it’s maintaining a 
high-end value proposition in its main stores, 
however, Whole Foods Market is also looking 
for growth by wooing a new segment of thrift-
ier young consumers. It recently launched a 
new subchain—called 365 by Whole Foods 
Market—that targets less affluent but value-
savvy, tech-minded millennials. 365 by Whole 
Foods Market stores are designed to bring 
“fresh, healthy foods to a broader audience 
with a streamlined, quality-meets-value shop-
ping experience.” The new stores carry Whole 

Foods’ own 365-branded products plus a 
carefully selected mix of other goods at prices 
that look more like Trader Joe’s than Whole 
Foods. “We think there are certain custom-
ers that the Whole Foods brand is attractive 
to, but there’re others that it’s less attractive 
to,” says the Whole Foods CEO. “We think 
a streamlined, hip, cool, technology-oriented 
store—a store unlike one anyone’s ever seen 
before . . . is going to be pretty attractive to 
that particular generation.”

Whole Foods Market’s pricing struggles 
underscore the difficulty many firms face in 
finding the best balance between price and 
value. Whole Foods’ challenge is to meet 
the changing demands of today’s intensely 
competitive pricing environment in a way 
that preserves what has made it special to 

customers through the years. In all, things 
aren’t really much different inside a local 
Whole Foods Market these days. There are 
more sale items, and the private-label 365 
Everyday Value brand is more prominently 
presented, but customers can still find the 
same alluring assortment of high-quality, fla-
vorful, and natural foods wrapped in Whole 
Foods, Whole People, Whole Planet values.

But it’s a delicate balance. “We have the 
ability to compete on price and we will do 
that,” says the CEO. “But this is not just a race 
to the bottom. We are also going to start a 
new race to the top, with better-quality food, 
higher standards, richer experiences for our 
customers, and new levels of transparency 
and accountability in the marketplace.” Even if 
that means charging a little higher prices.

Sources: Brad Stone, “Whole Foods, Half Off,” Bloomberg Businessweek, January 25, 2015, pp. 45–49; 
Alison Griswold, “Whole Foods Wants to Woo Millennials with a ‘Hip, Cool, Technology-Oriented Store,’” Slate, 
May 16, 2015, www.slate.com/blogs/moneybox/2015/05/06/whole_foods_q2_2015_earnings_stock_plunges_
on_comps_miss.html; “Whole Foods Market Announces Three Additional 365 by Whole Food Market Store 
Leases,” Whole Foods News Room, November 4, 2015, http://media.wholefoodsmarket.com/news/whole-foods-
market-announces-three-additional-365-by-whole-foods-market-sto; Palbir Nijjar, “3 Risks Facing Whole Foods 
Market,” The Motley Fool, January 31, 2016, www.fool.com/investing/general/2016/01/31/3-risks-facing-whole-
foods- market-investors.aspx; and www.wholefoodsmarket.com and www.wholefoodsmarket.com/company-info/ 
investor-relations/annual-reports, accessed September 2016.

decision to position the product on high-performance quality will mean that the seller 
must charge a higher price to cover higher costs. And producers whose resellers are ex-
pected to support and promote their products may have to build larger reseller margins 
into their prices.

Companies often position their products on price and then tailor other marketing mix 
decisions to the prices they want to charge. Here, price is a crucial product-positioning 
factor that defines the product’s market, competition, and design. Many firms support 
such price-positioning strategies with a technique called target costing. Target costing 
reverses the usual process of first designing a new product, determining its cost, and then 
asking, “Can we sell it for that?” Instead, it starts with an ideal selling price based on cus-
tomer value considerations and then targets costs that will ensure that the price is met. For 
example, when Honda initially designed the Honda Fit, it began with a $13,950 starting 
price point and highway mileage of 33 miles per gallon firmly in mind. It then designed 
a stylish, peppy little car with costs that allowed it to give target customers those values.

Other companies deemphasize price and use other marketing mix tools to create non-
price positions. Often, the best strategy is not to charge the lowest price but rather to dif-
ferentiate the marketing offer to make it worth a higher price. For example, Sleep Number 
puts high value into its mattresses and charges a higher price to match that value.

At the most basic level, a Sleep Number mattress lets you adjust each side to your ideal 
level of firmness and support. Add SleepIQ technology and you can track and optimize for 
the best possible night’s sleep.  Sleep Number lets you “Know. Adjust. Sleep.” SleepIQ 
technology inside the bed monitors restful sleep time, heart rate, breathing rate, movements, 
and other factors. Then the SleepIQ app reports on your night’s SleepIQ score and how you 
slept. The app even recommends adjustments that will change your sleep for the better. The 
Sleep Number children’s mattress line helps parents track how their kids sleep. It even lets 
parents know when their kids get out of bed at night and includes a head tilt for stuffy heads, 
star-based rewards for sleep habits, and a clever “monster detector.” Sleep Number beds cost 
more than a traditional mattresses—models run from $1,000 to more than $7,000 compared 
with good-quality traditional mattresses at $1,000 or less. But Sleep Number’s satisfied 

Target costing
Pricing that starts with an ideal selling 
price, then targets costs that will ensure 
that the price is met.
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customers are willing to pay more to get more. A 2015 
J.D. Power Mattress Satisfaction Report rated Sleep 
Number highest in customer satisfaction with mat-
tresses. After all, it’s hard to put a price on a good 
night’s sleep.9

Thus, marketers must consider the total mar-
keting strategy and mix when setting prices. But 
again, even when featuring price, marketers need to 
remember that customers rarely buy on price alone. 
Instead, they seek products that give them the best 
value in terms of benefits received for the prices paid.

Organizational Considerations
Management must decide who within the organiza-
tion should set prices. Companies handle pricing 
in a variety of ways. In small companies, prices are 
often set by top management rather than by the 
marketing or sales departments. In large companies, 
pricing is typically handled by divisional or product 
managers. In industrial markets, salespeople may be 
allowed to negotiate with customers within certain 
price ranges. Even so, top management sets the pric-
ing objectives and policies, and it often approves 
the prices proposed by lower-level management or 
salespeople.

In industries in which pricing is a key factor 
(airlines, aerospace, steel, railroads, oil companies), 
companies often have pricing departments to set the 

best prices or help others set them. These departments report to the marketing department 
or top management. Others who have an influence on pricing include sales managers, pro-
duction managers, finance managers, and accountants.

The Market and Demand
As noted earlier, good pricing starts with understanding how customers’ perceptions of 
value affect the prices they are willing to pay. Both consumer and industrial buyers bal-
ance the price of a product or service against the benefits of owning it. Thus, before setting 
prices, the marketer must understand the relationship between price and demand for the 
company’s product. In this section, we take a deeper look at the price–demand relationship 
and how it varies for different types of markets. We then discuss methods for analyzing the 
price–demand relationship.

Pricing in Different Types of Markets
The seller’s pricing freedom varies with different types of markets. Economists recognize 
four types of markets, each presenting a different pricing challenge.

Under pure competition, the market consists of many buyers and sellers trading in a 
uniform commodity, such as wheat, copper, or financial securities. No single buyer or 
seller has much effect on the going market price. In a purely competitive market, mar-
keting research, product development, pricing, advertising, and sales promotion play 
little or no role. Thus, sellers in these markets do not spend much time on marketing 
strategy.

Under monopolistic competition, the market consists of many buyers and sellers trading 
over a range of prices rather than a single market price. A range of prices occurs because sell-
ers can differentiate their offers to buyers. Because there are many competitors, each firm is 
less affected by competitors’ pricing strategies than in oligopolistic markets. Sellers try to de-
velop differentiated offers for different customer segments and, in addition to price, freely 
use branding, advertising, and personal selling to set their offers apart. Thus, Wrigley sets its  

 Nonprice positioning: Sleep Number beds cost more than traditional 
mattresses, but the brand’s highly satisfied customers are willing to pay more 
to get more. After all, it’s hard to put a price on a good night’s sleep.
Select Comfort Corporation
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Skittles candy brand apart from the profusion of other candy brands not by price but by 
brand building—clever “Taste the Rainbow” positioning built through quirky advertising 
and a heavy presence in social media such as Tumblr, Instagram, YouTube, Facebook, and 

Twitter. The social media–savvy brand boasts more 
than 24 million Facebook Likes and 334,000 Twitter 
followers.

Under oligopolistic competition, the market consists 
of only a few large sellers.  For example, only a hand-
ful of providers—Comcast, Time Warner, AT&T, and 
Dish Network—control a lion’s share of the cable/
satellite television market. Because there are few sell-
ers, each seller is alert and responsive to competitors’ 
pricing strategies and marketing moves. In the battle 
for subscribers, price becomes a major competitive tool. 
For example, to woo customers away from Comcast, 
TimeWarner, and other cable companies, AT&T’s 
DirecTV unit offers low-price “Cable Crusher” offers, 
lock-in prices, and free HD.

In a pure monopoly, the market is dominated by 
one seller. The seller may be a government monop-
oly  (the U.S. Postal Service), a private regulated mo-
nopoly (a power company), or a private unregulated 
monopoly (De Beers and diamonds). Pricing is handled 
differently in each case.

Analyzing the Price–Demand Relationship
Each price the company might charge will lead to a different level of demand. The 
 relationship between the price charged and the resulting demand level is shown in the 
 demand curve in  Figure 10.6. The demand curve shows the number of units the 
market will buy in a given time period at different prices that might be charged. In the nor-
mal case, demand and price are inversely related—that is, the higher the price, the lower 
the demand. Thus, the company would sell less if it raised its price from P1 to P2. In short, 
consumers with limited budgets probably will buy less of something if its price is too high.

Understanding a brand’s price-demand curve is crucial to good pricing decisions. 
ConAgra Foods has learned this lesson when pricing its Banquet frozen dinners:10

Banquet has charged about $1 per dinner since its start way back in 1953. And that’s what cus-
tomers still expect. The $1 price is a key component in the brands appeal. Six years ago, when 
ConAgra tried to cover higher commodity costs by raising the list price of Banquet dinners from 
$1 to $1.25, consumers turned up their noses to the higher price. Sales dropped sharply, forcing 
ConAgra to sell off excess dinners at discount prices and drop its prices back to a buck a dinner. 
To make money at that price, ConAgra tried to do a better job of managing costs by shrinking por-
tions and substituting less expensive ingredients for costlier ones. But as commodity prices con-
tinue to rise, Banquet just can’t make a decent dinner for a dollar anymore. So it’s cautiously rais-
ing prices again. Some smaller meals are still priced at $1. For example, the chicken finger meal 
still comes with macaroni and cheese but no longer includes a brownie. But classic meals such as 
Salisbury steak are now back up to $1.25, and ConAgra has introduced Banquet Select Recipes 
meals at a startling $1.50. The brand has seen some initial sales declines since the price increase 
but not as severe as feared. Banquet is an entry-point brand, notes ConAgra’s CEO, but “that 
doesn’t mean it’s married to a dollar. It [just] needs to be the best value for our core customer.”

Most companies try to measure their demand curves by estimating demand at differ-
ent prices. The type of market makes a difference. In a monopoly, the demand curve shows 
the total market demand resulting from different prices. If the company faces competition, 
its demand at different prices will depend on whether competitors’ prices stay constant or 
change with the company’s own prices.

Price Elasticity of Demand
Marketers also need to know price elasticity—how responsive demand will be to a 
change in price. If demand hardly changes with a small change in price, we say demand is 
inelastic. If demand changes greatly, we say the demand is elastic.

 Pricing in oligopolistic markets: Price is an important competitive tool 
for AT&T’s DirecTV unit. Here, it woos cable customers with low lock-in 
prices and free HD.
Bloomberg via Getty Images

Demand curve
A curve that shows the number of units 
the market will buy in a given time period, 
at different prices that might be charged.

Price elasticity
A measure of the sensitivity of demand 
to changes in price.
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If demand is elastic rather than inelastic, sellers will consider lowering their prices. 
A lower price will produce more total revenue. This practice makes sense as long as the 
extra costs of producing and selling more do not exceed the extra revenue. At the same 
time, most firms want to avoid pricing that turns their products into commodities. In re-
cent years, forces such as deregulation and the instant price comparisons afforded by the 
internet and other technologies have increased consumer price sensitivity, turning prod-
ucts ranging from phones and computers to new automobiles into commodities in some 
consumers’ eyes.

The Economy
Economic conditions can have a strong impact on the firm’s pricing strategies. Economic 
factors such as a boom or recession, inflation, and interest rates affect pricing decisions 
because they affect consumer spending, consumer perceptions of the product’s price and 
value, and the company’s costs of producing and selling a product.

In the aftermath of the Great Recession of 2008 to 2009, many consumers rethought 
the price-value equation. They tightened their belts and become more value conscious. 
Consumers have continued their thriftier ways well beyond the economic recovery. As 
a result, many marketers have increased their emphasis on value-for-the-money pricing 
strategies.

The most obvious response to the new economic realities is to cut prices and offer 
discounts. Thousands of companies have done just that. Lower prices make products more 
affordable and help spur short-term sales. However, such price cuts can have undesirable 
long-term consequences. Lower prices mean lower margins. Deep discounts may cheapen 
a brand in consumers’ eyes. And once a company cuts prices, it’s difficult to raise them 
again when the economy recovers.

Rather than cutting prices on their main-market brands, many companies are holding 
their price positions but redefining the “value” in their value propositions. Other companies 
have developed “price tiers,” adding both more affordable lines and premium lines that 
span the varied means and preferences of different customer segments. For example, for 
cost-conscious customers with tighter budgets, P&G has added lower-price versions of its 
brands, such as “Basic” versions of Bounty and Charmin and a lower-priced version of Tide 
called Tide Simply Clean and Fresh. At the same time, at the higher end, P&G has launched 
upscale versions of some of its brands, such as Bounty DuraTowel and Cascade Platinum 
dishwasher detergent, which offer superior performance at up to twice the price of the 
middle-market versions.

Remember, even in tough economic times, consumers do not buy based on prices alone. 
They balance the price they pay against the value they receive. For example, despite selling its 
shoes for as much as $150 a pair, Nike commands the highest consumer loyalty of any brand 
in the footwear segment. Customers  perceive the value of Nike’s products and the Nike own-
ership experience to be well worth the price. Thus, no matter what price they charge—low or 
high— companies need to offer great value for the money.

Other External Factors
Beyond the market and the economy, the company must consider several other factors 
in its external environment when setting prices. It must know what impact its prices will 
have on other parties in its environment. How will resellers react to various prices? The 
company should set prices that give resellers a fair profit, encourage their support, and 
help them to sell the product effectively. The government is another important external 
influence on pricing decisions. Finally, social concerns may need to be taken into account. 
In setting prices, a company’s short-term sales, market share, and profit goals may need 
to be tempered by broader societal considerations. We will examine public policy issues 
later in Chapter 11.
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10  Reviewing and Extending the Concepts

OBJECTIVES REVIEW AND KEY TERMS

Objectives Review
Companies today face a fierce and fast-changing pricing envi-
ronment. Firms successful at creating customer value with the 
other marketing mix activities must still capture some of this 
value in the prices they earn. This chapter examines the impor-
tance of pricing, general pricing strategies, and the internal and 
external considerations that affect pricing decisions.

OBJECTIVE 10-1  Answer the question “What is a 
price?” and discuss the importance of pricing in 
today’s fast-changing environment.  (pp 308–309)

Price can be defined narrowly as the amount of money charged 
for a product or service. Or it can be defined more broadly as the 
sum of the values that consumers exchange for the benefits of 
having and using the product or service. The pricing challenge 
is to find the price that will let the company make a fair profit by 
getting paid for the customer value it creates.

Despite the increased role of nonprice factors in the modern 
marketing process, price remains an important element in the 
marketing mix. It is the only marketing mix element that produces 
revenue; all other elements represent costs. More important, as 
a part of a company’s overall value proposition, price plays a key 
role in creating customer value and building customer relation-
ships. Smart managers treat pricing as a key strategic tool for 
creating and capturing customer value.

OBJECTIVE 10-2  Identify the three major pricing 
strategies and discuss the importance of 
understanding customer-value perceptions, company 
costs, and competitor strategies when setting prices. 
(pp 309–319)

Companies can choose from three major pricing strategies: 
customer value–based pricing, cost-based pricing, and compe-
tition-based pricing. Customer value–based pricing uses buyers’ 
perceptions of value as the basis for setting price. Good pricing 
begins with a complete understanding of the value that a prod-
uct or service creates for customers and setting a price that cap-
tures that value. Customer perceptions of the product’s value set 
the ceiling for prices. If customers perceive that a product’s price 
is greater than its value, they will not buy the product.

Companies can pursue either of two types of value-based 
pricing. Good-value pricing involves offering just the right com-
bination of quality and good service at a fair price. EDLP is an 
example of this strategy. Value-added pricing involves attaching 
value-added features and services to differentiate the company’s 
offers and support charging higher prices.

Cost-based pricing involves setting prices based on the 
costs for producing, distributing, and selling products plus a fair 
rate of return for effort and risk. Company and product costs are 
an important consideration in setting prices. Whereas customer 
value perceptions set the price ceiling, costs set the floor for 

pricing. However, cost-based pricing is product driven rather 
than customer driven. The company designs what it considers 
to be a good product and sets a price that covers costs plus a 
target profit. If the price turns out to be too high, the company 
must settle for lower markups or lower sales, both resulting in 
disappointing profits. If the company prices the product below 
its costs, its profits will also suffer. Cost-based pricing ap-
proaches include cost-plus pricing and break-even pricing (or 
target profit pricing).

Competition-based pricing involves setting prices based on 
competitors’ strategies, costs, prices, and market offerings. 
Consumers base their judgments of a product’s value on the 
prices that competitors charge for similar products. If consumers 
perceive that the company’s product or service provides greater 
value, the company can charge a higher price. If consumers 
perceive less value relative to competing products, the company 
must either charge a lower price or change customer percep-
tions to justify a higher price.

OBJECTIVE 10-3  Identify and define the other 
important external and internal factors affecting a 
firm’s pricing decisions.  (pp 317–323)

Other internal factors that influence pricing decisions include the 
company’s overall marketing strategy, objectives, and marketing 
mix, as well as organizational considerations. Price is only one ele-
ment of the company’s broader marketing strategy. If the company 
has selected its target market and positioning carefully, then its 
marketing mix strategy, including price, will be fairly straightforward. 
Common pricing objectives might include customer retention and 
building profitable customer relationships, preventing competition, 
supporting resellers and gaining their support, or avoiding govern-
ment intervention. Price decisions must be coordinated with product 
design, distribution, and promotion decisions to form a consistent 
and effective marketing program. Finally, in order to coordinate pric-
ing goals and decisions, management must decide who within the 
organization is responsible for setting price.

Other external pricing considerations include the nature of 
the market and demand and environmental factors such as the 
economy, reseller needs, and government actions. Ultimately, 
the customer decides whether the company has set the right 
price. The customer weighs the price against the perceived 
values of using the product—if the price exceeds the sum of 
the values, consumers will not buy. So the company must un-
derstand such concepts as demand curves (the price–demand 
relationship) and price elasticity (consumer sensitivity to prices).

Economic conditions can have a major impact on pricing de-
cisions. The Great Recession caused consumers to rethink the 
price–value equation, and consumers have continued their thrift-
ier ways well beyond the economic recovery. Marketers have 
responded by increasing their emphasis on value-for-the-money 
pricing strategies. No matter what the economic times, however, 
consumers do not buy based on prices alone. Thus, no matter 
what price they charge—low or high—companies need to offer 
superior value for the money.
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Key Terms

OBJECTIVE 10-1
Price (p 308)

OBJECTIVE 10-2
Customer value–based pricing (p 309)
Good-value pricing (p 311)
Value-added pricing (p 311)
Cost-based pricing (p 313)

Fixed costs (overhead) (p 313)
Variable costs (p 313)
Total costs (p 313)
Experience curve (learning curve) 

(p 314)
Cost-plus pricing (markup pricing) 

(p 315)

Break-even pricing (target return 
 pricing) (p 315)

Competition-based pricing (p 317)

OBJECTIVE 10-3
Target costing (p 320)
Demand curve (p 322)
Price elasticity (p 322)

Critical Thinking Exercises
10-6  Congratulations! You just won your state lottery and will 

be receiving a check for $1 million. You have always 
wanted to own your own business and have noticed 
the increase in the number of food trucks in your lo-
cal area. A new food truck with a kitchen and related 
equipment costs about $100,000. Other fixed costs 
include salaries, gas for the truck, and license fees and 
are estimated to be about $50,000 per year. You decide 
to offer traditional Mediterranean cuisine. Variable costs 
include food and beverages estimated at $6 per platter 
(meat, rice, vegetable, and pita bread). Meals will be 
priced at $10. Calculate the break-even for your food 
truck business. After reviewing your break-even, what 
changes would you consider? Is this how you want to 
spend your lottery winnings? (AACSB: Communication; 
Reflective Thinking)

10-7 In a small group, discuss your perceptions of value and how 
much you are willing to pay for the following products: auto-
mobiles, frozen dinners, jeans, and athletic shoes. Are there 
differences among members of your group? Explain why 
those differences exist. Discuss some examples of brands of 
these products that are positioned to deliver different value to 
consumers. (AACSB: Communication; Reflective Thinking)

10-8 Economic conditions can have a strong impact on a 
firm’s pricing strategies. In the aftermath of the recent 
Great Recession, many companies adjusted prices by 
cutting prices or offering discounts. Nike’s approach was 
somewhat different considering their value of products 
and customer loyalty. Identify key factors and reflect on 
Nike’s approach to pricing after the recent recession.

MyLab Marketing
Go to mymktlab.com to complete the problems marked with this icon .

Discussion Questions
10-1 Why is finding and implementing the right pricing strategy 

critical to a company’s success? (AACSB: Communication)

10-2 Name and describe the two types of value-based pricing 
methods. (AACSB: Communication)

10-3 Two different types of costs form the total cost in setting 
a product price in cost-based pricing. Explain what these 
two costs are and which one is the most important in 
determining price.

10-4 Briefly explain, and provide an example of, the four types 
of markets companies must consider for pricing decisions. 
Are these markets relevant for all types of products?

10-5 List and briefly explain what internal factors companies 
must consider for pricing decisions. How important are 
these, in your opinion?

DISCUSSION AND CRITICAL THINKING

APPLICATIONS AND CASES

Online, Mobile, and Social Media Marketing Sold Out
Even before tickets went on general sale for the Rugby World 
Cup 2015, tickets were being offered on the secondary market 
for up to $14,000 for a $200 ticket—around 44 times the face 

value of the ticket. The 1 million general sale tickets were later 
offered for sale by ballot. The over-priced tickets were thought to 
have been legitimately secured hospitality packages bought by 
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Marketing Ethics The Cost of a Life

When loved ones are critically ill, what are families willing to pay to 
keep them on a path to improved health? In 2015, Turing Pharma-
ceuticals found itself in the middle of a controversial issue when it 
purchased an existing drug—Daraprim—from another pharmaceu-
tical company. Daraprim has been around for 62 years and is used 
to treat life-threatening parasitic infections in AIDS and cancer pa-
tients. After acquiring Daraprim, Turing Pharmaceuticals CEO Martin 
Shkreli quickly raised its price from the previous $13.50 per pill to 
a whopping $750 per pill. According to CNN Money, CEO Shkreli 
stated, “We needed to turn a profit on this drug.” He added the com-
pany would use the profits to research better ways to treat diseases.

10-11 Research the Daraprim pricing issue. Is it wrong for 
Turing Pharmaceuticals to charge such a high price 

for this medication? Support your position. (AACSB: 
Communication; Ethical Reasoning)

10-12 According to one Harvard Business Review article (see 
www.hbr.org/2015/09/its-time-to-rein-in-exorbitant 
-pharmaceutical-prices), over the past five years returns 
for the S&P Pharmaceuticals Select Industry Index have 
been virtually doubled those of the broader S&P 500 
(roughly 24 percent versus 12 percent annually). What 
factors affect profitability in the pharmaceutical indus-
try? Are these high profit levels a good or bad thing? 
Explain.

10-13 Given the cost per king-size sheet set above and 
assuming the manufacturer has total fixed costs of 
$500,000 and estimates first year sales will be 50,000 
sets, determine the price to consumers if the com-
pany desires a 40 percent margin on sales. (AACSB: 
Communication; Analytical Reasoning)

10-14 If the company decides to sell through retailers in-
stead of directly to consumers online, to maintain 

the consumer price you calculated in the previous 
question, at what price must it sell the product to 
a wholesaler who then sells it to retailers? Assume 
wholesalers desire a 10 percent margin and retail-
ers get a 20 percent margin, both based on their 
respective selling prices. (AACSB: Communication; 
Analytical Reasoning)

Marketing by the Numbers  Pricey Sheets

Many luxury sheets cost less than $200 to make but sell 
for more than $500 in retail stores. Some cost even more—
c onsumers pay almost $3,000 for Frett’e “Tangeri Pizzo” king-
size luxury linens. The creators of a new brand of luxury linens, 
called Boll & Branch, have entered this market and are deter-
mining the price at which to sell their sheets directly to con-
sumers online. They want to price their sheets lower than most 
brands but still want to earn an adequate margin on sales. 
The sheets come in a luxurious box that can be reused to 
store lingerie, jewelry, or other keepsakes. The Boll & Branch 
brand touts fair-trade practices when sourcing its high-grade 
long-staple organic cotton from India. Given the cost informa-
tion below, refer to Appendix 2: Marketing by the Numbers to 
answer the following questions.

Cost/King-Size Set
Raw cotton $28.00

Spinning/weaving/dyeing $12.00

Cut/sew/finishing $10.00

Material transportation $ 3.00

Factory fee $16.00

Inspection and import fees $14.00

Ocean freight/insurance $ 5.00

Warehousing $ 8.00

Packaging $15.00

Promotion $30.00

Customer shipping $15.00

an individual or company in the hope that they could turn a big 
profit on them. At the same time, tickets for the final match of the 
sports competition were being offered at around $7,000 each. 
Although there is no suggestion that StubHub or Viagogo, the 
two resale sites in this case, had done anything illegal in hosting 
a third-party sale, it does illustrate the fact that within minutes 
of an event’s tickets being available online, they are sold out. 
In many cases, tickets are being offered even before the tickets 
are officially on sale, and at inflated prices. The ticket resellers 
need to be fairly confident that they can secure the tickets. This 
is usually done with the help of specially programmed software 
that they use to ensure their ticket orders get to the front of the 
queue, making a huge profit for them.

10-9 Is there a ticket resale market active in your own coun-
try? How does ticketing work? Are tickets bought di-
rectly or via agents and brokers? Write a report on the 
ticketing industry in your country. (AACSB: Written and 
Oral Communication; Information Technology)

10-10 Inflated ticket prices can reflect very badly on the sport, 
event, or celebrity, even though the activities of resellers 
have nothing to do with them. Discuss how resellers 
could be cut out of the market. (AACSB: Written and 
Oral Communication; Information Technology)
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Video Case Fast-Food Discount Wars
Fast-food chains are locked in a fierce battle that has them practi-
cally giving food away. McDonald’s, Wendy’s, Burger King, and 
others are constantly trying to lure customers at the low end of 
the price spectrum with tempting menu options that can serve 
as a snack or a meal. Although this technique is nothing new, it’s 
more popular today than ever. The tactic has even found its way 
into full-service restaurant chains such as Olive Garden.

But are bargain-basement options a sustainable path for restau-
rant chains? This video takes a look at the various ways discount 
menus are executed. It also considers the reasons for using dis-
count menu tactics as well as the possible negative outcomes.

After viewing the video featuring restaurant discount menu 
wars, answer the following questions:

10-15 Can discount menu strategies like those featured in the 
video be classified as “value pricing”? Explain.

10-16 Discuss why a restaurant chain might employ a dis-
count menu as a pricing option.

10-17 What are the possible negative outcomes of employing 
a discount menu strategy?

Company Case  MSC Cruises: From One Second-Hand Ship  
to a Major World Player

In 1970, Italian Gianluigi Aponte founded the Mediterranean Ship-
ping Company (MSC) with a single second-hand ship and just 
$5,000 in capital to move cargo between Europe and Africa. De-
spite a challenging, price-based competitive environment, MSC 
has since prospered and grown to become the world’s second-
largest container operator behind Maersk, with a fleet of over 400 
ships and operations in 150 countries.

MSC ventured into passenger cruises in 1989 with the ac-
quisition of Lauro Lines, a division they would later rebrand as 
MSC Cruises. By 2003 they had recognized that they could not 
successfully compete in the growing cruising sector with the 
low-cost second-hand ship approach that had worked so well 
in their shipping container division, so they embarked on a sub-
stantial new-ship investment program. 

Today they have 12 new luxury cruise ships in operation and 
are the world’s fourth-largest cruise operator and the leading 
cruise brand in Europe. They plan to become the world’s third-
largest cruise line by 2025.

Reinvention of the Cruising Industry
Cruise ships were initially designed for overseas transport and 
were popular for that purpose up to the 1960s, when long-range 
air travel became more affordable for the broader market. At the 
time it appeared that the era of mass passenger ship travel was 
over, surpassed by superior technology of airlines, which were 
able to provide faster, cheaper, and more flexible travel options.

And this was the case for the next 30 years or so, as cruise 
ships essentially targeted affluent retirees looking for an up-
market experience. While this may be an attractive segment from 
a profit perspective, the market lacked size and growth potential. 
For example, in 1990 less than 4 million people worldwide went 
on a cruise.

Around this time, major cruise operators started to consider 
how they could compete in the broader holiday market. They 
certainly didn’t have the speed advantages or the choice of des-
tinations of airlines, nor did they have the facilities of hotels and 
resorts—so how could they compete?

The answer lay in the reinvention of the industry to be halfway 
between a form of transport and a resort, essentially reposition-
ing cruise ships from transportation vehicles to mobile holiday 
destinations.

This has been delivered over time through the design of 
new, larger ships that incorporate shops, restaurants and bars, 

entertainment, swimming pools, waterslides, casinos, movie 
theaters, and even rock climbing and ice skating. The bulk of the 
cabins are now constructed on the outside of the ships, where 
most of them have their own balcony. 

These resort-style facilities, combined with the experience of 
visiting several countries during a one-week cruise, help provide 
consumers with a unique holiday experience that cannot be di-
rectly matched by their non-cruise competitors. The result of the 
industry’s transition to essentially be the destination itself is that 
demand has substantially increased. By 2004 there were 9 mil-
lion passengers worldwide and an estimated 24 million people 
on cruises in 2016.

The significant increase in passenger numbers is a result of 
improved cruise ship facilities, the increased choice of destina-
tions, the growing word-of-mouth influence of satisfied custom-
ers, and an overall reduction in price (ships have become larger, 
providing greater opportunities for economies of scale).

The Major Players
The other major driver of the cruise industry has been the shift 
towards a more concentrated market. In the 1970s and 1980s 
there were around 30 cruise brands. But today 80 percent of 
the market is controlled by three corporations. For instance, the 
market leader in the international cruise industry is the Carnival 
Corporation, which runs 10 brands of cruise ships, including Car-
nival, Princess, P&O, Cunard and Holland. Across these brands, 
Carnival operates just over 100 ships, with a combined passen-
ger market share of 48 percent in 2015.

Royal Caribbean Cruises is the number two player in the mar-
ket, and in third position is Norwegian Cruise Lines. MSC Cruises 
is now the fourth-largest cruise line ahead of Disney, holding 5 
percent market share across their ships. Unlike their larger com-
petitors, MSC operates their entire fleet under one brand. 

Demographic Segmentation
Effective market segmentation of potential cruise passengers is 
an effective way to grow market share. In the cruise industry, the 
common approach to demographic segmentation is to split the 
market into five segments; namely, families, singles, honeymoon 
or romantic couples, seniors, and the disabled. 

These market segments have different preferences for the 
on-board facilities and processes. For example, families seek 
flexible dining experiences and on-board service and activities, 
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whereas seniors are more price-sensitive (as they are more likely 
to be regular repeat cruise line passengers) and more interested 
in entertainment. Singles look for social spaces (bars and cafes) 
and group activities.

MSC Cruises tends to focus on the family market segment 
for shorter cruises and the seniors market segment for longer 
cruises. And coming from an Italian heritage, they are quite 
“Mediterranean-inspired,” providing more basic on-board facili-
ties rather than water slides and rock climbing. In order to attract 
family groups, they offer “children travel free” packages along 
with kids’ clubs and a family games room.

Cruise Pricing Considerations
While the operating profit margin for each cruise line will vary, the 
average margin in the industry is around 10 percent. As the over-
all industry revenue is now approaching $40 billion, this means 
that the total industry net income is around $4 billion.

Again, on average, cruise lines only generate around 70–75 
percent of their total revenue from passenger ticket sales. The 
remaining revenue is generated from the sale of beverages, ex-
cursions and tours, shop sales, casino gaming, Internet access, 
laundry services, spa and beauty services, photos, and premium 
dining and alcohol.

As in airline pricing, each cabin on a cruise ship represents 
inventory to be sold. Due to the high fixed-cost structure and the 
relatively low cost of an extra occupied cabin, it is in the cruise 
line’s interest to sell as many cabins as possible (much in the 
same way that airlines seek to sell as many seats at the best 
possible price).

And like most holiday industries, cruising has seasonal de-
mand, with demand higher in the warmer months. Consumers 
also use a mix of buying approaches, from early planners (who 
are generally more price-sensitive), to people looking for the “right 
holiday” (and are less price-sensitive), to last-minute deal hunters.

This mix of consumer behavior means that cruise pric-
ing needs to be dynamic. Therefore, for popular high-season 
cruises, the prices can be increased. But for low-season or 
poorly booked cruises, special deals need to be offered. One 
way of doing this effectively (without offering low prices to the 
entire market) is to offer special deals in certain countries or 
through selected travel agencies.

The Case for Cost-Based Pricing
Cruise operators typically have a high fixed-cost structure. First 
there is the significant cost of the ship’s depreciation. As the in-
dustry is moving towards larger ships with more facilities, the cost 
of these newer ships are usually in the range of $500 million to 
$1 billion, and they are also likely to need major refurbishments in 
future years in order to maintain up-to-date.

Depending on the financial structure of the cruise company 
involved, another major fixed cost is the interest expense associ-
ated with each ship’s capital cost. As MSC is a privately owned 
company, they do not have access to public equity funds and 
are more likely to rely on borrowing and profit reinvestment to 
help expand their fleet. The final major fixed cost is the ongoing 
maintenance and running costs of the ships.

One of their major variable costs is wages. Large cruise ships 
usually have over 1,000 staff on board. With around 75 percent 
of staff members involved in passenger-contact roles such as 
in restaurants, bars, shops, and entertainment, it is difficult to 
reduce staff numbers without negatively impacting customer ser-
vice levels. Fortunately for the cruise lines, they are generally able 

to keep staff costs down by offsetting wages against the staff’s 
food and accommodation on board.

Other significant variable costs include fuel costs, port 
charges, and food and beverage. While these variable costs 
would be quite substantial, their very high fixed-cost structure is 
likely to be far more significant given their overall capital invest-
ment. This highlights the importance of cost recovery when set-
ting prices for a cruise.

The Case for Competitor-Based Pricing
The Internet has transformed how consumers make decisions, 
and this is also true of the travel industry. When deciding on a 
holiday, consumers are no longer reliant on travel agents and in-
stead use review websites such as TripAdvisor to help guide their 
decisions. They have a greater affinity for shopping around and 
comparing deals, making them more price sensitive than ever 
before.

A first-time cruising consumer is likely to have no real brand 
loyalty and perhaps even perceive that all cruise lines are “gen-
erally the same.” This may mean that cruise operators offering 
similar cruises may be primarily assessed on the basis of price.

And not only are cruises competing against other cruise of-
fers, but consumers are also likely to assess their potential holi-
day choice against indirect competitors such as traditional flight 
and resort destinations (which are often packaged together as 
one deal).

The Case for Customer Value-Based Pricing
The third pricing strategy discussed in the chapter is setting pric-
es based upon the perception of value.  Since the reinvention 
of the industry, cruises have tried to position themselves as the 
destination itself, providing the unique ability to transport cus-
tomers through multiple countries within the comfort of a floating 
“hotel” room. 

Cruises usually offer a completely packaged experience, 
including accommodation, food, entertainment, shopping, ca-
sinos, spas, fitness centers, activities, kid’s clubs, and the op-
portunity to meet new people. This overall package of benefits 
means that the entire holiday is organized, usually with some-
thing for everyone, regardless of age or interests. Obviously, this 
all-in-one holiday solution would represent significant value for 
many consumers.

MSC Cruise’s Approach to Pricing
Like most other cruise lines, MSC works hard at making the up-
front cost of the cruise appear attractive while trying to maximize 
their other revenue streams in order to be profitable. 

They usually promote their cruises using a headline price in 
their advertising based upon their interior cabins (the lowest-
priced cabins). As the consumer moves through the booking 
process, they are offered improved cabin types and improved 
service packages in order to up-sell the customer to a higher 
price point. There may be up to 20 different cabin categories, 
depending on deck, cabin size, view, and whether they are inte-
rior or exterior and mid- or end-ship.

This is a similar approach to most other “mass-market” cruise 
lines (but not the high-end luxury cruises that are less price-sen-
sitive). This creates quite a competitive, and somewhat confus-
ing, set of prices across the various cruise offerings. 

In addition to the accommodation cost of the cruise, while 
most meals are included, there is an additional charge for some 
specialty menu items. Beverages also attract an additional 
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MyLab Marketing
Go to mymktlab.com for the following Assisted-graded writing questions:

10-23 Why are consumers so concerned about the price of gas and why are they willing 
to search out stations with lower prices?

10-24 Describe the cost-plus pricing method and discuss why marketers use it even if  it 
is not the best method for setting prices.

charge, with passengers usually prompted to opt for a drinks 
package that is levied at a daily rate. This does not include pre-
mium alcohol, which is usually a further charge.

Moreover, on most cruise lines, including MSC Cruises, 
passengers are told not to tip the staff. Instead, there is a daily 
charge levied on each passenger that is then allocated to all staff 
members. Additional costs are also levied on passengers for 
excursions and tours, Internet usage, shop purchases, casino 
gaming, video games, spa treatments, and so on. 

Therefore, as you can probably guess, passengers who take 
on a beverage package, go on tours, use the Internet, and make 
purchases will have a substantial bill to cover at the end of their 
cruise. But this situation would not be significantly different if the 
consumer was staying at a resort. However, some first-time cus-
tomers may be concerned by this approach to pricing, particu-
larly if they had thought that virtually everything had been paid for 
at the start of the cruise.

The Outlook for MSC
MSC has plans to introduce one new cruise ship per year (on 
average) up until 2025, when they expect to surpass Norwe-
gian Cruise Lines to become the world’s third-largest cruise 
operator. They plan to generate most of their increased market 
share with an increased focus on the popular Caribbean voy-
ages sector.

However, one of the biggest challenges they face is getting 
their pricing right, against competitors from other cruise lines 
and from an array of traditional holiday solutions, such as resorts, 
theme parks, and tour operators. In addition, in today’s Internet-
based world, consumers are better informed and are looking for 
new experiences and, of course, great value.

Questions for Discussion
10-18 Outline the competitive advantages of a cruise versus a 

traditional flight-resort holiday package. Which holiday 

choice would you prefer? Which one would you be 
 willing to pay a premium price for?

10-19 The ease of comparison on the Internet tends to en-
courage price-based consumer decisions. What could 
MSC Cruises do to help take the consumer’s focus off 
price to some extent and consider other attributes?

10-20 Which of the three pricing strategies discussed would 
work best for MSC Cruises, given their overall market 
share growth goals? Why?

10-21 Review MSC’s pricing approach of providing a relatively 
low up-front price but then relying on additional sales 
for profitability. Outline the strengths and weaknesses 
of this approach.

10-22 Do you agree with MSC’s overall approach to pricing? 
What recommendations would you have for them, par-
ticularly as they have a similar pricing structure to the 
market leaders?

Sources: A.O. Bull, “The Economics of Cruising,” The Journal of 
Tourism Studies, 7(2), 1996, pp. 28–35; Cruise Mapper, MSC Cruises, 
2016, http://www.cruisemapper.com/cruise-lines/MSC-Cruises-13; 
Cruise Market Watch, Cruise Ship Segmentation, 2012, http://
www.cruisemarketwatch.com/articles/cruise-ship-segmentation/;  
Cruise Market Watch, 2015 World Wide Market Share, 2015, http://
www.cruisemarketwatch.com/market-share/; Cruise Market Watch, 
Growth of the Cruise Line Industry, 2015, http://www.cruisemarketwatch 
.com/growth/; Market Realist, An Investor’s Guide to Carnival, the World’s 
Largest Cruise Company, 2015, http://marketrealist.com/2015/01/ 
carnival-boasts-largest-market-share-cruise-passengers/; Mediterranean 
Shipping Company, MSC: About Us, 2016, https://www.msc.com/msr/
about-us; Royal Caribbean Cruises, “About Royal Caribbean Cruises,” 
2016, http://www.rclcorporate.com/about/; M. Saltmarsh, Shipping 
Magnate Takes a New Tack: The Cruise Business, 2010, http://www 
.nytimes.com/2010/10/30/business/global/30aponte.html?_r=0; Swiss 
Ships, The History of MSC Mediterranean Shipping Co., 2001, http://
www.swiss-ships.ch/reeder/reederei-berichte/msc/msc-story-en.html, all 
websites accessed December 14, 2016.



In the previous chapter, you learned that price is an 
important marketing mix tool for both creating and 
capturing customer value. You explored the three 
main pricing strategies—customer value–based, 
cost-based, and competition-based pricing—and 

the many internal and external factors that affect a firm’s pric-
ing decisions. In this chapter, we’ll look at some additional 
pricing considerations: new product pricing, product mix pric-
ing, price adjustments, and initiating and reacting to price 

changes. We close the chapter with a discussion of public 
policy and pricing.

For openers, let’s examine Apple’s premium pricing strategy. 
Apple sets its prices substantially above those of even its highest-
priced competitors. But Apple’s appeal to customers has never 
been about prices. Instead, Apple’s vision has always been to 
provide innovative designs and superior user experiences that 
make its prices secondary in the minds of customers who covet 
Apple products.

APPLE: Premium Priced and Worth It

Under its premium pricing strategy, 
Apple sets its prices above those of 
even its highest-priced competitors. Yet 
Apple’s sales remain hot and its profits 
even hotter.

Pricing Strategies
Additional Considerations

Ask Apple users and they’ll tell you that their Apple devices 
simply work better and are easier to use. And they love Apple’s 
clean, simple designs that ooze style.

Apple’s obsession with deepening the user experience 
shows up in everything the company does. From the begin-
ning, Apple has been an innovative leader, churning out one 
cutting-edge product after another. Making products custom-
ers want—usually before consumers themselves even know 
what they want—has resulted in one Apple-led revolution after 
 another. Apple has always had a genius for wrapping technol-
ogy beautifully around human needs in a way that puts its 
customers at the front of the crowd.

In turn, Apple has built a huge 
corps of avid Apple enthusiasts. 
For nearly four decades, customers 
have anointed Apple as the un-
disputed keeper of all things cool. 
When you buy an Apple product, 
you join a whole community of 
fervent fellow believers. Say the 

word Apple in front of hard-core fans, and they’ll go into raptures 
about the superiority of the brand. Such enthusiasm and support 
creates demand for Apple products beyond the limits of price. 
Not only are Apple fans willing to pay more, they believe deep 
down that the value they receive is well worth the higher price.

A pple is the prototypical premium pricer. Whether 
it’s an iPhone, iPad, Mac laptop, or Apple Watch, 
customers pay more for an Apple than for compet-
ing devices—a lot more. Apple’s iPhone last year 

sold globally for an average price of $624, compared with 
$185 for the average Android smartphone. Even compared to 
Samsung, its closest high-end competitor, the latest iPhone 
commands a premium of $100 to $200 more than similar 
Samsung Galaxy models. Similarly, a standard MacBook Pro 
costs $300 more than a comparable Dell or HP computer.

Yet despite such sky-high prices, Apple’s products 
 continue to fly off shelves, as eager customers get in line to 
snap up the latest models. For ex-
ample, Apple sold more than 231 
million iPhones last year alone. 
That leaves Apple in an envious 
position: It charges the highest 
prices and still captures market-
leading shares in most of its prod-
uct categories. How does Apple 
pull that off?

For Apple, success has never been about prices. Instead, it’s 
been about the Apple user experience. Many tech companies 
make products that just occupy space and complete the tasks at 
hand. By contrast, Apple creates “life-feels-good”  experiences. 
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One of the best illustrations of Apple’s pre-
mium pricing power is the Apple Watch. Apple 
was hardly a pioneer in introducing its smart-
watch. Dozens of companies were already selling 
wearables across a broad range of price points. In 
the year prior to the launch of the Apple Watch, 
competitors sold 6.8 million smartwatches at an 
average price of $189. Apple unveiled its own 
smartwatch in three versions. The least expensive 
version, the basic Apple Watch Sport, sold for $349, 
nearly twice the average industry price. At the 
other extreme was the ultra-premium Apple Watch 
Edition, made of solid 18-karat gold with sapphire 
crystal glass. Fully loaded, it sold for as much as 
$17,000. Such high prices did anything but scare 
away buyers. By one estimate, Apple will sell an 
estimated 21 million Apple Watches a year and now 
holds a 74 percent share of the greatly expanded 
smartwatch market.

More broadly, Apple’s ability to command higher prices 
and margins has produced stunning sales and profit results. 
In smartphones, for example, Apple captures an impressive 
20 percent share of  total global sales. However, it commands 
an even more impressive 50 percent share of the premium 
smartphone segment. Most remarkably, thanks to its premium 
prices, Apple routinely pulls in a lion’s share of industry prof-
its. For instance, in one recent quarter, it grabbed a dazzling 92 
 percent of the total smartphone profits made by the world’s 
top eight smartphone makers. Similarly, Apple captures nearly 
50  percent of the profits in the competitively crowded personal 
computer market.

Overall, in just the past four years, Apple’s sales have more 
than doubled to a record $234 billion, placing the company 
at number five on the list of Fortune 500 companies, ahead of 
traditional industrial giants such as GM and GE. Brand tracker 
Interbrand recently rated Apple as the world’s most valuable 
brand. And the company’s soaring stock prices have made 
Apple one of the world’s two most valuable companies, neck 
and neck with Google parent Alphabet.

Even with all this success, however, Apple’s premium 
pricing strategy does present some risks. For example, in 
some markets—especially the world’s rapidly growing emerg-
ing markets—Apple’s high prices make it vulnerable to low-
price competitors. Consider China, which accounts for a full 
one-third of all smartphone sales worldwide. In China, Apple 
now places third in market share behind fast-growing, low-
priced local competitors such Xiaomi and Huawei.

Chinese market leader Xiaomi has come from nowhere in 
just the past three years to become the world’s third-largest 
smartphone producer behind only Apple and Samsung. It 
produces low-cost smartphones, laptops, and other devices 
that are modeled closely after Apple devices. It even has a 

thriving iTunes clone that supplies apps, games, and other 
content. Xiaomi packs potent technology and stunning design 
into dirt-cheap phones that sell at a fraction of Apple’s prices. 
For instance, an entry-level iPhone sells in China for $833—
that’s more than a month’s wages for the average Chinese 
buyer. By contrast, the average Xiaomi smartphone goes for 
only $149.

With its smart design and low, low prices, Xiaomi is 
targeting the “technically inclined, geeky, typically younger 
sort of customer who can’t afford a top-of-the-line Apple or 
Samsung phone,” says one tech blogger. Such consumers 
make up the fastest-rising tech segment not just in China 
but also in other emerging markets such as India and Brazil. 
And so far, Apple neither has—nor intends to have—an af-
fordable answer for that type of consumer. Low-end prod-
ucts simply don’t fit Apple’s operating style or premium 
positioning.

However, Apple is still thriving in China and other emerg-
ing economies by catering to the also-burgeoning numbers of 
more-affluent consumers in those markets who want and can 
afford the luxury and status associated with Apple. Just like 
anywhere else, if you can afford it, an Apple device is well 
worth the premium price. In China, according to one ana-
lyst, “It’s a price people have been willing to pay, specifically 
 because it is expensive.” For instance, remember that exorbi-
tantly priced Apple Watch Edition? It sold out in China in less 
than an hour.

Thus, whether here or abroad, Apple’s premium pricing 
strategy will likely remain a winner. “The dominance of Apple 
is something that is very hard to overcome,” says an industry 
executive. “Apple has to stumble somehow or another, and 
I  don’t think that’s going to happen.” The lesson is simple: 
Truly premium products earn premium prices.1

Apple earns the premium prices it charges. Avid Apple fans have long anointed 
the brand as the keeper of all things cool.
Thomas Kurmeier/Getting Images
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AS THE APPLE STORY suggests, and as we learned in the previous chapter,  pricing 
decisions are subject to a complex array of company, environmental, and competitive 
forces. To make things even more complex, a company does not set a single price but 
rather a pricing structure that covers different items in its line. This pricing structure 
changes over time as products move through their life cycles. The company adjusts its 
prices to reflect changes in costs and demand and to account for variations in buyers and 
situations. As the competitive environment changes, the company considers when to ini-
tiate price changes and when to respond to them.

This chapter examines additional pricing approaches used in special pricing situations 
or to adjust prices to meet changing situations. We look in turn at new product pricing for 
products in the introductory stage of the product life cycle, product mix pricing for related 
products in the product mix, price adjustment tactics that account for customer differences 
and changing situations, and strategies for initiating and responding to price changes.

New Product Pricing Strategies
Pricing strategies usually change as the product passes through its life cycle. The intro-
ductory stage is especially challenging. Companies bringing out a new product face the 
challenge of setting prices for the first time. They can choose between two broad strategies: 
market-skimming pricing and market-penetration pricing.

Market-Skimming Pricing
Many companies that invent new products set high initial prices to skim revenues layer 
by layer from the market. Apple frequently uses this strategy, called market-skimming 
pricing (or price skimming). With each new generation of Apple iPhone, iPad, or Mac 
computer, new models start at a high price then work their way down as newer models are 
introduced. In this way, Apple skims the maximum amount of revenue from the various 
segments of the market. For example, through smart premium pricing, Apple vacuums up 
as much as 92 percent of all smartphone profits.2

Market-skimming pricing 
(price skimming)
Setting a high price for a new product to 
skim maximum revenues layer by layer 
from the segments willing to pay the high 
price; the company makes fewer but 
more profitable sales.

OBJECTIVES OUTLINE

OBJECTIVE 11-1  Describe the major strategies for pricing new products.

New Product Pricing Strategies  (pp 332–333)

OBJECTIVE 11-2  Explain how companies find a set of prices that maximizes the profits from the total product mix.

Product Mix Pricing Strategies  (pp 333–335)

OBJECTIVE 11-3  Discuss how companies adjust their prices to take into account different types of customers 
and situations.

Price Adjustment Strategies  (pp 335–343)

OBJECTIVE 11-4  Discuss the key issues related to initiating and responding to price changes.

Price Changes  (pp 344–346)

OBJECTIVE 11-5  Overview the social and legal issues that affect pricing decisions.

Public Policy and Pricing  (pp 346–350)

Pricing new products can 
be especially challenging. 

Just think about all the things you’d 
need to consider in pricing a new 
smartphone, say, the first Apple iPhone. 
Even more, you need to start thinking 
about the price—along with many other 
marketing considerations—at the very 
beginning of the design process.
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Market skimming makes sense only under certain conditions. First, the 
 product’s quality and image must support its higher price, and enough buyers 
must want the product at that price. Second, the costs of producing a smaller 
volume cannot be so high that they cancel the advantage of charging more. 
Finally, competitors should not be able to enter the market easily and undercut 
the high price.

Market-Penetration Pricing
Rather than setting a high initial price to skim off small but profitable market seg-
ments, some companies use market-penetration pricing. Companies set a low 
initial price to penetrate the market quickly and deeply—to attract a large number of 
buyers quickly and win a large market share. The high sales volume results in fall-
ing costs, allowing companies to cut their prices even further. For example, AGIT 
Global used penetration pricing to quickly build demand for its Wavestorm 
surf boards:3

Before Wavestorm, surfers and would-be surfers typically bought custom-made or high-
end surfboards at local surf shops, where entry-level boards typically run $300 to $1,000. 
AGIT Global had a different idea. With a mission to make surfing more accessible for 
both adults and children, it began 10 years ago mass-producing good quality soft-foam 
surfboards and selling them through big-box stores at penetration prices.  For example, 
it sells an entry-level, 8-foot, blue-and-white Wavestorm board at Costco for only $99.99. 
Thanks to penetration pricing, Wavestorm is now the market leader, selling an estimated 
five times more boards than the other largest surfboard brands. The inexpensive boards 
have even become favorites of advanced surfers, who buy them for their friends or chil-
dren. “Margins are slim at Costco,” says Matt Zilinskas, AGIT’s vice president of sales. 
“But we pump out volume and get paid on time.”

Several conditions must be met for this low-price strategy to work. First, the market 
must be highly price sensitive so that a low price produces more market growth. Second, 
production and distribution costs must decrease as sales volume increases. Finally, the low 
price must help keep out the competition, and the penetration pricer must maintain its 
low-price position. Otherwise, the price advantage may be only temporary.

Product Mix Pricing Strategies
The strategy for setting a product’s price often has to be changed when the product is 
part of a product mix. In this case, the firm looks for a set of prices that maximizes its 
profits on the total product mix. Pricing is difficult because the various products have 
related demand and costs and face different degrees of competition. We now take a 
closer look at the five product mix pricing situations summarized in  Table 11.1: 
product line pricing, optional-product pricing, captive-product pricing, by-product pricing, and 
product bundle pricing.

Market-penetration pricing
Setting a low price for a new product in 
order to attract a large number of buyers 
and a large market share.

 Penetration pricing: An entry-level, 8-foot, 
blue-and-white Wavestorm surfboard at 
Costco sells for only $99.99.
AGIT Global North America

  Table 11.1 | Product Mix Pricing

Pricing Situation Description

Product line pricing Setting prices across an entire product line

Optional-product pricing Pricing optional or accessory products sold with the main 
product

Captive-product pricing Pricing products that must be used with the main product

By-product pricing Pricing low-value by-products to get rid of or make money 
on them

Product bundle pricing Pricing bundles of products sold together

Author
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Most individual products 
are part of a broader 

product mix and must be priced 
accordingly. For example, Gillette prices 
its Fusion razors low. But once you buy 
the razor, you’re a captive customer 
for its higher-margin replacement 
cartridges.
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Product Line Pricing
Companies usually develop product lines rather than single products. In product line 
pricing, management must determine the price steps to set between the various products 
in a line. The price steps should take into account cost differences between products in the 
line. More important, they should account for differences in customer perceptions of the 
value of different features.

For example, Quicken offers an entire line of financial management software,  including 
Starter, Deluxe, Premier, Home & Business, and Rental Property Manager versions priced 
at $29.99, $64.99, $94.99, $104.99, and $154.99, respectively. Although it costs Quicken no 
more to produce the Premier version than the Starter version, many buyers happily pay 
more to obtain additional Premier features, such as financial-planning, retirement, and 
investment-monitoring tools. Quicken’s task is to establish perceived value differences that 
support the price differences.

Optional-Product Pricing
Many companies use optional-product pricing—pricing optional or accessory products 
along with the main product. For example, a car buyer may choose to order a navigation 
system and premium entertainment system. Refrigerators come with optional ice makers. 
And when you order a new laptop, you can select from a bewildering array of processors, 
hard drives, docking systems, software options, and service plans. Pricing these options 
is a sticky problem. Companies must decide which items to include in the base price and 
which to offer as options.

Captive-Product Pricing
Companies that make products that must be used along with a main product are using 
captive-product pricing. Examples of captive products are razor blade cartridges, 
video games, printer cartridges, single-serve coffee pods, and e-books. Producers of the 
main products (razors, video-game consoles, printers, single-cup coffee brewing systems, 
and tablet computers) often price them low and set high markups on the supplies.  For 
example, Amazon makes little or no profit on its Kindle readers and tablets. It hopes to 
more than make up for thin margins through sales of digital books, music, movies, sub-
scription services, and other content for the devices. “We want to make money when peo-
ple use our devices, not when they buy our devices,” declares Amazon CEO Jeff Bezos.4

Captive products can account for a  substantial 
portion of a brand’s sales and  profits. For example, 
only a relatively small percentage of Keurig’s rev-
enues come from the sale of its  single-cup brewing 
systems. The bulk of the brand’s  revenues—nearly 
77 percent—comes from captive sales of its K-Cup 
portion packs.5 However, companies that use cap-
tive-product pricing must be careful. Finding the 
right balance between the main-product and captive-
product prices can be tricky. Even more, consumers 
trapped into buying expensive captive products may 
come to resent the brand that ensnared them.

For example, some customers of single-cup 
coffee brewing systems may cringe at what they 
must pay for those handy little coffee portion packs. 
Although they might seem like a bargain when 
compared on a cost-per-cup basis versus Starbucks, 
the pods’ prices can seem like highway robbery 
when broken down by the pound. One investiga-
tor calculated the cost of pod coffee at a shocking 
$50 per pound.6 At those prices, you’d be better off 
cost-wise brewing a big pot of premium coffee and 
pouring out the unused portion. For many buyers, 

Product line pricing
Setting the price steps between various 
products in a product line based on 
cost differences between the products, 
customer evaluations of different features, 
and competitors’ prices.

Optional-product pricing
The pricing of optional or accessory 
products along with a main product.

Captive-product pricing
Setting a price for products that must be 
used along with a main product, such as 
blades for a razor and games for a video-
game console.

 Captive-product pricing: Amazon makes little profit on its Kindle readers 
and tablets but makes up for the close-to-cost prices through sales of content 
for the devices.
Future Publishing/Getty Images
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the convenience and selection offered by single-cup brewing systems outweigh the extra 
costs. However, such captive-product costs might make others avoid buying the device in 
the first place or cause discomfort during use after purchase.

In the case of services, captive-product pricing is called two-part pricing. The price of 
the service is broken into a fixed fee plus a variable usage rate. Thus, at Six Flags and other 
amusement parks, you pay a daily ticket or season pass charge plus additional fees for 
food and other in-park features.

By-Product Pricing
Producing products and services often generates by-products. If the by-products have no 
value and if getting rid of them is costly, this will affect the pricing of the main product. 
Using by-product pricing, the company seeks a market for these by-products to help 
offset the costs of disposing of them and help make the price of the main product more 
competitive.

The by-products themselves can even turn out to be profitable—turning trash into 
cash. For example, cheese makers in Wisconsin have discovered a use for their leftover 
brine, a salt solution used in the cheese-making process. Instead of paying to have it dis-
posed of, they now sell it to local city and county highway departments, which use it in 
conjunction with salt to melt icy roads. It doesn’t stop there. In New Jersey, pickle makers 
sell their leftover brine for similar uses. In Tennessee, distilleries sell off potato juice, a by-
product of vodka distillation. And on many highways across the nation, highway crews 
use a product called Beet Heet, which is made from—you guessed it—beet juice brine by-
products. The only side effect of these brine solutions is a slight odor. Says one highway 
department official about cheese brine, “If you were behind a snow plow, you’d immedi-
ately smell it.”7

Product Bundle Pricing
Using product bundle pricing, sellers often combine several products and offer the 
bundle at a reduced price. For example, fast-food restaurants bundle a burger, fries, and a 
soft drink at a “combo” price. Microsoft Office is sold as a bundle of computer software, 
including Word, Excel, PowerPoint, and Outlook. And Comcast, AT&T, Verizon, and other 
telecommunications companies bundle TV service, phone service, and high-speed internet 
connections at a low combined price. Price bundling can promote the sales of products 
consumers might not otherwise buy, but the combined price must be low enough to get 
them to buy the bundle.

Price Adjustment Strategies
Companies usually adjust their basic prices to account for various customer differences 
and changing situations. Here we examine the seven price adjustment strategies summa-
rized in  Table 11.2: discount and allowance pricing, segmented pricing, psychological pricing, 
promotional pricing, geographical pricing, dynamic pricing, and international pricing.

Discount and Allowance Pricing
Most companies adjust their basic price to reward customers for certain responses, such 
as paying bills early, volume purchases, and off-season buying. These price adjustments—
called discounts and allowances—can take many forms.

One form of discount is a cash discount, a price reduction to buyers who pay their bills 
promptly. A typical example is “2/10, net 30,” which means that although payment is due 
within 30 days, the buyer can deduct 2 percent if the bill is paid within 10 days. A quantity 
discount is a price reduction to buyers who buy large volumes. A seller offers a functional 
discount (also called a trade discount) to trade-channel members who perform certain func-
tions, such as selling, storing, and record keeping. A seasonal discount is a price reduction to 
buyers who buy merchandise or services out of season.

By-product pricing
Setting a price for by-products to help 
offset the costs of disposing of them and 
help make the main product’s price more 
competitive.

Product bundle pricing
Combining several products and offering 
the bundle at a reduced price.

Discount
A straight reduction in price on purchases 
during a stated period of time or of larger 
quantities.

Setting the base price for 
a product is only the start. 

The company must then adjust the 
price to account for customer and 
situational differences. When was the 
last time you paid the full suggested 
retail price for something?
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Allowances are another type of reduction from the list price. For example, trade-in 
allowances are price reductions given for turning in an old item when buying a new one. 
Trade-in allowances are most common in the automobile industry, but they are also given 
for other durable goods. Promotional allowances are payments or price reductions that 
 reward dealers for participating in advertising and sales-support programs.

Segmented Pricing
Companies will often adjust their basic prices to allow for differences in customers, 
 products, and locations. In segmented pricing, the company sells a product or service 
at two or more prices, even though the difference in prices is not based on differences  
in costs.

Segmented pricing takes several forms. Under customer-segment pricing, different cus-
tomers pay different prices for the same product or service. For example, museums, movie 
theaters, and retail stores may charge lower prices for students and senior citizens. Kohl’s 
offers a 15 percent discount every Wednesday to “customers aged 60 or better.”  And 
Walgreens holds periodic Senior Discount Day events, offering 20 percent price reductions 
to AARP members and to its Balance Rewards members age 55 and over. “Grab Granny 
and go shopping!” advises one Walgreens ad.

Under product form pricing, different versions of the product are priced differently 
but not according to differences in their costs. For instance, a round-trip economy 
seat on a flight from New York to London might cost $1,100, whereas a business-class 
seat on the same flight might cost $3,400 or more. Although business-class customers 
receive roomier, more comfortable seats and higher-quality food and service, the dif-
ferences in costs to the airlines are much less than the additional prices to passengers. 
However, to passengers who can afford it, the additional comfort and services are 
worth the extra charge.

Using location-based pricing, a company charges different prices for different locations, 
even though the cost of offering each location is the same. For instance, state universities 
charge higher tuition for out-of-state students, and theaters vary their seat prices because 
of audience preferences for certain locations. Finally, using time-based pricing, a firm varies 
its price by the season, the month, the day, and even the hour. For example, movie the-
aters charge matinee pricing during the daytime, and resorts give weekend and seasonal 
discounts.

For segmented pricing to be an effective strategy, certain conditions must exist. The 
market must be segmentable, and segments must show different degrees of demand. The 
costs of segmenting and reaching the market cannot exceed the extra revenue obtained 
from the price difference. Of course, the segmented pricing must also be legal.

Allowance
Promotional money paid by 
manufacturers to retailers in return for an 
agreement to feature the manufacturer’s 
products in some way.

Segmented pricing
Selling a product or service at two or 
more prices, where the difference in prices 
is not based on differences in costs.

 Table 11.2  | Price Adjustments

Strategy Description

Discount and 
allowance pricing

Reducing prices to reward customer responses such as volume 
 purchases, paying early, or promoting the product

Segmented pricing Adjusting prices to allow for differences in customers, products, 
or locations

Psychological pricing Adjusting prices for psychological effect

Promotional pricing Temporarily reducing prices to spur short-run sales

Geographical pricing Adjusting prices to account for the geographic location 
of customers

Dynamic pricing Adjusting prices continually to meet the characteristics 
and needs of individual customers and situations

International pricing Adjusting prices for international markets
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Most important, segmented prices should reflect real differences in 
customers’ perceived value. Consumers in higher price tiers must feel 
that they’re getting their extra money’s worth for the higher prices paid. 
Otherwise, segmented pricing practices can cause consumer resent-
ment. For example, buyers reacted negatively when a New York City 
Department of Consumer Affairs investigation found that women often 
pay more for female versions of products that are virtually identical to 
male versions except for gender-specific packaging:8

The DCA compared the prices of male and female versions for nearly 800 
products—including children’s toys and clothing, adult apparel, personal 
care products, and home goods. It found that items marketed to girls and 
women cost an average of 7 percent more than similar items aimed at 
boys and men. In the hair care category, women paid 48 percent more for 
products such shampoo, conditioner, and gel; razor cartridges cost women 
11 percent more. For example, a major drug store chain sold a blue box of 
Schick Hydro 5 razor cartridges for $14.99; virtually identical cartridges for 
the Schick Hydro “Silk,” a purple-boxed sister brand, sold for $18.49. In an-
other case, Target sold red Radio Flyer scooters for boys at $24.99; the same 
scooter in pink for girls was priced at $49.99. Target lowered its price for the 
pink scooter after the DCA report was released, calling the price mismatch a 
“system error.” Although no laws prohibit gender-based pricing differences, 
such glaring disparities can damage a brand’s credibility and reputation.

Companies must also be careful not to treat customers in lower 
price tiers as second-class citizens. Otherwise, in the long run, the prac-
tice will lead to customer resentment and ill will. For example, in recent 
years, the airlines have incurred the wrath of frustrated customers at 

both ends of the airplane. Passengers paying full fare for business- or first-class seats often 
feel that they are being gouged. At the same time, passengers in lower-priced coach seats 
feel that they’re being ignored or treated poorly.

Psychological Pricing
Price says something about the product. For example, many consumers use price to judge 
quality. A $100 bottle of perfume may contain only $3 worth of scent, but some people are 
willing to pay the $100 because this price indicates something special.

In using psychological pricing, sellers consider the psychology of prices, not  simply 
the economics. For example, consumers usually perceive higher-priced products as having 
higher quality. When they can judge the quality of a product by examining it or by call-
ing on past experience with it, they use price less to judge quality. But when they  cannot 
judge quality because they lack the information or skill, price becomes an important qual-
ity signal. For instance, who’s the better lawyer, one who charges $50 per hour or one 
who charges $500 per hour? You’d have to do a lot of digging into the respective lawyers’ 
credentials to answer this question objectively; even then, you might not be able to judge 
 accurately. Most of us would simply assume that the higher-priced lawyer is better.

Another aspect of psychological pricing is reference prices—prices that buyers 
carry in their minds and refer to when looking at a given product. The reference price 
might be formed by noting current prices, remembering past prices, or assessing the buy-
ing situation. Sellers can influence or use these consumers’ reference prices when setting 
price. For example, a grocery retailer might place its store brand of bran flakes and raisins 
cereal priced at $2.49 next to Kellogg’s Raisin Bran priced at $3.79. Or a company might 
offer more expensive models that don’t sell very well to make its less expensive but still-
high-priced models look more affordable by comparison. For example, Williams-Sonoma 
once offered a fancy bread maker at the steep price of $279. However, it then added a $429 
model. The expensive model flopped, but sales of the cheaper model doubled.9

For most purchases, consumers don’t have all the skill or information they need to fig-
ure out whether they are paying a good price. They don’t have the time, ability, or inclina-
tion to research different brands or stores, compare prices, and get the best deals. Instead, 
they may rely on certain cues that signal whether a price is high or low. Interestingly, such 
pricing cues are often provided by sellers, in the form of sales signs, price-matching guar-
antees, loss-leader pricing, and other helpful hints.

Psychological pricing
Pricing that considers the psychology of 
prices and not simply the economics; the 
price is used to say something about the 
product.

Reference prices
Prices that buyers carry in their minds 
and refer to when they look at a given 
product.

 Customer-segment pricing: Walgreens holds regular 
Senior Discount Day events, offering 20 percent price 
reductions to AARP members and to its Balance Rewards 
members age 55 and over.
Walgreen Co.
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 Even small differences in price can signal product differences. A 9 or 
0.99 at the end of a price often signals a bargain. You see such prices every-
where. For example, browse the online sites of top discounters such as Target, 
Best Buy, or Overstock.com, where almost every price ends in 9. In contrast, 
high-end retailers might favor prices ending in a whole number (for example, 
$6, $25, or $200). Others use 00-cent endings on regularly priced items and  
99-cent endings on discount merchandise.

Although actual price differences might be small, the impact of such 
 psychological tactics can be big. For example, in one study, people were asked 
how likely they were to choose among LASIK eye surgery providers based only 
on the prices they charged: $299 or $300. The actual price difference was only 
$1, but the study found that the psychological difference was much greater. 
Preference ratings for the providers charging $300 were much higher. Subjects 
perceived the $299 price as significantly less, but the lower price also raised 
stronger concerns about quality and risk. Some psychologists even argue that 
each digit has symbolic and visual qualities that should be considered in pric-
ing. Thus, eight (8) is round and even and creates a soothing effect, whereas 
seven (7) is angular and creates a jarring effect.10

Promotional Pricing
With promotional pricing, companies will temporarily price their products 
below list price—and sometimes even below cost—to create buying excitement 
and urgency. Promotional pricing takes several forms. A seller may simply offer 
discounts from normal prices to increase sales and reduce inventories. Sellers 
also use special-event pricing in certain seasons to draw more customers. Thus, 
TVs and other consumer electronics are promotionally priced in November and 
December to attract holiday shoppers into the stores. Limited-time offers, such 

as online flash sales, can create buying urgency and make buyers feel lucky to have gotten 
in on the deal.

Manufacturers sometimes offer cash rebates to consumers who buy the product from 
dealers within a specified time; the manufacturer sends the rebate directly to the customer. 
Rebates have been popular with automakers and producers of mobile phones and small 
appliances, but they are also used with consumer packaged goods. Some manufacturers 

offer low- interest financing, longer warranties, or free 
maintenance to reduce the consumer’s “price.” This 
practice has become another favorite of the auto 
industry.

Promotional pricing can help move customers 
over humps in the buying decision process.  For 
example, to encourage consumers to convert to its 
Windows 10 operating system, Microsoft ran an Easy 
Trade-Up promotion offering buyers $200 trade-ins 
on their old devices when purchasing new Windows 
10 PCs costing $599 or more at the Microsoft Store. 
It sweetened the deal to $300 for trade-ins of Apple 
MacBooks or iMacs. In the past, Microsoft has 
 offered customers up to $650 toward the purchase 
of a Surface Pro when they trade in a MacBook Air. 
Such aggressive price promotions can provide pow-
erful buying and switching incentives.

Promotional pricing, however, can have adverse 
effects. During most holiday seasons, for example, 
it’s an all-out bargain war. Marketers carpet-bomb 
consumers with deals, causing buyer wear-out and 
pricing confusion. Constantly reduced prices can 
erode a brand’s value in the eyes of customers. And 
used too frequently, price promotions can create 
“deal-prone” customers who wait until brands go 
on sale before buying them. For example, ask most 

Promotional pricing
Temporarily pricing products below the 
list price, and sometimes even below 
cost, to increase short-run sales.

 Psychological pricing: What do the prices 
marked on this tag suggest about the product 
and buying situation?
© Tetra Images/Alamy

 Promotional pricing: To encourage conversions to its Windows 10 operating 
system, Microsoft ran an Easy Trade-Up promotion offering buyers $200 to 
$300 trade-ins on their old devices when purchasing new Windows 10 PCs. 
Such aggressive price promotions can provide powerful buying incentives.
Microsoft
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regular shoppers at home goods retailer Bed Bath & Beyond, and they’ll likely tell you that 
they never shop there without a stack of 20-percent-off or 5-dollar-off coupons in hand. 
As one reporter put it: “Shopping with a coupon at Bed Bath & Beyond has begun to feel 
like a given instead of like a special treat, and that’s bad news for the chain’s bottom line.” 
In fact, greater recent coupon redemption rates have increasingly eaten into the retailer’s 
profit margins.11

Geographical Pricing
A company also must decide how to price its products for customers located in  different 
parts of the United States or the world. Should the company risk losing the business of 
more-distant customers by charging them higher prices to cover the higher shipping 
costs? Or should the company charge all customers the same prices regardless of loca-
tion? We will look at five geographical pricing strategies for the following hypotheti-
cal situation:

The Peerless Paper Company is located in Atlanta, Georgia, and sells paper products to custom-
ers all over the United States. The cost of freight is high and affects the companies from which 
customers buy their paper. Peerless wants to establish a geographical pricing policy. It is trying 
to determine how to price a $10,000 order to three specific customers: Customer A (Atlanta), 
Customer B (Bloomington, Indiana), and Customer C (Compton, California).

One option is for Peerless to ask each customer to pay the shipping cost from the 
Atlanta factory to the customer’s location. All three customers would pay the same fac-
tory price of $10,000, with Customer A paying, say, $100 for shipping; Customer B, $150; 
and Customer C, $250. Called FOB-origin pricing, this practice means that the goods are 
placed free on board (hence, FOB) a carrier. At that point, the title and responsibility pass to 
the customer, who pays the freight from the factory to the destination. Because each cus-
tomer picks up its own cost, supporters of FOB pricing feel that this is the fairest way to 
assess freight charges. The disadvantage, however, is that Peerless will be a high-cost firm 
to distant customers.

Uniform-delivered pricing is the opposite of FOB pricing. Here, the company 
charges the same price plus freight to all customers, regardless of their location. The freight 
charge is set at the average freight cost. Suppose this is $150. Uniform-delivered pricing 
therefore results in a higher charge to the Atlanta customer (who pays $150 freight instead 
of $100) and a lower charge to the Compton customer (who pays $150 instead of $250). 
Although the Atlanta customer would prefer to buy paper from another local paper com-
pany that uses FOB-origin pricing, Peerless has a better chance of capturing the California 
customer.

Zone pricing falls between FOB-origin pricing and uniform-delivered pricing. The 
company sets up two or more zones. All customers within a given zone pay a single total 
price; the more distant the zone, the higher the price. For example, Peerless might set up an 
East Zone and charge $100 freight to all customers in this zone, a Midwest Zone in which it 
charges $150, and a West Zone in which it charges $250. In this way, the customers within a 
given price zone receive no price advantage from the company. For example, customers in 
Atlanta and Boston pay the same total price to Peerless. The complaint, however, is that the 
Atlanta customer is paying part of the Boston customer’s freight cost.

Using basing-point pricing, the seller selects a given city as a “basing point” and 
charges all customers the freight cost from that city to the customer location, regardless 
of the city from which the goods are actually shipped. For example, Peerless might set 
Chicago as the basing point and charge all customers $10,000 plus the freight from Chicago 
to their locations. This means that an Atlanta customer pays the freight cost from Chicago 
to Atlanta, even though the goods may be shipped from Atlanta. If all sellers used the same 
basing-point city, delivered prices would be the same for all customers, and price competi-
tion would be eliminated.

Finally, the seller who is anxious to do business with a certain customer or geographi-
cal area might use freight-absorption pricing. Using this strategy, the seller absorbs all 
or part of the actual freight charges to get the desired business. The seller might reason that 
if it can get more business, its average costs will decrease and more than compensate for its 
extra freight cost. Freight-absorption pricing is used for market penetration and to hold on 
to increasingly competitive markets.

Geographical pricing
Setting prices for customers located in 
different parts of the country or world.

FOB-origin pricing
Pricing in which goods are placed free on 
board a carrier; the customer pays the 
freight from the factory to the destination.

Uniform-delivered pricing
Pricing in which the company charges the 
same price plus freight to all customers, 
regardless of their location.

Zone pricing
Pricing in which the company sets up two 
or more zones. All customers within a 
zone pay the same total price; the more 
distant the zone, the higher the price.

Basing-point pricing
Pricing in which the seller designates 
some city as a basing point and charges 
all customers the freight cost from that 
city to the customer.

Freight-absorption pricing
Pricing in which the seller absorbs all or 
part of the freight charges in order to get 
the desired business.
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Dynamic and Online Pricing
Throughout most of history, prices were set by negotiation between buyers and sellers. 
A  fixed-price policy—setting one price for all buyers—is a relatively modern idea that arose 
with the development of large-scale retailing at the end of the nineteenth century. Today, 
most prices are set this way. However, many companies are now reversing the fixed-
pricing trend. They are using dynamic pricing—adjusting prices continually to meet the 
characteristics and needs of individual customers and situations.

Dynamic pricing offers many advantages for marketers. For example, online sellers 
such as Amazon, L.L.Bean, or Apple can mine their databases to gauge a specific  shopper’s 
desires, measure his or her means, check out competitors’ prices, and instantaneously 
 tailor offers to fit that shopper’s situation and behavior, pricing products accordingly.

Services ranging from retailers, airlines, and hotels to sports teams change prices on 
the fly according to changes in demand, costs, or competitor pricing, adjusting what they 
charge for specific items on a daily, hourly, or even continuous basis. Done well,  dynamic 
pricing can help sellers to optimize sales and serve customers better. However, done 
poorly, it can trigger margin-eroding price wars and damage customer relationships and 
trust. Companies must be careful not to cross the fine line between smart dynamic pricing 
strategies and damaging ones (see Real Marketing  11.1).

In the extreme, some companies customize their offers and prices based on the specific 
characteristics and behaviors of individual customers, mined from online browsing and 
purchasing histories. These days, online offers and prices might well be based on what spe-
cific customers search for and buy, how much they pay for other purchases, and whether 
they might be willing and able to spend more. For example, a consumer who recently went 
online to purchase a first-class ticket to Paris or customize a new Mercedes coupe might 
later get a higher quote on a new Bose Wave Radio. By comparison, a friend with a more 
modest online search and purchase history might receive an offer of 5 percent off and free 
shipping on the same radio.12

Dynamic pricing doesn’t happen only online. For example, many store retailers and 
other organizations now adjust prices by the day, hour, or even minute. For example, 
Kohl’s uses electronic price tags in its stores to adjust prices instantly based on supply, 
 demand, and store traffic factors. It can now stage sales that last only hours instead of days, 
much as its online competitors do. Ride-sharing services such as Uber and Lyft adjust their 
fares dynamically during slow or peak times, a practice called “surge pricing.” Similarly, 
supply and demand dictates minute-to-minute price adjustments these days for every-
thing from theater tickets to parking spots and golf course greens fees. One Dallas highway 
even shifts toll prices every five minutes depending on traffic—the fare for one 7-mile 
stretch, for example, ranged between 90 cents and $4.50 in one week.13

Although such dynamic pricing practices seem legally questionable, they’re not. 
Dynamic pricing is legal as long as companies do not discriminate based on age, gender, 
location, or other similar characteristics. Dynamic pricing makes sense in many contexts—
it adjusts prices according to market forces and consumer preferences. But marketers need 
to be careful not to use dynamic pricing to take advantage of customers, thereby damaging 
important customer relationships. Customers may resent what they see as unfair pricing 
practices or price gouging. For example, consumers reacted badly to reports that Coca-
Cola was proposing smart vending machines that would adjust prices depending on out-
side  temperatures. And an Amazon.com dynamic pricing experiment that varied prices by 
purchase occasion received highly unfavorable headlines.

Just as dynamic and online pricing benefit  sellers, however, they also benefit consum-
ers. For example, thanks to the internet, consumers can now get instant product and price 
comparisons from thousands of vendors at price comparison sites or using mobile apps 
such as ShopSavvy, Amazon’s Price Check, or eBay’s RedLaser. For example, the RedLaser 
mobile app lets customers scan barcodes (or search by voice or image) while shopping in 
stores. It then searches online and at nearby stores to provide thousands of reviews and 
comparison prices and even offers buying links for immediate online purchasing.

Such information puts pricing power into the hands of consumers. Alert shoppers take 
advantage of the constant price skirmishes among sellers, snapping up good deals or lever-
aging retailer price-matching policies. In fact, many retailers are finding that ready online 
access to comparison prices is giving consumers too much of an edge. Most store retailers 

Dynamic pricing
Adjusting prices continually to meet the 
characteristics and needs of individual 
customers and situations.
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The entry of no-frills carriers EasyJet and Ryanair into 
the European market has totally revolutionized the air 
passenger transport industry.
CPC Collection/Alamy Stock Photo

Re
al

 M
ar

ke
tin

g 11.1 Dynamic Pricing at EasyJet and Ryanair: 
Climbing the Skies with Low Prices

method of selling airline seats was to start 
selling at a certain price and then lower it if 
sales were too low. What EasyJet founder 
Stelios Haji Ioannou pioneered was quite the 
opposite: the start was a low headline price 
that grabbed attention, and then it was raised 
with respect to demand—this was dynamic 
pricing. Dynamic pricing here means that 
seats on a particular flight are priced differ-
ently according to the level of demand for 
the seats still to be sold. Simply speaking, 
the higher the demand for seats, the more 
expensive they are likely to be. Because 
demand tends to get stronger as the flight 
gets closer to departure, prices will tend to 
go up. Accordingly, the less expensive seats 
will always be sold first. Customers are, of 
course, never told how soon or by how much 
the price will be changed. This system of 
dynamic pricing is designed to allow airline 
seats to be priced according to supply and 
demand, and achieve high seat occupancy. 
This reflects the fact that a particular seat 
on a specific flight cannot be stored for later 
resale; if it remains empty, the revenue is lost.

Compared to traditional airlines such as 
British Airways or Lufthansa, EasyJet is in 
a position to offer much lower fares due 
to strict cost controlling. This is achieved 
through simplicity (using one aircraft type), 
productivity (fast turnaround times to achieve 
high aircraft use), direct distribution (using 
the internet for upfront payment and low 
administrative charges), and dynamic pric-
ing (pricing the seats based on the level of 
demand to maximize revenue and profits). 
In addition, onboard costs are 
reduced by not providing free 
drinks or meals to passengers. 
The company’s approach is to 
fly to relatively few destinations 
but at a higher frequency on 
each route and to save costs 
by mostly flying from secondary 
airports. To differentiate from its 
rival Ryanair, however, EasyJet 
flies more often from big air-
ports such as Gatwick Airport 
in the United Kingdom or Milan 
Malpensa in Italy. The company 
also offers flexible fares that are 
attractive to business travelers, 
who make up one in five of 
EasyJet’s passengers, as they 
allow free date changes.

Ryanair, which was established in 1985, 
followed the Southwest Airlines business 
model just like  EasyJet  and has grown 
from a small airline into one of Europe’s larg-
est carriers,  operating  more  than  1,600  
daily  flights  from  72 bases and connecting 
192 destinations in 31 countries. In 2015, 
the Irish-based airline flew over 90 million 
passengers. It provides cheap point-to-point 
flying from secondary airports. Ryanair has 
kept to its single-aircraft  policy with a fleet 
of Boeing 737s (which it bought second-
hand and cheaply), reducing maintenance, 
replacements, and crew training substantially. 
Following a frugal cost structure, the airline 
makes money on nearly everything; for ex-
ample, charging for baggage check-in, print-
ing boarding passes, and paying with a debit 
or credit card. Like its competitor EasyJet, 
Ryanair uses in-flight advertising on overhead 
bins, seatbacks, airsick bags, and on the 
sides of its jets to generate revenue. As a 
result, Ryanair currently takes in an average 
of 20 percent of its revenue from such non-
ticket charges, making it the industry leader 
in charging passengers for virtually every op-
tional amenity they consume.

Ryanair makes no excuses for both the ad-
ditional charges and the absence of comforts. 
In fact, it sees its dynamic “less-for- less” value-
pricing approach as long overdue in the airline 
industry. Michael O’Leary, CEO of Ryanair, 
states that in many ways, travel is pleasant and 
enriching, but the physical process of getting 
from Point A to Point B shouldn’t be pleasant 
or enriching but quick, efficient, affordable, and 

These days, it appears that every 
seller knows the prices competitors 
are charging for anything and every-
thing that is sold, minute by minute, 
and down to the penny. Moreover, 
today’s technologies have provided 
sellers with the flexibility to adjust 

their prices on the fly. This often results in 
some pretty unconventional pricing dynam-
ics, such as dynamic pricing, a strategy in 
which businesses set flexible prices for prod-
ucts or services based on current market 
demands. This approach is routinely and suc-
cessfully used by low-cost airlines EasyJet 
and Ryanair in order to constantly adjust fares 
for specific flights, depending on competitor 
pricing and anticipated seat availability.

The entry of no-frills carriers EasyJet and 
Ryanair into the European market has totally 
revolutionized the air passenger transport in-
dustry. The attraction is fares set at approxi-
mately one-fifth of those of the mainstream 
airlines. The fleet is made up entirely of one 
type of aircraft to keep costs down by re-
ducing pilot training and maintenance costs. 
It mostly flies between secondary airports, 
which are sometimes over an hour’s drive 
from the city centers. However, it was only 
in the 1990s that the phenomenon spread 
worldwide. Ryanair was one of the first air-
lines in Europe to adopt the business model 
in 1992, followed by its main low-cost com-
petitor, EasyJet. Growth has been spectacu-
lar for both airlines. EasyJet carried almost 
7 million passengers during May 2016, an 
increase of 5.7 percent over the same period 
in 2015. In its own numbers for April 2016, 
Ryanair reported a 10 percent increase in 
passengers to 9.9 million, and a 2 percent 
rise in load factor to 93 percent. The growth 
in the low-cost sector has been fueled by the 
increasing market for short-haul city breaks, 
the more adventurous holidaymakers’ prefer-
ence to arrange their own vacation packages, 
and the wish to own holiday homes in warm, 
sunny climates. These factors, together with 
the drive by businesses to cut travel costs, 
have driven growth in passenger numbers.

Founded in 1995, EasyJet is one of 
Europe’s leading airlines, operating on over 
600 routes across more than 30 countries 
and employing over 8,000 people. In 2015, 
they flew nearly 70 million passengers. A 
key element in EasyJet’s success has been 
its approach to pricing. The conventional 
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must now devise strategies to deal with the consumer 
practice of showrooming.  Consumers armed with smart-
phones now routinely visit stores to see an item, compare 
prices online while in the store, and then request price 
matches or simply buy the item online at a lower price. 
Such behavior is called showrooming because consumers 
use retailers’ stores as de facto “showrooms” for online 
resellers such as Amazon.com.

Store retailers are now implementing strategies to 
combat such showrooming and cross-channel shopping 
or even turn it into an advantage. For example, Best Buy 
now routinely matches the prices of Amazon and other 
major online merchants. Once it has neutralized price as 
a buying factor, Best Buy reasons, it can convert show-
roomers into  in-store buyers with its nonprice advantages, 
such as immediacy, convenient locations, personal assis-
tance by well-trained associates, and the ability to order 
goods online and pick up or return them in the store. It 
has also sharpened its own online and mobile marketing. 
“Showrooming . . . is not the ideal experience,” says a Best 
Buy marketer, “to do research at home, go to the store, do 

more research, then…order and hope it arrives on time. There’s a better way.”14 We will 
revisit the subject of showrooming our discussions of retailing in Chapter 13.

International Pricing
Companies that market their products internationally must decide what prices to charge 
in different countries. In some cases, a company can set a uniform worldwide price. For 
example, Boeing sells its jetliners at about the same price everywhere, whether the 
buyer is in the United States, Europe, or a third-world country. However, most compa-
nies adjust their prices to reflect local market conditions and cost considerations.

The price that a company should charge in a specific country depends on many 
 factors, including economic conditions, competitive situations, laws and regulations, 
and the nature of the wholesaling and retailing system. Consumer perceptions and 
preferences also may vary from country to country, calling for different prices. Or the 
company may have different marketing objectives in various world markets, which re-
quire changes in pricing strategy. For example, Apple uses a premium pricing strategy 

safe. Ryanair’s focus on cost reduction has 
resulted in significantly higher profit margins 
than those of rival EasyJet. Some of the cost 
savings are passed on to the customers in the 
form of lower fares (the plan is an average fall 
in fare levels of 5 percent per year) to make the 
airline even more attractive to its target market, 
which is the leisure customer.

The stellar growth in low-cost flying and 
dynamic pricing has attracted new entrants, 
such as Flybe, Jett, and Goodjet in Europe, as 
well as AirAsia Berhad, a Malaysian low-cost 
airline headquartered near Kuala Lumpur, 
Malaysia, and operating domestic and inter-
national flights to 100 destinations spanning 
22 countries. Traditional airlines have also re-
sponded. For example, Air France, Lufthansa, 
and British Airways have cut prices on many 
of their European flights in an attempt to stem 
the flow to the low-price carriers. However, 
their prices remain significantly higher than 

Sources: “Dynamic Pricing Explained,” EasyJet, http://www.easyjet.com/en/dynamic-pricing-explained; “About 
Us,” EasyJet, http://corporate.easyjet.com/about-easyjet.aspx?sc_lang=en; Lisa Bachelor and Miles Brignall, 
“EasyJet Customer Angered by ‘Best Deals’ Offered for Lanzarote Flights,” The Guardian, June 1, 2012, http://
www.theguardian.com/money/2012/jun/01/easyjet-customer-best-deals; “History of Ryanair,” Ryanair, http://
corporate.ryanair.com/about-us/history-of-ryanair/; “Havard Business Case Study (HBS) Air Asia,” D’heart IT 
Solution, http://dheartitsolution.blogspot.de/p/havard-business-case-studyhbs-air-asia.html; Cecilia Rodriguez, 
“Airlines Look to Raise Revenue the Ryanair Way,” Forbes, March 5, 2012, http://www.forbes.com/ sites/ 
ceciliarodriguez/2012/03/05/105/; Jane Leung, “Ryanair’s Five ‘Cheapest’ Money-Saving Schemes,” CNNTravel, 
October 17, 2011, http://www.cnn.com/2011/10/17/travel/ryanair-money-saving-schemes/index.htm; http://
www.ryanair.com/en/investor/investor-relations-news, accessed September 2015; http://www.corporate 
.easyjet.com/investors/results-centre/2014.aspx?sc_lang=en, accessed September 2015; Sam Dean, “EasyJet 
Reports Passenger Boost as Ryanair Chases UK Dominance,” The Telegraph, http://www.telegraph.co.uk/ 
business/2016/05/06/easyjet-reports-passenger-boost-as-ryanair-chases-uk-dominance/, accessed April 1, 
2017; EasyJet website, “EasyJet Monthly Traffic Statistics for December 2015,” http://corporate.easyjet.com/
investors/traffic-statistics/2015/english/dec, accessed April 1, 2017; Ryanair website, “Traffic,” https://investor 
.ryanair.com/traffic/, accessed April 1, 2017.

 Dynamic online pricing benefits both sellers and buyers. Consumers 
armed with instant access to product and price comparisons can often 
negotiate better in-store prices.
© Lev Dolgachov / Alamy

those of Ryanair and EasyJet due to their 
different cost structures and more traditional 
pricing strategies.

Ryanair and EasyJet have successfully 
implemented and pursued their low-cost 

approach and dynamic pricing, and revolu-
tionized the airline industry. They have proven 
that companies can provide customer value in 
more ways than one. If they manage to sustain 
their development, not even the sky’s the limit.
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to introduce sophisticated, feature-rich, premium smartphones in carefully segmented 
mature markets in developed countries and to affluent consumers in emerging markets. 
By contrast, it’s now under pressure to discount older models and develop cheaper, 
more basic phone models for sizable but less affluent markets in developing countries, 
where even discounted older Apple phones sell at prices three to five times those of 
those of competing low-price models.

Costs play an important role in setting international prices. Travelers abroad are 
often surprised to find that goods that are relatively inexpensive at home may carry 
outrageously higher price tags in other countries. A pair of Levi’s selling for $30 in the 
United States might go for $63 in Tokyo and $88 in Paris. A McDonald’s Big Mac selling 
for a  modest $4.20 in the United States might cost $7.85 in Norway or $5.65 in Brazil, 
and an Oral-B toothbrush selling for $2.49 at home may cost $10 in China. Conversely, 
a Gucci handbag going for only $140 in Milan, Italy, might fetch $240 in the United 
States.

In some cases, such price escalation may result from differences in selling strategies or 
market conditions. In most instances, however, it is simply a result of the higher costs of 

selling in another country—the additional costs of opera-
tions, product modifications, shipping and insurance, ex-
change-rate fluctuations, and physical distribution. Import 
tariffs and taxes can also add to costs.  For example, 
China imposes duties as high as 25 percent on imported 
Western luxury products such as watches, designer dresses, 
shoes, and leather handbags. It also levies consumption 
taxes of 30 percent for cosmetics and 20 percent on high-
end watches. As a result, Western luxury goods bought in 
mainland China carry prices as much as 50 percent higher 
than in Europe.15

Price has become a key element in the international 
marketing strategies of companies attempting to enter 
less affluent emerging markets. Typically, entering such 
markets has meant targeting the exploding middle classes 
in developing countries such as China, India, Russia, 
and Brazil, whose economies have been growing rapidly. 
More recently, however, as the weakened global econ-
omy has slowed growth in both domestic and emerging 
markets, many companies are shifting their sights to in-
clude a new target—the so-called “bottom of the pyra-
mid,” the vast untapped market consisting of the world’s 
poorest consumers.

Not long ago, the preferred way for many brands to market their products in 
developing markets—whether consumer products or cars, computers, and smart-
phones—was to paste new labels on existing models and sell them at higher prices to 
the privileged few who could afford them. However, such a pricing approach put many 
products out of the reach of the tens of millions of poor consumers in emerging markets. 
As a result, many companies developed smaller, more basic and affordable product 
versions for these markets. For example, Unilever—the maker of such brands as Dove, 
Sunsilk, Lipton, and Vaseline—shrunk its packaging and set low prices that even the 
world’s poorest consumers could afford. It developed single-use packages of its sham-
poo, laundry detergent, face cream, and other products that it could sell profitably for 
just pennies a pack. As a result, today, 59 percent of Unilever’s revenues come from 
emerging economies.16

Although this strategy has been successful for Unilever, most companies are learn-
ing that selling profitably to the bottom of the pyramid requires more than just repack-
aging or stripping down existing products and selling them at low prices. Just like more 
well-to-do consumers, low-income buyers want products that are both functional and 
aspirational. Thus, companies today are innovating to create products that not only 
sell at very low prices but also give bottom-of-the-pyramid consumers more for their 
money, not less.

International pricing presents many special problems and complexities. We discuss 
international pricing issues in more detail in Chapter 19.

 International prices: Travelers are often surprised to find that 
product price tags vary greatly from country to country. For example, 
thanks to Chinese import tariffs and consumption taxes, Western 
luxury goods bought in mainland China carry prices as much as  
50 percent higher than in Europe.
James McCauley/Harrods via Getty Images
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Price Changes
After developing their pricing structures and strategies, companies often face situations in 
which they must initiate price changes or respond to price changes by competitors.

Initiating Price Changes
In some cases, the company may find it desirable to initiate either a price cut or a price 
 increase. In both cases, it must anticipate possible buyer and competitor reactions.

Initiating Price Cuts
Several situations may lead a firm to consider cutting its price. One such circumstance 
is excess capacity. Another is falling demand in the face of strong price competition or a 
weakened economy. In such cases, the firm may aggressively cut prices to boost sales and 
market share. But as the airline, fast-food, automobile, retailing, and other industries have 
learned in recent years, cutting prices in an industry loaded with excess capacity may lead 
to price wars as competitors try to hold on to market share.

A company may also cut prices in a drive to dominate the market through lower 
costs. Either the company starts with lower costs than its competitors, or it cuts prices 
in the hope of gaining market share that will further cut costs through larger volume. 
For example, computer and electronics maker Lenovo uses an aggressive low-cost, low-
price strategy to increase its share of the PC market in developing countries. Similarly, 
Chinese low-price phone maker Xiaomi has now become China’s smartphone market 
leader, and the low-cost producer is making rapid inroads into India and other emerg-
ing markets.17

Initiating Price Increases
A successful price increase can greatly improve profits. For example, if the company’s 
profit margin is 3 percent of sales, a 1 percent price increase will boost profits by 33 percent 
if sales volume is unaffected. A major factor in price increases is cost inflation. Rising costs 

squeeze profit margins and lead companies to pass cost increases along to customers. 
Another factor leading to price increases is over-demand: When a company cannot 
supply all that its customers need, it may raise its prices, ration products to customers, 
or both—consider today’s worldwide oil and gas industry.

When raising prices, the company must avoid being perceived as a price gouger. 
 For example, when gasoline prices rise rapidly, angry customers often accuse the 

 major oil companies of enriching themselves at the expense of consumers. Customers 
have long memories, and they will eventually turn away from companies or even 
whole industries that they perceive as charging excessive prices. In the extreme, 
claims of price gouging may even bring about increased government regulation.

There are some techniques for avoiding these problems. One is to maintain a 
sense of fairness surrounding any price increase. Price increases should be supported 
by company communications telling customers why prices are being raised.

Wherever possible, the company should consider ways to meet higher costs or 
demand without raising prices. For example, it might consider more cost-effective 
ways to produce or distribute its products. It can “unbundle” its market offering, 
removing features, packaging, or services and separately pricing elements that were 
formerly part of the offer. Or it can shrink the product or substitute less-expensive 
ingredients instead of raising the price. P&G recently did this with Tide by holding 
price while shrinking 100-ounce containers to 92 ounces and 50-ounce containers to 
46 ounces, creating a more than 8 percent price increase per ounce without changing 
package prices. Similarly, Kimberly-Clark raised Kleenex prices by “desheeting”— 
reducing the number of sheets of toilet paper or facial tissues in each package. And 

a regular Snickers bar now weighs 1.86 ounces, down from 2.07 ounces in the past, effec-
tively increasing prices by 11 percent.18

Buyer Reactions to Price Changes
Customers do not always interpret price changes in a straightforward way. A price  increase, 
which would normally lower sales, may have some positive meanings for buyers. For exam-
ple, what would you think if Rolex raised the price of its latest watch model? On the one hand, 

When and how should a 
company change its price? 

What if costs rise, putting the squeeze 
on profits? What if the economy sags 
and customers become more price 
sensitive? Or what if a major competitor 
raises or drops its prices? As Figure 9.5 
suggests, companies face many   
price-changing options.

Author
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 Initiating price increases: When gasoline 
prices rise rapidly, angry consumers 
often accuse the major oil companies 
of enriching themselves by gouging 
customers.
© Jerry and Marcy Monkman/EcoPhotography.com / Alamy
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you might think that the watch is even more exclusive or better made. On the other hand, you 
might think that Rolex is simply being greedy by charging what the traffic will bear.

Similarly, consumers may view a price cut in several ways. For example, what would 
you think if Rolex were to suddenly cut its prices? You might think that you are getting 
a better deal on an exclusive product. More likely, however, you’d think that quality had 
been reduced, and the brand’s luxury image might be tarnished. A brand’s price and image 
are often closely linked. A price change, especially a drop in price, can adversely affect how 
consumers view the brand.

Competitor Reactions to Price Changes
A firm considering a price change must worry about the reactions of its competitors as well 
as those of its customers. Competitors are most likely to react when the number of firms 
involved is small, when the product is uniform, and when the buyers are well informed 
about products and prices.

How can the firm anticipate the likely reactions of its competitors? The problem is 
complex because, like the customer, the competitor can interpret a company price cut in 
many ways. It might think the company is trying to grab a larger market share or that it’s 
doing poorly and trying to boost its sales. Or it might think that the company wants the 
whole industry to cut prices to increase total demand.

The company must assess each competitor’s likely reaction. If all competitors behave 
alike, this amounts to analyzing only a typical competitor. In contrast, if the competitors do 
not behave alike—perhaps because of differences in size, market shares, or policies—then 
separate analyses are necessary. However, if some competitors will match the price change, 
there is good reason to expect that the rest will also match it.

Responding to Price Changes
Here we reverse the question and ask how a firm should respond to a price change by a 
competitor. The firm needs to consider several issues: Why did the competitor change the 
price? Is the price change temporary or permanent? What will happen to the company’s 
market share and profits if it does not respond? Are other competitors going to respond? 
Besides these issues, the company must also consider its own situation and strategy and 
possible customer reactions to price changes.

 Figure 11.1 shows the ways a company might assess and respond to a competi-
tor’s price cut. Suppose a company learns that a competitor has cut its price and decides 
that this price cut is likely to harm its sales and profits. It might simply decide to hold its 
current price and profit margin. The company might believe that it will not lose too much 
market share or that it would lose too much profit if it reduced its own price. Or it might 
decide that it should wait and respond when it has more information on the effects of the 
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competitor’s price change. However, waiting too long to act might let the competitor get 
stronger and more confident as its sales increase.

If the company decides that effective action can and should be taken, it might make 
any of four responses. First, it could reduce its price to match the competitor’s price. It may 
decide that the market is price sensitive and that it would lose too much market share to 
the lower-priced competitor. However, cutting the price will reduce the company’s profits 
in the short run. Some companies might also reduce their product quality, services, and 
marketing communications to retain profit margins, but this will ultimately hurt long-run 
market share. The company should try to maintain its quality as it cuts prices.

Alternatively, the company might maintain its price but raise the perceived value of 
its offer. It could improve its communications, stressing the relative value of its product 
over that of the lower-price competitor. The firm may find it cheaper to maintain price 
and spend money to improve its perceived value than to cut price and operate at a lower 
margin. Or the company might improve quality and increase price, moving its brand into a 
higher price–value position. The higher quality creates greater customer value, which jus-
tifies the higher price. In turn, the higher price preserves the company’s higher margins.

Finally, the company might launch a low-price “fighter brand”—adding a lower-price 
item to the line or creating a separate lower-price brand. This is necessary if the particular 
market segment being lost is price sensitive and will not respond to arguments of higher 

quality.  Starbucks did this when it acquired 
Seattle’s Best Coffee, a brand positioned with 
working-class, “approachable-premium” ap-
peal compared to the more professional, full-
premium appeal of the main Starbucks brand. 
Seattle’s Best coffee is generally cheaper than 
the parent Starbucks brand. As such, at retail, it 
competes more directly with Dunkin’ Donuts, 
McDonald’s, and other mass-premium brands 
through its franchise outlets and through part-
nerships with Subway, Burger King, Delta, 
AMC theaters, Royal Caribbean cruise lines, and 
others. On supermarket shelves, it competes 
with store brands and other mass-premium cof-
fees such as Folgers Gourmet Selections and 
Millstone.

To counter store brands and other low-
price entrants in a tighter economy, P&G 
turned a number of its brands into fighter 
brands. Luvs disposable diapers give parents 
“premium leakage protection for less than 
pricier brands.” And P&G offers popular bud-
get-priced  basic versions of several of its major 
brands. For example, Charmin Basic “holds 
up at a great everyday price,” and Puffs Basic 

gives you “Everyday softness. Everyday value.” Tide Simply Clean & Fresh is about 35 
percent cheaper than regular Tide detergent—it’s “tough on odors and easy on your wal-
let.” However, companies must use caution when introducing fighter brands, as such 
brands can tarnish the image of the main brand. In addition, although they may attract 
budget buyers away from lower-priced rivals, they can also take business away from the 
firm’s higher-margin brands.

Public Policy and Pricing
Price competition is a core element of our free-market economy. In setting prices, compa-
nies usually are not free to charge whatever prices they wish. Many federal, state, and even 
local laws govern the rules of fair play in pricing. In addition, companies must consider 
broader societal pricing concerns. In setting their prices, for example, pharmaceutical firms 
must balance their development costs and profit objectives against the sometimes life-and-
death needs of prescription drug consumers (see Real Marketing  11.2)

Pricing decisions are often 
constrained by social and 

legal issues. For example, think about 
the pharmaceuticals industry. Are 
rapidly rising prescription drug prices 
justified? Or are the drug companies 
unfairly lining their pockets by gouging 
consumers who have few alternatives? 
Should the government step in?
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 Fighter brands: Starbucks has positioned its Seattle’s Best Coffee unit to compete 
more directly with the “mass-premium” brands sold by Dunkin’ Donuts, McDonald’s, 
and other lower-priced competitors.
© Curved Light USA / Alamy
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Pharmaceutical companies often argue that the value of 
their research justifies the high costs of the medicines 
they sell.
anyaivanova/123rf.com
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as entities contributing to the well-being and 
quality of life of people. Most drug inven-
tion attempts fail and result in losses for 
these companies; approximately 10 percent 
of drug inventions actually reach the approval 
phase. Clearly there is a need for a joint initia-
tive and efforts by the key stakeholders, in-
cluding the pharmaceutical industry and the 
governments, to strike the right balance be-
tween reaching the lowest pricing today and 
ensuring adequate investment for meeting 
the challenging medical needs of tomorrow.

To manage medicine pricing, the 
European Commission and the European 
pharmaceutical industry work within a com-
prehensive regulatory framework. They have 
introduced measures and mechanisms for 
price regulations (to control drug prices and 
profits), international price comparisons, and 
reference pricing and health technology as-
sessments. According to some reports, the 
European pharmaceutical industry is plan-
ning to implement a fundamental change in 
drug pricing policies in Europe so that com-
panies are rewarded for the clinical benefit 
of treatments rather than for the number of 
pills sold. The high price of drugs is strain-
ing Europe’s cash-strapped health systems 
and depriving many patients of the latest 
products. Manufacturers argue that they can 
save costs in the long run by keeping people 
out of hospital, but it is unclear how the 
clinical benefits of treatments can be mea-
sured; it may take years of treatment to gain 
some sort of perspective on this. European 
health care systems are largely state-funded, 
and governments expect the 
prices they pay to be fair and 
reflect value for money.

At the beginning of 2016, 
the European Commission is-
sued a report on drug pric-
ing in Europe. This document 
reports on the investigation of 
two pricing policies: external 
price referencing (EPR) and 
differential pricing (DP). EPR 
is a tool for drug price con-
trol and is widely used in the 
European Union; however, DP 
is highlighted as an effective 
strategy to improve access 
to otherwise unaffordable 
medicines for some member 
states. Both pricing policies 

differ with regard to aims and objectives, 
their current implementation in the European 
Union, and their potential for achieving the 
policy initiatives. The European Commission 
defines EPR as the practice of comparing 
medicine prices in several countries in order 
to set a benchmark or reference price for 
the purposes of setting or negotiating the 
price of a medicine in a given country. This 
policy is also comparable or similar to ex-
ternal reference pricing or international price 
comparison/benchmarking. EPR is used in 
most of the EU member states, though dif-
ferent approaches are applied in some EU 
countries. For example, Germany, Sweden, 
and the United Kingdom make use of some 
other forms of EPR pricing, such as value-
based pricing. The commission also found 
some limitations of EPR; for example, price 
comparisons are usually not done based on 
the real drug prices paid by consumers (i.e., 
discounted prices). According to the report, 
the practice of lowering list prices through 
various types of discounts, rebates, and 
similar financial arrangements between gov-
ernments and marketing authorization hold-
ers is widespread. Twenty-two EU member 
states reported that such financial arrange-
ments are made either based on a national 
law or confidentiality based agreements. 

On the other hand, pharmaceutical com-
panies benefit from DP by setting different 
prices for different customers for the same 
products, even though the cost of produc-
tion is the same. The customer’s unique 
position (e.g., patients from poor countries) 

At a meeting held in June 2016 in 
Luxemburg, under the presidency of 
the Netherlands, EU member state 
health ministers approved a plan 
to analyze medicine competition in 
Europe with reference to drug prices 
and intellectual property rights. This 

plan emphasizes the functioning of the pharma-
ceutical industry’s R&D and pricing strategies in 
the European Union. Member states are work-
ing hard to achieve a vital balance between key 
factors such as interactions between marketing 
authorization and measures to promote innova-
tion; the pharmaceutical market; and national 
approaches to pricing, reimbursement, and as-
sessment of medicinal products. 

Research has shown that the pharmaceuti-
cal industry is still considered the least-trusted 
industry by the general public. The major 
European pharmaceutical companies promote 
themselves as centers for medicine research 
and development, but many believe that they 
spend more money on marketing than on drug 
inventions. When there are improvements in 
the medicines, they come at a very substan-
tial financial cost for the patients: the average 
prices of new prescription medicines and ther-
apies have doubled over the last 5 to 10 years. 

An important bone of contention for critics 
of the pharmaceutical industry is the aggres-
sive pricing strategies pursued by most large 
companies. Some stakeholders have started 
to question the ever-increasing cost of new 
conventional drugs and the rise in prices for 
many currently available drugs. A study at 
the University of Liverpool discovered that, 
in 2017, 28 formulations of 21 medicines 
showed price increases in the United Kingdom 
from 2011 to 2016, some of which were stag-
gering: Treosulfan, Busulfan, and Tamoxifen 
showed an increase of 1201 percent, 1107 
percent, and 972 percent, respectively. 

It has also been alleged that they prefer 
chronic diseases compared to less prof-
itable infectious ones for developing new 
medicines; this makes fiscal sense as most 
drugs typically take more than 10 years 
from the initial concept until it reaches the 
consumer. According to cost estimates by 
the Association of the British Pharmaceutical 
Industry, it could well be £1.15 billion per 
drug. High invention cost of medicines is 
perceived to be one of the main reasons 
for high medicine prices. Yet pharmaceutical 
companies continue to position themselves 
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The most important pieces of legislation affecting pricing are the Sherman Act, the 
Clayton Act, and the Robinson-Patman Act, initially adopted to curb the formation of 
 monopolies and regulate business practices that might unfairly restrain trade. Because 
these federal statutes can be applied only to interstate commerce, some states have  adopted 
similar provisions for companies that operate locally.

 Figure 11.2 shows the major public policy issues in pricing. These include 
 potentially damaging pricing practices within a given level of the channel (price-fixing and 
predatory pricing) and across levels of the channel (retail price maintenance, discrimina-
tory pricing, and deceptive pricing).19

sometimes permits the use of DP to good 
effect for these companies. The concept has 
been implemented worldwide, and the com-
panies may earn high revenues from richer 
countries to cover major cost elements. 
However, the commission understands that 
DP alone does not guarantee a complete 
solution and that it often depends greatly on 
the cooperation of the pharmaceutical indus-
try. It is difficult for any regulatory body to 
ensure sustainability or autonomy for coun-
tries with low disposable income. Medicine-
manufacturing companies will have to be 
compensated for innovation so that prices 
are seen as a financial incentive to fund R&D 
in the pharmaceutical industry.

The EU Council stresses the need to 
clamp down on potential cases of market 
abuse, excessive pricing, as well as other 
market restrictions for European pharma-
ceutical companies. The challenge seems 
to be the containment of costs in order to 
ensure financial sustainability, rewards for 
R&D promotion, and acceptable pricing for 
the member states. To deal with this issue 
effectively, the European Union will have to 
consider other pricing policy options, such as 
joint procurement initiatives by EU members 
for purchase of generic drugs collectively. 

Group buying by many countries is likely to 
increase bargaining power, which could help 
in lowering prices further. 

Pharmaceutical pricing is an issue rid-
dled with questions and dilemmas. The 
European Commission seems confident 
about the prospects of improving the ex-
isting drug pricing policies and enhancing 
access to medicines across Europe. On the 
basis of the recommendations of the com-
mission’s report, the European Union in-
tends to make some technical improvement 
to drug pricing, especially in EPR pricing. 
They are planning to perform regular price 
re-evaluations (at least once a year) and 
benchmark against actual prices paid by 
the patients. This helps to identify possible 

discounts, rebates, and other, similar finan-
cial arrangements between pharmaceutical 
companies and governments. EU members 
plan to increase research on this issue to 
collect additional evidence to deal with the 
pricing issue in an effective way. They would 
like to engage further key stakeholders in 
addition to the government and the phar-
maceutical industry—such as the patients—
through effective communication and con-
sultation. It is also recommended that a 
platform be created for dialogue between 
key stakeholders so that they can have an 
open discussion without being bound to 
any institutional mandate. Such dialog could 
allow them to think outside box, and, per-
haps, beyond medicine pricing.

Sources: Sabine Vogler, Lena Lepuschütz, Peter Schneider, and Verena Stühlinger, “Study on 
Enhanced Cross-Country Coordination in the Area of Pharmaceutical Product Pricing,” report 
by the Directorate-General for Health and Food Safety, European Commission, December 
19, 2015, http://ec.europa.eu/health/systems_performance_assessment/docs/pharmapro-
ductpricing_frep_en.pdf”; EPFIA website, “Pricing of Medicines,” http://www.efpia.eu/topics/
industry-economy/pricing-of-medicines; Ben Hirschler, “Industry Weighs Radical Shake-Up of 
European Drug Pricing,” Reuters, http://www.reuters.com/article/us-pharmaceuticals-europe-
idUSKCN0YV0V5; Kim Thomas, “The Price of Health: The Cost of Developing New Medicines,” 
The Guardian, March 30, 2016, https://www.theguardian.com/healthcare-network/2016/
mar/30/new-drugs-development-costs-pharma.
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Public Policy Issues in Pricing
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Pricing within Channel Levels
Federal legislation on price-fixing states that sellers must set prices without talking to 
competitors. Otherwise, price collusion is suspected. Price-fixing is illegal per se—that 
is, the government does not accept any excuses for price-fixing. Recently, governments 
at the state and national levels have been aggressively enforcing price-fixing regulations 
in industries ranging from gasoline, insurance, and concrete to credit cards, computer 
chips, and e-books. Companies found guilty of price-fixing practices can pay heavy pen-
alties. For example, Apple recently paid $450 million in fines for conspiring with pub-
lishers to fix prices on e-books. And four major U.S. airlines—United, Delta, Southwest, 
and American—now face a potentially costly class action suit and U.S. Department of 
Justice investigation for conspiring to artificially inflate air fares to “reap huge profits.”20

Sellers are also prohibited from using predatory pricing—selling below cost 
with the intention of punishing a competitor or gaining higher long-run profits 
by putting competitors out of business. This protects small sellers from larger 
ones that might sell items below cost temporarily or in a specific locale to drive 
them out of business. The biggest problem is determining just what constitutes 
predatory pricing behavior. Selling below cost to unload excess inventory is not 
considered predatory; selling below cost to drive out competitors is. Thus, a 
given action may or may not be predatory depending on intent, and intent can 
be very difficult to determine or prove.

In recent years, several large and powerful companies have been accused of 
predatory pricing. However, turning an accusation into a lawsuit can be diffi-
cult.  For example, many publishers and booksellers have expressed concerns 
about Amazon.com’s predatory practices, especially its book pricing:21

Many booksellers and publishers complain that Amazon’s book pricing policies are 
destroying their industry. Amazon routinely sells best-selling hardback books as loss 
leaders at cut-rate prices. And it peddles e-books at fire-sale prices in order to win 
customers for its Kindle e-reader and tablets. Such very low book prices have caused 
considerable damage to competing booksellers, many of whom view Amazon’s pric-
ing actions as predatory. According to some industry groups, such practices “harm 
the interests of America’s readers, impoverish the book industry as a whole, and 
impede the free flow of ideas in our society.” Still, no predatory pricing charges have 
ever been filed against Amazon. It would be extremely difficult to prove that such 
loss-leader pricing is purposefully predatory as opposed to just plain good competi-
tive marketing. “But wait a minute,” states one analyst. “Isn’t that what business is 
supposed to do—compete to lower prices?”

Pricing across Channel Levels
The Robinson-Patman Act seeks to prevent unfair price discrimination by ensuring that sell-
ers offer the same price terms to customers at a given level of trade. For example, every 
retailer is entitled to the same price terms from a given manufacturer, whether the retailer 
is REI or a local bicycle shop. However, price discrimination is allowed if the seller can 
prove that its costs are different when selling to different retailers—for example, that it 
costs less per unit to sell a large volume of bicycles to REI than to sell a few bicycles to the 
local dealer.

The seller can also discriminate in its pricing if the seller manufactures different quali-
ties of the same product for different retailers. The seller has to prove that these differences 
are proportional. Price differentials may also be used to “match competition” in “good 
faith,” provided the price discrimination is temporary, localized, and defensive rather than 
offensive.

Laws also prohibit retail (or resale) price maintenance—a manufacturer cannot require 
dealers to charge a specified retail price for its product. Although the seller can propose a 
manufacturer’s suggested retail price to dealers, it cannot refuse to sell to a dealer that takes 
independent pricing action, nor can it punish the dealer by shipping late or denying adver-
tising allowances. For example, the Florida attorney general’s office investigated Nike for 
allegedly fixing the retail price of its shoes and clothing. It was concerned that Nike might 
be withholding items from retailers who were not selling its most expensive shoes at prices 
the company considered suitable.

 Predatory pricing: Some industry critics have 
accused Amazon.com of pricing books at fire-
sale prices that harm competing booksellers. 
But is it predatory pricing or just plain good 
competitive marketing?
© Iain Masterton/Alamy Stock Photo
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Deceptive pricing occurs when a seller states prices or price savings that mislead 
 consumers or are not actually available to consumers. This might involve bogus reference 
or comparison prices, as when a retailer sets artificially high “regular” prices and then 
 announces “sale” prices close to its previous everyday prices. For example, luxury apparel 
and accessories retailer Michael Kors recently settled a class action lawsuit alleging that it 
used deceptive pricing at its outlet stores. The retailer was charged with tagging products 
with false “manufacturer’s suggested retail prices” to make its supposed discounted prices 
more appealing when, in fact, the products were sold only in the outlet stores. Such artifi-
cial comparison pricing is widespread in retailing.22

Although comparison pricing claims are legal if they are truthful, the Federal Trade 
Commission’s “Guides against Deceptive Pricing” warn sellers not to advertise (1) a price 
reduction unless it is a savings from the usual retail price, (2) “factory” or “wholesale” 
prices unless such prices are what they are claimed to be, and (3) comparable value prices 
on imperfect goods.23

Other deceptive pricing issues include scanner fraud and price confusion. The wide-
spread use of scanner-based computer checkouts has led to increasing complaints of retail-
ers overcharging their customers. Most of these overcharges result from poor management, 
such as a failure to enter current or sale prices into the system. Other cases, however, in-
volve intentional overcharges.

Many federal and state statutes regulate against deceptive pricing practices. For 
 example, the Automobile Information Disclosure Act requires automakers to attach a state-
ment on new vehicle windows stating the manufacturer’s suggested retail price, the prices 
of optional equipment, and the dealer’s transportation charges. However, reputable sellers 
go beyond what is required by law. Treating customers fairly and making certain that they 
fully understand prices and pricing terms are an important part of building strong and 
lasting customer relationships.

11 Reviewing and Extending the Concepts

OBJECTIVES REVIEW AND KEY TERMS

Objectives Review
In this chapter, we examined some additional pricing consider-
ations—new product pricing, product mix pricing, price adjust-
ments, initiating and reacting to prices changes, and pricing 
and public policy. A company sets not a single price but rather 
a pricing structure that covers its entire mix of products. This 
pricing structure changes over time as products move through 
their life cycles. The company adjusts product prices to reflect 
changes in costs and demand and account for variations in buy-
ers and situations. As the competitive environment changes, the 
company considers when to initiate price changes and when to 
respond to them.

OBJECTIVE 11-1  Describe the major strategies 
for pricing new products.  (pp 332–333)

Pricing is a dynamic process, and pricing strategies usually 
change as the product passes through its life cycle. The intro-
ductory stage—setting prices for the first time—is especially 
challenging. The company can decide on one of several strat-
egies for pricing innovative new products: It can use market-
skimming pricing by initially setting high prices to “skim” the 
maximum amount of revenue from various segments of the 
market. Or it can use market-penetrating pricing by setting a low 

initial price to penetrate the market deeply and win a large mar-
ket share. Several conditions must be set for either new product 
pricing strategy to work.

OBJECTIVE 11-2  Explain how companies find a set 
of prices that maximizes the profits from the total 
product mix.  (pp 333–335)

When the product is part of a product mix, the firm searches for 
a set of prices that will maximize the profits from the total mix. In 
product line pricing, the company determines the price steps for 
the entire product line it offers. In addition, the company must 
set prices for optional products (optional or accessory products 
included with the main product), captive products (products that 
are required for using the main product), by-products (waste or 
residual products produced when making the main product), and 
product bundles (combinations of products at a reduced price).

OBJECTIVE 11-3  Discuss how companies adjust 
their prices to take into account different types 
of customers and situations.  (pp 335–343)

Companies apply a variety of price adjustment strategies to 
account for differences in consumer segments and situations. 
One is discount and allowance pricing, whereby the company 
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establishes cash, quantity, functional, or seasonal discounts, or 
varying types of allowances. A second strategy is segmented 
pricing, where the company sells a product at two or more prices 
to accommodate different customers, product forms, locations, 
or times. Sometimes companies consider more than economics 
in their pricing decisions, using psychological pricing to better 
communicate a product’s intended position. In promotional pric-
ing, a company offers discounts or temporarily sells a product 
below list price as a special event, sometimes even selling below 
cost as a loss leader. Another approach is geographical pricing, 
whereby the company decides how to price to distant custom-
ers, choosing from such alternatives as FOB-origin pricing, 
uniform-delivered pricing, zone pricing, basing-point pricing, and 
freight-absorption pricing. Using dynamic pricing, a company 
can adjust prices continually to meet the characteristics and 
needs of individual customers and situations. Finally, interna-
tional pricing means that the company adjusts its price to meet 
different conditions and expectations in different world markets.

OBJECTIVE 11-4  Discuss the key issues related to 
initiating and responding to price changes.  (pp 344–346)

When a firm considers initiating a price change, it must consider 
customers’ and competitors’ reactions. There are different im-
plications to initiating price cuts and initiating price increases. 
Buyer reactions to price changes are influenced by the meaning 

customers see in the price change. Competitors’ reactions flow 
from a set reaction policy or a fresh analysis of each situation.

There are also many factors to consider in responding 
to a competitor’s price changes. The company that faces a 
price change initiated by a competitor must try to understand 
the competitor’s intent as well as the likely duration and impact 
of the change. If a swift reaction is desirable, the firm should 
preplan its reactions to different possible price actions by com-
petitors. When facing a competitor’s price change, the company 
might sit tight, reduce its own price, raise perceived quality, 
 improve quality and raise price, or launch a fighter brand.

OBJECTIVE 11-5  Overview the social and legal issues 
that affect pricing decisions.  (pp 346–350)

Many federal, state, and even local laws govern the rules of fair 
pricing. Also, companies must consider broader societal pric-
ing concerns. The major public policy issues in pricing include 
potentially damaging pricing practices within a given level of the 
channel, such as price-fixing and predatory pricing. They also 
include pricing practices across channel levels, such as retail 
price maintenance, discriminatory pricing, and deceptive pric-
ing. Although many federal and state statutes regulate pricing 
practices, reputable sellers go beyond what is required by law. 
Treating customers fairly is an important part of building strong 
and lasting customer relationships. 

Key Terms
OBJECTIVE 11-1
Market-skimming pricing (price 

 skimming) (p 332)
Market-penetration pricing (p 333)

OBJECTIVE 11-2
Product line pricing (p 334)
Optional-product pricing (p 334)
Captive-product pricing (p 334)

By-product pricing (p 335)
Product bundle pricing (p 335)

OBJECTIVE 11-3
Discount (p 335)
Allowance (p 336)
Segmented pricing (p 336)
Psychological pricing (p 337)
Reference prices (p 337)

Promotional pricing (p 338)
Geographical pricing (p 339)
FOB-origin pricing (p 339)
Uniform-delivered pricing (p 339)
Zone pricing (p 339)
Basing-point pricing (p 339)
Freight-absorption pricing (p 339)
Dynamic pricing (p 340)

11-4  Discuss some situations that may prompt companies to 
initiate price cuts. (AACSB: Communication)

11-5  Discuss some pricing policies across channel levels with 
the ultimate aim of building strong and lasting customer 
relationships. (AACSB: Communication)

DISCUSSION AND CRITICAL THINKING

Discussion Questions
11-1  Name and describe the two broad new-product pricing 

strategies. When would each be appropriate? (AACSB: 
Communication)

11-2  Define product bundle pricing. Give examples where 
companies have used this pricing strategy. (AACSB: 
Communication; Reflective Thinking)

11-3  What is promotional pricing, how is it used by sellers, 
and what are the risks? Give an example. (AACSB: 
Communication)

MyLab Marketing
Go to mymktlab.com to complete the problems marked with this icon .
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Critical Thinking Exercises
11-6  Alicia is a self-employed hair stylist who owns her own 

salon. She has asked you to consult with her on how to 
generate more revenue. Using the price adjustment strat-
egies discussed in the chapter, advise Alicia on her op-
tions to increase overall sales. (AACSB: Communication; 
Reflective Thinking)

11-7  Bridgestone Corporation, the world’s largest tire and 
rubber producer, recently agreed to plead guilty to price-
fixing along with 25 other automotive suppliers. What 

is price-fixing? Discuss other recent examples of price-
fixing. (AACSB: Communication; Reflective Thinking)

11-8  Identify three online price-comparison shopping sites or 
apps and shop for a product you are interested in pur-
chasing. Compare the price ranges given at the three 
sites. Based on your search, determine a “fair” price 
for the product. (AACSB: Communication; Use of IT; 
Reflective Thinking)

APPLICATIONS AND CASES

Online, Mobile, and Social Media Marketing Krazy Coupon Lady
Price-conscious consumers are all about finding the best deal. 
Some even make a sport of it! Krazy couponers, Heather and 
Joanie, have been showcased on many national television shows 
and in web and print articles. The two friends run a highly suc-
cessful company that works tirelessly to uncover the best deals, 
enabling families to save money. Posted on their website, www.
krazycouponlady.com, is the company mantra “You’d be krazy 
not to be one of us!” The website features promotions and alerts 
to special pricing on products as well as coupons and discounts 
to help consumers stretch their dollars. Also featured are retailers 
with sale-priced merchandise, coupons, and promotions. Com-
munity members post their best deals in the brag section.

11-9  Visit www.krazycouponlady.com and browse a deal you 
would consider purchasing. After identifying the deal, 
conduct an online price comparison at various retailers 
to determine the range of prices you would typically pay 
for the product. Present your conclusions. (AACSB: 
Communication; Use of IT; Reflective Thinking)

11-10  Using www.krazycouponlady.com, click on Stores, 
Coupons, and Deals on the navigation bar and make a 
list of the featured products. Identify the pricing strategy 
used by the retailer. (AACSB: Communication; Use of 
IT; Reflective Thinking)

Marketing Ethics Less Bang for Your Buck

Over the past several years, careful shoppers may be spending 
about the same amount of money at the grocery store but leaving 
the store with a lighter load in their grocery bags. Food prices on 
many items have increased, and food manufacturers are facing 
the same challenges as consumers. With increases in raw materi-
als and transportation, making a profit requires a very sharp pen-
cil. According to Phil Lempert, editor of SupermarketGuru.com, 
“The reality is, if you look at USDA projections, food is going to get 
more expensive. And as a result, food companies are going to do 
one of two or three things: Raise prices and keep packages the 
same, or reduce the quantity in the package. Or do a little of both.”

11-11  Week after week, consumers shop for many of the 
same groceries. At some point, the product may be 

priced the same and look the same as before but with 
less in the package. If consumers are not made aware 
of the change, is this deception? Is this different from 
deceptive pricing? Explain. (AACSB: Communication; 
Ethical Reasoning; Reflective Thinking)

11-12  Develop a list of the products you buy from a gro-
cery store, dollar store, or convenience store where 
one of two things has occurred: The price has in-
creased or the quantity in the package has decreased. 
Were you aware of the changes? Explain. (AACSB: 
Communication; Reflective Thinking)

Marketing by the Numbers Louis Vuitton Price Increase
One way to maintain exclusivity for a brand is to raise its price. 
That’s what luxury fashion and leather goods maker of Louis Vuit-
ton did. The company does not want the brand to become over-
exposed and too common, so it raised prices 10 percent and 
is slowing its expansion in China. The Louis Vuitton brand is the 
largest contributor to the company’s $13.3 billion revenue from 
its fashion and leather division, accounting for $8 billion of those 
sales. It might seem counterintuitive to want to encourage fewer 

customers to purchase a company’s products, but when price 
 increases, so do the product’s contribution margins, making 
each sale more profitable. Thus, sales can drop and the company 
can still maintain the same profitability as before the price hike.

11-13  If the company’s original contribution margin was 
40 percent, calculate the new contribution margin if 
price is increased 10 percent. Refer to Appendix 2, 
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the devotees of this 5,000-year-old practice. Over the past four 
years in the United States alone, the largely female population 
of yogis has increased by 50 percent to more than 36 million. 
More than twice that many say they want to try it for the first 
time in the next 12 months. They won’t need to go far—there 
are more than a dozen different types of yoga being taught and 
practiced through classes in commercial studios, including hatha 
yoga, acro yoga, iyengar yoga, power yoga, hot yoga, prenatal 
yoga, and restorative yoga. Spending on classes, clothing, and 
equipment has also shot up in the past four years, increasing 
60 percent to a whopping $16 billion.

As this fitness explosion began to take shape, Lululemon 
founder Chip Wilson took notice. Having developed a passion for 
technical athletic fabrics through 20 years in the surf, skate, and 
snowboarding business, Wilson was no stranger to the apparel 
industry. But after taking his first yoga class in the mid-1990s, 
he was hooked. Convinced yoga’s time had come, he put his 
efforts into developing alternatives to the standard cotton yoga 
clothing of the time—a material that to him seemed completely 
inappropriate for sweaty, stretchy power yoga.

After establishing the company in 1998, Wilson began selling 
Lululemon clothing through yoga instructors. In November 2000, 
the first Lululemon store opened for business in a beach town 
near Vancouver. The original concept was for the store to sell 
clothing while also serving as a community hub where the mental 
and spiritual aspects of living a healthy and powerful life could 
be taught and discussed. But the popularity of Lululemon’s 
clothing made it impossible for employees to focus on anything 
other than selling clothing. People were drawn to the fabric, a 
four-way stretch blend of nylon and lycra. Sub-branded “Luon,” 
the “sweat-wicking and cottony-soft” material is the company’s 
signature fabric.

Since its first products, Lululemon has focused on innova-
tive fabrics for every application, including Luxtreme, a version 
of Luon designed for the most hardcore workouts; Swift, a 
strong and lightweight fabric designed for freedom of move-
ment; Boolux, a blend of natural fibers designed for warmth and 

Marketing by the Numbers, paying attention to endnote 
6 on the price change explanation in which the analy-
sis is done by setting price equal to $1.00. (AACSB: 
Communications; Analytic Reasoning)

11-14  Determine by how much sales can drop and still let 
the company maintain the total contribution it had 
when the contribution margin was 40 percent. (AACSB: 
Communication; Analytic Reasoning)

Video Case Hammerpress
Printing paper goods may not sound like the best business to get 
into these days. But Hammerpress is a company that is carving 
out a niche in this old industry. And Hammerpress is doing it by 
returning to old technology. Today’s printing firms use computer-
driven graphic design techniques and printing processes. But 
Hammerpress creates greeting cards, calendars, and business 
cards that are hand-crafted by professional artists and printed 
using traditional letterpress technology.

When it comes to competing, this presents both opportuni-
ties and challenges. While Hammerpress’s products certainly 
stand out as works of art, the cost for producing such goods is 
considerably higher than the industry average. This video illus-
trates how Hammerpress employs dynamic pricing techniques 

in order to meet the needs of various customer segments and 
thrive in a competitive environment.

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

11-15  How does Hammerpress employ the concept of  
dynamic pricing?

11-16  Discuss the three major pricing strategies in relation to 
Hammerpress. Which of these three do you think is the 
company’s core strategic strategy?

11-17  Does it make sense for Hammerpress to compete in 
product categories where the market dictates a price 
that is not profitable for the company? Explain.

Company Case Lululemon: Indulging Customers at a Premium Price
It’s a warm summer evening in Brooklyn’s Prospect Park. 
 Hundreds of yoga practitioners—commonly known as yogis—
have turned out for a free class, arranged on the turf in a perfect 
grid, mats on the ground. Following the instructions of the class 
leader, it’s one long set of downward-facing dogs, half-moons, 
and warrior Is, IIs, and IIIs. While these New Yorkers come from 
various walks of life, most of them have one thing in common. 
They’re wearing outfits by Lululemon—the hottest yoga apparel 
brand this side of India. The brand’s dominance among attend-
ees shouldn’t come as a surprise as Lululemon sponsors this free 
weekly event, providing yoga-appropriate music and teachers 
from local studios with names like Bend & Bloom, Prana  Power 
Yoga, and Tangerine Hot Yoga. But these Lululemon loyalists 
have one other thing in common. They paid a premium price for 
their outfits—and they couldn’t be happier.

Vancouver-based Lululemon has quickly risen to the top of a 
bustling market that it has played a major role in defining. With 
approximately 400 stores around the world, Lululemon peddles 
its own brand of yoga-inspired apparel with its instantly recogniz-
able logo—an iridescent lowercase a that resembles an omega. 
But far more than clothing, this brand perpetuates an image and 
a lifestyle. The company exudes the philosophy capture by its 
manifesto: “We are passionate about sweating every day and we 
want the world to know it. Breathing deeply, drinking water and 
getting outside also top the list of things we can’t live without.” In 
other words, this brand is active, healthy, and back-to-nature and 
isn’t shy about saying so. It’s that image complimented by a “no 
discounts” credo that has a fanatically loyal customer base will-
ing to buy everything Lululemon and not even blink at paying full 
premium prices.

Riding the Wave
While yoga has been practiced in the United States since the 
1960s, over the past 20 years, it has emerged from a niche ac-
tivity practiced by devout New Agers to become part of the cul-
tural mainstream. Yoga is all the rage now with everyone from 
students to stressed-out young professionals to retirees among 
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breathability; Nulu, a buttery-soft and superlight version of Luon 
designed for a “naked” feel; and Vitasea, an ultrasoft blend of 
cotton, spandex, and seaweed—yes, seaweed.

In addition to developing fabrics to enhance yoga workouts, 
Lululemon also focused on style. With unique cuts and colors, 
Lululemon developed a full line of yoga apparel including full-
length and crop pants, tanks, sports bras, underwear, and head-
bands. Women couldn’t get enough of Lululemon, and the brand 
became a big driver of “athleisure”—a fashion trend that takes 
workout-designed clothing outside the workout into casual and 
social occasions and even into the workplace. Lululemon has 
ridden this wave, developing lines for running, swimming, and 
training as well as clothing and accessories for getting to and 
from “the workout.” With a full line for men as well, Lululemon 
has done a superb job of giving devotees something for every 
occasion.

Where Price Is No Object
As the brand’s popularity skyrocketed, it quickly became a symbol 
of status and cultural capital as a fixture in the wealthiest counties 
of the country. Said one Westchester local to a new move-in, “It’s 
fine if you like Lululemon, because that’s all women wear up here.” 
A Lululemon employee at its Boulder, Colorado, store  reported, 
“Women would come down from Aspen and Vail in SUV-loads. 
They would drop $2,000 easy, [saying] ‘I like that top, I’ll take one 
in every color.’” And it isn’t just the clothes. The company’s re-
usable shopping bags—plastered with self-improvement quotes 
like “Do one thing a day that scares you”—are used by women 
for all kinds of tasks, carried with pride as though they were Gu-
cci. With the brand on display, Luluheads—as they’ve come to 
be called and call themselves—are letting people know they are 
spiritual, healthy, and very flexible and can afford to pay $68 for 
their T-shirts.

Premium price is typically a hallmark of status brands, and 
it’s no different with Lululemon. Its signature article is the Groove 
Pant, priced at $98. While all the top athletic apparel brands 
have now jumped on board with their own lines of yogawear, 
Lululemon is priced at the top of the heap. Nike sells its most 
comparable version for $90, while Athleta (Gap), Under Armour, 
and Reebok sell theirs at $79, $60, and $50, respectively. Pricing 
for Lululemon’s other apparel items compares to competitive 
offerings in a similar manner. Widening the price gap between 
Lululemon and the competition even further is the brand’s aver-
sion to discounts. Products are rarely marked down in stores. 
Instead, the company sells unsold inventory at modest discounts 
through only 10 outlet stores or through the company website 
under the section “We made too much.” The fine print stipulates, 
“No returns, no exchanges.”

Expensive—but Worth It
The big question is are Lululemon’s products worth the premium 
price? As with any premium-priced product, numerous individu-
als have made their own comparisons and have broadcast their 
opinions via social media. More official inquiries have been made 
by the business and fashion press. These comparisons reveal dif-
ferences across the brands. Fabric blends vary a bit, as do styles, 
fit, and features. But as with most apparel items, perceptions of 
quality come down to personal preference. Ask Luluheads and 
they will tell you with conviction that Lululemon’s products fit bet-
ter, feel nicer, last longer, and are more flattering than any com-
peting goods.

On top of perceptions of product quality, the Lulu faithful 
also point to the shopping experience. Like buying coffee at 
Starbucks, customers are drawn to the ambience that—when 
it comes to buying athletic apparel—can only be found in a 
Lululemon store. Stores are designed to be all at once warm, 
inviting, eclectic, and accessible. Customers are pampered by 
“educators” and “key leaders”—Lulu-speak for “sales associ-
ates” and “supervisors.” And Wilson’s original retail vision has 
come to fruition as community ambassadors—local experts who 
get a 30 percent discount on Lulu merchandise and exposure for 
their own businesses—provide in-store workshops and classes 
on various aspects of healthy living. More Victoria’s Secret than 
Under Armour, Lululemon has full control over its retail experi-
ence as the only vertically integrated retailer of athletic wear for 
women. As one investment banker puts it, “You can go to Sports 
Authority to get stuff made by Nike for women, but you just don’t 
feel indulgent there.”

There are many who have pointed out the irony of a brand 
that has become an icon of materialism based on selling cloth-
ing for yoga—a practice rooted in the philosophy of avoiding 
all forms of self-indulgence. But the Lululemon faithful either 
don’t get the irony or don’t care. Over the past four years, 
Lululemon’s revenues have doubled from $1 billion to $2 billion 
as it maintains a healthy 13 percent profit margin. And while the 
company’s stock price took a dive a couple of years ago amid 
various controversies, it has averted the lasting effects of such 
as the value of its stock has recovered to nearly $10 billion. The 
company certainly faces challenges as it fends off more and 
more competition in an already crowded field. Claiming it doesn’t 
want to build more than 400 stores, it may also be reaching its 
peak. But so long as Luluheads abound, Lululemon will be doing 
upward-facing dogs all the way to the bank.

Questions for Discussion
11-18  Relative to customer value, explain customers’ willing-

ness to pay premium prices for Lululemon’s products.

11-19  Based on principles from the chapter, explain how price 
affects customer perceptions of the Lululemon brand.

11-20  Could Lululemon have achieved the same level of suc-
cess had it executed an alternative pricing strategy?

11-21  Can Lululemon continue to succeed by employing the 
same premium-pricing strategy? Explain.

Sources: Based on information from Murray Newlands, “How 
Lululemon Made Their Brand Iconic,” Forbes, February 21, 2016, 
www.forbes.com/sites/mnewlands/2016/02/21/how-lululemon-made- 
their-brand-iconic-an-interview-with-svp-of-brand-programs-eric- 
petersen/3/#869e22340aad; “2016 Yoga in America Study Conducted 
by Yoga Journal and Yoga Alliance Reveals Growth and Benefits of 
Practice,” PR Newswire, January 13, 2016, www.prnewswire.com/news- 
releases/2016-yoga-in-america-study-conducted-by-yoga-journal-and-
yoga-alliance-reveals-growth-and-benefits-of-the-practice-300203418.
html; Bryant Urstadt, “Lust for Lulu,” New York Magazine, July 26, 
2009, www.nymag.com/shopping/features/58082/; Joe Avella and Sara 
Silvertein, “Here’s How $98 Lululemon Yoga Pants Compare to Cheaper 
Alternatives,” Business Insider, January 23, 2015, www.businessinsider. 
com/yoga-pants-lululemon-reebok-athleta-price-value-2015-1; Brittany 
McAndrew, “Lululemon Goes Beyond the In-Store Experience,” Alu 
Mind, April 15, 2014, www.alumind.com/article/lululemon-goes-beyond- 
store-experience/; and information from www.info.lululemon.com/about 
and http://shop.lululemon.com/, accessed June 2016.
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MyLab Marketing
Go to mymktlab.com for the following Assisted-graded writing questions:

11-22  Explain how businesses implement segmented pricing and discuss conditions 
necessary for success.

11-23  Any charge that is not airfare is referred to as ancillary revenue for airlines—and 
they are cleaning up on it to the tune of  $20 billion a year. While consumers can 
avoid some fees, such as those for food, preferred seating, and wi-fi, the major-
ity can’t avoid baggage fees. What type of  pricing strategies are airlines using? Is 
it ethical for airlines to charge baggage fees?



We now look at the third marketing mix tool—distribution. 
Companies rarely work alone in engaging custom-
ers, creating customer value, and building profitable 
customer relationships. Instead, most are only a single 
link in a larger supply chain and marketing channel. As 

such, a firm’s success depends not only on how well it performs 
but also on how well its entire marketing channel competes with 
competitors’ channels. The first part of this chapter explores 
the nature of marketing channels and the marketer’s channel 
design and management decisions. We then examine physical 

distribution—or logistics—an area that has grown dramatically 
in importance and sophistication. In the next chapter, we’ll look 
more closely at two major channel intermediaries: retailers and 
wholesalers.

We start by looking at Uber, the fast-growing, app-based 
car-hailing service that has recently sprouted up in cities around 
the world. Uber has radically reinvented urban transportation 
channels, posing a serious threat to conventional taxicab and car 
service companies. As Uber grows, traditional competitors must 
innovate or risk being pushed aside.

UBER: Radically Reshaping Urban Transportation Channels

Uber—the fast-growing app-based 
ride service—is revolutionizing urban 
transportation channels in cities around the 
globe. As Uber grows, traditional taxicab 
services must innovate or risk extinction.

Marketing Channels
Delivering Customer Value

eliminating guesswork and uncertainty. After the ride, pas-
sengers simply exit and walk away. Uber automatically pays 
the driver (including tip) from the passenger’s prepaid Uber 
account, eliminating the often-inconvenient and awkward 
 moment of payment. And it’s the same process anywhere in 
the world, from San Francisco, London, Paris, or Abu Dhabi to 
Ashville, North Carolina, or Athens, Georgia.

Compare the Uber experience to the uncertain and often-
unsettling experience of using a standard taxicab. One business 
reporter describes waiting in line at a taxi stand while a driver 

tried to convince another would-
be passenger—a total stranger—to 
share the cab, thereby increasing 
his fare. The cab itself was ancient 
and filthy, with ripped and worn 
seats. During the entire ride, the 
cabbie carried on a phone conver-
sation in a foreign language via his 
headset, causing safety concerns 
while distractedly navigating busy 

city streets. The driver spoke only poor, hard-to-understand 
English. “That turned out to be a good thing,” says the reporter, 
“because I couldn’t understand what he was trying to say when 
he insulted me for not tipping him enough.” The reporter’s 
conclusion: “I stepped out of the taxi in front of my house and 

It’s rare. But every now and then a company comes along 
that completely disrupts the traditional ways of distribut-
ing a product or service. FedEx revolutionized small pack-
age delivery channels, Amazon.com radically transformed 

online selling, and Apple’s iTunes and iPod turned music  
distribution on its ear. Now comes Uber, the app-based ride 
service that is revolutionizing urban transportation. Fast-
growing Uber is giving conventional taxicab and car services 
a real ride for their money. In just seven short years, Uber 
has revved up operations in hundreds of major cities in 67 
countries, already booking more 
than $10 billion in rides annually 
through its massive network of 
more than a million drivers.

Why are so many customers 
around the world bypassing good 
old taxicabs in favor of newcomer 
Uber? It’s all about convenience 
and peace of mind. No more step-
ping out into busy city streets to 
wave down a passing cab. Instead, Uber’s smartphone app 
lets passengers hail the nearest cab or limo from any location, 
then track the vehicle on a map as it approaches. The Uber app 
gives riders an accurate estimate in advance of the fare to their 
destinations (usually less than that charged by a regular cab),  
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major Uber investor) is reported to be readying the launch of its 
own ride-hailing service, one that would eventually utilize the 
driverless vehicles Google is developing. But Uber has a huge 
first-to-market advantage. Its bookings are 10 times those of 
nearest competitor Lyft, and Uber is adding new customers at 
a faster rate.

Moreover, even as competition stiffens, Uber has little 
to fear from like-minded competitors. In fact, the more com-
petitors adopt the new model, the more the revolutionary 
channel will grow and thrive versus traditional channels, creat-
ing  opportunities for all new car-hailing entrants. Instead, the 
new distribution model poses the biggest threat to traditional 
taxicab and car-for-hire companies, which are now losing both 
customers and drivers to Uber and its competitors.

Based on its U.S. success, Uber is now expanding rapidly 
abroad. Huge markets such as China and India are especially 
attractive, with their massive populations of people who don’t 
own cars. Uber is already operating in 37 Chinese cities and 
plans to be shuttling riders around 100 large metro areas in the 
country within 12 months. In China, however, Uber is playing 
catch-up to market leader Didi Kuaidi, which already operates 
in 360 Chinese cities and towns. Similarly, in India, Uber is tak-
ing on established market leader Ola.

Despite its explosive growth, Uber—like every other 
ride-hailing company—has yet to turn a profit. Like 
Facebook, Amazon, and so many other revolutionary com-
panies in  today’s internet-driven economy, Uber’s start-up 
model is to build a big user base first, then worry about mak-
ing money later. Uber keeps 20 to 30 percent of each fare—the 
rest goes to the driver. But Uber plows back most of its take 
into expansion and promotional expenses. Investors seem 
confident. Uber has raised more than $10 billion in venture 
capital and currently has a valuation of more than $62 billion, 
making it the world’s most valuable privately held technol-
ogy firm.

realized I just don’t have to put up with this garbage 
anymore. Uber has changed my life, and as God is 
my witness, [wherever Uber is available] I will never 
take a taxi again.”

Uber drivers range from professional drivers 
who’ve switched over from conventional cab and 
transportation companies to regular people looking 
for a little adventure and some extra income in their 
spare time. All Uber drivers go through an orienta-
tion that requires proficiency in a market area’s 
dominant language, ensuring that they can com-
municate effectively with customers. Uber vehicles 
must be at least 2010-year models or newer, and cus-
tomers can often choose the type of car they want, 
from an entry-level Prius to a stretch Mercedes 
S-Class. A two-way rating system—by which riders 
rate drivers and drivers rate riders in return—helps 
keep both sides on their best behavior. Poorly rated 
drivers risk being rejected by future passengers; poorly rated 
passengers risk rejection by drivers, who can choose which 
fares they accept.

Uber’s disruptive innovation has brought a breath of fresh 
air to an industry begging for change. Urban transportation 
channels have long been characterized by cartel-like relation-
ships between cab companies and local governments, high 
fixed fares, poor service, and little accountability. As one eco-
nomics professor points out, the taxicab industry “was ripe for 
entry [by start-ups] because everybody hates it.”

Like any innovator, upstart Uber faces some significant 
challenges. For example, Uber has been criticized for exer-
cising too little control over driver quality and security. So 
far, the company has ridden beneath the radar of industry 
regulators by not directly employing drivers (all Uber drivers 
are independent contractors) and not owning any vehicles 
(all vehicles are driver-owned). However, although some 
municipalities have passed ordinances favorable to Uber’s 
operations, others are imposing new regulatory restrictions 
and licensing requirements or even banning ride-hailing ser-
vices altogether.

Uber has also been criticized for its “surge pricing”  
practices—a dynamic pricing mechanism that kicks in to raise 
prices when demand exceeds supply, sometimes resulting in 
shockingly high fares and accusations of price gouging. Uber 
justifies surge pricing by pointing that it provides an incentive 
for more drivers to be available during periods when passen-
gers need them most. According to Uber, if a passenger faces 
a higher-than-normal fare because of surge pricing, the alter-
native without Uber would more than likely be no taxi at all. 
Moreover, Uber informs passengers in advance what the fares 
will be. If they don’t like the fare, they can find another cab, 
take public transportation, or walk.

Uber’s huge success has attracted a garage full of competi-
tors, such as Lyft, Gett, Carma, and Curb. Even Google (itself a 

Uber lets passengers hail the nearest cab from any location using its 
smartphone app, then track the vehicle on a map as it approaches.
PAUL J. RICHARDS/AFP/Getty Images
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AS THE UBER STORY SHOWS, good distribution strategies can contribute strongly 
to customer value and create competitive advantage for a firm. But firms cannot bring 
value to customers by themselves. Instead, they must work closely with other firms in a 
larger value delivery network.

Supply Chains and the Value Delivery Network
Producing a product or service and making it available to buyers requires building relation-
ships not only with customers but also with key suppliers and resellers in the company’s sup-
ply chain. This supply chain consists of upstream and downstream partners. Upstream from 
the company is the set of firms that supply the raw materials, components, parts, informa-
tion, finances, and expertise needed to create a product or service. Marketers, however, have 
traditionally focused on the downstream side of the supply chain—the marketing channels (or 
distribution channels) that look toward the customer. Downstream marketing channel part-
ners, such as wholesalers and retailers, form a vital link between the firm and its customers.

The term supply chain may be too limited, as it takes a make-and-sell view of the busi-
ness. It suggests that raw materials, productive inputs, and factory capacity should serve 
as the starting point for market planning. A better term would be demand chain because it 
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OBJECTIVE 12-1  Explain why companies use marketing channels and discuss the functions these  
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These are pretty hefty 
terms for a really simple 

concept: A company can’t go it 
alone in creating customer value. It 
must work within a broader network 
of  partners to accomplish this task. 
Individual companies and brands don’t 
compete; their entire value delivery 
networks do.

Uber-mania is even catching on in other industries. It 
seems like there’s an app-based on-demand “Uber” for almost 
anything these days—laundry and dry cleaning (Washio), in-
home massage (Zeel), 24/7 delivery services (Postmates), and 
even booze (Minibar). In fact, Uber CEO Travis Kalanick sees 
no end of future applications for Uber’s services, well beyond 

just delivering people to their destinations. Once Uber has 
established a dense network of cars in every city, he predicts 
using the network to deliver everything from packages from 
retailers to takeout food. As Kalanick puts it, “Once you’re 
delivering cars in five minutes, there are a lot of other things 
you can deliver in five minutes.”1
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suggests a sense-and-respond view of the market. Under this view, planning starts by identi-
fying the needs of target customers, to which the company responds by organizing a chain 
of resources and activities with the goal of creating customer value.

Yet even a demand chain view of a business may be too limited because it takes a step-
by-step, linear view of purchase-production-consumption activities. Instead, most large 
companies today are engaged in building and managing a complex, continuously evolv-
ing value delivery network. As defined in Chapter 2, a value delivery network is made 
up of the company, suppliers, distributors, and, ultimately, customers who “partner” with 

each other to improve the performance of the entire system.  
 For example, Pepsi makes great beverages. But to make 

and market just one of its many lines—say, its classic colas—
Pepsi manages a huge network of people within the com-
pany, from marketing and sales people to folks in  finance 
and operations. It also coordinates the efforts of thousands 
of suppliers, bottlers, retailers ranging from Kroger and 
Walmart to Papa John’s Pizza, and advertising agencies 
and other marketing service firms. The entire network must 
function together to create customer value and establish the 
brand’s “Pepsi: Live for Now” positioning.

This chapter focuses on marketing channels—on the 
downstream side of the value delivery network. We exam-
ine four major questions concerning marketing channels: 
What is the nature of marketing channels, and why are they 
 important? How do channel firms interact and organize to 
do the work of the channel? What problems do companies 
face in designing and managing their channels? What role 
do physical distribution and supply chain management play 
in attracting and satisfying customers? In the next chapter, 
we will look at marketing channel issues from the view-
points of retailers and wholesalers.

The Nature and Importance of Marketing Channels
Few producers sell their goods directly to final users. Instead, most use intermediaries to 
bring their products to market. They try to forge a marketing channel (or distribution 
channel)—a set of interdependent organizations that help make a product or service 
available for use or consumption by the consumer or business user.

A company’s channel decisions directly affect every other marketing decision. Pricing 
depends on whether the company works with national discount chains, uses high-quality 
specialty stores, or sells directly to consumers online. The firm’s sales force and commu-
nications decisions depend on how much persuasion, training, motivation, and support 
its channel partners need. Whether a company develops or acquires certain new products 
may depend on how well those products fit the capabilities of its channel members.

Companies often pay too little attention to their distribution channels—sometimes 
with damaging results. In contrast, many companies have used imaginative distribu-
tion systems to gain a competitive advantage. Enterprise Rent-A-Car revolutionized the 
car-rental business by setting up off-airport rental offices. Apple turned the retail music 
business on its head by selling music for the iPod via the internet on iTunes. FedEx’s cre-
ative and imposing distribution system made it a leader in express package delivery. And 
Amazon.com forever changed the face of retailing and became the Walmart of the internet 
by selling anything and everything without using physical stores.

Distribution channel decisions often involve long-term commitments to other firms. 
For example, companies such as Ford, McDonald’s, or Nike can easily change their 
 advertising, pricing, or promotion programs. They can scrap old products and introduce 
new ones as market tastes demand. But when they set up distribution channels through 
contracts with franchisees, independent dealers, or large retailers, they cannot readily 
 replace these channels with company-owned stores or internet sites if the conditions 
change. Therefore, management must design its channels carefully, with an eye on both 
today’s likely selling environment and tomorrow’s as well.

Value delivery network
A network composed of the company, 
suppliers, distributors, and, ultimately, 
customers who partner with each other 
to improve the performance of the entire 
system in delivering customer value.

Marketing channel (distribution 
channel)
A set of interdependent organizations that 
help make a product or service available 
for use or consumption by the consumer 
or business user.

 Value delivery network: In making and marketing even just its 
classic colas, Pepsi manages a huge network of people within the 
company plus thousands of outside suppliers, bottlers, retailers, and 
marketing service firms that must work together to create customer 
value and establish the brand’s “Pepsi: Live for Now” positioning.
AP Images for Pepsi

Author
Comment

In this section, we look at 
the downstream side of the 

value delivery network—the marketing 
channel organizations that connect 
the company and its customers. To 
understand their value, imagine life 
without retailers—say, without grocery 
stores or department stores.
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How Channel Members Add Value
Why do producers give some of the selling job to channel partners? After all, doing so 
means giving up some control over how and to whom they sell their products. Producers 
use intermediaries because they create greater efficiency in making goods available to 
target markets. Through their contacts, experience, specialization, and scale of operation, 
intermediaries usually offer the firm more than it can achieve on its own.

 Figure 12.1 shows how using intermediaries can provide economies. Figure 12.1A 
shows three manufacturers, each using direct marketing to reach three customers. This sys-
tem requires nine different contacts. Figure 12.1B shows the three manufacturers working 
through one distributor, which contacts the three customers. This system requires only six 
contacts. In this way, intermediaries reduce the amount of work that must be done by both 
producers and consumers.

From the economic system’s point of view, the role of marketing intermediaries is to 
transform the assortments of products made by producers into the assortments wanted 
by consumers. Producers make narrow assortments of products in large quantities, but 
consumers want broad assortments of products in small quantities. Marketing channel 
members buy large quantities from many producers and break them down into the smaller 
quantities and broader assortments desired by consumers.

For example, Unilever makes millions of bars of Lever 2000 hand soap each week. 
However, you most likely want to buy only a few bars at a time. Therefore, big food, drug, 
and discount retailers, such as Safeway, Walgreens, and Target, buy Lever 2000 by the 
truckload and stock it on their stores’ shelves. In turn, you can buy a single bar of Lever 
2000 along with a shopping cart full of small quantities of toothpaste, shampoo, and other 
related products as you need them. Thus, intermediaries play an important role in match-
ing supply and demand.

In making products and services available to consumers, channel members add value 
by bridging the major time, place, and possession gaps that separate goods and services 
from those who use them. Members of the marketing channel perform many key functions. 
Some help to complete transactions:

Information. Gathering and distributing information about consumers, producers, and 
other actors and forces in the marketing environment needed for planning and aiding 
exchange.
Promotion. Developing and spreading persuasive communications about an offer.
Contact. Finding and engaging customers and prospective buyers.
Matching. Shaping offers to meet the buyer’s needs, including activities such as manu-
facturing, grading, assembling, and packaging.
Negotiation. Reaching an agreement on price and other terms so that ownership or pos-
session can be transferred.

Others help to fulfill the completed transactions:

Physical distribution. Transporting and storing goods.
Financing. Acquiring and using funds to cover the costs of the channel work.
Risk taking. Assuming the risks of carrying out the channel work.

A. Number of contacts without a distributor
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Marketing channel
intermediaries make
buying a lot easier for
consumers. Again,
think about life without
grocery retailers. How
would you go about
buying that 12-pack of
Coke or any of the
hundreds of other items
that you now routinely
drop into your shopping
cart?
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How a Distributor Reduces the 
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The question is not whether these functions need to be performed—they must be—but 
rather who will perform them. To the extent that the manufacturer performs these func-
tions, its costs go up; therefore, its prices must be higher. When some of these functions 
are shifted to intermediaries, the producer’s costs and prices may be lower, but the inter-
mediaries must charge more to cover the costs of their work. In dividing the work of the 
channel, the various functions should be assigned to the channel members that can add the 
most value for the cost.

Number of Channel Levels
Companies can design their distribution channels to make products and services avail-
able to customers in different ways. Each layer of marketing intermediaries that performs 
some work in bringing the product and its ownership closer to the final buyer is a channel 
level. Because both the producer and the final consumer perform some work, they are part 
of every channel.

The number of intermediary levels indicates the length of a channel.  Figure 12.2 
shows both consumer and business channels of different lengths. Figure 12.2A shows sev-
eral common consumer distribution channels. Channel 1, a direct marketing channel, 
has no intermediary levels—the company sells directly to consumers. For example, Mary 
Kay Cosmetics and Amway sell their products through home and office sales parties and 
online websites and social media; companies ranging from GEICO insurance to Omaha 
Steaks sell directly to customers via internet, mobile, and telephone channels. The remain-
ing channels in Figure 12.2A are indirect marketing channels, containing one or more 
intermediaries.

Figure 12.2B shows some common business distribution channels. The business 
 marketer can use its own sales force to sell directly to business customers. Or it can sell to 
various types of intermediaries, which in turn sell to these customers. Although consumer 
and business marketing channels with even more levels can sometimes be found, these are 
less common. From the producer’s point of view, a greater number of levels means less 
control and greater channel complexity. Moreover, all the institutions in the channel are 
connected by several types of flows. These include the physical flow of products, the flow 
of ownership, the payment flow, the information flow, and the promotion flow. These flows can 
make even channels with only one or a few levels very complex.

Channel level
A layer of intermediaries that performs 
some work in bringing the product and its 
ownership closer to the final buyer.

Direct marketing channel
A marketing channel that has no 
intermediary levels.

Indirect marketing channel
A marketing channel containing one or 
more intermediary levels.
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Using indirect channels, the company uses one or
more levels of intermediaries to help bring its products
to final buyers. Examples: most of the things you
buy—everything from toothpaste to cameras to cars.

Using direct channels, a
company sells directly to
consumers (no surprise there!). 
Examples: GEICO and Amway.
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Channel Behavior and Organization
Distribution channels are more than simple collections of firms tied together by various 
flows. They are complex behavioral systems in which people and companies interact 
to accomplish individual, company, and channel goals. Some channel systems consist 
of only informal interactions among loosely organized firms. Others consist of formal 
interactions guided by strong organizational structures. Moreover, channel systems do 
not stand still—new types of intermediaries emerge and whole new channel systems 
evolve. Here we look at channel behavior and how members organize to do the work of 
the channel.

Channel Behavior
A marketing channel consists of firms that have partnered for their common good. Each 
channel member depends on the others. For example, a Ford dealer depends on Ford 
to design cars that meet customer needs. In turn, Ford depends on the dealer to engage 
customers, persuade them to buy Ford cars, and service the cars after the sale. Each Ford 
dealer also depends on other dealers to provide good sales and service that will uphold 
the brand’s reputation. In fact, the success of individual Ford dealers depends on how well 
the entire Ford marketing channel competes with the channels of Toyota, GM, Honda, and 
other auto manufacturers.

Each channel member plays a specialized role in the channel. For example, Samsung’s 
role is to produce electronics products that consumers will covet and create demand 
through national advertising. Best Buy’s role is to display these Samsung products in con-
venient locations, answer buyers’ questions, and complete sales. The channel will be most 
effective when each member assumes the tasks it can do best.

Ideally, because the success of individual channel members depends on the over-
all channel’s success, all channel firms should work together smoothly. They should 
understand and accept their roles, coordinate their activities, and cooperate to attain 
overall channel goals. However, individual channel members rarely take such a broad 
view. Cooperating to achieve overall channel goals sometimes means giving up indi-
vidual company goals. Although channel members depend on one another, they often 
act alone in their own short-run best interests. They often disagree on who should do 
what and for what rewards. Such disagreements over goals, roles, and rewards gener-
ate channel conflict.

Horizontal conflict occurs among firms at the same level of the channel. For instance, 
some Ford dealers in Chicago might complain that other dealers in the city steal sales from 
them by pricing too low or advertising outside their assigned territories. Or Holiday Inn 
franchisees might complain about other Holiday Inn  operators overcharging guests or giv-
ing poor service, hurting the overall Holiday Inn image.

Vertical conflict, conflict between different levels of the same channel, is even more 
common.  For example, McDonald’s has recently faced growing conflict with its corps of 
3,100 independent franchisees:2

Recent surveys of McDonald’s franchise owners have reflected substantial franchisee dis-
content with the corporation. Some of the conflict has stemmed from a slowdown in 
system-wide sales in recent years that put both sides on edge. The most basic conflicts are 
financial. McDonald’s makes its money from franchisee royalties based on total system sales. 
In contrast, franchisees make money on margins—what’s left over after their costs. To reverse 
slumping sales, McDonald’s increased its emphasis on aggressive discounting, a strategy 
that increases corporate sales but squeezes franchisee profits. Franchisees also grumble about 
adding popular but more complex menu items—such as customizable burgers, McCafe 
beverages, and all-day breakfasts—that increase the top-line growth for McDonald’s but 
add preparation, equipment, and staffing costs for franchisees while slowing down service. 
McDonald’s has also asked franchisees to make costly restaurant upgrades and overhauls. 
In all, despite recently rebounding sales, franchisees remain disgruntled. The most recent sur-
vey rates McDonald’s current franchisee relations at an all-time low 1.81 out of a possible 5, in 
the “fair” to “poor” range. That’s worrisome for McDonald’s, whose franchise owners oper-
ate 90 percent of its locations. Studies show that there’s a huge connection between franchisee 
satisfaction and customer service.

Some conflict in the channel takes the form of healthy competition. Such competi-
tion can be good for the channel; without it, the channel could become passive and 

Channel conflict
Disagreements among marketing 
channel members on goals, roles, and 
rewards—who should do what and for 
what rewards.

 Channel conflict: A high level of 
franchisee discontent is worrisome 
to McDonald’s. Franchisees operate 
more than 90 percent of the chain’s 
restaurants, and there’s a huge 
connection between franchisee 
satisfaction and customer service.
© Greg Balfour Evans/Alamy 
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noninnovative. For example, the McDonald’s conflict with its franchisees might represent 
normal give-and-take over the respective rights of the channel partners. However, severe 
or prolonged conflict can disrupt channel effectiveness and cause lasting harm to channel 
relationships. McDonald’s should manage the channel conflict carefully to keep it from get-
ting out of hand.

Vertical Marketing Systems
For the channel as a whole to perform well, each channel member’s role must be specified, 
and channel conflict must be managed. The channel will perform better if it includes a 
firm, agency, or mechanism that provides leadership and has the power to assign roles and 
manage conflict.

Historically, conventional distribution channels have lacked such leadership and power, 
often resulting in damaging conflict and poor performance. One of the biggest channel 
 developments over the years has been the emergence of vertical marketing systems that pro-
vide channel leadership.  Figure 12.3 contrasts the two types of channel arrangements.

A conventional distribution channel consists of one or more independent produc-
ers, wholesalers, and retailers. Each is a separate business seeking to maximize its own 
profits, perhaps even at the expense of the system as a whole. No channel member has 
much control over the other members, and no formal means exists for assigning roles and 
resolving channel conflict.

In contrast, a vertical marketing system (VMS) consists of producers, wholesalers, 
and retailers acting as a unified system. One channel member owns the others, has con-
tracts with them, or wields so much power that they must all cooperate. The VMS can be 
dominated by the producer, the wholesaler, or the retailer.

We look now at three major types of VMSs: corporate, contractual, and administered. 
Each uses a different means for setting up leadership and power in the channel.

Corporate VMS
A corporate VMS integrates successive stages of production and distribution under single 
ownership. Coordination and conflict management are attained through regular organiza-
tional channels. For example, grocery giant Kroger owns and operates 37 manufacturing 
plants—17 dairies, 6 bakery plants, 5 grocery plants, 1 deli plant, 2 frozen dough plants,  
2 beverage plants, 2 cheese plants, and 2 meat plants. That gives it factory-to-store channel 
control over 40 percent of the 13,000 private-label items found on its shelves.3

Similarly, little-known Italian eyewear maker Luxottica produces many famous 
eyewear brands—including its own Ray-Ban, Oakley, Persol, and Vogue Eyewear 

Conventional distribution channel
A channel consisting of one or more 
independent producers, wholesalers, 
and retailers, each a separate business 
seeking to maximize its own profits, 
perhaps even at the expense of profits 
for the system as a whole.

Vertical marketing system (VMS)
A channel structure in which producers, 
wholesalers, and retailers act as a unified 
system. One channel member owns the 
others, has contracts with them, or has 
so much power that they all cooperate.

Corporate VMS
A vertical marketing system that 
combines successive stages of 
production and distribution under single 
ownership—channel leadership is 
established through common ownership.

Wholesaler
Retailer

Conventional
marketing
channel

Producer

Wholesaler

Retailer

Consumer

Vertical
marketing

system

Consumer

Producer

Vertical marketing system—here’s
another fancy term for a simple
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brands and licensed brands such as Burberry, Chanel, Polo Ralph Lauren, Dolce & 
Gabbana, DKNY, Prada, Versace, and Michael Kors. Luxottica then controls the distribu-
tion of these brands through some of the world’s largest optical chains—LensCrafters, 
Pearle Vision, Sunglass Hut, Target Optical, Sears Optical—which it also owns. In all, 
through vertical integration, Luxottica controls an estimated 60 to 80 percent of the U.S. 
eyewear market.4

Contractual VMS
A contractual VMS consists of independent firms at different levels of production and 
distribution that join together through contracts to obtain more economies or sales impact 
than each could achieve alone. Channel members coordinate their activities and manage 
conflict through contractual agreements.

The franchise organization is the most common type of contractual relationship. 
In this system, a channel member called a franchisor links several stages in the production-
distribution process. In the United States alone, almost 800,000 franchise outlets account 
for $994 billion of economic output. Industry analysts estimate that a new franchise outlet 
opens somewhere in the United States every eight minutes and that about one out of every 
12 retail business outlets is a franchised business.5

Almost every kind of business has been franchised—from motels and 
fast-food restaurants to dental centers and dating services, from wedding con-
sultants and handyman services to funeral homes, fitness centers, and moving 
services.  For example, through franchising, Two Men and a Truck moving 
services—“Movers Who Care”—grew quickly from two high school students 
looking to make extra money with a pickup truck to an international network of 
over 380 franchise locations that’s experienced record growth over the past six 
years and completed more than 5.5 million moves.6

There are three types of franchises. The first type is the manufacturer-sponsored 
retailer franchise system—for example, Ford and its network of independent fran-
chised dealers. The second type is the manufacturer-sponsored wholesaler franchise 
system—Coca-Cola licenses bottlers (wholesalers) in various world markets that 
buy Coca-Cola syrup concentrate and then bottle and sell the finished product 
to retailers locally. The third type is the service-firm-sponsored retailer franchise 
system—for example, Burger King and its more than 12,000 franchisee-operated 
restaurants around the world. Other examples can be found in everything 
from auto rentals (Hertz, Avis), apparel retailers (The Athlete’s Foot, Plato’s 
Closet), and motels (Holiday Inn, Hampton Inn) to supplemental education 
(Huntington Learning Center, Mathnasium) and personal services (Great Clips, 
Mr. Handyman, Anytime Fitness).

The fact that most consumers cannot tell the difference between contractual 
and corporate VMSs shows how successfully the contractual organizations com-
pete with corporate chains. The next chapter presents a fuller discussion of the 
various contractual VMSs.

Administered VMS
In an administered VMS, leadership is assumed not through common owner-
ship or contractual ties but through the size and power of one or a few dominant 
channel members. Manufacturers of a top brand can obtain strong trade coop-
eration and support from resellers. For example, P&G and Apple can command 
unusual cooperation from many resellers regarding displays, shelf space, promo-

tions, and price policies. In turn, large retailers such as Walmart, Home Depot, Kroger, and 
Walgreens can exert strong influence on the many manufacturers that supply the products 
they sell.

For example, in the normal push and pull between Walmart and its consumer goods 
suppliers, giant Walmart—the biggest grocer in the United States with a more than 25 per-
cent share of all U.S. grocery sales—usually gets its way. Take supplier Clorox, for instance. 
Although The Clorox Company’s strong consumer brand preference gives it significant 
negotiating power, Walmart simply holds more cards. Sales to Walmart make up 25 per-
cent of Clorox’s sales, whereas Clorox products account for only one-third of 1 percent of 
Walmart’s purchases, making Walmart by far the dominant partner. Things get even worse 
for Cal-Maine Foods and its Eggland’s Best brand, which relies on Walmart for nearly 

Contractual VMS
A vertical marketing system in which 
independent firms at different levels of 
production and distribution join together 
through contracts.

Franchise organization
A contractual vertical marketing system 
in which a channel member, called a 
franchisor, links several stages in the 
production-distribution process.

Administered VMS
A vertical marketing system that 
coordinates successive stages of 
production and distribution through the 
size and power of one of the parties.

 Franchising systems: Through franchising, 
Two Men and a Truck—“Movers Who Care”—
grew quickly from two high school students with 
a pickup truck to an international network of 
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record growth over the past six years.
Two Men and a Truck International
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one-third of its sales but tallies only about one-tenth of 1 percent of Walmart’s volume. For 
such brands, maintaining a strong relationship with the giant retailer is crucial.7

Horizontal Marketing Systems
Another channel development is the horizontal marketing system, in which two 
or more companies at one level join together to follow a new marketing opportunity. 
By working together, companies can combine their financial, production, or marketing 
 resources to accomplish more than any one company could alone.

Companies might join forces with competitors or noncompetitors. They might 
work with each other on a temporary or permanent basis, or they may create a sepa-

rate company. For example, Walmart part-
ners with noncompetitor McDonald’s to place 
“express” versions of McDonald’s restaurants 
in Walmart stores. McDonald’s benefits from 
Walmart’s heavy store traffic, and Walmart 
keeps hungry shoppers from needing to go 
elsewhere to eat.

Horizontal channel arrangements also 
work well globally.  For example, most of the 
world’s major airlines have joined to together 
in one of three global alliances: Star Alliance, 
Skyteam, or Oneworld. Star Alliance consists 
of 27 airlines “working in harmony,” includ-
ing United, Air Canada, Lufthansa, Air China, 
Turkish Airlines, and almost two dozen others. 
It offers more than 18,500 combined daily de-
partures to more than 190 destinations around 
the world. Such alliances tie the individual carri-
ers into massive worldwide air travel networks 
with joint branding and marketing, co-locations 
at airports, interline scheduling and smoother 
global flight connections, and shared rewards 
and membership privileges.8

Multichannel Distribution Systems
In the past, many companies used a single channel to sell to a single market or market seg-
ment. Today, with the proliferation of customer segments and channel possibilities, more 
and more companies have adopted multichannel distribution systems. Such multi-
channel marketing occurs when a single firm sets up two or more marketing channels to 
reach one or more customer segments.

 Figure 12.4 shows a multichannel marketing system. In the figure, the producer 
sells directly to consumer segment 1 using catalogs, online, and mobile channels and 
reaches consumer segment 2 through retailers. It sells indirectly to business segment 1 
through distributors and dealers and to business segment 2 through its own sales force.

These days, almost every large company and many small ones distribute through 
multiple channels. For example, John Deere sells its familiar green-and-yellow lawn and 
garden tractors, mowers, and outdoor power products to consumers and commercial 
users through several channels, including John Deere retailers, Lowe’s home improve-
ment stores, and online. It sells and services its tractors, combines, planters, and other 
agricultural equipment through its premium John Deere dealer network. And it sells large 
 construction and forestry equipment through selected large, full-service John Deere deal-
ers and their sales forces.

Multichannel distribution systems offer many advantages to companies facing large 
and complex markets. With each new channel, the company expands its sales and market 
coverage and gains opportunities to tailor its products and services to the specific needs 
of diverse customer segments. But such multichannel systems are harder to control, and 
they can generate conflict as more channels compete for customers and sales. For example, 

Horizontal marketing system
A channel arrangement in which two or 
more companies at one level join together 
to follow a new marketing opportunity.

Multichannel distribution system
A distribution system in which a single 
firm sets up two or more marketing 
channels to reach one or more customer 
segments.

 Horizontal marketing systems: Star Alliance consists of 27 airlines “working 
in harmony” with shared branding and marketing to smooth and extend each 
member’s global air travel capabilities.
Felix Gottwald
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when John Deere first began selling selected consumer products through Lowe’s home 
improvement stores, many of its independent dealers complained loudly. To avoid such 
conflicts in its online marketing channels, the company routes all of its online sales to John 
Deere dealers.

Changing Channel Organization
Changes in technology and the explosive growth of direct and online marketing are having 
a profound impact on the nature and design of marketing channels. One major trend is to-
ward disintermediation—a big term with a clear message and important consequences. 
Disintermediation occurs when product or service producers cut out intermediaries and 
go directly to final buyers or when radically new types of channel intermediaries displace 
traditional ones.

Thus, in many industries, traditional intermediaries are dropping by the wayside, 
as is the case with online marketers taking business from traditional brick-and-mortar 
retailers. For example, online music download services such as iTunes and Amazon 

MP3 have pretty much put traditional music-store retail-
ers out of business, with physical CDs sinking fast and 
now capturing less than a third of the music market. 

 In turn, however, streaming music services such as 
Spotify, Rhapsody, and Apple Music are now disinter-
mediating digital download services—digital downloads 
peaked last year while music streaming increased 29 
percent.9

Disintermediation presents both opportunities and 
problems for producers and resellers. Channel innova-
tors who find new ways to add value in the channel can 
displace traditional resellers and reap the rewards. In 
turn, traditional intermediaries must continue to innovate 
to avoid being swept aside. For example, when Netflix 
pioneered online DVD-by-mail video rentals, it sent tradi-
tional brick-and-mortar video stores such as Blockbuster 
into ruin. Then Netflix itself faced disintermediation 
threats from an even hotter channel—video streaming. But 
instead of simply watching developments, Netflix has led 
them profitably.

Similarly, superstore booksellers Barnes & Noble and Borders pioneered huge book 
 selections and low prices, shutting down most small independent bookstores. Then along 
came Amazon.com, which threatened even the largest brick-and-mortar bookstores. 

Disintermediation
The cutting out of marketing channel 
intermediaries by product or service 
producers or the displacement of 
traditional resellers by radical new types 
of intermediaries.
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 Disintermediation: Streaming music services such as Spotify are 
rapidly disintermediating both traditional music-store retailers and 
even music download services such as iTunes.
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Zara’s key competitive advantage lies in its ability to match fashion trends 
that change quickly.
Mira/Alamy Stock Photo
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staggering pace, helped by the fact that be-
tween 51 to 55 percent of its clothing is man-
ufactured in what the company describes as 
“proximity” markets—Spain, Portugal, Turkey 
and Morocco—instead of Asia. Zara’s key 
competitive advantage lies in its ability to 
match fashion trends that change quickly. It is 
no wonder that versions of latest designs by 
fashion designers in Paris, London, New York, 
or Tokyo are in Zara stores within a very short 
time of appearing on the runway. One of the 
most fascinating things about Zara is that it 
became popular not in spite of but because 
of its lack of originality, as shoppers around 
the world are thrilled to buy Zara’s catwalk 
copycat designs at affordable prices.

Zara stores are located in city center 
streets, are owned by the company, and 
thereby have total control of its image and 
sales data. Zara uses its stores to find out 
what consumers want, what styles are sell-
ing best, what colors are in demand, and 
which items are hot sellers. The data are fed 
back to Zara headquarters in Spain through a 
sophisticated marketing information system. 
At the end of each day, Zara sales assistants 
report inventory levels to the respective store 
manager, who immediately informs Zara’s cen-
tral design and distribution departments about 
what consumers are buying, asking for, and 
avoiding, all of which have to be recorded 
accordingly. Top-selling items are requested 

by the store managers and reach the store 
within one to two days. At the same time, the 
commercial team liaises with the designers 
and sales trends are identified, either from evi-
dence in stores or the catwalk, to develop new 
products to follow them. New fashions are 
produced in relatively small batches so failures 
can be disregarded after their first appearance 
and hits can be followed quickly. By produc-
ing smaller batches of clothing, Zara adds an 
air of exclusivity that encourages customers 
to shop more often. As garments are made in 
small production runs and no item stays in the 
shops for more than four weeks, Zara shop-
pers are encouraged to make repeat visits. 
Whereas the average high-street store in Spain 
expects shoppers to visit three times a year on 
average, Zara shoppers visit up to 17 times.

As fresh inventory is key to Zara’s sales 
strategy, its stores are stocked with new 
designs twice a week faster than most of its 
competitors. The result of this structure is 
that the product range in Zara stores evolves 
quickly. Rather than relying on one product 
range per season, Zara promotes four or 
five waves of new products after the initial 
seasonal launch. In the stores, around 60 
percent of Zara’s products are lasting and the 
remaining 40 percent vary continually. Thus, 
the retailer can offer considerably more prod-
ucts than its rivals. It launches about 30,000 
model items annually compared with 10,000 

Unlike their competitors Gap, 
Beneton, and H&M, Spanish cloth-
ing and accessories retailer Zara 
controls most of the steps in the 
supply chain, designing, manu-
facturing, and distributing of its 
products. So while some competi-

tors outsource all production to developing 
countries, particularly in Asia, Zara makes 
its most fashionable items—half of all its 
merchandise—at a dozen company-owned 
factories in Spain and Portugal. Zara, which 
was founded in 1975 and is the flagship 
brand of the Inditex group, has over 2,000 
stores strategically located in leading cities, 
such as New York, Paris, Tokyo, and Buenos 
Aires, and operates in 88 countries in Europe, 
South America, Oceania, and Africa. In the 
fiscal year 2015, Inditex had sales of $21.9 
billion, which is an 15 percent increase, far 
stronger than its competitors, making Zara 
the world’s largest apparel retailer—not de-
spite but because of its production and man-
ufacturing strategy.

The secret of its success stems from 
Zara’s vertically integrated marketing system 
(VMS), which combines successive stages of 
production and distribution under single own-
ership. Controlling the entire distribution chain 
from design and production to its own world-
wide distribution network has turned Zara into 
the world’s fastest growing retailer. Zara re-
sisted the temptation of locating its production 
in Asian countries like China, where labor cost 
is low. By going against the trend, Zara was 
able to hold control over its supply chain. As 
a vertically integrated retailer, Zara pursues a 
disintermediation strategy, which as the name 
suggests involves the removal of intermediar-
ies in a supply chain. Instead of going through 
traditional distribution channels (which has 
distributors, wholesalers, brokers, or agents), 
Zara deals with every customer directly. The 
company designs, produces, and distributes 
the products by itself.

Disintermediation means that Zara has to 
monitor all its processes clearly in order to be 
efficient and fast. Effective disintermediation 
and vertical integration makes Zara faster, 
more flexible, and more efficient than inter-
national competitors such as Gap and H&M. 
Zara can make a new line from start to finish 
in less than 15 days and a look seen on MTV 
can be in Zara stores within a month, versus 
an industry average of 6 months. This is a 
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Amazon.com almost single-handedly bankrupted Borders in less than 10 years. Now, both 
offline and online sellers of physical books are being threatened by digital book downloads 
and e-readers. Rather than yielding to digital developments, however, Amazon.com is 
leading them with its highly successful Kindle e-readers and tablets. By contrast, Barnes 
& Noble—the giant that put so many independent bookstores out of business—was a late-
comer with its struggling Nook e-reader and now finds itself locked in a battle for survival.10

Like resellers, to remain competitive, product and service producers must develop 
new channel opportunities, such as the internet and other direct channels. However, devel-
oping these new channels often brings them into direct competition with their established 
channels, resulting in conflict. To ease this problem, companies often look for ways to make 
going direct a plus for the entire channel.

For example, Volvo Car Group (now owned by Chinese car maker Geeley) recently 
announced plans to start selling Volvo vehicles online in all of its markets. Some 80 
percent of Volvo buyers already shop online for other goods, so cars seem like a natural 
extension. Few auto makers have tried selling directly, with the exception of Tesla, which 
sells its all-electric cars online, bypassing dealers altogether. Other car companies worry 
that selling directly would alienate their independent dealer networks. “If you say e-
commerce, initially dealers get nervous,” says Volvo’s head of marketing. So, to avoid 
channel conflicts, Volvo will pass all online sales through established dealers for delivery. 
In that way, boosting sales through direct marketing will benefit both Volvo and its chan-
nel partners.11

Channel Design Decisions
We now look at several channel design decisions manufacturers face. In designing market-
ing channels, manufacturers struggle between what is ideal and what is practical. A new 
firm with limited capital usually starts by selling in a limited market area. In this case, 
 deciding on the best channels might not be a problem: The problem might simply be how 
to convince one or a few good intermediaries to handle the line.

If successful, the new firm can branch out to new markets through existing intermedi-
aries. In smaller markets, the firm might sell directly to retailers; in larger markets, it might 
sell through distributors. In one part of the country, it might grant exclusive franchises; in 

has hailed Zara as possibly the most innova-
tive and devastating retailer.

Stacey Cartwright, former CFO of 
Burberry Group plc, stated that Zara is a 
fantastic case study of how to get products 
to the stores at amazing speeds; indeed, 

items for its main competitors. Consequently, 
the chain does not have to slash prices, as 
rivals often do, to move mass quantities of 
out-of-season stock.

Zara has grown with little or no advertis-
ing, and it has been observed that it hardly 
even has a marketing department. Instead of 
spending money on TV spots or print ads, the 
company invests heavily in the design, appeal, 
and location of its shops, which are the best 
display and advertisement for Zara and its 
brand image. Zara’s flexibility and speed has 
helped the fashion retailer to expand and grow 
steadily. In the last few years, like-for-like sales 
have grown by 17 percent and Zara wants to 
expand its shop space by 8 to 10 percent ev-
ery year for the next three to five years.

Zara continues to enhance its amazing 
channel management system and disinterme-
diation strategy, which has left thousands of 
fashion retailers worldwide pop-eyed. It is the 
prototype of the “fast-fashion” retailer. Daniel 
Piette, the chairman of LVMH Investment 
Funds and the former fashion director for 
the luxury house that owns brands like Louis 
Vuitton, Givenchy, Marc Jacobs, and Hublot 

Burberry has an eye on their techniques. The 
so-called Spanish success story has reset the 
boundaries for what shoppers expect from 
a high-street clothing store and promises to 
continue to thrive as one of the world’s big-
gest fashion retailers.

Sources: “Zara,” Intidex, http://www.inditex.com/en/brands/zara; Rupal Parekh, “How Zara Ballooned into a Multi-
Billion Dollar Brand without Advertising,” Advertising Age, August 19, 2013,http://adage.com/article/cmo-strategy/
zara-grew-a-multi-billion-dollar-brand-sans-ads/243730/; “ZARA and Its Awesome Supply Chain Management,” 
Internationalas, August 17, 2014, https://internationalas.wordpress.com/2012/04/17/zara-and-its-awesome-sup-
ply-chain-management-2/; “Zara on the World’s Most Valuable Brands,” Forbes, May 2015, http://www.forbes.
com/companies/zara/; Walter Loeb, “Zara Leads in Fast Fashion,” Forbes, March 30, 2015, http://www.forbes.
com/sites/walterloeb/2015/03/30/zara-leads-in-fast-fashion/; Svend Hollensen and Marc Opresnik, Marketing: 
A Relationship Perspective, 2nd ed. (Vahlen 2015); “The Best 100 Brands,” Interbrand, http://www.bestglo-
balbrands.com/2014/zara/; Graham Ruddick, “How Zara Became the World’s Biggest Fashion Retailer,” The 
Telegraph, October 20, 2014,http://www.telegraph.co.uk/finance/newsbysector/retailandconsumer/11172562/
How-Inditex-became-the-worlds-biggest-fashion-retailer.html; “Zara: Managing Chain of Value and Driving CSR 
with Consumers,” JL Nueno, http://www.jlnueno.com/wordpress/index.php/2011/07/29/gestionando-la-cadena-
de-valor-y-accionando-la-rsc-con-los-consumidores/?lang=en; The Economist, Chain Reaction, February 2, 2002, 
pp. 1–3; C. Roux, “The Reign of Spain,” The Guardian, October 28, 2002, pp. 6–7; “Store Wars: Fast Fashion, The 
Monet”, The Money Programme, BBC, February19, 2003, television; A. Mitthell, “When Push Comes to Shove, It’s 
All About Pull,” Marketing Week, January 9, 2003, pp. 26–27; K. Capell, “Zara Thrives by Breaking All the Rules,” 
Business Week, October 20, 2008, p. 66; M. Johnson and A. Falstead, “Inditex Breaks New Ground for Season 
in the South,” Financial Times, May 2011, p. 17; http://www.inditex.com/en/investors/investors_relations/finan-
cial_data, accessed April 1, 2017.
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marketing, good channel 

design begins with analyzing customer 
needs. Remember, marketing  channels 
are really customer value delivery 
networks.
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another, it might sell through all available outlets. Then it might add an online store that 
sells directly to hard-to-reach customers. In this way, channel systems often evolve to meet 
market opportunities and conditions.

For maximum effectiveness, however, channel analysis and decision making should 
be more purposeful. Marketing channel design calls for analyzing consumer needs, 
setting channel objectives, identifying major channel alternatives, and evaluating the 
alternatives.

Analyzing Consumer Needs
As noted previously, marketing channels are part of the overall customer value delivery 
network. Each channel member and level adds value for the customer. Thus, designing the 
marketing channel starts with finding out what target consumers want from the channel. 
Do consumers want to buy nearby, or are they willing to travel to more centralized loca-
tions? Would customers rather buy in person, by phone, or online? Do they value breadth 
of assortment, or do they prefer specialization? Do consumers want many add-on services 
(delivery, installation, repairs), or will they obtain these services elsewhere? The faster the 
delivery, the greater the assortment provided, and the more add-on services supplied, the 
greater the channel’s service level.

Providing the fastest delivery, the greatest assortment, and the most services, how-
ever, may not be possible, practical, or desired. The company and its channel members 
may not have the resources or skills needed to provide all the desired services. Also, 
higher levels of service result in higher costs for the channel and higher prices for consum-
ers. The success of modern discount retailing shows that consumers often accept lower 
service levels in exchange for lower prices. For example, Walmart typically rates dead last 
in Consumer Reports rankings of grocery retailers on customer shopping experience and 
satisfaction compared to the likes of Wegmans, Publix, Kroger, Whole Foods, or about any 
other grocery retailer. Yet it captures a 25 percent share of the U.S. grocery market.12

Many companies, however, position them-
selves on higher service levels, and customers will-
ingly pay the higher prices. For example, whereas 
Walmart typically rates last in Consumers Reports 
rankings of grocery retailer customer satisfaction, 
East Coast supermarket chain Wegmans consis-
tently ranks first:13

 Wegmans prides itself on its broad and deep 
selection, clean stores, very high service levels, 
and well-trained and friendly employees. “Best 
supermarket around, hands down,” says one cus-
tomer in a Yelp review. “The knowledge and help-
fulness of the workers is beyond amazing.” Says 
another, “Aside from the overwhelming options 
of everything on the planet to choose from, it’s 
an amazing place. I walk around thinking…ok, 
I’m impressed!” The result is avidly loyal cus-
tomers. Actor Alec Baldwin’s mother reportedly 
refused to move from New York to Los Angeles 
because she didn’t want to abandon her favor-
ite Wegmans store. So even though they could 
probably save money by shopping at Walmart, 
to devoted Wegmans shoppers, the higher qual-
ity and extraordinary service are well worth the 
somewhat-higher prices.

Thus, companies must balance consumer needs not only against the feasibility and 
costs of meeting these needs but also against customer price preferences.

Setting Channel Objectives
Companies should state their marketing channel objectives in terms of targeted levels of 
customer service. Usually, a company can identify several segments wanting different 

Marketing channel design
Designing effective marketing channels 
by analyzing customer needs, setting 
channel objectives, identifying major 
channel alternatives, and evaluating those 
alternatives.

 Meeting customers’ channel service needs: Wegmans is the “best 
supermarket around, hands down.” To devoted Wegmans shoppers, retailer’s 
extraordinary people and service are well worth its somewhat higher prices.
Associated Press



370   PART 3 | Designing a Customer Value–Driven Strategy and Mix

levels of service. The company should decide which segments to serve and the best chan-
nels to use in each case. In each segment, the company wants to minimize the total channel 
cost of meeting customer service requirements.

The company’s channel objectives are also influenced by the nature of the company, 
its products, its marketing intermediaries, its competitors, and the environment. For 
 example, the company’s size and financial situation determine which marketing functions 
it can handle itself and which it must give to intermediaries. Companies selling perishable 
products, for example, may require more direct marketing to avoid delays and too much 
handling.

In some cases, a company may want to compete in or near the same outlets that 
carry competitors’ products. For example, Maytag and other appliance makers want 
their products displayed alongside competing brands to facilitate comparison shopping. 
In other cases, companies may avoid the channels used by competitors. The Pampered 
Chef, for instance, sells high-quality kitchen tools directly to consumers through its 
corps of more than 60,000 consultants worldwide rather than going head-to-head with 
other kitchen tool makers for scarce positions in retail stores. And Stella & Dot sells 
quality jewelry through more than 30,000 independent reps—called stylists—who hold 
Tupperware-like in-home “trunk shows.”14 GEICO and USAA primarily market insur-
ance and banking products to consumers via phone and internet channels rather than 
through agents.

Finally, environmental factors such as economic conditions and legal constraints may 
affect channel objectives and design. For example, in a depressed economy, producers will 
want to distribute their goods in the most economical way, using shorter channels and 
dropping unneeded services that add to the final price of the goods.

Identifying Major Alternatives
When the company has defined its channel objectives, it should next identify its major 
channel alternatives in terms of the types of intermediaries, the number of intermediaries, 
and the responsibilities of each channel member.

Types of Intermediaries
A firm should identify the types of channel members available to carry out its channel 
work. Most companies face many channel member choices. For example, Dell initially sold 
directly to final consumers and business buyers only through its sophisticated phone and 
online marketing channel. It also sold directly to large corporate, institutional, and govern-
ment buyers using its direct sales force. However, to reach more consumers and match 
competitors such as Samsung and Apple, Dell now sells indirectly through retailers such 
as Best Buy, Staples, and Walmart. It also sells indirectly through value-added resellers, inde-
pendent distributors and dealers that develop computer systems and applications tailored 
to the special needs of small and medium-sized business customers.

Using many types of resellers in a channel provides both benefits and drawbacks. For 
example, by selling through retailers and value-added resellers in addition to its own di-
rect channels, Dell can reach more and different kinds of buyers. However, these are more 
difficult to manage and control. In addition, the direct and indirect channels compete with 
each other for many of the same customers, causing potential conflict. In fact, Dell often 
finds itself “stuck in the middle,” with its direct sales reps complaining about competition 
from retail stores, whereas its value-added resellers complain that the direct sales reps are 
undercutting their business.

Number of Marketing Intermediaries
Companies must also determine the number of channel members to use at each level. 
Three strategies are available: intensive distribution, exclusive distribution, and selective 
distribution. Producers of convenience products and common raw materials typically seek 
intensive distribution—a strategy in which they stock their products in as many outlets 
as possible. These products must be available where and when consumers want them. For 
example, toothpaste, candy, and other similar items are sold in millions of outlets to pro-
vide maximum brand exposure and consumer convenience. Kraft, Coca-Cola, Kimberly-
Clark, and other consumer goods companies distribute their products in this way.

Intensive distribution
Stocking the product in as many outlets 
as possible.
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 Selective distribution: STIHL sells its chain 
saws, blowers, hedge trimmers, and other 
products through a select corps of independent 
hardware and lawn and garden retailers. “We 
count on them every day and so can you.”
STIHL Incorporated

By contrast, some producers purposely limit the number of intermediar-
ies handling their products. The extreme form of this practice is exclusive 
distribution, in which the producer gives only a limited number of dealers the 
exclusive right to distribute its products in their territories. Exclusive distribu-
tion is often found in the distribution of luxury brands. Breitling watches—po-
sitioned as “Instruments for Professionals” and selling at prices from $5,000 to 
more than $100,000—are sold by only a few authorized dealers in any given 
market area. For example, the brand sells through only one jeweler in Chicago 
and only six jewelers in the entire state of Illinois. Exclusive distribution en-
hances Breitling’s distinctive positioning and earns greater dealer support and 
customer service.

Between intensive and exclusive distribution lies selective distribution—
the use of more than one but fewer than all of the intermediaries who are willing 
to carry a company’s products. Most consumer electronics, furniture, and home 
appliance brands are distributed in this manner.  For example, outdoor power 
equipment maker STIHL doesn’t sell its chain saws, blowers, hedge trimmers, 
and other products through mass merchandisers such as Lowe’s, Home Depot, 
or Sears. Instead, it sells through a select corps of independent hardware and 
lawn and garden dealers. By using selective distribution, STIHL can develop 
good working relationships with dealers and expect a better-than-average sell-
ing effort. Selective distribution also enhances the STIHL brand’s image and 
allows for higher markups resulting from greater value-added dealer service. 
“We count on our select dealers every day and so can you,” says one STIHL ad.

Responsibilities of Channel Members
The producer and intermediaries need to agree on the terms and responsibili-
ties of each channel member. They should agree on price policies, conditions 
of sale, territory rights, and the specific services to be performed by each 
party. The producer should establish a list price and a fair set of discounts for 

the intermediaries. It must define each channel member’s territory, and it should be care-
ful about where it places new resellers.

Mutual services and duties need to be spelled out carefully, especially in franchise and 
exclusive distribution channels. For example, McDonald’s provides franchisees with pro-
motional support, a record-keeping system, training at Hamburger University, and general 
management assistance. In turn, franchisees must meet company standards for physical 
facilities and food quality, cooperate with new promotion programs, provide requested 
information, and buy specified food products.

Evaluating the Major Alternatives
Suppose a company has identified several channel alternatives and wants to select the one 
that will best satisfy its long-run objectives. Each alternative should be evaluated against 
economic, control, and adaptability criteria.

Using economic criteria, a company compares the likely sales, costs, and profitability 
of different channel alternatives. What will be the investment  required by each channel 
alternative, and what returns will result? The  company must also consider control issues. 
Using intermediaries usually means giving them some control over the marketing of the 
product, and some intermediaries take more control than others. Other things being equal, 
the  company prefers to keep as much control as possible. Finally, the company must ap-
ply adaptability criteria. Channels often involve long-term commitments, yet the company 
wants to keep the channel flexible so that it can adapt to environmental changes. Thus, to 
be considered, a channel involving long-term commitments should be greatly superior on 
economic and control grounds.

Designing International Distribution Channels
International marketers face many additional complexities in designing their channels. 
Each country has its own unique distribution system that has evolved over time and 
changes very slowly. These channel systems can vary widely from country to country. 

Exclusive distribution
Giving a limited number of dealers the 
exclusive right to distribute the company’s 
products in their territories.

Selective distribution
The use of more than one but fewer than 
all of the intermediaries that are willing to 
carry the company’s products.
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Thus, global marketers must usually adapt their channel strategies to the existing struc-
tures within each country.

In some markets, the distribution system is complex, competitive, and hard to pen-
etrate. For example, many Western companies find India’s distribution system difficult to 
navigate. Large discount, department store, and supermarket retailers still account for only 
a small portion of the huge Indian market. Instead, most shopping is done in small neigh-
borhood stores called kirana shops, run by their owners and popular because they offer 
personal service and credit. In addition, large Western retailers have difficulty dealing with 
India’s complex government regulations and poor infrastructure.

Distribution systems in developing countries may be scattered, inefficient, or alto-
gether lacking. For example, China’s rural markets are highly decentralized, made of many 
distinct submarkets, each with its own subculture. And, because of inadequate distribution 
systems, most companies can profitably access only a small portion of China’s massive 
population located in affluent cities. China’s distribution system is so fragmented that 
logistics costs to wrap, bundle, load, unload, sort, reload, and transport goods amount to 

16 percent of the nation’s GDP, far higher than in most 
other countries. (In comparison, U.S. logistics costs ac-
count for about 8.3 percent of the nation’s GDP.) After 
years of effort, even Walmart executives admit that 
they have been unable to assemble an efficient supply 
chain in China.15

Sometimes local conditions can greatly influ-
ence how a company distributes products in global 
markets. For example, in low-income neighborhoods 
in Brazil where consumers have limited access to 
supermarkets, Nestlé supplements its distribution 
with thousands of self-employed salespeople who 
sell Nestlé products from refrigerated carts door 
to door. And in big cities in Asia and Africa, where 
crowded streets and high real estate costs make 
drive-thrus impractical, fast-food restaurants such 
as McDonald’s and KFC offer delivery. Legions of 
motorbike delivery drivers in colorful uniforms dis-
pense Big Macs and buckets of chicken to customers 
who call in. More than 30 percent of McDonald’s 
total sales in Egypt and 12 percent of its Singapore 
sales come from delivery.  Similarly, for KFC, deliv-
ery accounts for nearly half of all sales in Kuwait and 
a third of sales in Egypt.16

Thus, international marketers face a wide range of channel alternatives. Designing 
efficient and effective channel systems between and within various country markets poses 
a difficult challenge. We discuss international distribution decisions further in Chapter 15.

Channel Management Decisions
Once the company has reviewed its channel alternatives and determined the best chan-
nel design, it must implement and manage the chosen channel. Marketing channel  
management calls for selecting, managing, and motivating individual channel members 
and evaluating their performance over time.

Selecting Channel Members
Producers vary in their ability to attract qualified marketing intermediaries. Some produc-
ers have no trouble signing up channel members. For example, when Toyota first intro-
duced its Lexus line in the United States, it had no trouble attracting new dealers. In fact, it 
had to turn down many would-be resellers.

At the other extreme are producers that have to work hard to line up enough qualified 
intermediaries. For example, when Timex first tried to sell its inexpensive watches through 
regular jewelry stores, most jewelry stores refused to carry them. The company then 

Marketing channel management
Selecting, managing, and motivating 
individual channel members and 
evaluating their performance over time.

 KFC delivers: Delivery accounts for large chunks of KFC sales in many 
crowded Asian and African cities.
 © FogStock / Alamy Stock Photo
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the chosen channel design  

and work with selected channel 
 members to manage and motivate them.
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This is the right thing to do.

 Selecting channels: Even established brands may have 
difficulty keeping desired channels. CVS Health’s decision to stop 
selling cigarettes has left tobacco companies seeking new sales 
channels.
CVS Health

managed to get its watches into mass-merchandise outlets. This 
turned out to be a wise decision because of the rapid growth of 
mass merchandising.

Even established brands may have difficulty gaining and 
keeping their desired distribution, especially when dealing 
with powerful resellers. For example, you won’t find Marlboro, 
Winston, Camel, or any other cigarette brand at your local CVS 
pharmacy store.  CVS Health recently announced that it will 
no longer sell cigarettes in its stores, despite the resulting loss of 
more than $2 billion in annual sales. “This is the right thing to 
do,” says the company. “We came to the decision that cigarettes 
and providing healthcare just don’t go together in the same set-
ting.” Target dropped cigarettes nearly 20 years ago, and public 
advocates are pressuring Walmart to do the same. If the major 
discount stores and other drugstore chains such as Walgreens 
and Rite Aid follow suit, Philip Morris, R.J. Reynolds, and other 
tobacco companies will have to seek new channels for selling 
their brands.17

When selecting intermediaries, the company should de-
termine what characteristics distinguish the better ones. It will 
want to evaluate each channel member’s years in business, 
other lines carried, location, growth and profit record, coopera-
tiveness, and reputation.

Managing and Motivating Channel Members
Once selected, channel members must be continuously man-
aged and motivated to do their best. The company must sell 
not only through the intermediaries but also to and with them. 

Most companies see their intermediaries as first-line customers and partners. They practice 
strong partner relationship management to forge long-term partnerships with channel mem-
bers. This creates a value delivery system that meets the needs of both the company and its 
marketing partners.

In managing its channels, a company must convince suppliers and distributors that 
they can succeed better by working together as a part of a cohesive value delivery system. 
Companies must work in close harmony with others in the channel to find better ways to 
bring value to customers. Thus, Amazon and P&G work closely to accomplish their joint 
goal of selling consumer package goods profitably online. And companies ranging from 
automaker Toyota to cosmetics maker L’Oréal forge beneficial relationships with their large 
networks of suppliers to gain mutual competitive advantage (see Real Marketing  12.2).

For example, heavy-equipment manufacturer Caterpillar works hand-in-hand with 
its superb dealer network—together they dominate the world’s construction, mining, and 
logging equipment business:

Heavy-equipment manufacturer Caterpillar produces innovative, high-quality industrial equip-
ment products. But ask anyone at Caterpillar, and they’ll tell you that the most important reason 
for Caterpillar’s dominance is its outstanding distribution network of 189 independent dealers 
in more than 180 countries. Dealers are the ones on the front line. Once the product leaves the 
factory, the dealers take over. They’re the ones that customers see. So rather than selling to or 
through its dealers, Caterpillar treats dealers as inside partners. When a big piece of Caterpillar 
equipment breaks down, customers know that they can count on both Caterpillar and its dealer 
network for support. A strong dealer network makes for a strong Caterpillar, and the other way 
around. On a deeper level, dealers play a vital role in almost every aspect of Caterpillar’s opera-
tions, from product design and delivery to service and support. As a result of its close partner-
ship with dealers, Caterpillar dominates the world’s markets for heavy construction, mining, 
and logging equipment. Its familiar yellow tractors, crawlers, loaders, bulldozers, and trucks 
capture a commanding share of the worldwide heavy-equipment business, nearly twice that of 
number-two Komatsu.

Many companies are now installing integrated high-tech partnership relationship 
management (PRM) systems to coordinate their whole-channel marketing efforts. Just 
as they use customer relationship management (CRM) software systems to help manage 
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in, trusting that Toyota will help them achieve 
the targeted reductions, in turn making them 
more competitive and profitable in the fu-
ture. In all, creating satisfied suppliers helps 
Toyota produce lower-cost, higher-quality 
cars, which in turn results in more satisfied 
customers.

L’Oréal
L’Oréal is the world’s largest cosmetics 
 maker, with 23 global brands ranging from 
Maybelline and Kiehl’s to Lancôme and  
Redken. Like Toyota, L’Oréal’s extensive sup-
plier network—which supplies everything from 
polymers and fats to spray cans and pack-
aging to production equipment and office  
supplies—is crucial to its success.

As a result, L’Oréal treats suppliers as re-
spected partners. On the one hand, it expects 
a lot from suppliers in terms of design innova-
tion, quality, and socially responsible actions. 
The company carefully screens new suppliers 
and regularly assesses the performance of 
current suppliers. On the other hand, L’Oréal 
works closely with suppliers to help them 
meet its exacting standards. Whereas some 
companies make unreasonable demands of 
their suppliers and “squeeze” them for short-
term gains, L’Oréal builds long-term supplier 
relationships based on mutual benefit and 
growth.

According to the company’s supplier web-
site, it treats suppliers with “fundamental re-
spect for their business, their culture, their 
growth, and the individuals who work there.” 
Each relationship is based on “dialogue and 

joint efforts. L’Oréal seeks not only to help its 
suppliers meet its expectations but also to 
contribute to their growth through opportuni-
ties for innovation and competitiveness.” As 
a result, more than 75 percent of L’Oréal’s 
supplier partners have been working with 
the company for 10 years or more and the 
 majority of them for several decades. Says 
the company’s head of purchasing, “The 
CEO wants to make L’Oréal a top performer 
and one of the world’s most respected com-
panies. Being respected also means being 
respected by our suppliers.”

Amazon–P&G
Until recently, if you ordered Bounty paper 
towels, Pampers diapers, Charmin toilet pa-
per, or any of the dozens of other P&G con-
sumer products from Amazon.com, they 
probably came to your doorstep by a circu-
itous distribution route. The paper towels, for 
example, might well have been produced in 
P&G’s large northeastern Pennsylvania fac-
tory and shipped by the trailer-truck load to 
its nearby Tunkhannock warehouse, where 
they were unloaded and repacked with other 
P&G goods and shipped to Amazon’s Dinwid-
die, Virginia, fulfillment center. At the fulfillment 
center, they were unloaded and shelved and 
then finally picked and packed by Amazon 
employees for shipment to you via UPS, Fe-
dEx, or the USPS.

But these days, Amazon and P&G have 
partnered to blaze a new, simpler, lower-cost 
distribution trail for such goods. Now, for ex-
ample, at the Pennsylvania warehouse, rather 

Today’s successful companies know 
that they can’t go it alone in cre-
ating value for customers. Instead 
they must create effective value de-
livery systems, consisting of suppli-
ers, producers, and distributors who 
work together to get the job done. 

Partnering with suppliers and distributors can 
yield big competitive advantages. Consider 
these examples.

Toyota
Achieving satisfying supplier relationships 
has been a cornerstone of Toyota’s stunning 
success. Historically, Toyota’s U.S. competi-
tors often alienated their suppliers through 
self-serving, heavy-handed dealings. “The 
[U. S. automakers] set annual cost-reduction 
targets [for the parts they buy],” said one  
supplier. “To realize those targets, they’ll do 
anything. [They’ve unleashed] a reign of terror, 
and it gets worse every year.” Says another, 
“[One automaker] seems to send its people 
to ‘hate school’ so that they learn how to hate 
suppliers.”

By contrast, Toyota has long known the 
importance of building close relationships 
with suppliers. Rather than bullying them, 
Toyota partners with suppliers and helps 
them to meet its very high expectations. It 
learns about their businesses, conducts joint 
improvement activities, helps train supplier 
employees, gives daily performance feed-
back, and actively seeks out supplier con-
cerns. It even recognizes top suppliers with 
annual performance awards.

As a result, for 13 of the past 15 years, 
Toyota has received the top supplier  relations 
score in the respected North American 
Automotive Supplier Working Relations Index 
Study. The study rates companies on finan-
cial dealings with suppliers, valuing suppliers 
and treating them fairly, open and honest 
communication, and  providing opportunities 
to make profits. The study suggests that 
Toyota suppliers consider themselves true 
partners with the automotive giant.

Such high supplier satisfaction means that 
Toyota can rely on suppliers to help it improve 
its own quality, reduce costs, and develop 
new products quickly. For example, when 
Toyota recently launched a program to reduce 
prices by 30 percent on 170 parts that it 
would buy for its next generation of cars, sup-
pliers didn’t complain. Instead, they pitched 

Partnering in the distribution channel: Under Amazon’s Vendor Flex program, P&G and 
Amazon share warehouse facilities, creating distribution cost and delivery advantages 
for both partners.
© raywoo/Fotolia; © grzegorz knec/Alamy; E.G. Pors/Shutterstock.com; © Sergio Azenha /Alamy
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relationships with important customers, companies can now use PRM and supply chain 
management (SCM) software to help recruit, train, organize, manage, motivate, and evalu-
ate relationships with channel partners.

Evaluating Channel Members
The company must regularly check channel member performance against standards such 
as sales quotas, average inventory levels, customer delivery time, treatment of damaged 
and lost goods, cooperation in company promotion and training programs, and services to 
the customer. The company should recognize and reward intermediaries that are perform-
ing well and adding good value for consumers. Those that are performing poorly should 
be assisted or, as a last resort, replaced.

Finally, companies need to be sensitive to the needs of their channel partners. Those 
that treat their partners poorly risk not only losing their support but also causing some le-
gal problems. The next section describes various rights and duties pertaining to companies 
and other channel members.

Public Policy and Distribution Decisions
For the most part, companies are legally free to develop whatever channel arrangements 
suit them. In fact, the laws affecting channels seek to prevent the exclusionary tactics of 
some companies that might keep another company from using a desired channel. Most 
channel law deals with the mutual rights and duties of channel members once they have 
formed a relationship.

Many producers and wholesalers like to develop exclusive channels for their prod-
ucts. When the seller allows only certain outlets to carry its products, this strategy is called 
exclusive distribution. When the seller requires that these dealers not handle competitors’ 
products, its strategy is called exclusive dealing. Both parties can benefit from exclusive 
 arrangements: The seller obtains more loyal and dependable outlets, and the dealers obtain 
a steady source of supply and stronger seller support. But exclusive arrangements also ex-
clude other producers from selling to these dealers. This situation brings exclusive dealing 
contracts under the scope of the Clayton Act of 1914. They are legal as long as they do not 

than reloading truckloads of P&G products 
and shipping them to Amazon fulfillment cen-
ters, P&G employees simply cart the goods 
to a fenced-off area inside their own ware-
house. The fenced-in area is run by Amazon. 
From there, Amazon employees pack, label, 
and ship items directly to customers who’ve 
ordered them online. Amazon calls this ven-
ture Vendor Flex—and it’s revolutionizing how 
people buy low-priced, low-margin everyday 
household products.

Amazon’s Vendor Flex program takes 
channel partnering to an entirely new level. 
Co-locating “in the same tent” creates ad-
vantages for both partners. For Amazon, 
Vendor Flex reduces the costs of storing 
bulky items in its own distribution centers, 
and it frees up space for more higher-margin 
goods. The sharing arrangement lets Amazon 
extend its consumer package goods selec-
tion without building more distribution center 
space. For example, the P&G warehouse also 
stocks other popular P&G household brands, 
from Gillette razors to Pantene shampoo to 

Tide laundry detergent. Finally, locating at the 
source guarantees Amazon immediate avail-
ability and facilitates quick delivery of P&G 
products to customers.

P&G also benefits from the Vendor Flex 
partnership. It saves money by cutting out 
the costs of transporting goods to Amazon’s 
fulfillment centers, which in turn lets it charge 
more competitive prices to the e-commerce 
giant. And although P&G is a superb in-store 
brand marketer, it is still a relative newcomer 
to online selling, one of the company’s top 
priorities. By partnering more closely with 
Amazon, P&G gets Amazon’s expert help in 
moving its brands online.

So the Amazon–P&G Vendor Flex part-
nership looks like an ideal match for both 
companies. If P&G wants to be more ef-
fective in selling its brands online, what 
better partner could it have than Amazon, 
the undisputed master of online retailing? If 
Amazon wants to be more effective in sell-
ing household staples, what better partner 
could it have than P&G, the acknowledged 
master of consumer package goods mar-
keting? Together, under Amazon’s Vendor 
Flex, these respective industry leaders can 
flex their distribution muscles to their own 
benefit, and to the benefit of the consumers 
they jointly serve.

Sources: Alex Short, “Amazon and P&G Blow Business Collaboration Wide Open!” Vizibl, July 21, 2015, http://blog.
vizibl.co/amazon-pg-blow-business-collaboration-wide-open/; Serena Ng, “Soap Opera: Amazon Moves In with 
P&G,” Wall Street Journal, October 15, 2013, p. A1; Jeffery K. Liker and Thomas Y. Choi, “Building Deep Supplier 
Relationships,” Harvard Business Review, 2004, pp.104–113; “OEM-Supplier Relations Study Shows Strong 
Gains for Toyota and Honda, with Ford, Nissan, FCA and GM Falling Well Behind,” PR Newswire, May 8, 2015, 
www.prnewswire.com/news-releases/oem-supplier-relations-study-shows-strong-gains-for-toyota-and-honda-
with-ford-nissan-fca-and-gm-falling-well-behind-300084605.html; and www.toyotasupplier.com and www.loreal.
com/_en/_ww/html/suppliers/, accessed October, 2016.



376   PART 3 | Designing a Customer Value–Driven Strategy and Mix

 FIGURE | 12.5 
Supply Chain Management

Marketers used to call 
this plain-old “ physical 

 distribution.” But as these titles  suggest, 
the topic has grown in  importance, 
complexity, and sophistication.
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substantially lessen competition or tend to create a monopoly and as long as both parties 
enter into the agreement voluntarily.

Exclusive dealing often includes exclusive territorial agreements. The producer may 
agree not to sell to other dealers in a given area, or the buyer may agree to sell only in its 
own territory. The first practice is normal under franchise systems as a way to increase 
dealer enthusiasm and commitment. It is also perfectly legal—a seller has no legal ob-
ligation to sell through more outlets than it wishes. The second practice, whereby the 
producer tries to keep a dealer from selling outside its territory, has become a major 
legal issue.

Producers of a strong brand sometimes sell it to dealers only if the dealers will take 
some or all of the rest of its line. This is called full-line forcing. Such tying agreements are 
not necessarily illegal, but they violate the Clayton Act if they tend to lessen competition 
substantially. The practice may prevent consumers from freely choosing among competing 
suppliers of these other brands.

Finally, producers are free to select their dealers, but their right to terminate dealers is 
somewhat restricted. In general, sellers can drop dealers “for cause.” However, they cannot 
drop dealers if, for example, the dealers refuse to cooperate in a doubtful legal arrange-
ment, such as exclusive dealing or tying agreements.

Marketing Logistics and Supply Chain Management
In today’s global marketplace, selling a product is sometimes easier than getting it to cus-
tomers. Companies must decide on the best way to store, handle, and move their products 
and services so that they are available to customers in the right assortments, at the right 
time, and in the right place. Logistics effectiveness has a major impact on both customer 
satisfaction and company costs. Here we consider the nature and importance of logistics 
management in the supply chain, the goals of the logistics system, major logistics func-
tions, and the need for integrated supply chain management.

Nature and Importance of Marketing Logistics
To some managers, marketing logistics means only trucks and warehouses. But modern lo-
gistics is much more than this. Marketing logistics—also called physical distribution—
involves planning, implementing, and controlling the physical flow of goods, services, 
and related information from points of origin to points of consumption to meet customer 
requirements at a profit. In short, it involves getting the right product to the right customer 
in the right place at the right time profitably.

In the past, physical distribution planners typically started with products at the plant 
and then tried to find low-cost solutions to get them to customers. However, today’s cus-
tomer-centered logistics starts with the marketplace and works backward to the factory or 
even to sources of supply. Marketing logistics involves not only outbound logistics (moving 
products from the factory to resellers and ultimately to customers) but also inbound logistics 
(moving products and materials from suppliers to the factory) and reverse logistics (reusing, 
recycling, refurbishing, or disposing of broken, unwanted, or excess products returned by 
consumers or resellers). That is, it involves the entirety of supply chain management—
managing upstream and downstream value-added flows of materials, final goods, and re-
lated information among suppliers, the company, resellers, and final consumers, as shown 
in  Figure 12.5.

The logistics manager’s task is to coordinate the 
activities of suppliers, purchasing agents, marketers, 

Marketing logistics (physical 
distribution)
Planning, implementing, and controlling 
the physical flow of materials, final goods, 
and related information from points of 
origin to points of consumption to meet 
customer requirements at a profit.

Supply chain management
Managing upstream and downstream 
value-added flows of materials, final 
goods, and related information among 
suppliers, the company, resellers, and 
final consumers.

Resellers CustomersCompanySuppliers

Reverse logistics

Outbound
logistics

Inbound
logistics

Managing the supply chain calls for
customer-centered thinking. Remember, it’s
also called the customer value delivery network.
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 The importance or logistics: At any given time, GM has hundreds of millions 
of tons of finished vehicles and parts in transit, running up an annual logistics 
bill of about $8 billion. Even small savings can be substantial.
Bloomberg/Getty Images

channel members, and customers. These activities include forecasting, information systems, 
purchasing, production planning, order processing, inventory, warehousing, and transporta-
tion planning.

Companies today are placing greater emphasis on logistics for several reasons. First, 
companies can gain a powerful competitive advantage by using improved logistics to give 
customers better service or lower prices.

Second, improved logistics can yield tremendous cost savings to both a company and 
its customers. As much as 20 percent of an average product’s price is accounted for by 
shipping and transport alone. American companies spend $1.45 trillion each year—about 
8.3 percent of GDP—to wrap, bundle, load, unload, sort, reload, and transport goods. 

That’s more than the total national GDPs of all 
but 12 countries worldwide.  By itself, General 
Motors has hundreds of millions of tons of finished 
vehicles, production parts, and aftermarket parts 
in transit at any given time, running up an annual 
logistics bill of around $8 billion dollars. Shaving 
off even a small fraction of logistics costs can mean 
substantial savings. For example, GM recently 
announced a logistical overhaul that would save 
nearly $2 billion over two years in North America 
alone.18

Third, the explosion in product variety has 
created a need for improved logistics management. 
For example, in 1916 the typical Piggly Wiggly gro-
cery store carried only 605 items. Today, a Piggly 
Wiggly carries a bewildering stock of between 
20,000 and 35,000 items, depending on store size. 
A Walmart Supercenter store carries more than 
140,000 products, 30,000 of which are grocery prod-
ucts.19 Ordering, shipping, stocking, and control-
ling such a variety of products presents a sizable 
logistics challenge.

Improvements in information technology have 
also created opportunities for major gains in distribution efficiency. Today’s companies are us-
ing sophisticated supply chain management software, internet-based logistics systems, point-
of-sale scanners, RFID tags, satellite tracking, and electronic transfer of order and payment 
data. Such technology lets them quickly and efficiently manage the flow of goods, informa-
tion, and finances through the supply chain.

Finally, more than almost any other marketing function, logistics affects the environ-
ment and a firm’s environmental sustainability efforts. Transportation, warehousing, pack-
aging, and other logistics functions are typically the biggest supply chain contributors to 
the company’s environmental footprint. Therefore, many companies are now developing 
green supply chains.

Sustainable Supply Chains
Companies have many reasons for reducing the environmental impact of their supply 
chains. For one thing, if they don’t green up voluntarily, a host of sustainability regulations 
enacted around the world will soon require them to. For another, many large customers—
from Walmart and Nike to the federal government—are demanding it. Even consumers are 
demanding it: According to one survey, 50 percent of millennials are willing to pay more for 
sustainable products and 39 percent do research into the sustainability practices of companies 
before making a purchase.20 Thus, environmental sustainability has become an important fac-
tor in supplier selection and performance evaluation. But perhaps even more important than 
having to do it, designing sustainable supply chains is simply the right thing to do. It’s one 
more way that companies can contribute to saving our world for future generations.

But that’s all pretty heady stuff. As it turns out, companies have a more immediate 
and practical reason for turning their supply chains green. Not only are sustainable chan-
nels good for the world, they’re also good for a company’s bottom line. The very logistics 
activities that create the biggest environmental footprint—such as transportation, 
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The Higg Index
Sustainable Apparel Coalition

 Green supply chains: Nike has developed a sweeping strategy for 
greening its supply chain. The Higg Index lets Nike work with suppliers and 
distributors to reduce the supply chain’s environmental footprint while at 
the same time reducing its logistics costs.
Thanapun/Shutterstock

warehousing, and packaging—also account for a lion’s share of logistics costs. Companies 
green up their supply chains through greater efficiency, and greater efficiency means lower 
costs and higher profits. In other words, developing a sustainable supply chain is not only 

environmentally responsible, it can also be profitable. 
Consider Nike:21

Nike, the iconic sports shoe and apparel company, 
has developed a sweeping strategy for greening every 
phase of its supply chain.  For example, Nike re-
cently teamed with Levi’s, REI, Target, and other mem-
bers of the Sustainable Apparel Coalition to develop 
the Higg Index—a tool that measures how a single ap-
parel product affects the environment across the entire 
supply chain. Nike uses the Higg Index to work with 
suppliers and distributors to reduce its supply chain’s 
environmental footprint. For instance, during just the 
past three years, the more than 900 contract factories 
that make Nike footwear worldwide have reduced 
their carbon emissions by 6 percent, despite production 
increases of 20 percent. That’s equivalent to an emis-
sions savings equal to more than 1 billion car-miles.

Nike has found that even seemingly simple supply 
chain adjustments can produce big benefits. For example, 
the company sources its shoes in Asia, but most are sold 
in North America. Until about a decade ago, the shoes 
were shipped from factory to store by airfreight. After 
analyzing distribution costs more carefully, Nike shifted 
a sizable portion of its cargo to ocean freight. That simple 
shoes-to-ships shift reduced emissions per product by 4 
percent, making environmentalists smile. But it also put 
a smile on the faces of Nike’s accountants by saving the 
company some $8 million a year in shipping costs.

Goals of the Logistics System
Some companies state their logistics objective as providing maximum customer service at 
the least cost. Unfortunately, as nice as this sounds, no logistics system can both maximize 
customer service and minimize distribution costs. Maximum customer service implies 
rapid delivery, large inventories, flexible assortments, liberal returns policies, and other 
services—all of which raise distribution costs. In contrast, minimum distribution costs im-
ply slower delivery, smaller inventories, and larger shipping lots—which represent a lower 
level of overall customer service.

The goal of marketing logistics should be to provide a targeted level of customer ser-
vice at the least cost. A company must first research the importance of various distribution 
services to customers and then set desired service levels for each segment. The objective is 
to maximize profits, not sales. Therefore, the company must weigh the benefits of providing 
higher levels of service against the costs. Some companies offer less service than their com-
petitors and charge a lower price. Other companies offer more service and charge higher 
prices to cover higher costs.

Major Logistics Functions
Given a set of logistics objectives, the company designs a logistics system that will mini-
mize the cost of attaining these objectives. The major logistics functions are warehousing, 
inventory management, transportation, and logistics information management.

Warehousing
Production and consumption cycles rarely match, so most companies must store their 
goods while they wait to be sold. For example, Snapper, Toro, and other lawn mower man-
ufacturers run their factories all year long and store up products for the heavy spring and 
summer buying seasons. The storage function overcomes differences in needed quantities 
and timing, ensuring that products are available when customers are ready to buy them.
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 High-tech distribution centers: Amazon employs teams  
of super-retrievers—day-glo orange Kiva robots—to keep its 
fulfillment centers humming.
Bloomberg via Getty Images

A company must decide on how many and what types of warehouses it needs and where 
they will be located. The company might use either storage warehouses or distribution centers. 
Storage warehouses store goods for moderate to long periods. In contrast, distribution 
centers are designed to move goods rather than just store them. They are large and highly 
automated warehouses designed to receive goods from various plants and suppliers, take 
orders, fill them efficiently, and deliver goods to customers as quickly as possible.

For example, Amazon operates more than 100 giant distribution centers, called 
fulfillment centers, which fill online orders and handle returns. These centers are huge 
and highly automated. For example, the Amazon fulfillment center in Tracy, California, 
 covers 1.2 million square feet (equivalent to 27 football fields). At the center, 4,000  
employees control an inventory of 21 million items and ship out up to 700,000 packages 
a day to Amazon customers in Northern California and parts of the Pacific Northwest. 
During last year’s Cyber Monday, Amazon’s fulfillment center network filled customer 
orders at a rate of more than 500 items per second globally.22

Like almost everything else these days, warehousing has seen dramatic changes in 
technology in recent years. Outdated materials-handling methods are steadily being re-

placed by newer, computer-controlled systems requiring 
fewer employees. Computers and scanners read orders and 
direct lift trucks, electric hoists, or robots to gather goods, 
move them to loading docks, and issue invoices. For exam-
ple, to improve efficiency in its massive fulfillment centers, 
Amazon recently purchased robot maker Kiva Systems:23

When you buy from Amazon, the chances are still good that 
your order will be plucked and packed by human hands.  

  However, the humans in Amazon’s fulfillment centers are 
increasingly being assisted by an army of squat, ottoman-size, 
day-glo orange robots. Amazon now has more than 30,000 of 
them in 13 fulfillment centers, double the number from a year 
ago. The robots bring racks of merchandise to workers, who 
in turn fill boxes. Dubbed the “magic shelf,” racks of items 
simply materialize in front of workers, with red lasers point-
ing to items to be picked. The robots then drive off and new 
shelves appear. The super-efficient robots work tirelessly 16 
hours a day, seven days a week. They never complain about 
the workload or ask for pay raises, and they are pretty much 
maintenance free. “When they run low on power, they head to 
battery-charging terminals,” notes one observer, “or, as ware-
house personnel say, ‘They get themselves a drink of water.’”

Inventory Management
Inventory management also affects customer satisfaction. Here, managers must maintain 
the delicate balance between carrying too little inventory and carrying too much. With too 
little stock, the firm risks not having products when customers want to buy. To remedy 
this, the firm may need costly emergency shipments or production. Carrying too much in-
ventory results in higher-than-necessary inventory-carrying costs and stock obsolescence. 
Thus, in managing inventory, firms must balance the costs of carrying larger inventories 
against resulting sales and profits.

Many companies have greatly reduced their inventories and related costs through 
just-in-time logistics systems. With such systems, producers and retailers carry only small 
inventories of parts or merchandise, often enough for only a few days of operations. New 
stock arrives exactly when needed rather than being stored in inventory until being used. 
Just-in-time systems require accurate forecasting along with fast, frequent, and flexible de-
livery so that new supplies will be available when needed. However, these systems result 
in substantial savings in inventory-carrying and inventory-handling costs.

Marketers are always looking for new ways to make inventory management more ef-
ficient. In the not-too-distant future, handling inventory might even become fully automated. 
For example, many companies now use some form of RFID or “smart tag” technology, by 
which small transmitter chips are embedded in or placed on products and packaging for ev-
erything from flowers and razors to tires. Such “smart” products could make the entire supply 
chain—which accounts for up to 75 percent of a product’s cost—intelligent and automated.

Distribution center
A large, highly automated warehouse 
designed to receive goods from various 
plants and suppliers, take orders, fill 
them efficiently, and deliver goods to 
customers as quickly as possible.
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 Transportation: In shipping goods to their warehouses, dealers, and 
customers, companies can choose among many transportation modes, 
including truck, rail, water, pipeline, and air. Much of today’s shipping requires 
multiple modes.
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Companies using RFID know, at any time, exactly where a product is located physi-
cally within the supply chain. “Smart shelves” would not only tell them when it’s time 
to reorder but also place the order automatically with their suppliers. Such exciting new 
information technology is revolutionizing distribution as we know it. Many large and re-
sourceful marketing companies, such as Walmart, Macy’s, P&G, Kraft, and IBM, are invest-
ing heavily to make the full use of RFID technology a reality.

Transportation
The choice of transportation carriers affects the pricing of products, delivery performance, 
and the condition of goods when they arrive—all of which will affect customer satisfaction. 

  In shipping goods to its warehouses, dealers, and customers, the company can choose 
among five main transportation modes: truck, rail, water, pipeline, and air along with an 
alternative mode for digital products—the internet.

Trucks have increased their share of transpor-
tation steadily and now account for 40 percent of 
total cargo ton-miles (a ton of freight moved one 
mile) transported in the United States. Trucks are 
highly flexible in their routing and time sched-
ules, and they can usually offer faster service 
than railroads. They are efficient for short hauls 
of high-value merchandise. Trucking firms have 
evolved in recent years to become full-service 
providers of global transportation services. For 
example, large trucking firms now offer ev-
erything from satellite tracking, internet-based 
 shipment management, and logistics planning 
software to cross-border shipping operations.24

Railroads account for 26 percent of the total 
cargo ton-miles moved. They are one of the 
most cost-effective modes for shipping large 
amounts of bulk products—coal, sand, minerals, 
and farm and forest products—over long dis-
tances. In recent years, railroads have increased 
their customer services by designing new equip-
ment to handle special categories of goods, pro-
viding flatcars for carrying truck trailers by rail 
 (piggyback), and providing in-transit services 

such as the diversion of shipped goods to other destinations en route and the processing 
of goods en route.

Water carriers, which account for 7 percent of the cargo ton-miles, transport large 
amounts of goods by ships and barges on U.S. coastal and inland waterways. Although the 
cost of water transportation is very low for shipping bulky, low-value, nonperishable prod-
ucts such as sand, coal, grain, oil, and metallic ores, water transportation is the slowest mode 
and may be affected by the weather. Pipelines, which account for 17 percent of the cargo 
ton-miles, are a specialized means of shipping petroleum, natural gas, and chemicals from 
sources to markets. Most pipelines are used by their owners to ship their own products.

Although air carriers transport less than 1 percent of the cargo ton-miles of the nation’s 
goods, they are an important transportation mode. Airfreight rates are much higher than 
rail or truck rates, but airfreight is ideal when speed is needed or distant markets have 
to be reached. Among the most frequently airfreighted products are perishables (such as 
fresh fish, cut flowers) and high-value, low-bulk items (technical instruments, jewelry). 
Companies find that airfreight also reduces inventory levels, packaging costs, and the num-
ber of warehouses needed.

The internet carries digital products from producer to customer via satellite, cable, 
phone wire, or wireless signal. Software firms, the media, music and video companies, 
and education all make use of the internet to deliver digital content. The internet holds 
the potential for lower product distribution costs. Whereas planes, trucks, and trains move 
freight and packages, digital technology moves information bits.

Shippers also use multimodal transportation—combining two or more modes of 
transportation. Eight percent of the total cargo ton-miles are moved via multiple modes. 

Multimodal transportation
Combining two or more modes  
of transportation.
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Piggyback describes the use of rail and trucks; fishyback, water and trucks; trainship, water 
and rail; and airtruck, air and trucks. Combining modes provides advantages that no single 
mode can deliver. Each combination offers advantages to the shipper. For example, not 
only is piggyback cheaper than trucking alone, but it also provides flexibility and conve-
nience. Numerous logistics companies provide single-source multimodal transportation 
solutions.

Logistics Information Management
Companies manage their supply chains through information. Channel partners often link 
up to share information and make better joint logistics decisions. From a logistics perspec-
tive, flows of information, such as customer transactions, billing, shipment and inventory 
levels, and even customer data, are closely linked to channel performance. Companies 
need simple, accessible, fast, and accurate processes for capturing, processing, and sharing 
channel information.

Information can be shared and managed in many ways, but most sharing takes place 
through electronic data interchange (EDI), the digital exchange of data between organiza-
tions, which primarily is transmitted via the internet. Walmart, for example, requires EDI 
links with its more than 100,000 suppliers through its Retail Link sales data system. If new 
suppliers don’t have the required EDI capability, Walmart will work with them to find and 
implement the needed tools.25

In some cases, suppliers might actually be asked to generate orders and arrange deliv-
eries for their customers. Many large retailers—such as Walmart and Home Depot—work 
closely with major suppliers such as P&G or Moen to set up vendor-managed inventory 
(VMI) systems or continuous inventory replenishment systems. Using VMI, the customer 
shares real-time data on sales and current inventory levels with the supplier. The supplier 
then takes full responsibility for managing inventories and deliveries. Some retailers even 
go so far as to shift inventory and delivery costs to the supplier. Such systems require close 
cooperation between the buyer and seller.

Integrated Logistics Management
Today, more and more companies are adopting the concept of integrated logistics 
 management. This concept recognizes that providing better customer service and trim-
ming distribution costs require teamwork, both inside the company and among all the 
marketing channel organizations. Inside, the company’s various departments must work 
closely together to maximize its own logistics performance. Outside, the company must 
integrate its logistics system with those of its suppliers and customers to maximize the per-
formance of the entire distribution network.

Cross-Functional Teamwork Inside the Company
Most companies assign responsibility for various logistics activities to many different 
departments—marketing, sales, finance, operations, and purchasing. Too often, each func-
tion tries to optimize its own logistics performance without regard for the activities of 
the other functions. However, transportation, inventory, warehousing, and information 
management activities interact, often in an inverse way. Lower inventory levels reduce 
 inventory-carrying costs. But they may also reduce customer service and increase costs 
from stockouts, backorders, special production runs, and costly fast-freight shipments. 
Because distribution activities involve strong trade-offs, decisions by different functions 
must be coordinated to achieve better overall logistics performance.

The goal of integrated supply chain management is to harmonize all of the company’s 
logistics decisions. Close working relationships among departments can be achieved in 
several ways. Some companies have created permanent logistics committees composed 
of managers responsible for different physical distribution activities. Companies can also 
create supply chain manager positions that link the logistics activities of functional areas. 
For example, P&G has created product supply managers who manage all the supply chain 
activities for each product category. Many companies have a vice president of logistics or a 
supply chain VP with cross-functional authority.

Finally, companies can employ sophisticated, system-wide supply chain management 
software, now available from a wide range of software enterprises large and small, from 

Integrated logistics management
The logistics concept that emphasizes 
teamwork—both inside the company 
and among all the marketing channel 
organizations—to maximize the 
performance of the entire distribution 
system.
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Oracle and SAP to Infor and Logility.  For example, Oracle’s 
supply chain management software solutions help companies 
to “gain sustainable advantage and drive innovation by trans-
forming their traditional supply chains into integrated value 
chains.”26 It coordinates every aspect of the supply chain, 
from value chain collaboration to inventory optimization 
to transportation and logistics management. The important 
thing is that the company must coordinate its logistics, inven-
tory investments, demand forecasting, and marketing activi-
ties to  create high market satisfaction at a reasonable cost.

Building Logistics Partnerships
Companies must do more than improve their own logis-
tics. They must also work with other channel partners to 
improve whole-channel distribution. The members of a 
marketing channel are linked closely in creating customer 
value and building customer relationships. One company’s 
distribution system is another company’s supply system. 
The success of each channel member depends on the per-
formance of the entire supply chain. For example, furniture 
retailer IKEA can create its stylish but affordable furniture 
and deliver the “IKEA lifestyle” only if its entire supply 
chain—consisting of thousands of merchandise designers 
and suppliers, transport companies, warehouses, and ser-
vice providers—operates at maximum efficiency and with 
customer-focused effectiveness.

Smart companies coordinate their logistics strategies and forge strong partnerships 
with suppliers and customers to improve customer service and reduce channel costs. Many 
companies have created cross-functional, cross-company teams. For example, Nestlé’s Purina 
pet food unit has a team of dozens of people working in Bentonville, Arkansas, the home 
base of Walmart. The Purina Walmart team members work jointly with their counterparts 
at Walmart to find ways to squeeze costs out of their distribution system. Working together 
benefits not only Purina and Walmart but also their shared, final consumers.

Other companies partner through shared projects. For example, many large retailers 
conduct joint in-store programs with suppliers. Home Depot allows key suppliers to use its 
stores as a testing ground for new merchandising programs. The suppliers spend time at 
Home Depot stores watching how their product sells and how customers relate to it. They 
then create programs specially tailored to Home Depot and its customers. Clearly, both 
the supplier and the customer benefit from such partnerships. The point is that all supply 
chain members must work together in the cause of bringing value to final consumers.

Third-Party Logistics
Although most big companies love to make and sell their products, many loathe the associ-
ated logistics “grunt work.” They detest the bundling, loading, unloading, sorting, storing, 
reloading, transporting, customs clearing, and tracking required to supply their factories 
and get products to their customers. They hate it so much that many firms outsource some 
or all of their logistics to third-party logistics (3PL) providers such as Ryder, Penske 
Logistics, BAX Global, DHL Logistics, FedEx Logistics, and UPS Business Solutions.

For example, UPS knows that, for many companies, logistics can be a real nightmare. 
But logistics is exactly what UPS does best. To UPS, logistics is today’s most powerful force 
for creating competitive advantage. “We  logistics,” proclaims UPS. “It makes running 
your business easier. It can make your customers happier. It’s a whole new way of think-
ing.” As one UPS ad concludes: “We love logistics. Put UPS to work for you and you’ll love 
logistics too.”

At one level, UPS can simply handle a company’s package shipments. But on a deeper 
level, UPS can help businesses sharpen their own logistics systems to cut costs and serve 
customers better. At a still deeper level, companies can let UPS take over and manage part 
or all of their logistics operations. For example, consumer electronics maker Toshiba lets UPS 

Third-party logistics (3PL) provider
An independent logistics provider that 
performs any or all of the functions 
required to get a client’s product to 
market.

 Integrated logistics management: Oracle’s supply chain 
management software solutions help companies to “gain sustainable 
advantage and drive innovation by transforming their traditional 
supply chains into integrated value chains.”
Oracle Corporation
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handle its entire laptop PC repair process—lock, stock, and barrel. And UPS not only delivers 
packages for online shoe and accessories marketer Zappos, it also manages Zappos’s impor-
tant and complex order returns process in an efficient, customer-pleasing way.27

3PL providers like UPS can help clients tighten up sluggish, overstuffed supply 
chains; slash inventories; and get products to customers more quickly and reliably. 
According to one report, 86 percent of Fortune 500 companies use 3PL (also called out-
sourced logistics or contract logistics) services. General Motors, P&G, and Walmart each use 
50 or more 3PLs.28

Companies use third-party logistics providers for several reasons. First, because get-
ting the product to market is their main focus, using these providers makes the most sense, 
as they can often do it more efficiently and at lower cost. Outsourcing logistics typically 
results in a 10 to 25 percent cost savings.29 Second, outsourcing logistics frees a company 
to focus more intensely on its core business. Finally, integrated logistics companies under-
stand increasingly complex logistics environments.

OBJECTIVES REVIEW AND KEY TERMS

Objectives Review
Some companies pay too little attention to their distribution 
channels; others, however, have used imaginative distribution 
systems to gain a competitive advantage. A company’s chan-
nel decisions directly affect every other marketing decision. 
Management must make channel decisions carefully, incorporat-
ing today’s needs with tomorrow’s likely selling environment.

OBJECTIVE 12-1  Explain why companies use marketing 
channels and discuss the functions these channels 
perform.  (pp 358–361)

In creating customer engagement and value, a company can’t 
go it alone. It must work within an entire network of partners—
a value delivery network—to accomplish this task. Individual 
companies and brands don’t compete; their entire value delivery 
networks do.

Most producers use intermediaries to bring their products 
to market. They forge a marketing channel (or distribution 
channel)—a set of interdependent organizations involved in 
the process of making a product or service available for use or 
consumption by the consumer or business user. Through their 
contacts, experience, specialization, and scale of operation, 
intermediaries usually offer the firm more than it can achieve on 
its own.

Marketing channels perform many key functions. Some help 
complete transactions by gathering and distributing informa-
tion needed for planning and aiding exchange, developing and 
spreading persuasive communications about an offer, perform-
ing contact work (finding and communicating with prospective 
buyers), matching (shaping and fitting the offer to the buyer’s 
needs), and entering into negotiation to reach an agreement 
on price and other terms of the offer so that ownership can 
be transferred. Other functions help to fulfill the completed 

transactions by offering physical distribution (transporting and 
storing goods), financing (acquiring and using funds to cover the 
costs of the channel work), and risk taking (assuming the risks of 
carrying out the channel work.

OBJECTIVE 12-2  Discuss how channel members 
interact and how they organize to perform the  
work of the channel.  (pp 362–368)

The channel will be most effective when each member assumes 
the tasks it can do best. Ideally, because the success of indi-
vidual channel members depends on overall channel success, 
all channel firms should work together smoothly. They should 
understand and accept their roles, coordinate their goals and 
activities, and cooperate to attain overall channel goals. By co-
operating, they can more effectively sense, serve, and satisfy the 
target market.

In a large company, the formal organization structure assigns 
roles and provides needed leadership. But in a distribution chan-
nel composed of independent firms, leadership and power are 
not formally set. Traditionally, distribution channels have lacked 
the leadership needed to assign roles and manage conflict. 
In recent years, however, new types of channel organizations 
have appeared that provide stronger leadership and improved 
performance.

OBJECTIVE 12-3  Identify the major channel alternatives 
open to a company.  (pp 368–372)

Channel alternatives vary from direct selling to using one, two, 
three, or more intermediary channel levels. Marketing channels 
face continuous and sometimes dramatic change. Three of the 

12  Reviewing and Extending the Concepts
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OBJECTIVE 12-5  Discuss the nature and importance 
of marketing logistics and integrated supply chain 
management.  (pp 376–383)

Marketing logistics (or physical distribution) is an area of po-
tentially high cost savings and improved customer satisfaction. 
Marketing logistics addresses not only outbound logistics but 
also inbound logistics and reverse logistics. That is, it involves 
the entire supply chain management—managing value-added 
flows between suppliers, the company, resellers, and final users. 
No logistics system can both maximize customer service and 
minimize distribution costs. Instead, the goal of logistics man-
agement is to provide a targeted level of service at the least cost. 
The major logistics functions are warehousing, inventory man-
agement, transportation, and logistics information management.

The integrated supply chain management concept recognizes 
that improved logistics requires teamwork in the form of close 
working relationships across functional areas inside the company 
and across various organizations in the supply chain. Companies 
can achieve logistics harmony among functions by creating 
cross-functional logistics teams, integrative supply manager po-
sitions, and senior-level logistics executive positions with cross-
functional authority. Channel partnerships can take the form of 
cross-company teams, shared projects, and information-sharing 
systems. Today, some companies are outsourcing their logistics 
functions to third-party logistics (3PL) providers to save costs, 
increase efficiency, and gain faster and more effective access to 
global markets. 

most important trends are the growth of vertical, horizontal, and 
multichannel marketing systems. These trends affect channel 
cooperation, conflict, and competition.

Channel design begins with assessing customer channel 
service needs and company channel objectives and constraints. 
The company then identifies the major channel alternatives in 
terms of the types of intermediaries, the number of intermedi-
aries, and the channel responsibilities of each. Each channel 
alternative must be evaluated according to economic, control, 
and adaptive criteria. Channel management calls for selecting 
qualified intermediaries and motivating them. Individual channel 
members must be evaluated regularly.

OBJECTIVE 12-4  Explain how companies select, 
motivate, and evaluate channel members.  (pp 372–376)

Producers vary in their ability to attract qualified marketing inter-
mediaries. Some producers have no trouble signing up channel 
members, whereas others have to work hard to line up enough 
qualified intermediaries. When selecting intermediaries, the com-
pany should evaluate each channel member’s qualifications and 
select those that best fit its channel objectives.

Once selected, channel members must be continuously 
motivated to do their best. The company must sell not only 
through the intermediaries but also with them. It should forge 
strong partnerships with channel members to create a marketing 
system that meets the needs of both the manufacturer and the 
partners.

Key Terms

OBJECTIVE 12-1
Value delivery network (p 359)
Marketing channel (distribution 

 channel) (p 359)
Channel level (p 361)
Direct marketing channel (p 361)
Indirect marketing channel (p 361)

OBJECTIVE 12-2
Channel conflict (p 362)
Conventional distribution  

channel (p 363)
Vertical marketing system  

(VMS) (p 363)

Corporate VMS (p 363)
Contractual VMS (p 364)
Franchise organization (p 364)
Administered VMS (p 364)
Horizontal marketing system (p 365)
Multichannel distribution  

system (p 365)
Disintermediation (p 366)

OBJECTIVE 12-3
Marketing channel design (p 369)
Intensive distribution (p 370)
Exclusive distribution (p 371)
Selective distribution (p 371)

OBJECTIVE 12-4
Marketing channel management  

(p 372)

OBJECTIVE 12-5
Marketing logistics (physical 

 distribution) (p 376)
Supply chain management (p 376)
Distribution center (p 379)
Multimodal transportation (p 380)
Integrated logistics  

management (p 381)
Third-party logistics (3PL)  

provider  (p 382)



CHAPTER 12 | Marketing Channels: Delivering Customer Value   385

Critical Thinking Exercises

MyLab Marketing
Go to mymktlab.com to complete the problems marked with this icon .

DISCUSSION AND CRITICAL THINKING

Discussion Questions
12-1  Compare and contrast upstream and downstream part-

ners in a company’s supply chain. Explain why value 
delivery network might be a better term to use than 
supply chain. (AACSB: Communication)

12-2  Why is it often necessary and advantageous to have inter-
mediaries in a marketing or distribution channel? (AACSB: 
Communication; Reflective Thinking)

12-3  How would you distinguish between exclusive and sel-
ective distribution? (AACSB: Communication; Reflective 
Thinking)

12-4  Name and describe the three strategies available when 
determining the number of marketing intermediaries. 
(AACSB: Communication; Reflective Thinking)

12-5  List and briefly describe the major logistics functions. 
Provide an example of a decision a logistics man-
ager would make for each major function. (AACSB: 
Communication; Reflective Thinking)

12-6  Form a small group and research the distribution chal-
lenges faced by companies expanding into emerging 
international markets such as China, Africa, and India. 
Develop a multimedia presentation on how one company 
overcame these challenges. (AACSB: Communication; 
Reflective Thinking; Use of IT)

12-7  The term last mile is often used in the telecommuni-
cations industry. Research what is going on in this 
industry and how the last mile has evolved in recent 
years, and then predict where it is heading in the future. 

What companies are major players in the last mile, and 
how does the concept of net neutrality fit in? (AACSB: 
Communication; Reflective Thinking)

12-8  It has been estimated that the top 100 third-party 
 logistics companies worldwide control around a third of 
the estimated $270 billion outsourced logistics. Market 
growth is between 6 and 8 percent. Do some research 
to find out why this logistics model is so success-
ful. (AACSB: Communication; Use of IT; Reflective 
Thinking)

APPLICATIONS AND CASES

Online, Mobile, and Social Media Marketing Fabletics Changing Channels
According to Fabletics company website, www.fabletics.com, 
“JustFab Inc. co-CEOs, Don Ressler and Adam Goldenberg, 
launched Fabletics with Kate Hudson after they saw a gap in the 
activewear marketplace. There were plenty of luxury brands, but 
none that offered stylish and high-quality gear at an accessible 
price point. These three unstoppable innovators joined forces to 
create the Fabletics brand in 2013.” Fabletics, a division of Just-
Fab, offers affordable, high-quality, and stylish workout clothes 
including yoga pants, leggings, joggers, tops, tees, and more 
for women and men at every fitness level. After being in busi-
ness just a few short years, the company ranked number 98 
in the Internet Retailer 2015 Top 500 Guide with revenues of 

$150 million. Although initially internet-based, Fabletics moved 
into brick-and-mortar retailing in 2015. It plans to open 75 to 
100 stores by 2020. (AACSB: Communication; Reflective Think-
ing; Use of IT)

12-9  Conduct your own research to learn more about 
Fabletics. Discuss how Fabletics is meeting customer 
needs through its value delivery network. What contro-
versy surrounds the company?

12-10  What type of marketing channel is Fabletics using? 
What is its distribution strategy? Does opening brick-
and-mortar stores make sense for Fabletics? Explain.
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Marketing Ethics Ethical Sourcing 
Lush, the fresh handmade cosmetics company, was launched in 
1994, and included the same creative team who designed many 
amazing products for The Body Shop. In less than 20 years of its 
establishment, Lush has grown to a network of over 850 stores 
in more than 50 countries worldwide and over 6,000 employees. 
From the outset, the company was keen on ensuring that they 
sourced their product ingredients ethically. This has become their 
key USP, and together with the anti-animal-testing stance and 
the ethos of making fresh cosmetics, the business stands apart 
from most of its competitors. It does mean that the prices of their 
products are marginally higher, but this is offset by the unique, 
minimalist packaging and general vibe of the brand.  When Lush 
looks for suppliers, they consider the whole picture; they take into 
account the conditions under which the workers may  operate and 
also consider how the production of the ingredients affects the 
environment. For Lush, it is important that the ingredients used 

for the cosmetics should be vegetarian, not tested on animals, 
and have minimal impact as far as transportation is concerned. 
Today, the company indirectly supports 400 women in Ghana 
who supply fair-trade Shea Butter and has stopped using palm 
oil from Indonesia in order to protect the natural habitat of the 
orangutan. They also buy directly from small farmers in  Tunisia, 
Costa Rica, the Dominican Republic, and Laos.

12-11  Write a brief report on a business of your choice that 
supports ethical sourcing. What criteria are being used 
to establish the ethical standards under which they 
operate?  (AACSB: Written and Oral Communication; 
Reflective Thinking)

12-12  Should ethical sourcing be the default standard for all 
businesses? (AACSB: Written and Oral Communication; 
Reflective Thinking; Ethical Understanding and Reasoning)

Marketing by the Numbers Tyson Expanding Distribution
Tyson Foods is the largest U.S. beef and chicken supplier, pro-
cessing more than 100,000 head of cattle and 40-plus million 
chickens weekly. Primary distribution channels are supermarket 
meat departments. However, the company is now expanding 
distribution into convenience stores. There are almost 150,000 
gas stations and convenience stores where the company would 
like to sell hot buffalo chicken bites near the checkout. This is a 
promising channel, as sales are growing considerably at these 
retail outlets and profit margins on prepared foods are higher 
than selling raw meat to grocery stores. Tyson will have to hire 
10 more sales representatives at a salary of $45,000 each to 
expand into this distribution channel because many of these 
types of stores are independently owned. Each convenience 

store is expected to generate an average of $50,000 in revenue 
for Tyson. Refer to Appendix 2: Marketing by the Numbers to 
answer the following questions.

12-13  If Tyson’s contribution margin is 30 percent on this 
product, what increase in sales will it need to break 
even on the increase in fixed costs to hire the new sales 
reps? (AACSB: Communication; Analytical Reasoning)

12-14  How many new retail accounts must the company 
 acquire to break even on this tactic? What average 
number of accounts must each new rep acquire? 
(AACSB: Communication; Analytical Reasoning)

Video Case Progressive
Progressive has attained top-tier status in the insurance industry 
by focusing on innovation. Progressive was the first company to 
offer drive-in claims service, installment payment of premiums, 
and 24/7 customer service. But perhaps Progressive’s most in-
novative moves involve its channels of distribution. Whereas most 
insurance companies distribute via intermediary agents or direct-
to-consumer methods, Progressive was one of the first to see 
value in doing both. In the late 1980s, it augmented its agency 
distribution with a direct 800-number channel.

Two decades ago, Progressive moved into the digital future 
by becoming the first major insurer to launch a website. Soon 
after, it allowed customers to buy auto insurance policies online 
in real time. Today, customers can use Progressive’s website to 

do everything from managing their own account information to 
reporting claims directly. Progressive even offers one-stop con-
cierge claim service.

After viewing the Progressive video segment, answer the fol-
lowing questions about marketing channels.

12-15 Apply the concept of the supply chain to Progressive.

12-16 Using the model of consumer and business channels 
found in the chapter, sketch out as many channels for 
Progressive as you can. How does each of these chan-
nels meet distinct customer needs?

12-17 Discuss the various ways that Progressive has had an 
impact on the insurance industry.
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After leaving his office in Manhattan, Tag stopped at a nearby 
Panera to grab a Frontega Chicken Panini and Green Passion 
Power Smoothie as a quick dinner on his way to see some friends 
in Soho. Upon ordering, he held his Apple Watch to the con-
tactless reader near the register, gently pressed his finger to the 
TouchID fingerprint sensor on the small screen, and let Apple Pay 
do the rest.

Wanting to get across town as soon as possible, Tag used 
his Uber app to summon an UberX car. During the car ride, he 
remembered that he needed a couple of new dress shirts. With 
a few quick clicks on his watch, he selected the shirts through 
his Macy’s app. With a simple tap, he used Apple Pay to seam-
lessly complete the transaction. As he neared his destination, 
Tag added a tip to the bill for the ride through the Uber app, 
which he’d already configured to use Apple Pay as the default. 
With one simple press of his finger to TouchID on his watch, he 
exited the cab.

Three purchases—offline, online, and, well, sort of in be-
tween—no wallet required. No traditional wallet, that is. This 
new reality—one that many early adopters are already living—is 
rapidly expanding toward what some experts predict will be-
come the future for everyone. Folks like Tag don’t even carry tra-
ditional wallets anymore, only their mobile devices and perhaps 
an ID and a backup credit card for retailers that don’t accept 
mobile payments—yet. After years of predictions that mobile 
payments would replace cash and credit cards, there are finally 
signs that it might actually be happening. And Apple is leading 
the way.

Hardly New
The ability to pay for transactions with a mobile device is hardly 
new. In fact, the first technology for mobile payments was in-
vented by Sony way back in 1989. It was first put into use in Hong 
Kong’s subway system in 1997 and began taking root in Japan in 
2001. The tech-savvy Japanese warmed to the idea quickly, and 
mobile wallet apps were being used on mobile phones through-
out Japan by 2004. Ever since, more than 245 million Japanese 
mobile phones have been equipped with the capability to make 
mobile payments, and Japanese consumers use mobile pay-
ments for everything from transportation to food and household 
purchases.

So it seems odd that a similar system has not taken root in 
the United States, although it has not been for lack of trying. 
Companies have been experimenting with different approaches 
for years. PayPal was the first to take advantage of the smart-
phone revolution by creating a payment app that gave just about 
every smartphone the potential for mobile payments. About a 
year later, Google entered the mobile payment game with the 
launch of Google Wallet. In the past six years, numerous other 
companies—from small start-ups to retailing giants—have tried 
to gain market acceptance in mobile payments. They include the 
likes of Samsung, Square, and CurrentC—a failed mobile wallet 

app backed by Walmart and a consortium of U.S. retailers in 
hopes of cutting credit card companies and their fees out of the 
buying loop.

But none of these players—individually or together—has 
made much of a dent in replacing traditional credit cards and 
cash as a form of payment in the multitrillion-dollar U.S. retail 
market. Although the mobile payments concept may seem like 
a no-brainer for convenience-loving American consumers, nu-
merous barriers on both the buyer and seller sides have kept 
the concept from gaining momentum. Late to the game with 
Apple Pay, Apple is clearly a market follower. But it’s a feat that 
the innovative company has performed to perfection time and 
again—take a new technology, make it better than any of the 
initial offerings, then watch the market explode as the Apple ver-
sion becomes the runaway market leader.

Overcoming Negative Consumer Perceptions
As with every new technology that involves paying for things, 
consumers have concerns about the security of mobile pay-
ments. PayPal, Google, and the others took significant mea-
sures to design secure systems. However, most consumers just 
weren’t comfortable with the idea that their phone might be used 
as a portal to their credit cards and bank accounts if it fell into the 
wrong hands. Never mind that the same could be said of a wallet 
or handbag, “devices” that are far less secure.

Recognizing consumer reluctance to place digital versions of 
their financial devices in one app, Apple took security to a higher 
level. Requiring a fingerprint makes the process much more se-
cure than the more common safeguard of entering a passcode. 
And if a mobile device is ever lost or stolen, the owner can use its 
Find My iPhone feature to immediately lock down Apple Pay or 
even wipe the device completely clean.

Additionally, every compatible Apple device is assigned a 
unique device account number. This is encrypted and securely 
stored in a dedicated security chip on the device. It and a trans-
action-specific security code are the only numbers that Apple 
transmits to merchants. In fact, the merchant doesn’t even need 
to know the customer’s name. Credit and debit card numbers 
are stored only on the local device, not on Apple servers. This 
makes Apple Pay even more secure and more private than pay-
ing by credit card.

Beyond consumer security concerns, previous adoption of 
mobile payment apps has been slowed by perceptions of a 
clunky user experience. If convenience is the biggest draw 
for consumers, then anything more arduous than the already-
convenient swipe of a credit card simply won’t cut it. Setting up 
any of the existing mobile payment apps takes time and effort. 
Using such apps at the point of purchase is far from seamless, 
especially if the technology isn’t working quite right. “I don’t want 
to be that guy holding up the line while we fumble around to 
get it all to work,” says one business columnist, “just like I don’t 
want to be the guy who holds up the line boarding an airplane 

Company Case Apple Pay: Taking Mobile Payments Mainstream
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LevelUp. What’s more, most of these digital wallets utilize the 
contactless-reader technologies that are already part of existing 
point-of-sale terminals, eliminating retailer acceptance as a bar-
rier to entry.

In addition to the competition, Apple still faces other chal-
lenges. For starters, while Apple’s market penetration far 
exceeds that of the competition and continues to grow by a 
million new users each week, the mobile payments leader has 
a long way to go before reaching critical mass as digital wal-
lets are still being used for only a sliver of all retail transactions. 
Additionally, the complexity of the payments industry has re-
quired Apple and other companies to focus on developing one 
system. And with everything from smartwatches to refrigerators 
now featuring payment capabilities, changes in consumer pay-
ment behaviors are inevitable. In an environment as volatile as 
this one, an alternative technology could certainly upset the 
apple cart.

Still, Apple remains confident. With in-browser and peer-
to-peer payments on the horizon, there is more potential than 
ever to boost transactions. And don’t count out an Apple Pay 
app for Android devices. In short, experts predict that this year 
will be a watershed one for the payments industry. Although 
there are still plenty of doubters that mobile payments will re-
place plastic as the go-to method for purchasing goods and 
services, there are also plenty of believers. And although Apple 
is clearly ahead at this point, its success also bodes well for 
the competition. As the concept catches on and technologies 
become more compatible, demand among non-Apple users will 
increase as well.

Questions for Discussion
12-18 As completely as possible, sketch the value delivery 

network for Apple Pay.

12-19 With respect to Apple Pay, is Apple a producer, a con-
sumer, or an intermediary? Explain.

12-20 Identify all the reasons why Apple’s partnerships are 
 essential to the success of Apple Pay.

12-21 With respect to marketing channels, what are some 
threats to Apple Pay’s future?

Sources: Andrew Meola, “Apple Pay Is Showing Promising Growth,” 
Business Insider, April 28, 2016, www.businessinsider.com/apple-pay-is-
showing-promising-growth-2016-4; Jason Del Rey, “Apple Pay Coming 
to Mobile Websites before Holiday Shopping Season,” Recode, March 
23, 2016, www.recode.net/2016/3/23/11587214/apple-pay-coming-to- 
mobile-websites-before-holiday-shopping-season; Robert Hof, “Apple 
Pay Starts to Take Off, Leaving Competition in the Dust,” Forbes, January 
27, 2015, www.forbes.com/sites/roberthof/2015/01/27/apple-pay- 
starts-to- take-off-leaving-competition-in-the-dust/; Robert Hof, “Apple 
Pay Momentum Keeps Growing Despite Challenges in Stores,” Forbes, 
April 27, 2015, www.forbes.com/sites/roberthof/2015/04/27/apple-pay-
momentum-keeps-growing-despite-challenges-in-stores/; and informa-
tion from www.apple.com/apple-pay/, accessed June 2016.

because his mobile boarding pass can’t be read.” Mobile apps 
that hit the market prior to Apple Pay required entering a pass-
code and—in some cases—hitting multiple buttons. That took 
longer than the traditional swipe of the card, even if everything 
worked as intended.

With Apple Pay, users still need to configure the app. But 
Apple entered the digital wallet business with 800 million credit 
cards already on file within its existing iTunes store. Not only can 
this facilitate a setup that is already streamlined compared with 
existing apps, it’s a sign that iTunes users may be more comfort-
able with using the app given that they have already given their 
credit card information to Apple. And with the TouchID sensor, 
Apple has the transaction down to a one-touch process. That’s 
quicker than swiping a card and going through the typical menu, 
not to mention quicker than inputting a passcode.

Establishing Points of Acceptance
For mobile payments to penetrate the market, consumer accep-
tance is necessary. But companies face a twofold challenge in 
making such a technology successful. Consumers won’t adopt it 
if retailers don’t accept it, and retailers won’t invest the resources 
necessary to accept it unless there is sufficient consumer de-
mand. And the lack of consumer demand is the biggest factor 
that has kept retailers from jumping onto the mobile payments 
bandwagon. As a result, having too few retailers accept mobile 
payments was a barrier to convincing people to leave their credit 
cards at home.

But thanks to Apple that situation is changing rapidly. It may 
be because of Apple’s clout or because of its massive and 
loyal user base. But in less than a year, Apple signed up far 
more retailers than all the previous mobile payment providers 
combined. Today, more than 2.5 million contactless-enabled 
terminals in the United States accept Apple Pay, a level that 
demonstrates the type of momentum that will keep Apple on 
a growth trajectory. “You need so many points of acceptance 
to make mobile payments work,” says a mobile payments 
analyst for Forrester Research. “Apple has made that happen, 
striking partnerships with top national brands across a variety 
of categories that will give consumers plenty of opportunity 
to use the service.” Apple has also signed up enough credit 
card–issuing banks and credit unions to cover the vast majority 
of charge volume.

Given the tremendous potential for this market, the competi-
tion has been very active. Google has pulled back on Google 
Wallet, even as it has released a more user-friendly and more 
widely accepted Android Pay. PayPal has the advantage of its 
massive online payments network as well as the first-mover 
advantage. Samsung intends for Samsung Pay to be a fluid 
component for its foray into the Internet of Things. Banks such 
as Capital One, JPMorgan Chase, and Wells Fargo are intent 
on keeping payment transactions in the banking business 
with apps of their own. And numerous startups are pushing 
digital wallet apps, including Coin, eWallet, Gyft, KeyRing, and 
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MyLab Marketing
Go to mymktlab.com for the following Assisted-graded writing questions:

12-22 Describe multichannel distribution systems and the advantages and disadvan-
tages of  using them.

12-23 Why does channel conflict occur? Name and describe the various types of  
channel conflict.



We now look more deeply into the two major 
intermediary marketing channel functions: retailing 
and wholesaling. You already know something about 
retailing—retailers of all shapes and sizes serve you 
every day, both in stores and online. However, you 

probably know much less about the hoard of wholesalers working 
behind the scenes. In this chapter, we examine the characteristics 
of different kinds of retailers and wholesalers, the marketing 
decisions they make, and trends for the future.

Fast Retailing, Asia’s top and the world’s fourth-largest 
 apparel retailer, has revolutionized the retail clothing industry by 
creating and fostering innovative retail experiences. The company 
has turned UNIQLO, its key brand, into a global one by living 
up to its “Made for All” credo. The company has built long-term 
relationships with material manufacturers and cooperates with 
them to offer high-quality products at affordable prices. UNIQLO’s 
specific attention to customer service has further contributed to 
its global success.

UNIQLO: The Innovative Route in Fashion Retailing

In a growing global environment in which 
cheap can also mean chic and feeling 
good, UNIQLO has found the best cut in 
fabric.

Retailing and Wholesaling

but a key turning point for the brand came about when it de-
cided in 1997 to take on more elements of the value chain and 
begin producing its own clothes. This transformed UNIQLO 
from a suburban casual clothing store into a Japanese house-
hold name, and the company became Japan’s first specialty 
store retailer of private label apparel (known as an SPA). Ever 
since, the company has refined this business model, allow-
ing sophisticated control of the entire business process, from 
planning and design to material procurement and sales. As 
a consequence, UNIQLO won the fiscal 2014 Retailer of the 
Year Award from the World Retail Congress for exceptional, 
world-class performance and has successfully developed into 
a global brand. Tadashi Yanai believes that this global develop-

ment and growth is a testament 
to UNIQLO’s unique position as 
the world’s only “lifewear” brand, 
which means everyday clothes for 
a better life—high quality, fashion-
able, affordable, and comfortable.

How did Fast Retailing man-
age to turn UNIQLO into a global 

fashion retail brand? Steered by the philosophy “Made for All,” 
UNIQLO offers high-quality products at affordable prices; for 
example, a pair of jeans may be priced as low as $9. The UNIQLO 
Material Development Team is able to procure high-quality ma-
terials at low costs through direct relationships with and bulk 

U NIQLO Co., Ltd. is a Japanese casual wear designer, 
manufacturer, and retailer. Since 2005, the company has 
been a wholly owned subsidiary of Fast Retailing Co., 
Ltd. UNIQLO Japan is the nation’s largest apparel retail 

chain, with a 6.5 percent market share of the Japanese apparel 
market and a network of 841 stores at the end of November 2016 
generating annual net sales in 2015 (the year ending August 31) of 
over $6.6 billion. The company contributes more than 50 percent of 
the group’s net sales. From there, UNIQLO International has been 
driving group growth by opening new stores each year in various 
countries outside Japan. The company has more than 1,795 stores 
as of August 2016 worldwide, including Australia, Bangladesh, 
Canada, China, France, Germany, Russia, and the United Kingdom. 
UNIQLO International contrib-
utes about one-third to group sales. 
This makes Fast Retailing the lat-
est global company from Japan and 
Asia’s top—as well as the world’s 
fourth-largest—apparel retailer, fol-
lowing Inditex (Zara), Hennes & 
Mauritz (H&M), and Gap.

Founded by President and CEO Tadashi Yanai, UNIQLO’s 
first store opened as a “unique clothing warehouse” selling uni-
sex casual clothing in Hiroshima in 1984. It was later renamed 
Fast Retailing Co. in 1991. At this time, the company was sim-
ply reselling garments that it bought from other manufacturers, 
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store neat and tidy at all times. Advisors are trained to project 
the UNIQLO way of interacting with customers.

Fast Retailing continues to revolutionize the retail cloth-
ing industry by creating innovative retail experiences. In 
2013, UNIQLO’s joint project with the New York’s Museum 
of Modern Art (MoMA) successfully boosted the company’s 
visibility worldwide by enabling UNIQLO to offer a range of 
sweatshirts and T-shirts with cutting-edge design from both 
contemporary artists and established pop masters like Andy 
Warhol. For Fall 2015, UNIQLO announced Magic for All, a 
global partnership with Disney Consumer Products. In the 
future, the company aims at revolutionizing the retail business 
further by constructing state-of-the-art distribution centers, 
starting in Tokyo, in order to create an entirely new way of 
shopping: If a store runs out of a particular product a customer 
wants, UNIQLO can order it from their virtual store and deliver 
it to that customer by the time they get home.

Fast Retailing aims to achieve consolidated Group sales of 
$61.2 billion by 2020 with a continuous growth rate of 20 per-
cent per year in order to become the world’s biggest specialty 
retailer of private label apparel. In a growing global environ-
ment in which cheap and chic also means looking and feeling 
good, UNIQLO has definitely found the best cut in fabric.1

purchases from material manufacturers glob-
ally. In addition, the company has a team of 
technical specialists known as the Takumi 
Team, boasting many years of experience in 
the Japanese textile industry. These specialists 
are sent directly to UNIQLO’s partner facto-
ries in China to offer technical instruction and 
share their abundant experience. At the same 
time, the supervisors from the production de-
partment, based in the Shanghai office, make 
weekly visits to partner factories to check the 
quality and progress of production.

Moreover, UNIQLO has continuously 
innovated in functional materials through 
collaborations with manufacturers and sup-
pliers as well as customers. For example, it 
developed a heat-generating material known 
as HEATTECH with Toray Industries, Inc. 
Launched in 2003, HEATTECH is a unique, 
highly functional line of innerwear that pre-
serves body warmth and has won over a 
multitude of customers. As customer opinions and needs play 
a vital role in UNIQLO’s product development strategy, its 
HEATTECH products have been continuously refined each year 
based on customer feedback. The UNIQLO Customer Center 
receives approximately 100,000 comments from customers annu-
ally and it is precisely this customer feedback that makes it possi-
ble for UNIQLO to produce the high-quality apparel that it does.

In addition to the affordable prices of UNIQLO products, 
their trendy designs help attract customers. UNIQLO partners 
with renowned artists and designers from across the globe, 
such as German designer Jil Sander. Following a five-year 
absence from designing, she created a collection for UNIQLO 
named +J, which was  launched  globally  and sold out in most 
countries in the first week. In order to position UNIQLO as a 
socially functional brand and not just another fashion brand, 
the company appoints influential brand ambassadors  like  
chef David  Chang,  technology entrepreneur David Karp of 
Tumblr, jazz musician Esperanza Spalding, professional tennis 
player Novak Djokovic, and Australian golfer Adam Scott.

Another positive characteristic that UNIQLO has inte-
grated is the world-renowned Japanese characteristic of atten-
tiveness in customer service. At UNIQLO stores, there are “ad-
visors” who help customers find what they need and keep the 

UNIQLO positions itself as the world’s only “lifewear” brand, which means everyday 
clothes that are high quality, fashionable, affordable, and comfortable.
Hitoshi Yamada/Andia/Alamy Stock Photo 

THE UNIQLO STORY SETS the stage for examining the fast-changing world of to-
day’s resellers. This chapter looks at retailing and wholesaling. In the first section, we look 
at the nature and importance of retailing, the major types of store and nonstore retailers, 
the decisions retailers make, and the  future of retailing. In the second section, we discuss 
these same topics as they apply to wholesalers.
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Retailing
What is retailing? We all know that Costco, Home Depot, Macy’s, and Whole Foods Market 
are retailers, but so are Amazon.com, the local Hampton Inn, and a doctor seeing patients. 
Retailing includes all the activities involved in selling products or services directly to 
final consumers for their personal, nonbusiness use. Many institutions—manufacturers, 
wholesalers, and retailers—do retailing. But most retailing is done by retailers, businesses 
whose sales come primarily from retailing. Retailing plays a very important role in most 
marketing channels. Last year, retailers accounted for more than $5.3 trillion of sales to 
final consumers.2

Retailing: Connecting Brands with Consumers
Retailers connect brands with consumers in the final phases of the buying process and 
at the point of purchase. In fact, many marketers are now embracing the concept of 
shopper marketing, focusing the entire marketing process—from product and brand 
development to logistics, promotion, and merchandising—toward turning shoppers 
into buyers as they approach the point of sale. Of course, every well-designed mar-
keting effort focuses on customer buying behavior. What differentiates the concept of 
shopper marketing is the suggestion that these efforts should be coordinated around 
the shopping process itself.

Shopper marketing builds around what P&G calls the “First Moment of Truth”—the 
critical three to seven seconds that a shopper considers a product on a store shelf. However, 
the dramatic growth of online and mobile shopping has added new dimensions to shopper 
marketing. The retailing “moment of truth” no longer takes place only in stores. Instead, 
Google defines a “zero moment of truth,” when consumers begin the buying process by 
searching for and learning about products online.3

Today’s consumers are increasingly omni-channel buyers, who make little distinc-
tion between in-store and online shopping and for whom the path to a retail purchase 
runs across multiple channels. For these buyers, a particular purchase might consist of 
researching a product online and buying it from an online retailer without ever setting 
foot in a retail store. Alternatively, they might use a smartphone to research a purchase 
on the fly or even while in retail store aisles. For example, it’s common to see a consumer 
examining an item on a shelf at Target while at the same time using a mobile app to look 
for coupons or check product reviews and prices at Amazon.com.

Thus, these days, shopper marketing and the “point of purchase” go well beyond 
in-store buying.  They involve consumers working across multiple channels as they 

Retailing
All the activities involved in selling goods 
or services directly to final consumers for 
their personal, nonbusiness use.

Retailer
A business whose sales come primarily 
from retailing.

Shopper marketing
Focusing the entire marketing process 
on turning shoppers into buyers as they 
approach the point of sale, whether during 
in-store, online, or mobile shopping.
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shop. Influencing consumers’ buying decisions calls for 
omni-channel retailing, creating a seamless cross-
channel buying experience that integrates in-store, on-
line, and  mobile shopping.4

Although most retailing is still done in retail stores, 
in recent years direct and online retailing have been grow-
ing much faster than store retailing. We discuss direct, 
online, and omni-channel retailing in detail later in this 
chapter and in Chapter 17. For now, we will focus on store 
retailing.

Types of Retailers
Retail stores come in all shapes and sizes—from your 
 local hairstyling salon or family-owned restaurant 
to national specialty chain retailers such as REI or 
Williams-Sonoma to megadiscounters such as Costco or 
Walmart. The most important types of retail stores are 
described in  Table 13.1 and discussed in the follow-
ing sections. They can be classified in terms of several 
characteristics, including the amount of service they offer, 

the breadth and depth of their product lines, the relative prices they charge, and how 
they are organized.

Amount of Service
Different types of customers and products require different amounts of service. To meet 
these varying service needs, retailers may offer one of three service levels: self-service, lim-
ited service, and full service.

Self-service retailers serve customers who are willing to perform their own locate- compare-
select process to save time or money. Self-service is the basis of all discount operations and is 
typically used by retailers selling convenience goods (such as supermarkets) and nationally 
branded, fast-moving shopping goods (such as Target or Kohl’s). Limited-service retailers, 
such as Sears or JCPenney, provide more sales assistance because they carry more shopping 
goods about which customers need information. Their increased operating costs result in 
higher prices.

Full-service retailers, such as high-end specialty stores (for example, Tiffany or Williams-
Sonoma) and first-class department stores (such as Nordstrom or Neiman Marcus), assist 
customers in every phase of the shopping process. Full-service stores usually carry more 
specialty goods for which customers need or want assistance or advice. They provide more 
services, which results in much higher operating costs. These higher costs are passed along 
to customers as higher prices.

Product Line
Retailers can also be classified by the length and breadth of their product assortments. 
Some retailers, such as specialty stores, carry narrow product lines with deep assort-
ments within those lines. Today, specialty stores are flourishing. The increasing use of mar-
ket segmentation, market targeting, and product specialization has resulted in a greater 
need for stores that focus on specific products and segments.

By contrast, department stores carry a wide variety of product lines. In recent years, 
middle-market department stores have been squeezed between more focused and flexible 
specialty stores on the one hand and more efficient, lower-priced discounters on the other. 
In response, many have added promotional pricing to meet the discount threat. Others 
have stepped up the use of store brands and single-brand shop-in-shop concepts to compete 
with specialty stores. Still others are trying direct and online selling. Service remains the 
key differentiating factor. Retailers such as Nordstrom, Saks, Neiman Marcus, and other 
high-end department stores are doing well by emphasizing exclusive merchandise and 
high-quality service.

Omni-channel retailing
Creating a seamless cross-channel 
buying experience that integrates in-store, 
online, and mobile shopping.

Specialty store
A retail store that carries a narrow 
product line with a deep assortment 
within that line.

Department store
A retail store that carries a wide variety 
of product lines, each operated as 
a separate department managed by 
specialist buyers or merchandisers.

 Shopper marketing: The dramatic growth in online and mobile shopping 
has added new dimensions to “point of purchase.” Influencing consumers’ 
buying decisions as they shop now involves omni-channel efforts aimed at 
integrating in-store, online, and mobile shopping.
Betsie Van der Meer/Getty Images
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Supermarkets are the most frequently visited type of retail store. Today, however, 
they are facing slow sales growth because of slower population growth and an increase 
in competition from discounters (Walmart, Costco, and Dollar General) on the one hand 
and specialty food stores (Whole Foods Market, Trader Joe’s, ALDI, Sprouts) on the other. 
Supermarkets’ share of U.S. packaged foods sales slipped from 53 percent in 1998 to  
37 percent in 2012.5 Supermarkets also have been hit hard by the rapid growth of out-of-
home eating over the past two decades.

In the battle for “share of stomachs,” some supermarkets are competing head-on with 
large discounters such as Costco and Walmart by cutting costs, establishing more-efficient 
operations, and lowering prices. An example is WinCo, the fast-growing regional discount-
grocery chain in the western United States that positions itself directly against mighty 
Walmart as “The Supermarket Low Price Leader.” WinCo’s large, efficient, no-frills stores 
carry a limited assortment of basic fast-moving merchandise, and customers help to keep 
costs down by bagging their own groceries and paying cash (no credit cards accepted). As 
a result, WinCo doesn’t just match Walmart’s prices; it often undercuts them.

Other supermarkets have moved upscale, providing improved store environments 
and higher-quality food offerings, such as from-scratch bakeries, gourmet deli counters, 
natural foods, and fresh seafood departments. Still others are introducing their own 
smaller, fresh-format stores that compete with higher-end specialty grocers such as Whole 
Foods Market, Sprouts, or Fresh Thyme. These fresh-format stores cater to customers 
seeking health and wellness and the ease of shopping in smaller, warmer environments. 

Supermarket
A large, low-cost, low-margin, high-
volume, self-service store that carries a 
wide variety of grocery and household 
products.

 Table 13.1 | Major Store Retailer Types

Type Description Examples

Specialty store A store that carries a narrow product line with a deep  
assortment, such as apparel stores, sporting-goods stores,  
furniture stores, florists, and bookstores.

REI, Sunglass Hut, Sephora, 
Williams-Sonoma

Department store A store that carries several product lines—typically clothing, home  
furnishings, and household goods—with each line operated as a  
separate department managed by specialist buyers or merchandisers.

Macy’s, Sears, Neiman Marcus

Supermarket A relatively large, low-cost, low-margin, high-volume, self-service  
operation designed to serve the consumer’s total needs for  
grocery and household products.

Kroger, Publix, Safeway, SuperValu

Convenience store A relatively small store located near residential areas, open 24/7,  
and carrying a limited line of high-turnover convenience products  
at slightly higher prices.

7-Eleven, Circle K, Speedway, 
Sheetz

Discount store A store that carries standard merchandise sold at lower prices with 
lower margins and higher volumes.

Walmart, Target, Kohl’s

Off-price retailer A store that sells merchandise bought at less-than-regular  
wholesale prices and sold at less than retail. These include  
factory outlets owned and operated by manufacturers;  
independent off-price retailers owned and run by entrepreneurs or  
by divisions of larger retail corporations; and warehouse  
(or wholesale) clubs selling a limited selection of goods at deep  
discounts to consumers who pay membership fees.

Mikasa (factory outlet); TJ Maxx  
(independent off-price retailer); 
Costco, Sam’s Club, BJ’s  
(warehouse clubs)

Superstore A very large store that meets consumers’ total needs for routinely pur-
chased food and nonfood items. This includes supercenters,  combined 
supermarket and discount stores, and category killers, which carry a 
deep assortment in a particular category.

Walmart Supercenter, SuperTarget,  
Meijer (discount stores); Best Buy,  
Petco, Staples, Bed Bath & Beyond  
(category killers)
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They specialize in fresh produce and high-quality prepared foods—all at affordable 
prices. An example is Kroger’s Main & Vine stores, “where eating is healthy, affordable, 
and fun.”6 According to its online site, “Main & Vine is an awesome new market (really, 
it’s awesome!) where fresh food comes first and flavor brings people together. You’ll find 
groceries you can feel good about, friendly advice, and a whole lot more . . . right where 
you live, work and play.”

Convenience stores are small stores that carry a limited line of high-turnover con-
venience goods. After several years of stagnant sales, these stores are now experiencing 
growth. Many convenience store chains have tried to expand beyond their primary market 
of young, blue-collar men by redesigning their stores to attract female shoppers. They are 
shedding the image of a “truck stop” where men go to buy gas, beer, cigarettes, or shriv-
eled hot dogs on a roller grill and are instead offering freshly prepared foods and cleaner, 
safer, more-upscale environments.

Many convenience stores are expanding their offerings to attract “fill-in” shoppers—
people looking to pick up a few items between major grocery store trips. For example, in 
addition to supermarkets, Kroger operates almost 800 convenience stores. It is currently 
testing the fill-in concept in its Loaf ‘N Jug chain:7

Loaf ‘N Jug convenience stores offer gas and an  expanded selection of fresh produce, meats, fro-
zen foods, and dairy items along with a wide variety of snacks, beverages, groceries, and other 
convenience products. They offer a range of healthier options as well, such as fresh fruit, salads, 
and nuts and dried fruit. Loaf ‘N Jug stores also carry Kroger’s affordable Simple Truth store 
brand of natural and organic foods. “We’re trying to provide that one-stop shop for the customer 
who’s looking for a place for that fill-in shop: fresh produce, meat, meal solutions, whether it be 
hot meal solutions or expanded grocery, expanded frozen,” says the president of Loaf ‘N Jug. 
“It’s the place where variety meets convenience.”

Superstores are much larger than regular supermarkets and offer a large assort-
ment of routinely purchased food products, nonfood items, and services. Walmart, Target, 
Meijer, and other discount retailers offer supercenters, very large combination food and dis-
count stores. Whereas a traditional grocery store brings in about $517,000 a week in sales, a 
supercenter brings in about $1.4 million a week.8

Recent years have also seen the rapid growth of superstores that are actually giant 
specialty stores, the so-called category killers (for example, Best Buy, Home Depot, Petco, 
and Bed Bath & Beyond). They feature stores the size of airplane hangars that carry a very 
deep assortment of a particular line. Category killers are found in a wide range of cat-
egories, including electronics, home-improvement products, books, baby gear, toys, home 
goods, party goods, sporting goods, and even pet supplies.

Finally, for many retailers, the product line is actually a service. Service retailers 
include hotels and motels, banks, airlines, restaurants, colleges, hospitals, movie theaters, 
tennis clubs, bowling alleys, repair services, hair salons, and dry cleaners. Service retailers 
in the United States are growing faster than product retailers.

Relative Prices
Retailers can also be classified according to the prices they charge (see Table 13.1). Most re-
tailers charge regular prices and offer normal-quality goods and customer service. Others 
offer higher-quality goods and service at higher prices. Retailers that feature low prices are 
discount stores and “off-price” retailers.

Discount Stores. A discount store (for example, Target, Kohl’s, or Walmart) sells stan-
dard merchandise at lower prices by accepting lower margins and selling higher volume. 
The early discount stores cut expenses by offering few services and operating in warehouse-
like facilities in low-rent, heavily traveled districts. Today’s discounters have improved 
their store environments and increased their services while at the same time keeping prices 
low through lean, efficient operations.

Leading “big-box” discounters, such as Walmart and Target, now dominate the 
retail scene. However, even “small-box” discounters are thriving in the current eco-
nomic  environment. One example is Leader Price, which has carved out a place as one 
of France’s leading discount stores against hypermarket “big box” discounters such 
as Carrefour.  Leader Price understands that French consumers seek value-oriented 
items, wish to spend responsibly, and demand that their retailers demonstrate their 

Convenience store
A small store, located near a residential 
area, that is open long hours seven days 
a week and carries a limited line of high-
turnover convenience goods.

Superstore
A store much larger than a regular 
supermarket that offers a large 
assortment of routinely purchased food 
products, nonfood items, and services.

Category killer
A giant specialty store that carries a very 
deep assortment of a particular line.

Service retailer
A retailer whose product line is actually a 
service; examples include hotels, airlines, 
banks, colleges, and many others.

Discount store
A retail operation that sells standard 
merchandise at lower prices by accepting 
lower margins and selling at higher 
volume.
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responsibility to the planet. Leader Price’s 
core value proposition is to offer French 
families low prices while maintaining high 
quality. To do so, product ranges are care-
fully selected so consumers don’t need to 
look elsewhere for better value for money. 
The company offers the regular array of 
fast-moving consumer goods but limits the 
number of products offered in each category. 
A typical Leader Price store stocks about 
4,000 products, of which 3,000 are produced 
and branded by the company, allowing them 
control over quality and margins and ensur-
ing that consumers get the best value for 
money. Recognizing that some consumers 
are loyal to certain brands, Leader Price 
stocks 300 of the largest (like Coke) and 
offers eco-friendly, organic, and fair-trade 
products. Only seasonal fruit, vegetables, 
and meat are offered to ensure the best 
prices, with daily delivery ensuring quality. 
Leader Price strives to offer a simple and 

pleasant shopping experience, that their store design is well-organized and inviting as 
well as located in urban areas near parking or public transport for easy access.

Off-Price Retailers. As the major discount stores traded up, a new wave of off-price 
retailers moved in to fill the ultralow-price, high-volume gap. Ordinary discounters buy 
at regular wholesale prices and accept lower margins to keep prices down. By contrast, 
off-price retailers buy at less-than-regular wholesale prices and charge consumers less than 
retail. Off-price retailers can be found in all areas, from food, clothing, and electronics to 
no-frills banking and discount brokerages.

The three main types of off-price retailers are independents, factory outlets, and ware-
house clubs. Independent off-price retailers either are independently owned and run or 
are divisions of larger retail corporations. Although many off-price operations are run by 
smaller independents, most large off-price retailer operations are owned by bigger retail 
chains. Examples include store retailers such as TJ Maxx, Marshalls, and HomeGoods, all 
owned by TJX Companies, and online sellers such as Overstock.com. TJ Maxx promises 
brand name and designer fashions for 20 to 60 percent off department store prices. How 
does it fulfill this promise? Its buyers are constantly on the lookout for deals. “So when a 
designer overproduces and department stores overbuy,” says the company, “we swoop in, 
negotiate the lowest possible price, and pass the savings on.”9

Factory outlets—manufacturer-owned and operated stores by firms such as J.Crew, 
Gap, Levi Strauss, and others—sometimes group together in factory outlet malls and value-
retail centers. At these centers, dozens of outlet stores offer prices as much as 50 percent 
below retail on a wide range of mostly surplus, discounted, or irregular goods. Whereas 
outlet malls consist primarily of manufacturers’ outlets, value-retail centers combine 
manufacturers’ outlets with off-price retail stores and department store clearance outlets.

These malls in general are now moving upscale—and even dropping factory from 
their descriptions. A growing number of outlet malls now feature luxury brands such as 
Coach, Polo Ralph Lauren, Dolce & Gabbana, Giorgio Armani, Burberry, and Versace. As 
consumers become more value-minded, even upper-end retailers are accelerating their fac-
tory outlet strategies, placing more emphasis on outlets such as Nordstrom Rack, Neiman 
Marcus Last Call, Bloomingdale’s Outlets, and Saks Off 5th. Many companies now regard 
outlets not simply as a way of disposing of problem merchandise but as an additional way 
of gaining business for fresh merchandise. For example, 90 percent of the merchandise sold 
in Neiman Marcus’s Last Call outlets is made specifically for those stores.10 The combina-
tion of highbrow brands and lowbrow prices found at outlets provides powerful shopper 
appeal, especially in thriftier times.

Warehouse clubs (also known as wholesale clubs or membership warehouses), such as 
Costco, Sam’s Club, and BJ’s, operate in huge, warehouse-like facilities and offer few frills. 

Off-price retailer
A retailer that buys at less-than-regular 
wholesale prices and sells at less than 
retail.

Independent off-price retailer
An off-price retailer that is independently 
owned and operated or a division of a 
larger retail corporation.

Factory outlet
An off-price retailing operation that is 
owned and operated by a manufacturer 
and normally carries the manufacturer’s 
surplus, discontinued, or irregular goods.

Warehouse club
An off-price retailer that sells a limited 
selection of brand name grocery items, 
appliances, clothing, and other goods 
at deep discounts to members who pay 
annual membership fees.

 Leader Price, one of France’s leading “small box” discounters, competes with 
France’s “big box” discounters by offering low prices, high quality, and convenience.
Gautier Stephane/SagaPhoto.Com/Alamy Stock Photo
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In exchange for the bare-bones environment, they offer ultralow prices and surprise deals 
on selected branded merchandise. Warehouse clubs have grown rapidly in recent years. 
These retailers appeal not only to low-income consumers seeking bargains on bare-bones 
products but also to all kinds of customers shopping for a wide range of goods, from neces-
sities to extravagances.

Consider Costco, now the world’s second-largest retailer behind only Walmart. Low 
price is an important part of Costco’s equation, but what really sets Costco apart is the 
products it carries and the sense of urgency that it builds into the Costco shopper’s store 
experience (see Real Marketing  13.1).

Organizational Approach
Although many retail stores are independently owned, others band together under some 
form of corporate or contractual organization.  Table 13.2 describes four major types 
of retail organizations—corporate chains, voluntary chains, retailer cooperatives, and franchise 
organizations.

Corporate chains are two or more outlets that are commonly owned and controlled. 
They have many advantages over independents. Their size allows them to buy in large 
quantities at lower prices and gain promotional economies. They can hire specialists to 
deal with areas such as pricing, promotion, merchandising, inventory control, and sales 
forecasting.

The great success of corporate chains caused many independents to band together in one 
of two forms of contractual associations. One is the voluntary chain—a wholesaler-sponsored 
group of independent retailers that engages in group buying and common merchandising. 
Examples include the Independent Grocers Alliance (IGA), Western Auto, and True Value 
hardware stores. The other type of contractual association is the retailer cooperative—a group 
of independent retailers that bands together to set up a jointly owned, central wholesale 
operation and conduct joint merchandising and promotion efforts. Examples are Associated 
Grocers and Ace Hardware. These organizations give independents the buying and promo-
tion economies they need to meet the prices of corporate chains.

Another form of contractual retail organization is a franchise. The main difference 
between franchise organizations and other contractual systems (voluntary chains and 
retail cooperatives) is that franchise systems are normally based on some unique prod-
uct or service; a method of doing business; or the trade name, goodwill, or patent that 
the franchisor has developed. Franchising has been prominent in fast-food restaurants, 
motels, health and fitness centers, auto sales and service dealerships, and real estate 
agencies.

Corporate chains
Two or more outlets that are commonly 
owned and controlled.

Franchise
A contractual association between a 
manufacturer, wholesaler, or service 
organization (a franchisor) and 
independent businesspeople (franchisees) 
who buy the right to own and operate 
one or more units in the franchise system.

 Table 13.2 | Major Types of Retail Organizations

Type Description Examples

Corporate chain Two or more outlets that are commonly owned and  controlled. 
Corporate chains appear in all types of retailing but they are 
strongest in department stores, discount stores, food stores, 
drugstores, and restaurants.

Macy’s (department stores), Target  
(discount stores), Kroger (grocery stores), 
CVS (drugstores)

Voluntary chain Wholesaler-sponsored group of independent retailers 
 engaged in group buying and merchandising.

Independent Grocers Alliance (IGA), 
Western Auto (auto supply), True Value 
(hardware)

Retailer cooperative Group of independent retailers who jointly establish a central 
buying organization and conduct joint promotion efforts.

Associated Grocers (groceries), Ace 
Hardware (hardware)

Franchise organization Contractual association between a franchisor (a  manufacturer, 
wholesaler, or service organization) and franchisees 
( independent businesspeople who buy the right to own and 
operate one or more units in the franchise system).

McDonald’s, Subway, Pizza Hut, Jiffy 
Lube, Meineke Mufflers, 7-Eleven
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Competitors Can’t Match

Price is an important part of the equa-
tion, and both Costco and Sam’s Club seem 
addicted to selling every item at the lowest 
possible price. But more than just focusing on 
low discount prices, Costco focuses on high 
value through low mark-ups, regardless of the 
ultimate price. From the beginning, discount 
has been a bad word at Costco—it denotes 
“cheap.” Instead, Costco’s strategy is to give 
customers the best value through low  margins, 
whether it’s on a pantry staple or a high-priced 
wine. Costco’s operating profit margins av-
erage a razor-thin 3.1 percent. Then again, 
Sam’s Club’s margins are only 3.5 percent.

Thus, both Costco and Sam’s Club excel 
at low-cost operations and low prices. What 
is it, then, that really sets Costco apart? It 
has to do with Costco’s differentiated value 
proposition—with the products it carries and 
sense of urgency that it builds into the shop-
ping experience. Whereas Sam’s Club and 
other wholesale retailers stand for low prices, 
Costco is a retail treasure hunt where both 
low-end and high-end products meet deep-
discount prices. Alongside the gallon jars of 
peanut butter, four packs of toothpaste, and 
2,250-count packs of Q-Tips that make other 
warehouse clubs popular, Costco offers an 
ever-changing assortment of high-quality 
products—even luxuries—all at tantalizingly 
low margins.

Last year, Costco sold more than 110 mil-
lion hot dog–soda combos (still only $1.50, as 
they have been for more than three decades). 
At the same time, it sold more than 100,000 
carats of diamonds at up to $100,000 per 
item. Costco is the nation’s biggest baster of 
poultry (nearly 70,000 rotisserie chickens a day 
at $4.99 and a million whole turkeys during 
a holiday season), but it’s also the country’s 
biggest seller of fine wines (including the likes 
of a Chateau Cheval Blanc Premier Grand Cru 
Classe at $1,750 a bottle). Just for the fun of 
it, a Costco in Arizona once sold an extremely 
limited-edition bottle of Macallan Lalique sin-
gle-malt scotch for $17,000 (actually a $6,000 
discount). And Costco.com once offered a 
Pablo Picasso drawing at only $129,999.99!

Costco brings flair to an otherwise-dreary 
setting. Mixed in with its regular stock of sta-
ples, Costco features a glittering, constantly 
shifting array of one-time specials on brands 
such as Andrew Marc, Calvin Klein, Chanel, 
Prada, and Breitling—deals you just won’t 
get anywhere else. It finds the best deals on 
premium electronics and appliances, then 
sells them at rock-bottom prices. In fact, 
25 percent of the items that Costco carries 
are designated as “treasure items” (Costco’s 
words). The deals come and go quickly, and 
the changing assortment and great prices 
keep people coming back, wallets in hand.

Giant Walmart is used to beat-
ing up on competitors. It outsells 
Toys“R”Us in toys, gives Best 
Buy migraines in consumer elec-
tronics, sells more dog food than 
PetSmart or Petco, and dresses 
more people than Gap, American 

Eagle Outfitters, and Abercrombie & Fitch 
combined. With 24 percent of the grocery 
market, it sells far more groceries than lead-
ing grocery-only retailer Kroger. Almost every 
retailer, no matter what the category, has its 
hands full devising strategies by which it can 
compete with Walmart and survive.

But this isn’t a story about Walmart. It’s 
about Costco, the red-hot warehouse  retailer 
that competes head-on with Walmart’s Sam’s 
Club—and wins. Sam’s Club is huge. With 
652 stores and $57 billion in revenues, if 
Sam’s Club were a separate company, it 
would be the eighth-largest U.S. retailer. But 
when it comes to warehouse retailing, it’s 
Costco that’s the bully, not the other way 
around.

With only about 60 more stores than 
Sam’s Club, Costco has more than twice 
the revenues, and the revenue gap grows 
bigger every year. Costco’s $116 billion in 
sales makes it the world’s second-largest re-
tailer, behind only Walmart. This year Costco 
moved up to number 18 among Fortune 500 
companies. And unlike Sam’s Club, whose 
revenues are flat or falling, Costco’s sales are 
growing rapidly. In just the past four years, 
Costco’s revenues have surged 30 percent; 
profits are up 50 percent. How is Costco 
beating Sam’s Club at its own low-price 
game? The two retailers are very similar in 
many ways. But inside the store, Costco 
adds a certain merchandising magic that 
Sam’s Club just can’t match.

Let’s start with the similarities. Both 
Costco and Sam’s Club are warehouse retail-
ers. They offer a limited selection of nation-
ally branded and private-label products in a 
wide range of categories at very low prices 
to shoppers who pay an annual member-
ship fee. Both retailers stock about 4,000 
items, often only jumbo sizes (a typical su-
permarket stocks 40,000 items; a Walmart 
supercenter about 150,000). And to keep 
costs and prices low, both operate out of 
big, drafty, bare-bones stores and use their 
substantial buying power to wring low prices 
from suppliers.

Warehouse clubs: Costco is a retail treasure hunt, where both low-end  
and high-end products meet deep-discount prices.
Bloomberg/Getty Images
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covers a limited assortment of generic-priced 
food, household, and apparel lines, Costco 
puts the Kirkland Signature brand on a much 
wider range of goods. Customers seek out 
Kirkland Signature products not just for price 
but also for quality. Costco customers can 
buy anything from a $19 bottle of Kirkland 
Signature Series Mendoza Malbec red wine 
to a $2,299 Kirkland Signature Braeburn five-
piece woven fire pit patio set to a $3,799-per-
person, seven-day Kirkland Signature river 
cruise package in France.

So, in its own warehouse club retailing 
backyard, it’s Costco, not Walmart, that’s 
beating up on competitors. In fact, mighty but 

However, franchising covers a lot more than just burger joints and fitness centers. 
Franchises have sprung up to meet just about any need. For example, Mad Science 
Group franchisees put on science programs for schools, scout troops, and birthday par-

ties. Soccer Shots offers programs that give kids 
ages two to eight an introduction to basic soccer 
skills at daycare centers, schools, and parks. Mr. 
Handyman provides repair services for home-
owners, while Merry Maids tidies up their houses. 
Supercuts offers affordable, anytime, walk-in hair-
cuts, and H&R Block provides tax- preparation 
services.  More than one-third of H&R Block’s 
12,000 retail offices are owned and operated by 
franchisees.11

Franchises now command about 45 per-
cent of all retail sales in the United States. These 
days, it’s nearly impossible to stroll down a city 
block or drive on a city street without seeing a 
McDonald’s, Subway, Jiffy Lube, or Hampton Inn. 
One of the best-known and most successful fran-
chisers, McDonald’s, now has more than 36,000 
stores in more than 100 countries, including more 
than 14,000 in the United States. It serves 69 million 
customers a day and racks up more than $98 billion 
in annual system-wide sales. More than 80 percent 
of McDonald’s restaurants worldwide are owned 
and operated by franchisees.12

Once inside, many customers fall prey to 
“the Costco effect”—spending more than they’d 
planned to. Some even become “Costcoholics,” 
as one reporter’s story illustrates:

A good friend of mine was raving about 
Costco recently, going on about how she 
couldn’t resist shopping there at least two to 
three times a week. She said sometimes she 
doesn’t even plan on buying anything. She 
just loves wandering around in the enormous, 
double-football-field-sized warehouse, hunt-
ing for what’s new. She is also obsessed by 
what the big luxury “surprise” of the week 
might be—stuff like Waterford Crystal, Coach 
handbags, or Omega watches, to name a 
few, all selling out quickly at shock-and-awe 
low prices. And even though she may have 
shopped with no intention of purchasing, 
she  says she always finds something that  
seduces her to buy.

There was a time when only the great 
unwashed masses shopped at off-price re-
tailers. But Costco has changed all that. Even 
people who don’t have to pinch pennies shop 
there. Not by accident, Costco’s stores tend 
to be located in more affluent locations than 
Sam’s Clubs. The average Costco member 
has a household income of nearly $100,000.

Costco’s flair even extends to its store 
brand—Kirkland Signature. Whereas the 
Sam’s Club Member’s Mark store brand 

frustrated Walmart has spent years trying to 
make Sam’s Club more Costco-like. Costco 
is much more than a big-box store that 
“stacks ’em high and sells ’em cheap”—more 
than just a place to load up on large sizes of 
consumer staples. Each Costco store is a 
theater of retail that creates buying urgency 
and excitement for customers.

In many ways, retailing boils down to the 
unglamorous art of getting the right prod-
uct in the right place at the right time at the 
right price. But there’s a lot more than that 
to Costco’s value proposition. Says Costco 
founder and former CEO Jim Sinegal: “Do 
that without being boring. That’s the trick.”

Sources: Robin Lewis, “‘Costoholics’: Costco’s $113.7 Billion Addicts,” Forbes, February 16, 2016, www.forbes.
com/sites/robinlewis/2016/02/16/costcoholics-costcos-113-7-billion-addicts/#179cdc9b5f73; “Top 250 Global 
Retailers,” National Retail Federation, https://nrf.com/2016/global250-table, accessed July 2016; “The Sorry 
State of Sam’s Club, and Why Walmart Stores, Inc. Can’t Give Up on the Warehouse,” The Motley Fool, January 
1, 2015, www.fool.com/investing/general/2015/01/25/sams-clubs-sorry-story-and-why-wal-mart-cannot-giv.aspx; 
Matthew Boyle, “Why Costco Is So Addictive,” Fortune, October 25, 2006, pp. 126–132; Stan Laegreid, “The 
Choreography of Design, Treasure Hunts, and Hot Dogs That Have Made Costco So Successful,” Fast Company, 
January 24, 2014, www.fastcompany.com/3025312; John Kell, “Dancing in the Aisles,” Fortune, December 15, 
2015, p. 26; Phalguni Soni, “Analyzing Walmart—The World’s Largest Retailer,” Market Realist, February 18, 2015, 
http://marketrealist.com/2015/02/analyzing-walmart-worlds-largest-retailer/; “Costco Wholesale Corporation: Key 
Statistics,” Yahoo! Finance, https://finance.yahoo.com/q/ks?s=COST, accessed March 2016; and information from 
www.corporate.walmart.com, www.costco.com, http://phx.corporate-ir.net/Phoenix.zhtml?c=83830&p=irol-news, 
and www.costco.com/insider-guide-amazing-facts.html, accessed October 2016.

 Franchising covers a lot more than just burger joints and fitness centers. 
More than one-third of H&R Block’s 12,000 retail offices are owned and 
operated by franchisees.
Bloomberg/Getty Images
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Retailer Marketing Decisions
Retailers are always searching for new marketing strategies to attract and hold customers. 
In the past, retailers attracted customers with unique product assortments and more or 
better services. Today, the assortments and services of various retailers are looking more 
and more alike. You can find most consumer brands not only in department stores but also 
in mass-merchandise discount stores, off-price discount stores, and all over the internet. 
Thus, it’s now more difficult for any one retailer to offer exclusive merchandise.

Service differentiation among retailers has also eroded. Many department stores have 
trimmed their services, whereas discounters have increased theirs. In addition, customers 
have become smarter and more price sensitive. They see no reason to pay more for identi-
cal brands, especially when service differences are shrinking. For all these reasons, many 
retailers today are rethinking their marketing strategies.

As shown in  Figure 13.1, retailers face major marketing decisions about segmenta-
tion and targeting, store differentiation and positioning, and the retail marketing mix.

Segmentation, Targeting, Differentiation, and Positioning Decisions
Retailers must first segment and define their target markets and then decide how they 
will differentiate and position themselves in these markets. Should they focus on upscale, 
midscale, or downscale shoppers? Do target shoppers want variety, depth of assortment, 
convenience, or low prices? Until they define and profile their markets, retailers cannot 
make consistent decisions about product assortment, services, pricing, advertising, store 
décor, online and mobile site design, or any of the other decisions that must support their 
positions.

Too many retailers, even big ones, fail to clearly define their target markets and po-
sitions. For example, what market does clothing chain Gap target? What is Gap’s value 
proposition? If you’re having trouble answering those questions, you’re not alone—so is 
Gap’s management.13

In its heyday, Gap was solidly positioned on “effortless cool”—the then-fashionable preppy look 
focused on comfortable, casual clothes and easy shopping. But as its core Generation X customers 
aged and moved on, Gap stores didn’t. Moving into the 2000s, Gap catered to short-lived fashion 
trends that alienated its loyal customer base. At the same time, it has struggled unsuccessfully 
to define new positioning that works with today’s younger shoppers. And more-contemporary 
fast-fashion retailers such as H&M, Forever 21, Zara, and Uniqlo have moved in aggressively on 
Gap’s turf. Whereas these brands are clearly targeted and positioned, Gap’s identity has become 
muddled. As a result, the chain’s sales have flattened for fallen off, and last year it closed 175 of 
its 675 North American stores. “Neither they nor their consumer know exactly who they are tar-
geting,” says one retail analyst. Gap “hasn’t got a story,” says another. Is it “trying to sell to my 
wife or my teenage daughter or both? I don’t think you can do both.” To rekindle the brand, Gap 
needs to “define who the brand’s core customers are and be exceptional to them.”

Retail
marketing mix

Product and service 
assortment

Retail prices

Promotion

Distribution 
(location)

Retail strategy

Retail segmentation
and targeting

Store differentiation
and positioning

Create value for targeted retail customers

As with other types of marketers,
the name of the game for retailers
is to find the customer value–driven
marketing strategy and mix that
will let them create value for
customers and capture value in
return. Think of Target’s “Expect 
More. Pay Less.” value proposition.
And Lowe’s “Never stop improving.”

 FIGURE | 13.1 
Retailer Marketing Strategies
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Not surprisingly, retailers 
must make the same types 

of segmentation, positioning, and 
marketing mix of decisions as any other 
marketer.
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By contrast, successful retailers define their target markets well and position them-
selves strongly. For example, Trader Joe’s has established its “cheap gourmet” value propo-
sition. Walmart is powerfully positioned on low prices and what those always-low prices 
mean to its customers. And highly successful outdoor products retailer Bass Pro Shops posi-
tions itself strongly as being “as close to the Great Outdoors as you can get indoors!”

 With solid targeting and positioning, a retailer can compete effectively against even the 
largest and strongest competitors.  For example, compare small In-N-Out Burger to giant 
McDonald’s. In-N-Out now has only about 300 stores in five states, with estimated sales of 
$750 million. McDonald’s has 36,000 stores in more than 100 countries, racking up more 
than $98 billion of annual system-wide sales. How does In-N-Out compete with the world’s 
largest fast-food chain? It doesn’t—at least not directly. In-N-Out succeeds by carefully po-
sitioning itself away from McDonald’s:14

In-N-Out has never wanted to be like McDonald’s, growing rapidly and expanding both its 
menu and locations. Instead, In-N-Out thrives by doing the unthinkable: growing slowly and not 
changing. From the start, In-N-Out’s slogan has been, “Quality you can taste.” Burgers are made 
from 100 percent pure beef—no additives, fillers, or preservatives—and they’re always fresh, not 
frozen. Fries are made from whole potatoes, and, yes, milkshakes are made from real ice cream. 
You won’t find a freezer, heating lamp, or microwave oven in an In-N-Out restaurant. And unlike 

McDonald’s unending stream of new menu items, 
In-N-Out stays with what the chain has always done 
well: making really good hamburgers, really good 
fries, and really good shakes—that’s it.

Moreover, far from standardized fare, In-N-Out 
gladly customizes any menu item. Menu modifica-
tions have become so common at In-N-Out that a 
“secret” ordering code has emerged that isn’t posted 
on menu boards. Customers in the know can order 
their burgers “animal style” (pickles, extra spread, 
grilled onions, and a mustard-fried patty). And 
whereas the “Double-Double” (double meat, double 
cheese) is on the menu, burgers can also be ordered 
3 * 3 or 4 * 4. Fries can also be ordered animal style 
(two slices of cheese, grilled onions, and spread), 
well-done, or light. This secret menu makes custom-
ers feel special. Another thing that makes them feel 
special is In-N-Out’s outgoing, enthusiastic, and ca-
pable employees who deliver unexpectedly friendly 
service. You won’t find that at McDonald’s. Finally, 
in contrast to McDonald’s obsession to grow, grow, 
grow; In-N-Out’s slow-and-steady growth means 
that you won’t find one on every corner. The scarcity 
of In-N-Out stores only adds to its allure. Customers 
regularly go out of their way and drive long dis-
tances to get their In-N-Out fix.

So, In-N-Out can’t match McDonald’s massive economies of scale, incredible volume 
purchasing power, ultra-efficient logistics, and low prices. Then again, it doesn’t even 
try. By positioning itself away from McDonald’s and other large competitors, In-N-Out 
has  developed a cult-like following. When it comes to customer satisfaction, In-N-Out 
 regularly posts the highest customer satisfaction scores of any fast-food restaurant in its 
markets. Long lines snake out the door of any location at lunchtime and In-N-Out’s aver-
age per-store sales are double the industry average.

Product Assortment and Services Decision
Retailers must decide on three major product variables: product assortment, services mix, 
and store atmosphere.

The retailer’s product assortment should differentiate it while matching target shoppers’ 
expectations. One strategy is to offer a highly targeted product assortment: Lane Bryant car-
ries plus-size clothing, Brookstone offers an unusual assortment of gadgets and gifts, and 
BatteryDepot.com offers about every imaginable kind of replacement battery. Alternatively, 
a retailer can differentiate itself by offering merchandise that no other competitor carries, 

 Retail targeting and positioning: In-N-Out Burger thrives by positioning 
itself away from McDonald’s. The chain stays with what it does best: making 
really good hamburgers, really good fries, and really good shakes—that’s it.
© E.J. Baumeister Jr. / Alamy
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such as store brands or national brands on which it holds exclusive rights. For example, 
Kohl’s gets exclusive rights to carry well-known labels such as Simply Vera by Vera Wang 
and a Food Network-branded line of kitchen tools, utensils, and appliances. Kohl’s also of-
fers its own private-label lines, such as Sonoma, Croft & Barrow, Candies, and Apt. 9.

The services mix can also help set one retailer apart from another. For example, some 
retailers invite customers to ask questions or consult service representatives in person or via 
phone or tablet. Home Depot offers a diverse mix of services to do-it-yourselfers, from “how-
to” classes and “do-it-herself” and kid workshops to a proprietary credit card. Nordstrom de-
livers top-notch service and promises to “take care of the customer, no matter what it takes.”

The store’s atmosphere is another important element in the reseller’s product arsenal. 
Retailers want to create a unique store experience, one that suits the target market and moves 
customers to buy. Many retailers practice experiential retailing. For example, L.L.Bean has 
turned its flagship Freeport store and campus into a full-fledged outdoor adventure center, 
where customers can hike, bike, golf, kayak, or even go seal watching or fishing at nearby 
Cisco Bay. Along with selling outdoor apparel and gear, L.L.Bean offers a slate of free in-
store, hands-on clinics along with Outdoor Discovery Schools programs in snowshoeing, 
cross-country skiing, stand-up paddleboarding, fly fishing, biking, birdwatching, canoeing, 
hunting, or any of a dozen other outdoor activities.

 Similarly, up-scale home furnishings retailer 
Restoration Hardware has unleashed a new genera-
tion of furniture galleries in Chicago, Atlanta, Denver, 
Tampa, and Hollywood that are part store, part inte-
rior design studio, part restaurant, and part home:15

Picture this: You’re sipping a glass of good wine, 
surrounded by plush furnishings and crystal chan-
deliers with soothing music playing in the back-
ground. You’re not sure whether to order another 
glass of wine, a light lunch, or both. Instead, you 
decide to buy the furniture you’re upon which you 
are sitting. You’re not in a fancy restaurant; you’re 
in RH Chicago, a new retail concept by Restoration 
Hardware. Most retail furniture stores do little more 
than display their wares in functional fashion. Not 
so at RH galleries. “We wanted to blur the lines 
between residential and retail, and create a sense of 
place that is more home than store,” says Restoration 
Hardware’s CEO. The RH Atlanta gallery is a mas-
sive 70,000-square-foot, six-story estate on two acres, 
complete with a 40-foot-tall entry rotunda flanked 
by a double staircase, gardens, terraces, a 50-foot-
long reflecting pool, and a rooftop park. Its rooms 
and outdoor places serve as showrooms for the 
goods that Restoration Hardware sells, from glasses 

to furniture to rugs to items for the garden. But it feels more like a grand home. You don’t just see 
the furnishings, you experience them. “We created spaces where guests who visit our new homes 
are saying ‘I want to live here,’” says the CEO. “I’ve been in retail almost 40 years and I’ve never 
heard anyone say they wanted to live in a retail store, until now.”

Successful retailers carefully orchestrate virtually every aspect of the consumer store 
experience. The next time you step into a retail store—whether it sells consumer electron-
ics, hardware, food, or high fashion—stop and carefully consider your surroundings. 
Think about the store’s layout and displays. Listen to the background music. Check out 
the colors. Smell the smells. Chances are good that everything in the store, from the layout 
and lighting to the music and even the colors and smells, has been carefully orchestrated to 
help shape the customers’ shopping experiences—and open their wallets.

For example, retailers choose the colors in their logos and interiors carefully: Black 
suggests sophistication, orange is associated with fairness and affordability, white signi-
fies simplicity and purity (think Apple stores), and blue connotes trust and dependability 
(financial institutions use it a lot). And most large retailers have developed signature scents 
that you smell only in their stores:16

Anytime Fitness pipes in “Inspire,” a eucalyptus-mint fragrance to create a uniform scent from 
store to store and mask that “gym” smell. Bloomingdale’s uses different essences in different 

 Experiential retailing: Furnishings retailer Restoration Hardware has 
unleashed a new generation of furniture galleries that are part store, part 
interior design studio, and part restaurant. In these new stores, you don’t just 
see the furnishings, you experience them.
Mike Dupre / Stringer / Getty Images
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departments: the soft scent of baby powder in the baby store, coconut in the swimsuit area, lilacs 
in intimate apparel, and sugar cookies and evergreen scent during the holiday season. Luxury 
men’s fashion brand Hugo Boss chose a signature smooth, musky scent for all of its stores. “We 
wanted it to feel like coming home,” says a Hugo Boss marketer. Scents can subtly reinforce a 
brand’s imagery and positioning. For example, the Hard Rock Café Hotel in Orlando added a 
scent of the ocean in its lobby to help guests imagine checking into a seaside resort (even though 
the hotel is located an hour from the coast). To draw customers into the hotel’s often-overlooked 
downstairs ice cream shop, the hotel put a sugar cookie aroma at the top of the stairs and a whiff 
of waffle cone at the bottom. Ice cream sales jumped 45 percent in the following six months.

Such experiential retailing confirms that retail stores are much more than simply 
 assortments of goods. They are environments to be experienced by the people who shop 
in them.

Price Decision
A retailer’s price policy must fit its target market and positioning, product and service as-
sortment, the competition, and economic factors. All retailers would like to charge high 
markups and achieve high volume, but the two seldom go together. Most retailers seek 
either high markups on lower volume (most specialty stores) or low markups on higher 
volume (mass merchandisers and discount stores).

Thus, 110-year-old Bergdorf Goodman caters to the upper crust by selling apparel, 
shoes, and jewelry created by designers such as Chanel, Prada, Hermes, and Jimmy Choo. 
The upmarket retailer pampers its customers with services such as a personal shopper 
and in-store showings of the upcoming season’s trends with cocktails and hors d’oeuvres. 
By contrast, TJ Maxx sells brand name clothing at discount prices aimed at middle-class 
Americans. As it stocks new products each week, the discounter provides a treasure hunt 
for bargain shoppers. “No sales. No gimmicks.” says the retailer. “Just brand name and 
designer fashions for you . . . for up to 60 percent off department store prices.”

Retailers must also decide on the extent to which they will use sales and other price 
promotions. Some retailers use no price promotions at all, competing instead on product 
and service quality rather than on price. For example, it’s difficult to imagine Bergdorf 
Goodman holding a two-for-the-price-of-one sale on Chanel handbags, even in a tight econ-
omy. Other retailers—such as Walmart, Costco, ALDI, and Family Dollar—practice everyday 
low pricing (EDLP), charging constant, everyday low prices with few sales or discounts.

Still other retailers practice high-low pricing—charging higher prices on an everyday 
basis coupled with frequent sales and other price promotions to increase store traffic, cre-
ate a low-price image, or attract customers who will buy other goods at full prices. Recent 
tighter economic times caused a rash of high-low pricing, as retailers poured on price cuts 
and promotions to coax bargain-hunting customers into their stores. Which pricing strat-
egy is best depends on the retailer’s overall marketing strategy, the pricing approaches of 
its competitors, and the economic environment.

Promotion Decision
Retailers use various combinations of the five promotion tools—advertising, personal selling, 
sales promotion, public relations, and direct and social media marketing—to reach consumers. 
They advertise in newspapers and magazines and on radio and television. Advertising may 
be supported by newspaper inserts and catalogs. Store salespeople greet customers, meet their 
needs, and build relationships. Sales promotions may include in-store demonstrations, displays, 
sales, and loyalty programs. PR activities, such as new-store openings, special events, newslet-
ters and blogs, store magazines, and public service activities, are also available to retailers.

Most retailers also interact digitally with customers  using websites and digital catalogs, 
online ads and video, social media, mobile ads and apps, blogs, and email. Almost every 
retailer, large or small, maintains a full social media presence. For example, giant Walmart 
leads the way with a whopping 33 million Facebook Likes, 66,000 Pinterest followers, 
754,000 Twitter followers, and 109,000 YouTube subscribers. By contrast, Fairway Market, 
the small but fast-growing metropolitan New York grocery chain that carries a huge product 
assortment—from “sky-high piles” of produce to overflowing bins of fresh seafood to hand-
roasted coffee—has only 118,000 Facebook Likes. But Fairway isn’t complaining—that’s 
twice as many Facebook Likes per million dollars of sales as mighty Walmart.17
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Digital promotions let retailers reach individual custom-
ers with carefully targeted messages. For example, to compete 
more effectively against rivals online, CVS distributes person-
alized versions of its weekly circulars to the chain’s ExtraCare 
loyalty program members.  Called myWeekly Ad, customers 
can view their circulars by logging into their personal accounts 
at CVS.com on computers, tablets, or smartphones. Based on 
ExtraCare members’ characteristics and previous purchases, 
the personalized promotions highlight sales items and special 
offers of special interest to each specific customer. With the 
 myWeekly Ad program, “We’re trying to get people to change 
their behavior,” says the CVS marketer heading up the effort, 
“going online for a much more personalized experience” rather 
than checking weekly circulars.18

Place Decision
Retailers often point to three critical factors in retailing success: 
location, location, and location! It’s very important that retailers 
select locations that are accessible to the target market in areas that 
are consistent with the retailer’s positioning. For example, Apple 
locates its stores in high-end malls and trendy shopping districts—
such as the Magnificent Mile on Chicago’s Michigan Avenue or 
Fifth Avenue in Manhattan—not low-rent strip malls on the edge 

of town. By contrast, to keep costs down and support its “cheap gourmet” positioning, Trader 
Joe’s places its stores in lower-rent, out-of-the-way locations. Small retailers may have to settle 
for whatever locations they can find or afford. Large retailers, however, usually employ spe-
cialists who use advanced methods to select store locations.

Most stores today cluster together to increase their customer pulling power and give 
consumers the convenience of one-stop shopping. Central business districts were the main 
form of retail cluster until the 1950s. Every large city and town had a central business district 
with department stores, specialty stores, banks, and movie theaters. When people began 
moving to the suburbs, however, many of these central business districts, with their traffic, 
parking, and crime problems, began to lose business. In recent years, many cities have joined 
with merchants to revive downtown shopping areas, generally with only mixed success.

A shopping center is a group of retail businesses built on a site that is planned, 
developed, owned, and managed as a unit. A regional shopping center, or regional shopping 
mall, the largest and most dramatic shopping center, has from 50 to more than 100 stores, 
including two or more full-line department stores. It is like a covered mini-downtown 
and attracts customers from a wide area. A community shopping center contains between 15 
and 50 retail stores. It normally contains a branch of a department store or variety store, a 
supermarket, specialty stores, professional offices, and sometimes a bank. Most shopping 
centers are neighborhood shopping centers or strip malls that generally contain between 5 and 
15 stores. These centers, which are close and convenient for consumers, usually contain a 
supermarket, perhaps a discount store, and several service stores—dry cleaner, drugstore, 
hardware store, local restaurant, or other stores.19

A newer form of shopping center is the so-called power center. Power centers are huge 
unenclosed shopping centers consisting of a long strip of retail stores, including large, free-
standing anchors such as Walmart, Home Depot, Costco, Best Buy, Michaels, PetSmart, and 
Office Depot. Each store has its own entrance with parking directly in front for shoppers 
who wish to visit only one store.

In contrast, lifestyle centers are smaller, open-air malls with upscale stores, convenient 
locations, and nonretail activities, such as a playground, skating rink, hotel, dining estab-
lishments, and a movie theater complex. The most recent lifestyle centers often consist 
of mixed-use developments, with ground-floor retail establishments and apartments or 
condominiums above, combining shopping convenience with the community feel of a 
neighborhood center. Meanwhile, traditional regional shopping malls are adding lifestyle 
elements—such as fitness centers, children’s play areas, common areas, and multiplex 
 theaters—to make themselves more social and welcoming. In all, today’s centers are more 
like places to hang out rather than just places to shop.

Shopping center
A group of retail businesses built on a site 
that is planned, developed, owned, and 
managed as a unit.

 Retailer promotion: Most retailers interact digitally with 
customers using websites and digital catalogs, mobile and social 
media, and other digital platforms. CVS’s myWeekly Ad program 
distributes personalized versions of its weekly circulars to the 
chain’s ExtraCare loyalty program members.
CVS Health
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The past few years have brought hard times for shopping centers. Many experts suggest 
that the country has long been “overmalled.” Not surprisingly, the Great Recession and its 
aftermath hit shopping malls hard. Consumer spending cutbacks forced many  retailers—
small and large—out of business, and vacancy rates at the nation’s enclosed malls soared.20 
Power centers were also hard hit as their big-box retailer tenants such as Circuit City, 
Borders, Mervyns, and Linens N Things went out of business and others such as Best Buy, 
Barnes & Noble, and Office Depot reduced the number or size of their stores. Some of the 
pizzazz has also gone out of lifestyle centers, whose upper-middle-class shoppers suffered 
most during the recession.

As the economy has improved, however, malls of all types have rebounded a bit. Many 
power centers, for example, are filling their empty space with a broader range of retailers, 
from the likes of Ross Dress for Less, Boot Barn, Nordstrom Rack, and other off-price retail-
ers to dollar stores, warehouse grocers, and traditional discounters like Walmart and Target.

Retailing Trends and Developments
Retailers operate in a harsh and fast-changing environment, which offers threats as well 
as opportunities. Consumer demographics, lifestyles, and spending patterns are changing 
rapidly, as are retailing technologies. To be successful, retailers need to choose target seg-
ments carefully and position themselves strongly. They need to take the following retailing 
developments into account as they plan and execute their competitive strategies.

Tighter Consumer Spending
Following many years of good economic times for retailers, the Great Recession of 2008–2009 
turned many retailers’ fortunes from boom to bust. Even as the economy has recovered, re-
tailers will feel the effects of changed consumer spending patterns well into the future.

Some retailers actually benefit from a down economy. For exam-
ple, as consumers cut back and looked for ways to spend less on what 
they bought, big discounters such as Costco scooped up new busi-
ness from bargain-hungry shoppers. And price-oriented and off-price 
retailers such as ALDI, Dollar General, and TJ Maxx have attracted 
greater shares of more frugal buyers.

For other retailers, however, tighter consumer spending meant 
tough times. During and following the recession, several large and fa-
miliar retailers declared bankruptcy or closed their doors completely—
including household names such as Linens N Things, Circuit City, KB 
Toys, Borders Books, and The Sharper Image, to name a few. Other re-
tailers, from Macy’s and Home Depot to Starbucks, laid off employees, 
cut their costs, and offered deep price discounts and promotions aimed 
at luring cash-strapped customers back into their stores.

As the economy has improved and as consumers have retained 
their more frugal spending ways, many retailers have added new 
value pitches to their positioning. For example, Home Depot re-
placed its older “You can do it. We can help.” theme with a thriftier 
one: “More saving. More doing.” Retailers ranging from Walmart 
to Macy’s to Kroger and Whole Foods Market have boosted their 
emphasis on more economical private-label brands. And to compete 
with the boom in fast-casual restaurants such as Panera Bread and 
Chipotle, traditional sit-down restaurants have added value offerings 
of their own. For example, Applebee’s has a 2 for $20 menu—two 
meals and one appetizer, all for just $20.  TGI Fridays offers The 474 
“Where less is more” menu, featuring right-sized portions of its signa-
ture dishes with appetizers at $4, main dishes at $7, and desserts at $4.

When reacting to economic difficulties, retailers must be careful 
that their short-run actions don’t damage their long-run images and 
positions. For example, drastic price discounting can increase immedi-
ate sales but damage brand loyalty. One analyst calls this “death by dis-
count” and suggests that “virtually every retailer—at both the high and 

 Value positioning: To attract today’s more value-oriented 
consumers, TGI Friday’s offers The 474 “Where less is 
more” menu, featuring right-sized appetizers at $4, main 
dishes at $7, and desserts at $4.
Used by permission of TGI Friday’s Inc. All rights reserved.
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the low end—has fallen so deeply into the trap that discounting has become an expectation 
of customers rather than a bonus.”21 A stroll through your local shopping mall confirms this 
assessment. However, instead of relying on cost-cutting and price reductions, retailers should 
focus on building greater customer value within their long-term store positioning strategies.

New Retail Forms, Shortening Retail Life Cycles, and Retail Convergence
New retail forms continue to emerge to meet new situations and consumer needs, but the 
life cycle of new retail forms is getting shorter. Department stores took about 100 years to 
reach the mature stage of the life cycle; more recent forms, such as warehouse stores, reached 
 maturity in about 10 years. In such an environment, seemingly solid retail positions can crum-
ble quickly. Of the top 10 discount retailers in 1962 (the year that the first Walmart, Kmart, 
Target, and Kohl’s stores opened), not one still exists today. Even the most successful retailers 
can’t sit back with a winning formula. To remain successful, they must keep adapting.

New retail forms are always emerging. One of the most recent blockbuster retailing trend is 
the advent of online retailing, by both online-only and store retailers, via websites, mobile apps, 
and social media. But lesser innovations occur regularly. For example, many retailers are now 
using limited-time pop-up stores that let them promote their brands to seasonal shoppers and 

create buzz in busy, high-rent areas. As an example, during an NBA All-Star week-
end at the Barclays Center in Brooklyn, New York, Nike opened a Jordan-themed 
pop-up shop across the street.  And Nordstrom offers monthly The Pop-In@
Nordstrom shops, specially designed in-store pop-up shops featuring rotating 
themes, new and exclusive products, and brand partnerships meant to  create ex-
periences that excite and intrigue  customers. “I love the frenzy that’s created from 
a pop-up shop concept—that spontaneity and emotion is one of my favorite things 
about working in retail,” says Nordstrom’s director of creative projects.22

The online and mobile equivalent is flash sales sites, such as Nordstrom’s 
HauteLook and Amazon’s MyHabit, which host time-limited sales events on top 
fashion and lifestyle brands. Similarly, Gilt.com flashes member-only, 70 percent 
discounts on designer-label clothing, and Groupon offers flash deals on travel 
through Groupon Getaways. Zulily flashes sales on products for moms, babies, 
and kids, offering limited-time sales “events” that quickly “scoot away to make 
room for new events.” Flash sales add excitement and urgency to buying. Says 
Zulily, “Shopping here is like opening a new treasure chest every day. You never 
know exactly what you’ll uncover, but you know gems are waiting.”23

Today’s retail forms appear to be converging. Increasingly, different types 
of retailers now sell the same products at the same prices to the same consum-
ers thanks in part to the price transparency the internet provides. For example, 
you can buy brand name home appliances at department stores, discount 
stores, home-improvement stores, off-price retailers, electronics superstores, 
and a slew of online sites that all compete for the same customers. If you can’t 
find the microwave oven you want at Sears or Lowe’s, you can step across the 
street and find one for a better price at Target or Best Buy—or just order one 
online from Amazon.com. This merging of consumers, products, prices, and 
retailers is called retail convergence. Such convergence means greater competi-
tion for retailers and greater difficulty in differentiating the product assort-
ments of different types of retailers.

The Rise of Megaretailers
The rise of huge mass merchandisers and specialty superstores, the formation of vertical 
marketing systems, and a rash of retail mergers and acquisitions have created a core of 
superpower megaretailers. With their size and buying power, these giant retailers can offer 
better merchandise selections, good service, and strong price savings to consumers. As a 
result, they grow even larger by squeezing out their smaller, weaker competitors.

The megaretailers have shifted the balance of power between retailers and produc-
ers. A small handful of retailers now controls access to enormous numbers of consumers, 
giving them the upper hand in their dealings with manufacturers. For example, you may 
never have heard of specialty coatings and sealants manufacturer RPM International, but 
you’ve probably used one or more of its many familiar do-it-yourself brands—such as 

 New retail forms: Nordstrom’s Pop-In@
Nordstrom shops feature rotating themes, new and 
exclusive products, and brand partnerships that 
excite and intrigue customers.
Nordstrom
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Rust-Oleum paints, Plastic Wood and Dap fillers, Mohawk and Watco finishes, and Testors 
hobby cements and paints—all of which you can buy at your local Home Depot store. 
Home Depot is a very important customer to RPM, accounting for a significant share of 
its consumer sales. However, Home Depot’s sales of $83 billion are 18 times RPM’s sales 
of $4.6 billion. As a result, the giant retailer can, and often does, use this power to wring 
concessions from RPM and thousands of other smaller suppliers.24

Growth of Direct, Online, Mobile, and Social Media Retailing
Most consumers still make a majority of their purchases the old-fashioned way: They go to a 
store, find what they want, plunk down their cash or credit cards, and bring home the goods. 
However, consumers now have a broad array of nonstore alternatives, including direct and 
digital shopping via websites, mobiles apps, and social media. As we’ll discuss in Chapter 
17,  direct and digital marketing are currently the fastest-growing forms of marketing.

Today, thanks to advanced technologies, easier-to-use and enticing online sites and 
mobile apps, improved online services, and the increasing sophistication of search tech-
nologies, online retailing is thriving. In fact, although it currently accounts for only about 8 
percent of total U.S. retail sales, online buying is growing at a much brisker pace than retail 
buying as a whole. Last year’s U.S. online retail sales grew 14 percent over the previous 
year versus a 2.2 percent increase in overall retail sales.25

Retailer online sites, mobile apps, and social media also influence a large amount of in-
store buying. It’s estimated that more than half of total U.S. retail sales are either transacted 
directly or influenced by online research. And an estimated 15 percent of all online sales 
now take place on mobile devices. Retailers of all kinds rely on social media to engage their 
buyer communities. For example, whereas McDonald’s leads among retailers in Facebook 
Likes, Nordstrom is tops in Pinterest followers. Starbucks leads in Twitter followers. And 
Victoria’s Secret has the most YouTube subscribers and Instagram followers.26

The spurt in online, mobile, and social media retailing 
is both a blessing and a curse to store retailers. Although it 
gives them new channels for engaging and selling to cus-
tomers, it also creates more competition from online-only 
retailers. Many shoppers now check out merchandise at 
physical-store showrooms but then buy it online using a 
computer or mobile device, sometimes while in the store—a 
process called showrooming.  These days, 90 percent 
of smartphone-carrying shoppers use their phones while 
shopping in stores. And as many as half of all shoppers who 
buy products online check them out first at a traditional 
store.27 Store retailers such as Target, Walmart, Best Buy, 
Bed Bath & Beyond, and Toys“R”Us have been hit hard by 
showrooming.

Today, however, many store retailers are developing ef-
fective strategies to counter showrooming. Others are even 
embracing it as an opportunity to highlight the advantages 
of shopping in stores versus online-only retailers. The flip 
side of showrooming is webrooming, by which consumers 
first check out merchandise online, then buy it in a store. The 
key for store retailers is to convert showrooming shoppers 
into buyers when they visit the store.

The Need for Omni-Channel Retailing
The boundaries between in-store and online retailing are rapidly blurring. For most custom-
ers, it’s no longer a matter of deciding whether to shop in a store or to shop online. The  internet 
and digital devices have spawned a whole new breed of shopper and way of shopping. 
Today’s omni-channel buyers shift seamlessly across online and in-store channels throughout 
the buying process. They’ve gotten used to researching and buying anywhere, anytime—
whether it’s in the store, online, on the go, or even online while in the store. To meet the needs 
of these omni-channel buyers, store retailers must master omni-channel retailing, integrating 
store and online channels into a single shopper experience (see Real Marketing  13.2).

Showrooming
The shopping practice of coming into 
retail store showrooms to check out 
merchandise and prices but instead 
buying from an online-only rival, 
sometimes while in the store.

 Showrooming: The now-common practice of viewing products in 
stores but buying them online presents serious challenges to store 
retailers. But rather than fighting showrooming, retailers are now 
embracing it as a way to showcase their omni-channel strengths.
© Kumar Sriskandan/Alamy
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Athletic footwear and apparel giant Foot Locker has mastered omni-channel 
retailing. It skillfully integrates its in-store environment, high-powered websites, 
and extensive social media presence to create the seamless, anytime, anywhere, 
omni-channel shopping experience that today’s customers seek.
Luke Sharrett/Bloomberg/Getty Images; Image Source
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Shopping Experience

The shopping process has changed 
radically in recent years. Not all 
that long ago, shopping consisted 
mostly of going store to store—or 
perhaps flipping through catalogs—
to gather product information, make 
price comparisons, and purchase 

goods. That was then. Now—in this age of the 
internet, computers, smartphones, and other 
digital devices—shopping typically involves a 
dazzling array of channels and platforms.

Today’s omni-channel consumers readily 
research products and prices online, shop-
ping digitally from home, from work, in stores, 
or anywhere in between. They scour retailer 
websites and social media for buying ideas, 
inspiration, and advice. They might see prod-
ucts in stores and order them online, see 
products online then buy them in stores, or 
even buy goods online for in-store pickup. 
This massive shift in how people shop calls 
for massive changes in how store retail-
ers operate. Omni-channel buying calls for 
omni-channel retailing, integrating all available 
shopping channels and devices into a seam-
less customer shopping experience.

At first, as online and mobile shopping 
caught fire, store retailers worried about 
 showrooming—smartphone-wielding custom-
ers researching products online while examin-
ing them in stores, then jumping ship to catch 
lower online prices. But most store retailers 
have now adjusted to the showrooming threat 
with price-matching and other in-store tac-
tics. In fact, smart retailers now see phone-
toting customers not as a threat but as an 
opportunity.

For example, Best Buy has found that 
omni-channel shoppers have a higher-than-
average propensity to purchase. One study 
showed that shoppers who use mobile de-
vices in stores are almost twice as likely to 
purchase from the same retailer in-store or 
online than to buy elsewhere. “We love being 
used as the internet’s showroom,” says Best 
Buy’s CEO. Where Best Buy once fought 
showrooming, the chain now facilitates the 
process, converting showroomers into buy-
ers. Best Buy sales associates are trained 
to proactively cross-check prices against 
both their own and other retailer’s online of-
fers, including online retailers like Amazon. 
Employees can then price-match competi-
tors, putting the price question to rest and 
letting associates focus on areas where Best 
Buy has the advantage—such as personal 

advice and service, immediacy, convenient 
locations, and easy returns. Best Buy’s new 
tagline highlights this strategy: “Best Buy: 
Expert Service. Unbeatable Prices.”

Retailers have learned that shoppers with 
smartphones are doing far more than just 
checking online prices. More often, they are 
filling in the information gap. “The consumer 
has never been more informed, and that 
information comes from their phone,” says a 
senior marketer at outdoor-gear retailer REI. 
“We love when someone enters the store 
holding their phone saying, ‘I want this tent. 
I want this bike. Help me find this.’” This type 
of activity shows how digital and store retail-
ing can come together to make a sale, even 
without cutting price.

But omni-channel retailing goes way be-
yond just helping in-store customers as they 
cross-shop on digital devices. It requires care-
fully integrating the entire range of available 
shopping channels, both in-store and out, 
from discovery to purchase in the buying pro-
cess. For example, most large retailers are 
now boosting their own online and digital sell-
ing options and linking them with stores. One 
popular way to do that is by letting customers 
order online and pick up in the store. The 
“click-and-collect” experience merges the at-
tractions of digital and in-store shopping. For 

example, Walmart has upped its emphasis on 
in-store pickups. It tells customers that they 
can order from its Walmart.com site, often 
pick up items on the same day, avoid ship-
ping fees, and easily return items to the store 
if not satisfied. Customers now pick up half 
of all Walmart.com purchases in stores, often 
buying additional merchandise during the visit.

Some customers even use mobile to place 
online orders with a given retailer while visiting 
that retailer’s store. Ten percent of Walmart 
purchases via mobile devices are made from 
inside a Walmart store. GAP Inc.—which 
operates the GAP, Old Navy, and Banana 
Republic chains—actively promotes in-store 
online ordering. Sales associates with tablets 
help customers search company-wide store 
and online inventories to find out-of-stock 
items. “It gives the team in the store the full 
capability to . . . meet your needs without you 
having to go home and do it yourself,” says a 
Banana Republic marketer.

In addition to websites, omni-channel re-
tailers are integrating other digital shopping 
channels. Walmart, Target, Macy’s, and other 
major retailers offer handy mobile apps that 
pull customers to both their websites and 
stores, let them prepare shopping lists, help 
them locate merchandise inside stores, and, in 
Target’s case, send daily alerts and exclusive 
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discounts to their phones. Macy’s uses bea-
con technology, by which in-store sensors de-
tect opted-in customers as they enter a Macy’s 
store, welcome them via the Macy’s app on 
their phones, and pass along personalized 
shopping information and “only-for-you” deals.

Social media also play an important part 
in omni-channel retailing. Thirty percent of 
shoppers made purchases via social media 
last year, 44 percent discovered new prod-
ucts via social networks, and 49 percent 
made purchases based on referrals from so-
cial media. In turn, most large store retailers 
now use social media extensively to engage 
customers, build community, and link buyers 
to their websites and stores.

But simply creating a digital-friendly store, 
high-powered website, and extensive social 
media presence doesn’t constitute good 
omni-channel retailing. The key is to integrate 
these elements to create that critical seam-
less, anywhere, anytime, omni-channel shop-
ping experience that today’s customers seek. 
Consider athletic footwear and apparel giant 
Foot Locker, which operates several chains, 
including Foot Locker and Champs Sports:

Foot Locker has mastered omni-channel 
retailing. It now gets 12 percent of its sales 

 online, half of that from mobile buying, and its 
online sales are growing at an eye-popping 40 
percent annually. Its online and mobile efforts 
link seamlessly with store operations, offering 
options such as “buy online, ship from store” 
and “buy online, reserve in store” for pickup. 
And you’ll find Foot Locker everywhere in so-
cial media, with more than 150 million total 
followers across Instagram, Facebook, Snap-
chat, Twitter, YouTube, and Pinterest, where 
it builds customer community and pulls cus-
tomers to its online and store locations.

Foot Locker’s omni-channel prowess 
comes to life inside its Foot Locker, Champs 
Sports, and other stores. The chain gives 
sales associates the same mobile research 
capabilities that customers have. Tablets in 
hand, using online information about prod-

ucts and competitor offers, associates work 
with and educate customers. Foot Locker 
trains store employees to go beyond prices 
and engage customers in ways that add 
value through personal touches. With 3,500 
stores and Foot Locker’s own substantial on-
line presence, the store retailer can help cus-
tomers to shape almost any kind of shopping 
experience, including a broad choice of ser-
vice, payment, and delivery options not avail-
able from online-only retailers. Thanks to its 
omni-channel mastery, whereas other shoe 
and apparel retailers have had trouble fend-
ing off web-only sellers like online star Zap-
pos, Foot Locker is thriving in the new omni-
channel shopping environment. Over the past 
five years, the retailer’s sales have zoomed 47 
percent and profits have more than tripled.

Sources: “Total Retail 2015: Retailers and the Age of Disruption,” PwC, February 2015, accessed at www.pwc.
com/gx/en/retail-consumer/retail-consumer-publications/global-multi-channel-consumer-survey/assets/pdf/total-
retail-2015.pdf; Sarah Halzack, “Online or In-Store? How about a Little of Both?” Washington Post, November 28, 
2014, p. A01; Christine Birkner, “Good Tidings for Retail,” Marketing News, December 2014, p. 14; Laura Heller,  
“How Foot Locker Is Using Mobile to Reach Millennials,” FierceMobileRetail, August 4, 2014, www.fierceretail .com/
mobileretail/story/how-foot-locker-using-mobile-reach-millennials/2014-08-04; Brian Sozzi, “Foot Locker Transforming 
Its Stores as It Seeks to Keep Sales on Fire,” TheStreet, March 17, 2015, www.thestreet.com/story/13081277/1/
foot-locker-transforming-its-stores-as-it-seeks-to-keep-sales-on-fire.html; Matt Lindner, “Foot Locker Races to 
Over 40% Domestic Online Sales Growth in Q2,” Internet Retailer, August 21, 2015, www.internetretailer.
com/2015/08/21/foot-locker-races-over-40-domestic-online-sales-growth-q2; and www.footlocker-inc.com and 
www.footlocker.com, accessed October 2016.

An increasing share of the growth in online sales is being captured by omni-channel 
retailers who successfully merge the virtual and physical worlds. Physical store operators are 
experiencing considerable digital success, while online merchants—including Amazon—are 
expanding with showrooms, pop-up shops, and other ways of meeting shoppers face-to-face. 
“Omnichannel is the new reality for all retailers whether they engage or not. If you’re avail-
able where and when consumers look for you, great. If not, you lose to someone who is,” says 
an analyst. “Online-only retailers lack the high engagement that only the in-store experience 
can deliver. Offline-only retailers don’t deliver the comfortable and  information-browsing 
experience that consumers utilize to make their shopping itineraries.”28 

For example, Macy’s found that customers who shop across channels are eight times 
more valuable than those who shop in a single channel. Macy’s has become so committed to 
pushing beyond bricks-and-mortar—where it lately has been downsizing—that it opened an 
Idea Lab in San Francisco to produce new ideas on online shopping technology. And it has 
opened a giant 1.3 million-square-foot fulfillment center in Tulsa, Oklahoma, that can ship 
325,000 orders a day. Macy’s also recently introduced an image-search extension to its mobile 
application, and the retailer’s 300,000 followers can shop directly via Instagram. Macy’s even 
offers same-day delivery in 17 markets nationwide. Says the Chief Omnichannel Officer for 
Macy’s, “Our goal is to provide our shopper with the best experience in whatever way she 
chooses to interact with us: mobile, desktop, store, or all of them together.”29

Growing Importance of Retail Technology
As omni-channel shopping becomes the norm, retail technologies have become critically 
important as competitive tools. Progressive retailers are using advanced information tech-
nology and software systems to produce better forecasts, control inventory costs, interact 
electronically with suppliers, send information between stores, and even sell to customers 
within stores. They have adopted sophisticated systems for checkout scanning, RFID in-
ventory tracking, merchandise handling, information sharing, and customer interactions.

Perhaps the most startling advances in retail technology concern the ways in which 
retailers are connecting with consumers. As the surge in online and mobile shopping has 
changed retail customer behaviors and expectations, a wide range of store retailers are 
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merging the physical and digital worlds to create new-age experiential retailing environ-
ments. For example, at AT&T’s new flagship store in Chicago, customers can sit at any of 
dozens of stations, sampling the latest phone apps and electronic gadgetry. Enthusiastic, 
iPad-wielding associates mingle with customers, talking tech and dispensing hands-on help 
and advice. With 130 digital screens and an 18-foot video wall, every aspect of the open 
space is designed to engage customers about future wireless technologies and  services and 
let them experience the impact of AT&T’s devices and services on their lives. It’s “like walk-
ing into a website,” says AT&T’s president of retail.30

Many other advanced technologies are finding their way into retail showrooms. One 
is beacon technology, Bluetooth connections that greet and engage customers via their 
smartphones as they shop around in stores. For example, when opted-in customers enter 
a Macy’s store, a beacon signal wakes up an app on their smartphone or tablet, which wel-
comes them and alerts them to location-specific rewards, deals, discounts, and personal-
ized product recommendations within the store. The technology can also link in-store and 
at-home browsing; if the customer “likes” a specific product online, the app can remind 
them where to find it in the store, pop up a brief product video, and maybe pass along 
a for-you-only deal. The goal is to engage Macy’s tech-savvy and social customers as a 
trusted companion and to personalize their  in-store shopping experience.31

Other retailers are experimenting with virtual 
reality to enhance the in-store shopping experi-
ence.   For example, customers at North Face’s 
Manhattan store can don virtual-reality headsets that 
transport them to remote hiking, climbing, or even 
base-jumping locations where they can experience 
gutsy jumps off a 420-foot cliff, all while using North 
Face gear. Marriott guests can put on  virtual-reality 
goggles for up-close tours of destinations such as 
Hawaii or London. Intel has developed a “smart” 
dressing room in which shoppers can change outfits 
and colors with a wave of the hand. And automaker 
Audi is testing a virtual reality in dealer showrooms. 
Customers use iPads to select any Audi model and 
then customize each element, from engine type and 
wheels to paint color and interior seats. They then 
put on a headset and earphones to experience the 
sights and sounds of their customized car in virtual 
reality. They can move around the outside of the car, 
open the trunk and doors, check under the hood, and 
even sit in the driver’s seat. Although virtual reality 
technologies are difficult and expensive to implement 
now, they hold interesting promise for the future.32

Green Retailing
Today’s retailers are increasingly adopting environmentally sustainable practices. They 
are greening up their stores and operations, promoting more environmentally responsible 
products, launching programs to help customers be more responsible, and working with 
channel partners to reduce their environmental impact.

At the most basic level, most large retailers are making their stores more environmen-
tally friendly through sustainable building design, construction, and operations.  For 
example, under its “People & Planet Positive” sustainability strategy, home furnishings 
retailer IKEA’s long-term goal is to become 100 percent sustainable:33

The “People & Planet Positive” strategy begins with making IKEA’s 328 giant stores in 28 coun-
tries more energy independent and efficient. To power its stores, IKEA has committed to owning 
and operating 224 wind turbines and has installed 700,000 solar panels—90 percent of its U.S. 
stores have solar panels. By 2020, IKEA will generate as much energy as it uses from renewable 
sources. Inside its stores, IKEA uses only energy-efficient LED lighting. Most stores also sort food 
waste from in-store customer restaurants for composting or send it to treatment centers where it is 
turned into animal feed or biogas to fuel cars and buses. Some IKEAs offer customer recycling cen-
ters for products such as plastic, paper, CFL lightbulbs, batteries, and even end-of-life appliances.

 Retail technology: Retailers are experimenting with virtual reality to 
enhance the in-store shopping experience. At North Face’s Manhattan store, 
customers can don virtual-reality headsets that transport them to remote 
outdoor experiences, such as a gutsy jump off a 420-foot cliff.
The Washington Post / Contributor
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 Green retailing: Under its “People & 
Planet Positive” sustainability strategy, home 
furnishings retailer IKEA’s long-term goal 
is to become 100% sustainable, both in its 
operations and in the products it sells.
Used with the permission of Inter IKEA Systems B.V.

Retailers are also greening up their product assortments. For example, IKEA 
now sells only LED lighting products in its stores, and a growing proportion of 
the home furnishing products it sells are made from sustainable and renewable 
cotton, wood, and other resources. IKEA suppliers must adhere to the retailer’s 
IWAY supplier code of conduct sustainability standards. IKEA’s goal is have all of 
its home furnishings made from renewable, recyclable, or recycled materials. “At 
IKEA, sustainability is central to our business,” says the company, “to ensure that 
we have a positive impact on people and the planet.”

Many retailers have also launched programs that help consumers make more 
environmentally responsible decisions. Staples’s Easy on the Planet program 
“makes it easier to make a difference” by helping customers to identify green prod-
ucts sold in its stores and to recycle printer cartridges, mobile phones, computers, 
and other office technology products. Staples recycles some 30  million printer car-
tridges and 10 million pounds of old technology each year.34

Finally, many large retailers are joining forces with suppliers and distribu-
tors to create more sustainable products, packaging, and distribution systems. For 
example, Amazon.com works closely with the producers of many of the products 
it sells to reduce and simplify their packaging. And beyond its own substantial 
sustainability initiatives, Walmart wields its huge buying power to urge its army 
of suppliers to improve their environmental impact and practices. The retailer has 
even developed a worldwide Sustainable Product Index by which it rates suppli-
ers. It plans to translate the index into a simple rating for consumers to help them 
make more sustainable buying choices.

Green retailing yields both top- and bottom-line benefits. Sustainable prac-
tices lift a retailer’s top line by attracting consumers looking to support envi-
ronmentally friendly sellers and products. They also help the bottom line by 
reducing costs. For example, Amazon .com’s reduced-packaging efforts increase 
customer convenience and eliminate “wrap rage” while at the same time saving 
packaging costs. And IKEA’s more energy-efficient buildings not only appeal to 
customers and help save the planet but also cost less to operate.

Global Expansion of Major Retailers
Retailers with unique formats and strong brand positions are increasingly moving into 
other countries. Many are expanding internationally to escape saturated home markets. 
Over the years, some giant U.S. retailers, such as McDonald’s and Walmart, have become 
globally prominent as a result of their marketing prowess.

However, some U.S. retailers are still significantly behind Europe and Asia when it 
comes to global expansion. Although nine of the world’s top 20 retailers are U.S. compa-
nies, only six of these retailers have set up operations outside North America (Walmart, 
Home Depot, Walgreens, Amazon, Costco, and Best Buy). Of the 11 non-U.S. retailers in 
the world’s top 20, 10 have stores in at least 10 countries. Foreign retailers that have gone 
global include France’s Carrefour, Groupe Casino, and Groupe Auchan; Germany’s Metro, 
Lidl, and ALDI chains; Britain’s Tesco; and Japan’s Seven & I.35

International retailing presents challenges as well as opportunities. Retailers can face 
dramatically different retail environments when crossing countries, continents, and cul-
tures. Simply adapting the operations that work well in the home country is usually not 
enough to create success abroad. Instead, when going global, retailers must understand 
and meet the needs of local markets.

Wholesaling
Wholesaling includes all the activities involved in selling goods and services to those 
buying them for resale or business use. Firms engaged primarily in wholesaling activities 
are called wholesalers.

Wholesalers buy mostly from producers and sell mostly to retailers, industrial con-
sumers, and other wholesalers. As a result, many of the nation’s largest and most impor-
tant wholesalers are largely unknown to final consumers. For example, how much do you 
know about McKesson, the huge $179 billion diversified health-care-services provider and 

Wholesaling
All the activities involved in selling goods 
and services to those buying for resale  
or business use.

Wholesaler
A firm engaged primarily in wholesaling 
activities.

Author
Comment

Whereas retailers primarily 
sell goods and services 

directly to final consumers for personal 
use, wholesalers sell primarily to those 
buying for resale or business use. 
Because wholesalers operate behind 
the scenes, they are largely unknown 
to final consumers. But they are very 
important to their business customers.
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the nation’s leading wholesaler of pharmaceutical, health and beauty care, home health-
care, and medical supply and equipment products? Or how about wholesaler Arrow 
Electronics, which supplies $23 billion worth of computer chips, capacitors, and other elec-
tronics and computer components annually to more than 100,000 original equipment man-
ufacturers and commercial customers through a global network of more than 460 locations 
in 56 countries?  And you may never have heard of a company called Grainger, even 
though it is very well known and much valued by its more than 2 million business and in-
stitutional customers in more than 150 countries:36

Grainger may be the biggest market leader you’ve never heard of. It’s a $10 billion business 
that offers more than 1.5 million maintenance, repair, and operating (MRO) products from 4,800 
manufacturers to more than 2 million active customers. Through its branch network, service 
centers, sales reps, catalog, and online and social media sites, Grainger links customers with the 
supplies they need to keep their facilities running smoothly—everything from lightbulbs, clean-

ers, and display cases to nuts and bolts, motors, valves, power 
tools, test equipment, and safety supplies. Grainger’s nearly 
670 branches, 34 strategically located distribution centers, more 
than 25,000 employees, and innovative web and mobile sites 
handle more than 140,000 transactions a day. Grainger’s cus-
tomers include organizations ranging from factories, garages, 
and grocers to schools and military bases.

Grainger operates on a simple value proposition: to make 
it easier and less costly for customers to find and buy MRO sup-
plies. It starts by acting as a one-stop shop for products needed to 
maintain facilities. On a broader level, it builds lasting relationships 
with customers by helping them find solutions to their overall MRO 
problems. Acting as consultants, Grainger sales reps help buyers 
with everything from improving their supply chain management 
to reducing inventories and streamlining warehousing operations.

So, how come you’ve never heard of Grainger? Perhaps 
it’s because the company operates in the not-so-glamorous 
world of MRO supplies, which are important to every business 
but not so important to consumers. More likely, it’s because 
Grainger is a wholesaler. And like most wholesalers, it operates 
behind the scenes, selling mostly to other businesses.

Why are wholesalers important to sellers? For example, why would a producer use 
wholesalers rather than selling directly to retailers or consumers? Simply put, wholesalers 
add value by performing one or more of the following channel functions:

Selling and promoting. Wholesalers’ sales forces help manufacturers reach many small 
customers at a low cost. The wholesaler has more contacts and is often more trusted by 
the buyer than the distant manufacturer.
Buying and assortment building. Wholesalers can select items and build assortments 
needed by their customers, thereby saving much work.
Bulk breaking. Wholesalers save their customers money by buying in carload lots and 
breaking bulk (breaking large lots into small quantities).
Warehousing. Wholesalers hold inventories, thereby reducing the inventory costs and 
risks of suppliers and customers.
Transportation. Wholesalers can provide quicker delivery to buyers because they are 
closer to buyers than are producers.
Financing. Wholesalers finance their customers by giving credit, and they finance their 
suppliers by ordering early and paying bills on time.
Risk bearing. Wholesalers absorb risk by taking title and bearing the cost of theft, dam-
age, spoilage, and obsolescence.
Market information. Wholesalers give information to suppliers and customers about 
competitors, new products, and price developments.
Management services and advice. Wholesalers often help retailers train their salesclerks, im-
prove store layouts and displays, and set up accounting and inventory control systems.

Types of Wholesalers
Wholesalers fall into three major groups (see  Table 13.3): merchant wholesalers, brokers 
and agents, and manufacturers’ and retailers’ branches and offices. Merchant  wholesalers 
are the largest single group of wholesalers, accounting for roughly 50 percent of all 

Merchant wholesaler
An independently owned wholesale 
business that takes title to the 
merchandise it handles.

 Wholesaling: Many of the nation’s largest and most important 
wholesalers—like Grainger—are largely unknown to final consumers. 
But they are very well known and much valued by the business 
customers they serve.
TJP / Alamy Stock Photo
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 Table 13.3 | Major Types of Wholesalers

Type Description

Merchant wholesalers Independently owned businesses that take title to all merchandise handled. There are full-service 
wholesalers and limited-service wholesalers.

 Full-service wholesalers Provide a full line of services: carrying stock, maintaining a sales force, offering credit, making 
 deliveries, and providing management assistance. Full-service wholesalers include wholesale 
 merchants and industrial distributors.

  Wholesale merchants Sell primarily to retailers and provide a full range of services. General merchandise wholesalers 
carry several merchandise lines, whereas general line wholesalers carry one or two lines in great 
depth. Specialty wholesalers specialize in carrying only part of a line.

  Industrial distributors Sell to manufacturers rather than to retailers. Provide several services, such as carrying stock, 
 offering credit, and providing delivery. May carry a broad range of merchandise, a general line,  
or a specialty line.

 Limited-service wholesalers Offer fewer services than full-service wholesalers. Limited-service wholesalers are of  several types:

  Cash-and-carry wholesalers Carry a limited line of fast-moving goods and sell to small retailers for cash. Normally do not deliver.

   Truck wholesalers  
(or truck jobbers)

Perform primarily a selling and delivery function. Carry a limited line of semiperishable  merchandise 
(such as milk, bread, snack foods), which is sold for cash as deliveries are made to supermarkets, 
small groceries, hospitals, restaurants, factory cafeterias, and hotels.

  Drop shippers Do not carry inventory or handle the product. On receiving an order, drop shippers select  
a manufacturer, who then ships the merchandise directly to the customer. Drop shippers operate  
in bulk industries, such as coal, lumber, and heavy equipment.

  Rack jobbers Serve grocery and drug retailers, mostly in nonfood items. Rack jobbers send delivery trucks to 
stores, where the delivery people set up toys, paperbacks, hardware items, health and beauty 
aids, or other items. Rack jobbers price the goods, keep them fresh, set up point-of-purchase 
displays, and keep inventory records.

  Producers’ cooperatives Farmer-owned members that assemble farm produce for sale in local markets. Producers’ coop-
eratives often attempt to improve product quality and promote a co-op brand name, such as  
Sun-Maid raisins, Sunkist oranges, or Diamond nuts.

   Mail-order  
or web wholesalers

Send catalogs to or maintain websites for retail, industrial, and institutional customers  featuring 
jewelry, cosmetics, specialty foods, and other small items. Its primary customers are businesses 
in small outlying areas.

Brokers and agents Do not take title to goods. The main function is to facilitate buying and selling, for which they earn  
a commission on the selling price. Generally specialize by product line or customer type.

 Brokers Bring buyers and sellers together and assist in negotiation. Brokers are paid by the party who 
hired the broker and do not carry inventory, get involved in financing, or assume risk. Examples 
include food brokers, real estate brokers, insurance brokers, and security brokers.

 Agents Represent either buyers or sellers on a more permanent basis than brokers do. There are four types:

  Manufacturers’ agents Represent two or more manufacturers of complementary lines. Often used in such lines as   
apparel, furniture, and electrical goods. A manufacturer’s agent is hired by small  manufacturers 
who  cannot afford their own field sales forces and by large manufacturers who use agents to 
open new  territories or cover territories that cannot support full-time salespeople.

  Selling agents Have contractual authority to sell a manufacturer’s entire output. The selling agent serves as  
a sales department and has significant influence over prices, terms, and conditions of sale. Found 
in product areas such as textiles, industrial machinery and equipment, coal and coke, chemicals, 
and metals.

(Continued)
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wholesaling. Merchant wholesalers include two broad types: full-service wholesalers and 
limited-service wholesalers. Full-service wholesalers provide a full set of services, whereas 
the various limited-service wholesalers offer fewer services to their suppliers and customers. 
The different types of limited-service wholesalers perform varied specialized functions in 
the distribution channel.

Brokers and agents differ from merchant wholesalers in two ways: They do not take 
title to goods, and they perform only a few functions. Like merchant wholesalers, they 
generally specialize by product line or customer type. A broker brings buyers and sellers 
together and assists in negotiation. Agents represent buyers or sellers on a more perma-
nent basis. Manufacturers’ agents (also called manufacturers’ representatives) are the most 
common type of agent wholesaler. The third major type of wholesaling is that done in 
 manufacturers’ and retailers’ branches and offices by sellers or buyers themselves 
rather than through independent wholesalers.

Wholesaler Marketing Decisions
Wholesalers now face growing competitive pressures, more-demanding customers, new 
technologies, and more direct-buying programs on the part of large industrial, institu-
tional, and retail buyers. As a result, they have taken a fresh look at their marketing strat-
egies. As with retailers, their marketing decisions include choices of segmentation and 
targeting, differentiation and positioning, and the marketing mix—product and service 
assortments, price, promotion, and distribution (see  Figure 13.2).

Segmentation, Targeting, Differentiation, and Positioning Decisions
Like retailers, wholesalers must segment and define their target markets and differentiate 
and position themselves effectively—they cannot serve everyone. They can choose a target 
group by size of customer (for example, large retailers only), type of customer (convenience 
stores only), the need for service (customers who need credit), or other factors. Within the 
target group, they can identify the more profitable customers, design stronger offers, and 
build better relationships with them. They can propose automatic reordering systems, 
establish management-training and advisory systems, or even sponsor a voluntary chain. 
They can discourage less-profitable customers by requiring larger orders or adding service 
charges to smaller ones.

Broker
A wholesaler who does not take title to 
goods and whose function is to bring 
buyers and sellers together and assist in 
negotiation.

Agent
A wholesaler who represents buyers or 
sellers on a relatively permanent basis, 
performs only a few functions, and does 
not take title to goods.

Manufacturers’ and retailers’ 
branches and offices
Wholesaling by sellers or buyers 
themselves rather than through 
independent wholesalers.

Type Description

  Purchasing agents Generally have a long-term relationship with buyers and make purchases for them, often  receiving, 
inspecting, warehousing, and shipping the merchandise to buyers. Purchasing  
agents help clients obtain the best goods and prices available.

  Commission merchants Take physical possession of products and negotiate sales. Used most often in agricultural 
 marketing by farmers who do not want to sell their own output. Take a truckload of  commodities 
to a central market, sell it for the best price, deduct a commission and  
expenses, and remit the balance to the producers.

Manufacturers’ and retailers’ 
branches and offices

Wholesaling operations conducted by sellers or buyers themselves rather than operating through 
independent wholesalers. Separate branches and offices can be dedicated to either sales or 
purchasing.

 Sales branches and offices Set up by manufacturers to improve inventory control, selling, and promotion. Sales branches 
carry inventory and are found in industries such as lumber and automotive equipment and 
parts. Sales offices do not carry inventory and are most prominent in the dry goods and notions 
industries.

 Purchasing offices Perform a role similar to that of brokers or agents but are part of the buyer’s organization. Many 
retailers set up purchasing offices in major market centers, such as New York and Chicago.

 Table 13.3 | Major Types of Wholesalers (Continued)
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Marketing Mix Decisions
Like retailers, wholesalers must decide on product and service assortments, prices, promo-
tion, and place. Wholesalers add customer value though the products and services they offer. 
They are often under great pressure to carry a full line and stock enough for immediate 
delivery. But this practice can damage profits. Wholesalers today are cutting down on the 
number of lines they carry, choosing to carry only the more profitable ones. They are also 
rethinking which services count most in building strong customer relationships and which 
should be dropped or paid for by the customer. The key for companies is to find the mix of 
services most valued by their target customers.

Price is also an important wholesaler decision. Wholesalers usually mark up the cost 
of goods by a standard percentage and operate on small margins. As retail and industrial 
customers face increasing costs and margins pressures, they turn to wholesalers, looking 
for lower prices. Wholesalers may, in turn, cut their margins on some lines to keep impor-
tant customers. They may also ask suppliers for special price breaks in cases when they can 
turn them into an increase in the supplier’s sales.

Although promotion can be critical to wholesaler success, most wholesalers are not 
promotion minded. They have historically used largely scattered and unplanned trade 
advertising, sales promotion, personal selling, and public relations. Like other business-to-
business marketers, wholesalers need to make a team effort to sell, build, and service major 
accounts. Wholesalers also need to adopt some of the nonpersonal promotion techniques 
used by retailers. They need to develop an overall promotion strategy and make greater 
use of supplier promotion materials and programs.

Digital and social media are playing an increasingly important role in wholesaler 
promotion. For example, Grainger maintains an active presence on Facebook, YouTube, 
Twitter, LinkedIn, and Google+. It also provides a feature-rich mobile app. On its YouTube 
channel, Grainger lists more than 500 videos on topics ranging from the company and its 
products and services to keeping down inventory costs.

Finally, distribution (location) is important. Wholesalers must choose their locations, 
facilities, and other locations carefully. There was a time when wholesalers could locate in 
low-rent, low-tax areas and invest little money in their buildings, equipment, and systems. 
Today, however, as technology zooms forward, such behavior results in outdated systems 
for material handling, order processing, and delivery.

Instead, today’s large and progressive wholesalers have reacted to rising costs by 
investing in automated warehouses and IT systems. Orders are fed from the retailer’s in-
formation system directly into the wholesaler’s, and the items are picked up by mechanical 
devices and automatically taken to a shipping platform where they are assembled. Most 
large wholesalers use technology to carry out accounting, billing, inventory control, and 
forecasting. Modern wholesalers are adapting their services to the needs of target custom-
ers and finding cost-reducing methods of doing business. They are also transacting more 

Wholesale
marketing mix

Product and service 
assortment

Wholesale prices
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Distribution 
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Create value for targeted
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Why does this figure look so much
like Figure 13.1?  You guessed it.
Like retailers, wholesalers must
develop customer-driven marketing
strategies and mixes that create
value for customers and capture
value in return. For example,
Grainger helps its business
customers “save time and
money by providing them with the
right products and solutions to
keep their facilities up and running.”

 FIGURE | 13.2 
Wholesaler Marketing Strategies
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business online. For example, e-commerce is Grainger’s fastest-growing sales channel, 
making Grainger the 13th-largest online seller in the United States and Canada. Online and 
mobile purchasing now account for 40 percent of the wholesaler’s total sales.37

Trends in Wholesaling
Today’s wholesalers face considerable challenges. The industry remains vulnerable to one 
of its most enduring trends—the need for ever-greater efficiency. Tight economic condi-
tions have led to demands for even lower prices and the winnowing out of suppliers who 
are not adding value based on cost and quality. Progressive wholesalers constantly watch 
for better ways to meet the changing needs of their suppliers and target customers. They 
recognize that their only reason for existence comes from adding value, which occurs by 
increasing the efficiency and effectiveness of the entire marketing channel.

As with other types of marketers, the goal is to build value-adding customer relation-
ships. For example, consider Sysco, the $49 billion wholesale food distribution company 
that operates behind the scenes to supply more than 425,000 restaurants, schools, hospitals, 
colleges, and other commercial customers that prepare meals away from home.38

 Whether it’s a hot dog from Reliant 
Stadium in Houston, the original Italian 
sub from Jersey Mike’s, crab cakes from 
a Hilton Hotel, or a ham and cheese 
sandwich at the local hospital cafeteria, 
the chances are good that the ingredi-
ents were supplied by Sysco, the na-
tion’s top food supplier. Sysco supplies 
anything and everything needed to run 
an eating establishment, from boxes of 
seafood, chicken, and beef to 25-pound 
bags of rice or pasta to gallon jars of 
ketchup or salsa to boxes of plastic 
gloves and jugs of dishwashing deter-
gent. What makes Sysco so valuable to 
its customers is that it procures and de-
livers these supplies more dependably, 
efficiently, and cheaply than customers 
could ever hope to do on their own.

For example, Lowell’s, the iconic restaurant in Seattle’s Pike Place Market, procures almost 
all of its products conveniently through the Sysco Market online ordering system. Its orders are 
processed quickly and accurately at Sysco’s automated distribution center. Then, Lowell’s—by 
itself or with the help of Sysco sales associates and dispatchers—can track the location of indi-
vidual deliveries via the My Sysco Truck program. Sysco constantly seeks new ways to add more 
value and build trust, from product traceability for safety to sourcing products from local, small- 
to mid-sized farms, ranches, and processors to serve the needs of customers whose businesses 
are positioned on sustainability and community. In short, Sysco more than lives up to its motto: 
“Good things come from Sysco.”

The distinction between large retailers and large wholesalers continues to blur. 
Many retailers now operate formats such as wholesale clubs and supercenters that per-
form many wholesale functions. In return, some large wholesalers are setting up their 
own retailing operations. For example, SuperValu is the nation’s largest food wholesaler, 
and it’s also one of the country’s largest food retailers. About half of the company’s sales 
come from its Cub Foods, Save-A-Lot, Farm Fresh, Hornbacher’s, Shop ’n Save, and 
Shoppers stores.39

Wholesalers will continue to increase the services they provide to retailers—retail pric-
ing, cooperative advertising, marketing and management information services,  accounting 
services, online transactions, and others. However, both the more value-focused environ-
ment and the demand for increased services have put the squeeze on wholesaler profits. 
Wholesalers that do not find efficient ways to deliver value to their customers will soon 
drop by the wayside. Fortunately, the increased use of computerized, automated, and 
internet-based systems will help wholesalers contain the costs of ordering, shipping, and 
inventory holding, thus boosting their productivity.

 Giant food distribution wholesaler Sysco lives up to its “Good things come from Sysco” 
motto by procuring and delivering food and food service supplies more dependably, 
efficiently, and cheaply than customers could ever hope to do on their own.
Sysco Corporation



CHAPTER 13 | Retailing and Wholesaling   417

A retailer’s price policy must fit its target market and positioning, 
products and services assortment, and competition. Retailers 
use various combinations of the five promotion tools—advertis-
ing, personal selling, sales promotion, PR, and direct market-
ing—to reach consumers. Online, mobile, and social media tools 
are playing an ever-increasing role in helping retailers to engage 
customers. Finally, it’s very important that retailers select loca-
tions that are accessible to the target market in areas that are 
consistent with the retailer’s positioning.

OBJECTIVE 13-3  Discuss the major trends and 
developments in retailing.  (pp 405–411)

Retailers operate in a harsh and fast-changing environment, 
which offers threats as well as opportunities. Following years of 
good economic times, retailers have now adjusted to the new 
economic realities and more thrift-minded consumers. New retail 
forms continue to emerge. At the same time, however, different 
types of retailers are increasingly serving similar customers with 
the same products and prices (retail convergence), making dif-
ferentiation more difficult. Other trends in retailing include the rise 
of megaretailers; the rapid growth of direct, online, mobile, and 
social media retailing; the need for omni-channel retailing; the 
growing importance of retail technology; a surge in green retail-
ing; and the global expansion of major retailers.

OBJECTIVE 13-4  Explain the major types of 
wholesalers and their marketing decisions.  (pp 411–416)

Wholesaling includes all the activities involved in selling goods 
or services to those who are buying for the purpose of resale or 
business use. Wholesalers fall into three groups. First, merchant 
wholesalers take possession of the goods. They include full-
service wholesalers (wholesale merchants and industrial distribu-
tors) and limited-service wholesalers (cash-and-carry wholesal-
ers, truck wholesalers, drop shippers, rack jobbers, producers’ 
cooperatives, and mail-order wholesalers). Second, brokers and 
agents do not take possession of the goods but are paid a 
commission for aiding companies in buying and selling. Finally, 
manufacturers’ and retailers’ branches and offices are whole-
saling operations conducted by non-wholesalers to bypass the 
wholesalers.

Like retailers, wholesalers must target carefully and position 
themselves strongly. And, like retailers, wholesalers must decide 
on product and service assortments, prices, promotion, and 
place. Progressive wholesalers constantly watch for better ways 
to meet the changing needs of their suppliers and target custom-
ers. They recognize that, in the long run, their only reason for 
existence comes from adding value, which occurs by increasing 
the efficiency and effectiveness of the entire marketing channel. 
As with other types of marketers, the goal is to build value- 
adding customer relationships. 

OBJECTIVES REVIEW AND KEY TERMS

13  Reviewing and Extending the Concepts

Objectives Review
Retailing and wholesaling consist of many organizations bring-
ing goods and services from the point of production to the point 
of use. In this chapter, we examined the nature and importance 
of retailing, the major types of retailers, the decisions retailers 
make, and the future of retailing. We then examined these same 
topics for wholesalers.

OBJECTIVE 13-1  Explain the role of retailers in the 
distribution channel and describe the major types  
of retailers.  (pp 392–399)

Retailing includes all the activities involved in selling goods or 
services directly to final consumers for their personal, nonbusi-
ness use. Retailers play an important role in connecting brands 
to consumers in the final phases of the buying process. Shopper 
marketing involves focusing the entire marketing process on 
turning shoppers into buyers as they approach the point of sale. 
These days, shopper marketing and the “point of purchase” go 
well beyond in-store buying. Today’s buyers are omni-channel 
consumers who work across multiple channels as they shop. 
Thus, influencing consumers’ buying decisions calls for omni-
channel retailing, creating a seamless cross-channel buying 
experience that integrates in-store, online, and mobile shopping.

Retail stores come in all shapes and sizes, and new retail 
types keep emerging. Store retailers can be classified by the 
amount of service they provide (self-service, limited service, or full 
service), product line sold (specialty stores, department stores, 
supermarkets, convenience stores, superstores, and service 
businesses), and relative prices (discount stores and off-price 
retailers). Today, many retailers are banding together in corporate 
and contractual retail organizations (corporate chains, voluntary 
chains, retailer cooperatives, and franchise organizations).

OBJECTIVE 13-2  Describe the major retailer marketing 
decisions.  (pp 400–405)

Retailers are always searching for new marketing strategies to 
attract and hold customers. They face major marketing decisions 
about segmentation and targeting, store differentiation and posi-
tioning, and the retail marketing mix.

Retailers must first segment and define their target markets 
and then decide how they will differentiate and position them-
selves in these markets. Those that try to offer “something for 
everyone” end up satisfying no market well. By contrast, suc-
cessful retailers define their target markets well and position 
themselves strongly.

Guided by strong targeting and positioning, retailers must 
decide on a retail marketing mix—product and services assort-
ment, price, promotion, and place. Retail stores are much more 
than simply an assortment of goods. Beyond the products and 
services they offer, today’s successful retailers carefully orches-
trate virtually every aspect of the consumer store experience.  
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using their mobile devices without waiting in line. Selfycart’s 
technology continues to change, including a virtual shopping 
cart, shopping lists, historical purchase information, list sharing, 
and a coupon portal that virtually clips coupons. Selfycart also 

APPLICATIONS AND CASES

13-4  Does a business need agents and brokers? (AACSB: 
Communication; Reflective Thinking)

13-5  In January 2017, UK retailer Tesco bought the whole-
saler Booker. Why would they do this? (AACSB: 
Communication; Reflective Thinking)

OBJECTIVE 13-1
Retailing (p 392)
Retailer (p 392)
Shopper marketing (p 392)
Omni-channel retailing (p 393)
Specialty store (p 393)
Department store (p 393)
Supermarket (p 394)
Convenience store (p 395)
Superstore (p 395)
Category killer (p 395)

Service retailer (p 395)
Discount store (p 395)
Off-price retailer (p 396)
Independent off-price retailer (p 396)
Factory outlet (p 396)
Warehouse club (p 396)
Corporate chains (p 397)
Franchise (p 397)

OBJECTIVE 13-2
Shopping center (p 404)

OBJECTIVE 13-3
Showrooming (p 407)

OBJECTIVE 13-4
Wholesaling (p 411)
Wholesaler (p 411)
Merchant wholesaler (p 412)
Broker (p 414)
Agent (p 414)
Manufacturers’ and retailers’ branches 

and offices (p 414)

Key Terms

DISCUSSION AND CRITICAL THINKING

MyLab Marketing
Go to mymktlab.com to complete the problems marked with this icon .

Discussion Questions
13-1  Define omni-channel retailing and explain its connection 

to shopper marketing. (AACSB: Communication)

13-2  How would you describe the key elements of a workable 
retail marketing mix? (AACSB: Communication)

13-3  Distinguish between a warehouse club and a factory outlet. 
What is distinctive about them? (AACSB: Communication)

Critical Thinking Exercises
13-6  You need a new pair of jeans, and you have several 

retail options. From Table 13.1, choose three different 
major store retailer types and select a specific store for 
each type chosen. Visit each store and describe each 
store’s segmentation and positioning strategy and retail 
marketing mix—product, price, place, and promotion. 
How do the product assortments differ? What is each 
store’s pricing approach? What promotional tools are 
used? Discuss store locations. (AACSB: Communication; 
Reflective Thinking; Use of IT)

13-7  In a small group, present a plan for a new retail store. 
Who is the target market? Describe the merchandise, 
atmospherics, price points, services provided, location, 
and how you would promote your retail store. Describe 
how you will differentiate your store from competitors. 
(AACSB: Communication; Reflective Thinking)

13-8  Identify a retailer that is currently struggling. Discuss why 
it is having difficulties and suggest ways to turn things 
around. (AACSB: Communication; Reflective Thinking)

Online, Mobile, and Social Media Marketing Skipping the Checkout Line
The convenience of running to the store for a few grocery items 
can be hampered by long checkout lines. The creative geniuses at 
Selfycart solved this issue by developing an app that  allows shop-
pers to browse, scan, and pay for products in  participating stores 
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Marketing Ethics Footloose and Tax Free
In the United Kingdom, in the summer of 2013, there were mass 
protests against several global brands operating in the country. 
Starbucks, Google, Amazon, and Vodafone immediately came 
under fire. Shortly afterward, the Arcadia Group, Boots, and Fort-
num & Mason were singled out for attention. The reason: they 
were all avoiding paying UK taxes on UK sales. Everything they 
were doing was legal; however, it was tax avoidance, not tax eva-
sion. Starbucks, despite sales of almost $500 million, had paid no 
corporation tax. It was instead paying royalties to a Dutch sister 
company, buying coffee beans in Switzerland, and paying extor-
tionate interest on loans to other parts of the business. Meanwhile, 
Amazon, enjoying sales of $5.5 billion, had somehow contrived to 
pay less than $3 million in tax. Similarly, Google, with a turnover 
of $640 million, had paid under $10 million in tax. How is this 
legally achieved? The first tried-and-tested method is to locate 
facilities in low-tax jurisdictions, as when Starbucks located its 

coffee wholesaling business in Switzerland. Google’s UK opera-
tion is actually based in the Republic of Ireland and Bermuda. The 
second method is known as transfer pricing. By locating factories, 
services, and distribution in low-tax countries, the business is able 
to bill the subsidiary in a high-tax country. In effect, the money is 
siphoned out of the high-tax country into a low-tax one.

13-11  Why do global businesses use such strategies? Are the 
financial benefits greater than the loss in customer con-
fidence and trust? (AACSB: Communication; Reflective 
Thinking)

13-12  Consider the Marketplace Fairness Act of 2013, which 
would enable state governments in the United States 
to collect sales taxes from online retailers. Discuss the 
impact this act will have on small retailers. (AACSB: 
Communication; Ethical Reasoning; Reflective Thinking)

Marketing by the Numbers Inventory Management
Stock turnover is a way to measure stock performance. It is an 
indication of the number of times the stock has been replaced 
over a given period of time. This is a measurement of sales per-
formance too, as the higher the rate, the better the stock, and the 
business, is performing. If the rate is low, then the stock is taking 
some time to sell; as the business has cash tied up in the stock, 
its cash flow is affected. In order to work out stock turnover, it 
is necessary to calculate the value of the opening stock and the 
value of the closing stock over a period of time.

13-13  Refer to Appendix 2, “Marketing by the Numbers,” 
and determine the average stock of a business with 
an opening stock of $24,000 and a closing stock of 
$36,000. (AACSB: Communication; Analytical Thinking)

13-14  If a company has sold goods worth $210,000, what is 
the stock turnover ratio? Is this a good or bad ratio in 
your opinion? (Objective 3) (AACSB: Written and Oral 
Communication; Reflective Thinking)

 developed a daily deal section that offers discounts and special 
offers specific to each store. Selfycart will eventually introduce on-
line ordering so consumers can add products to a virtual shop-
ping cart, pay, and arrange store pickup at a specified time. Selfy-
cart continues to discover new ways to create value for its users. 
Suddenly, skipping the line is an extremely appealing prospect!

13-9  Investigate the Selfycart app. What benefits and chal-
lenges will stores face in introducing Selfycart or any 

other mobile checkout app? (AACSB: Communication; 
Use of IT; Reflective Thinking)

13-10  If Selfycart or a similar mobile checkout app was avail-
able at your grocery store, would you use it? What 
benefits would you gain by using this new technol-
ogy? Discuss the challenges you would face. (AACSB: 
Communication; Reflective Thinking)

Video Case Kmart
Once the leader in discount retailing, Kmart long ago took a back 
seat to Walmart, Target, and others discount chains. But recent 
efforts to provide value to customers through innovation show 
that the veteran retailer may still have its edge. To gain a competi-
tive one-up, Kmart started a unique program that combined the 
benefits of online and brick-and-mortar shopping. When an item 
that customers wanted to purchase was not in stock at one of its 
stores, Kmart would ship the item to the customer’s home for free.

To launch this program, Kmart unveiled an ad campaign that 
illustrated an uncharacteristic relevance to younger, tech-savvy 
customers. With the slight-of-mouth message that customers 
could “ship their pants” (or any of the other 65 million items in 
Kmart’s inventory) for free, the ad went viral. As a result, Kmart 

got its message out in spades, entertaining many while offending 
a few along the way.

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

13-15  Consider the retail marketing mix. How did Kmart dif-
ferentiate itself from other retailers with its free shipping 
program?

13-16  What kind of customer does the “Ship My Pants” cam-
paign target? How is this significant?

13-17  Discuss what will be the ultimate effects of this Kmart 
campaign.
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Outdoor-products megaretailer Bass Pro Shops has seemingly 
been breaking the rules of retail for more than 40 years, basking 
in the spoils as a result. With more than 90 retail stores through-
out the United States and Canada, the privately held Springfield, 
Missouri–based company reeled in $4.3 billion in revenues last 
year—nearly $50 million per store—making it the nation’s num-
ber-one outdoor-products retailer. Going against common retail 
wisdom, Bass Pro Shops stores are enormous and are packed 
to the rafters with overhead. Even more daring, the chain has 
achieved retail success by targeting customers who hate to shop. 
The typical Bass Pro Shops customer is a reclusive male out-
doorsman who yearns for the great outdoors but detests jostling 
crowds and shopping.

Over the past few decades, Bass Pro Shops has evolved from 
a popular mail-order catalog business into one of the nation’s 
hottest store retailers. Despite Bass Pro Shops often-remote 
locations, customers flock to its superstores to buy hunting, fish-
ing, and outdoor gear. Nearly 200 million people visited a Bass 
Pro Shops store last year—almost double the number that at-
tended games put on by the NFL, NBA, and MLB combined. In 
a true display of “destination retail,” customers drive an average 
of more than 50 miles to get to a Bass Pro Shops store (some 
drive hundreds of miles) and stay an average of 2 hours. Schools, 
churches, and senior centers even send people in by the busload.

Filling a Gap in the Market
So what explains Bass Pro Shops’s climb to the top? Bass Pro 
Shops’s ability to reel in hordes of otherwise reluctant shoppers 
to its stores is part of a double-hook strategy that dates back to 
the company’s beginning. First, each store guarantees a product 
assortment as wide as the Mississippi River and as deep as the 
Mariana Trench. In 1971, Johnny Morris—a tournament fisher-
man and avid outdoorsman—was frustrated by the lack of de-
cent fishing tackle in sporting goods stores. With the ink on his 
college diploma barely dry, he rented a U-Haul trailer and headed 
out on a cross-country road trip, filling the trailer with the latest 
and greatest in premium fishing tackle. Returning to Springfield, 
he set up shop in his father’s liquor store near Table Rock Lake. 
With that, Bass Pro Shops was born.

That first Bass Pro Shops store quickly outgrew his dad’s 
liquor store, and within a few years, Morris’s vision for what he 
wanted Bass Pro Shops to become began to take shape. At the 
time, the sporting goods retail sector was fragmented with lots of 
independent retail shops catering to different outdoor activities. 
To meet the needs of customers across the country, Bass Pro 
Shops printed its first catalog in 1974. The company’s catalog 
business has been a mainstay ever since.

At the same time, the company moved to fill a gap in brick-
and-mortar retail. With no national chain that could serve the 
outdoor-loving masses, Bass Pro Shops quickly moved beyond 
fishing, adding hunting, camping, outdoor cooking gear, outdoor 
footwear and apparel, and nature-themed gifts. During this ex-
pansion, Bass Pro Shops not only carried the leading national 
brands, it also developed a portfolio of store brands, including 
its first brand, Bass Tracker—the first and still-market-leading 
dedicated bass boat. By manufacturing and selling direct, Bass 
Pro Shops could not only pass on huge savings to customers, it 
could compete on price with just about any company.

As Bass Pro Shops grew rapidly throughout the 1970s, the 
second hook of its strategy solidified with the opening of the 
first Outdoor World showroom adjacent to its headquarters. 
From that day on, Bass Pro Shops became more than a chain 
of stores that sells lots of cool outdoors stuff—it became a place 
that provided engaging customer experiences for all who visited. 
Bass Pro Shops has now created what amounts to a natural 
history theme park for outdoor enthusiasts—the “Walt Disney 
World” of sporting goods.

Nature’s Theme Park
Take the store in Memphis, Tennessee, for example—Bass Pro 
Shops at the Pyramid. Former home of the Memphis Grizzlies, 
the 535,000-square-foot, 32-story glass-and-steel Pyramid now 
houses the largest Bass Pro Shops store. The store is dominated 
by various representations of wildlife, from the deer, duck, turkey, 
bear, bobcat, and wolf tracks imprinted in the concrete floors to 
the hand-painted murals from renowned artists depicting nature 
scenes reflecting local geography.

But the Pyramid brings wildlife to life in three dimensions. Each 
store features lifelike, museum-quality taxidermy animals in action 
poses—everything from prairie dogs, deer, elk, and caribou to 
brown bears, polar bears, musk oxen, and mountain goats—set 
in natural dioramas that make customers feel as though they’re 
on location in striking outdoor landscapes. And although the 
animals are stuffed, the Pyramid store boasts 600,000 gallons of 
water features stocked with live fish and other wildlife. Features 
include the cypress swamp with an 84,000-gallon alligator habi-
tat (live feedings every Saturday) surrounded by 100-foot-tall 
trees and the Live Duck Aviary with a four-pond multi-habitat 
home to five species of ducks.

The carefully orchestrated wildlife displays set the structure 
for what amounts to one of the most dynamic and captivating 
retail adventures in the world. Visitors can ride the nation’s tallest 
freestanding glass elevator to the Lookout, a breathtaking glass-
floored cantilevered observation deck at the top of the Pyramid. 
From there, they can survey the view outside the store as well 
as inside. And there is plenty to see inside, including the arcade 
shooting gallery, archery and pistol ranges, Beretta Fine  Gun 
Center, interactive Ducks Unlimited Waterfowling Heritage 
Center, and the 103-room Big Cypress Lodge.

Because visitors to Bass Pro Shops at the Pyramid often 
make a day of it, the store has two full-service restaurants 
on site, including Uncle Buck’s Fishbowl & Grill, one of six 
company-owned restaurant chains. Uncle Buck’s offers a nau-
tical-themed dining experience with a saltwater aquarium that 
weaves in and around the restaurant, offering diners full views 
of exotic and  tropical fish. And before or after the meal, diners 
can work up an appetite or work off calories in the Fishbowl’s 
13-lane ocean-themed bowling alley where the balls are returned 
through a shark’s gaping jaws.

Half the Size—All the Fun
Bass Pro Shops at the Pyramid is larger and more fantastic than 
any of the chain’s other stores. But each Outdoor World store is 
designed to shower shoppers with the same captivating experi-
ence. Most stores are just under 200,000 square feet—about the 

Company Case  Bass Pro Shops: Creating Nature’s Theme Park for People  
Who Hate to Shop



CHAPTER 13 | Retailing and Wholesaling   421

MyLab Marketing
Go to mymktlab.com for the following Assisted-graded writing questions:

13-23  What is retail convergence? Has it helped or harmed small retailers?
13-24  Describe the types of  shopping centers and identify specific examples in your 

community or a nearby city.

sales and losses. Falling victim to the intense competition from 
online vendors, Cabela’s was recently ranked by Forbes as 
the nation’s second-most troubled retail chain, trailing only the 
now-defunct Radio Shack. As Cabela’s has explored options 
to escape bankruptcy, the most prominent option at this point 
appears to be selling the company—to Bass Pro Shops. That’s 
right. The  number-two outdoor retailer is currently entertaining an 
offer from number one. And if it goes through, Bass Pro Shops 
would not only double in size (the two chains rarely have stores 
in the same market), it would gain economy-of-scale advantages 
including cost savings and greater leverage with manufacturers.

But even if the acquisition of Cabela’s doesn’t pan out, Bass 
Pro Shops will keep doing what it has been doing for decades—
wowing customers with the unsurpassed retail experience of its 
nature theme parks. “People spend time there when they go,” 
Morris says of Bass Pro Shops stores. “They can’t wait to see 
what’s around the next aisle. It’s an experience. It’s about creat-
ing memories. It’s about being with friends and family. It’s about 
having fun.”

Questions for Discussion
13-18  Define Bass Pro Shops’s targeting strategy. Does the 

chain provide a truly differentiated experience?

13-19  Describe how Bass Pro Shops became the nation’s 
leading outdoor retailer based on the retail marketing 
mix.

13-20  In terms of the major types of retailers, how would you 
classify Bass Pro Shops?

13-21  Why is Bass Pro Shops succeeding while Cabela’s is 
floundering?

13-22  Is it a good idea for Bass Pro Shops to acquire 
Cabela’s? Explain.

Sources: Sean McCoy, “Mega-Outdoors? Bass Pro, Cabela’s Merger 
May Be on Horizon,” Gear Junkie, May 31, 2016, https://gearjunkie.com/
bass-pro-shops-cabelas-acquisition; Liyan Chen, “Next RadioShack? 
Here Are the Most Troubled Retails Stores,” Forbes, February 10, 2015, 
www.forbes.com/sites/liyanchen/2015/02/10/next-radioshack-here-are-
the-most-troubled-retail-stocks/#7d35e34dbc44; “Cabela’s May Have 
a New Suitor,” Fortune, April 20, 2016, www.fortune.com/2016/04/20/
cabelas-suitor-goldman-sachs/; Lee Tolliver, “Money Hasn’t Changed 
Humble Bass Pro Founder,” The Virginian-Pilot, January 16, 2011, www.
pilotonline.com/sports/outdoors/money-hasn-t-changed-humble-bass-
pro-founder/article_939a1378-026d-517b-9875-dd01ddc69b8e.html; 
and www.basspro.com/webapp/wcs/stores/servlet/CFPageC?appID=9
4&storeId=10151&catalogId=10051&langId=-1&tab=3, www.tripadvisor.
com, and www.basspro.com, accessed September 2016.

size of the average Walmart Supercenter—with only one restau-
rant and no hotel. But the rest of the Bass Pro Shops formula 
plays out in magnificent splendor across its many North American 
outlets. One mother sums up the Bass Pro Shops experience 
this way:

We recently had a visiting family group that included two 5-year-
olds. They thoroughly enjoyed our trip to Bass Pro Shops! It’s half 
retail store and half wildlife museum. There was plenty to see for 
any outdoor sports enthusiast. The kids loved seeing real fish and 
ducks, as well as plenty of inanimate displays. There were boats 
they could sit on and “trees” they could hide in. The store includes 
a restaurant. They offer plenty of merchandise for every budget, 
but you don’t really have to spend money to enjoy the visit. Highly 
recommended!

With its retail design that builds theater and entertainment into 
every store, Bass Pro Shops is not only a haven for the reluctant 
male outdoorsman, it’s enjoyable for everyone else. “First off, I 
am not an outdoor person so Bass Pro isn’t a shop for me,” says 
a recent store visitor. “That being said, I loved this store. I felt like 
I was in a museum and aquarium.”

Bass Pro Shops provides even more reasons to visit, with var-
ious special events such as Family Summer Camp, Professional 
Bull Riders Event, Fall Hunting Classic, and Halloween Bass Pro 
Style. Each event is filled with demonstrations and activities, 
including fishing and hunting seminars featuring national and 
local experts. But no other Bass Pro Shops event compares to 
Santa’s Wonderland, a six-week extravaganza that transforms 
each Bass Pro Shops outlet into a veritable Christmas village 
featuring rustic cabins, moving model trains, animated Christmas 
characters, interactive talking caribou, and live elves set among 
snow-covered hills and illuminated Christmas trees. Kids can 
hang out in the play zone and get their hands on old-time model 
trains, RC trucks, slot cars, and both laser and foam-dart guns. 
Families can spend time at various activity tables and make 
decorations and crafts to take home. They can also enjoy one of 
various seasonal goodies. And, of course, Santa’s Wonderland 
wouldn’t be complete without a visit from the jolly old elf himself, 
the event’s main feature that includes a free studio-quality photo.

As amazing as Bass Pro Shops’s retail design is, the com-
pany is not alone in its approach to marketing the great out-
doors. Nebraska-based Cabela’s started its own operations just 
before Bass Pro Shops. Cabela’s has almost as many stores and 
pulls in nearly as much revenue. The Cabela’s retail experience is 
nearly identical to that of Bass Pro Shops, down to the aquari-
ums, animal-filled dioramas, and shooting galleries.

However, the two chains have at least one major differ-
ence: Whereas Bass Pro Shops is thriving, Cabela’s long and 
successful run has been dogged in recent years by declining 



In this and the next three chapters, we’ll examine the 
last of the marketing mix tools—promotion. Companies 
must do more than just create customer value. They 
must also clearly and persuasively communicate that 
value. Promotion is not a single tool but rather a mix of 

several tools. Ideally, under the concept of integrated marketing 
communications, a company will carefully coordinate these promo-
tion elements to engage customers and build a clear, consistent, 
and compelling message about an organization and its products.

We’ll begin by introducing the various promotion mix tools. 
Next, we’ll examine the rapidly changing communications 
 environment—especially the addition of digital, mobile, and social 
media—and the need for integrated marketing communications. 
Finally, we discuss the steps in developing marketing communi-
cations and the promotion budgeting process. In the next three 

chapters, we’ll present the specific marketing communications 
tools: advertising and public relations (Chapter 15); personal sell-
ing and sales promotion (Chapter 16); and direct, online, mobile, 
and social media marketing (Chapter 17).

Let’s start by looking at a good integrated marketing com-
munications campaign. In the fiercely competitive snack and 
candy industry, where well-established brands are fighting for 
survival, the inspired-yet-durable Snickers “You’re not you when 
you’re hungry” campaign has given the iconic brand new life. No 
matter where you see the message—on TV, on a mobile screen, 
in a friend’s post, or even on a Snickers candy bar wrapper—the 
imaginative campaign clearly and consistently drives home the 
brand’s “Snickers satisfies” and “You’re not you when you’re hun-
gry” positioning in an engaging and memorable way. It has also 
made Snickers the world’s leading sweet snack.

SNICKERS: “You’re Not You When You’re Hungry”

The enduring Snickers “You’re not you 
when you’re hungry” integrated marketing 
communications campaign clearly and 
consistently drives the brand’s “Snickers 
satisfies” positioning in an engaging 
and memorable way, helping to make 
Snickers the world’s leading sweet snack.

Engaging Consumers and 
Communicating Customer Value
Integrated Marketing Communication Strategy

for of a long-running, highly successful integrated marketing 
communications campaign that has propelled Snickers to the top 
of the global confectionary market.

Every great marketing communications campaign starts 
with a unique brand message, something that sets the brand 

apart. For  decades, Mars has posi-
tioned Snickers on one overriding 
brand attribute: Snickers is satis-
fying. Heartier than most candy 
bars, Snickers combines ingredients 
like chocolate, nougat, and caramel 
with the protein power of peanuts. 
The “Snickers satisfies” tagline em-
phasizes the bar’s stomach- filling 
properties. Before the current cam-
paign, Snickers pitched the bar to 

young athletic males as a meal alternative. One classic print ad, 
for example, showed an approving mother sending her son off to 
football practice with a Snickers bar.

But by the early 2000s, Snickers was in a rut. Its position-
ing had grown stale; its sales and market share had flattened. 

I t all started with a now-classic Snickers ad in the 2010 
Super Bowl. In the ad, during a neighborhood pickup 
football game, octogenarian Golden Girl Betty White 
appeared as a football player who was “playing like 

Betty White”—that is, very poorly. But after biting into 
a Snickers bar, she morphed back 
into a young, athletic footballer 
who played more like his usual 
self. The ad ended with the now-
familiar slogan “You’re not you 
when you’re hungry” followed 
by the tagline “Snickers satisfies.”

The Betty White ad generated 
tremendous buzz, reinvigorating 
the then-stagnant Snickers candy 
bar brand. According to Nielsen, 
it was the “best-liked spot” of that year’s Super Bowl, and it 
achieved the highest score on the USA Today Ad Meter rankings. 
The ad went viral, racking up tens of millions of views online and 
earning seemingly endless media attention. The “You’re not you 
when you’re hungry” slogan went on to become the cornerstone 
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The brand needed a new creative concept— 
something that would rejuvenate Snickers and 
broaden its market appeal. Rather than abandoning 
its established positioning, however, Mars extended 
it with the fresh new “You’re not you when you’re 
hungry” theme. So while “Snickers satisfies” re-
mains the brand’s baseline positioning, “You’re not 
you” is the creative “big idea” that now brings the 
positioning to life in a clever and  engaging way.

“You’re not you when you’re hungry” taps into 
a powerful and universal emotional appeal— hunger. 
It reaches a broad market. Almost everyone can re-
late to how being hungry changes who you are. The 
positioning is as powerful for women as for men; 
for older generations as for younger ones; for of-
fice workers, factory workers, or students. It works 
across global cultural lines. Finally, the “You’re not 
you” theme lends itself to no end of imaginative and 
entertaining ads and executions across varied media 
platforms.

From that first Betty White Super Bowl ad, the 
“You’re not you” campaign has spawned a host of creative 
ads in more than 80 countries. One memorable TV ad fea-
tured the late Robin Williams as a football coach instructing 
his team to “kill them—with kindness” by making bal-
loon animals and tea cosies. Then there was the Snickers 
Brady Bunch ad for Super Bowl XLIX in which roughneck 
Danny Trejo portrayed a snarling Marcia and quirky Steve 
Buscemi played a disgruntled Jan. That ad ranked third-
highest among that year’s Super Bowl ads in terms of earned 
impressions and went on to win a first-ever Super Clio 
(the Academy Awards of advertising). During Super Bowl 
50,  another Snickers ad mimicked the iconic photo shoot 
featuring Marilyn Monroe in a white dress standing over a 
breezy subway grate—only this time, the updraft revealed 
grumpy-faced Willem Dafoe’s bony legs and tighty-whiteys. 
That ad pulled in more than 11 million views on the Snickers 
YouTube channel alone.

The “You’re not you” campaign also works well in 
print. One print ad shows three sprinters in start position 
on a track, one of them facing the wrong direction. Another 
shows four soccer players in position to block a free kick, all 
with their cupped hands protecting important body parts 
save one who is unguarded, hands above his head with his 
jersey pulled over his face. Still another ad gets the point 
across without  using humans at all. In a reversal of roles, 
it shows a zebra in hot pursuit of a lion. Each simple visual 
is accompanied by a cross-section of a Snickers bar and 
the phrase “You’re not you when you’re hungry. Snickers 
satisfies.”

Beyond TV and print ads, the “You’re not you” campaign 
is fully integrated across a range of digital, mobile, positional, 

The Snickers “You’re not you when you’re hungry” mantra taps into a powerful 
and universal emotional appeal—hunger. Everyone can relate to how being 
hungry changes who you are.
Judy Unger/Alamy Stock Photo

and other media, even packaging. Snickers’s current “Hunger 
Bar” wrappers directly reinforce the campaign message, with 
labels containing mood descriptors such as Cranky, Loopy, 
Spacey, Whiny, Snippy, Curmudgeon, Goofball, and Drama 
Mama. Snickers urges customers to call out contrarian-acting 
friends with an appropriately labeled Snickers bar. Mars 
even created a clever two-minute mini-reality show video 
highlighting a Snickers hotline operator who dispatches bike 
messengers to deliver the wrappers to deserving candidates.

The Snickers “You’re not you when you’re hungry” cam-
paign’s numerous digital elements are designed to engage 
customers and trigger consumer-generated content. For ex-
ample, a recent “Snap a Selfie with your Snickers Bar” contest 
invites the brand’s more than 11 million Facebook followers 
to share photos of “who R U when U R hungry”—the winner 
will receive $100,000 and his or her own personalized Snickers 
bars. A Snickers “You’re Not YouTube” campaign signed up 13 
influential YouTubers, with a combined following of 7 million 
subscribers, to illustrate their own “You’re not you” moments. 
Snickers also ran a YouTube contest inviting fans to submit 
their own photos, videos, or memes and to share them socially 
with #EatASnickers.

In yet another digital campaign, this one in the United 
Kingdom, British celebrities posted four “out-of-character” 
tweets—such as professional soccer player Rio Ferdinand 
tweeting “Really getting into knitting!!!” or glamor model 
Katie Price tweeting “Large scale quantitative easing could 
distort liquidity of government bond market”—followed by a 
fifth tweet promoting Snickers bars and quoting the campaign 
slogan #yourenotyouwhenyourehungry. Such digital efforts ef-
fectively engage and entertain the brand’s digitally savvy fans 
while reinforcing the Snickers mantra.
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BUILDING GOOD CUSTOMER RELATIONSHIPS calls for more than just 
developing a good product, pricing it attractively, and making it available to target 
customers. Companies must also engage consumers and communicate their value proposi-
tions to customers, and what they communicate should not be left to chance. All com-
munications must be planned and blended into carefully integrated programs. Just 
as good communication is important in building and maintaining any other kind of 
relationship, it is a crucial element in a company’s efforts to engage customers and build 
profitable customer relationships.

The Promotion Mix
A company’s total promotion mix—also called its marketing communications mix—
consists of the specific blend of advertising, public relations, personal selling, sales promo-
tion, and direct marketing tools that the company uses to engage consumers, persuasively 

Promotion mix (marketing 
 communications mix)
The specific blend of promotion tools 
that the company uses to persuasively 
communicate customer value and build 
customer relationships.
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Despite its diversity, no matter what the platform—whether 
print or packaging or TV, laptop, and mobile screens or something 
else—the Snickers campaign is much more than just a scattered 
collection of clever content. What makes the campaign so power-
ful is that all its pieces are carefully integrated under the brand’s 
“Snickers satisfies” and “You’re not you when you’re hungry” 
positioning. The message strikes a core human emotion—that 
you’re likely to get a little out of sorts when you haven’t eaten for 
a while—in an engaging and memorable way. No matter where 
you are in the world or how you receive the message, the cam-
paign delivers a clear and consistent brand message.

Thus, after more than six years, the popular Snickers 
“You’re not you” campaign is still packing energy. Prior to 

the campaign, Snickers was losing market share. However, 
not long after Betty White made her Super Bowl debut, 
Snickers surpassed Mars’s own M&Ms to become the plan-
et’s best-selling candy, a position it still holds today. With 
an expanded lineup that now includes Snickers Almond, 
Snickers Peanut Butter Squared, Snickers Bites, and Snickers 
Ice Cream bars, the $3.5 billion Snickers brand now contrib-
utes more than 10 percent of giant Mars, Inc.’s total annual 
revenues. Thanks in large part to the innovative “You’re not 
you when you’re hungry” integrated marketing communica-
tions campaign, the brand’s long-standing claim holds truer 
than ever for both the company and its customers: “Snickers 
satisfies.”1

The promotion mix is the 
marketer’s bag of tools 

for engaging and communicating with 
 customers and other stakeholders. To 
deliver a clear and compelling  message, 
each tool must be carefully coordinated 
under the concept of integrated 
marketing communications (IMC).
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Comment



CHAPTER 14 | Engaging Consumers and Communicating Customer Value   425

communicate customer value, and build customer relationships. The five major promotion 
tools are defined as follows:2

Advertising. Any paid form of nonpersonal presentation and promotion of ideas, 
goods, or services by an identified sponsor.
Sales promotion. Short-term incentives to encourage the purchase or sale of a prod-
uct or service.
Personal selling. Personal customer interactions by the firm’s sales force for the pur-
pose of engaging customers, making sales, and building customer relationships.
Public relations (PR). Building good relations with the company’s various publics 
by obtaining favorable publicity, building up a good corporate image, and handling or 
heading off unfavorable rumors, stories, and events.
Direct and digital marketing. Engaging directly with carefully targeted individual 
consumers and customer communities to both obtain an immediate response and 
build lasting customer relationships.

Each category involves specific promotional tools that are used to communicate with 
customers. For example, advertising includes broadcast, print, online, mobile, outdoor, and 
other forms. Sales promotion includes discounts, coupons, displays, demonstrations, and 
events. Personal selling includes sales presentations, trade shows, and incentive programs. 
Public relations includes press releases, sponsorships, events, and webpages. And direct and 
digital marketing includes direct mail, email, catalogs, online and social media, mobile mar-
keting, and more.

At the same time, marketing communication goes beyond these specific promotion 
tools. The product’s design, its price, the shape and color of its package, and the stores that 
sell it—all communicate something to buyers. Thus, although the promotion mix is the 
company’s primary engagement and communications activity, the entire marketing mix—
promotion and product, price, and place—must be coordinated for greatest impact.

Integrated Marketing Communications
In past decades, marketers perfected the art of mass marketing: selling highly standardized 
products to masses of customers. In the process, they developed effective mass-media com-
munication techniques to support these strategies. Large companies now routinely invest 
millions or even billions of dollars in television, magazine, or other mass-media advertis-
ing, reaching tens of millions of customers with a single ad. Today, however, marketing 
managers face some new marketing communications realities. Perhaps no other area of 
marketing is changing so profoundly as marketing communications, creating both exciting 
and challenging times for marketing communicators.

The New Marketing Communications Model
Several major factors are changing the face of today’s marketing communications. First, 
consumers are changing. In this digital, wireless age, consumers are better informed and 
more communications empowered. Rather than relying on marketer-supplied information, 
they can use the internet, social media, and other technologies to find information on their 
own. They can connect easily with other consumers to exchange brand-related information 
or even create their own brand messages and experiences.

Second, marketing strategies are changing. As mass markets have fragmented, market-
ers are shifting away from mass marketing. More and more, they are developing focused 
marketing programs designed to engage customers and build customer relationships in 
more narrowly defined micromarkets.

Finally, sweeping advances in digital technology are causing remarkable changes in 
the ways companies and customers communicate with each other. The digital age has 
spawned a host of new information and communication tools—from satellite and cable 
television systems to smartphones and tablets to the many faces of the internet (brand 
websites, email, blogs, social media and online communities, the mobile web, and so much 

Advertising
Any paid form of nonpersonal 
presentation and promotion of ideas, 
goods, or services by an identified 
sponsor.

Sales promotion
Short-term incentives to encourage 
the purchase or sale of a product 
or a service.

Personal selling
Personal presentation by the firm’s 
sales force for the purpose of engaging 
customers, making sales, and building 
customer relationships.

Public relations (PR)
Building good relations with the company’s 
various publics by obtaining favorable 
publicity, building up a good corporate 
image, and handling or heading off 
unfavorable rumors, stories, and events.

Direct and digital marketing
Engaging directly with carefully targeted 
individual consumers and customer 
communities to both obtain an immediate 
response and build lasting customer 
relationships.

Integrated marketing 
 communications—IMC—is a 

really hot topic these days. No other area 
of marketing is changing so quickly and 
profoundly. A big part of the reason is 
the huge surge in customer engagement 
through digital media—online, mobile, 
and social media marketing.
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more). Just as mass marketing once gave rise to a new generation of mass-media commu-
nications, the new digital and social media have given birth to a more targeted, social, and 
engaging marketing communications model.

Although network television, magazines, newspapers, and other traditional mass me-
dia remain very important, their dominance is declining. In their place, advertisers are now 
adding a broad selection of more-specialized and highly targeted media to engage smaller 
customer communities with more personalized, interactive content. The new media range 
from specialty cable television channels and made-for-the-web videos to online ads, email 
and texting, blogs, mobile catalogs and coupons, and a burgeoning list of social media. 
Such new media have taken marketing by storm.

Some advertising industry experts even predict that the old mass-media communica-
tions model will eventually become obsolete. Mass-media costs are rising, audiences are 
shrinking, ad clutter is increasing, and viewers are gaining control of message exposure 
through technologies such as video streaming or DVRs that let them skip disruptive tele-
vision commercials. As a result, the skeptics suggest, marketers are shifting ever-larger 
portions of their marketing budgets away from old-media mainstays and moving them to 
online, social, mobile, and other new-age media.

In recent years, although TV remains a potent advertising medium that captures a 
third or more of total advertising spending, its growth has slowed or declined. Ad spend-
ing in magazines, newspapers, and radio has also lost ground. Meanwhile, spending in 
digital media has surged. Growing at a rate of 15 percent a year, total digital ad spend-
ing is expected to pass TV spending this year. By 2020, digital media will capture an 
estimated 45 percent of all ad spending compared with TV’s 33 percent. By far the fastest-
growing digital category is mobile, which grew 38 percent last year and will account for an 
 estimated 74 percent of all digital ad spending by 2020.

More and more, large advertisers—from Nike and P&G to Unilever—are moving to-
ward a “digital-first” approach to building their brands. For example, Unilever, one of the 
world’s largest advertisers, now spends as much as one-quarter of its $8 billion global mar-
keting budget on digital media. In countries such as the United States and China, digital 
media account for closer to 50 percent of its marketing budget.3

Some marketers now rely almost entirely on digital and social media.  For example, 
eco-friendly household products maker Method employs a full but mostly digital promo-
tional campaign themed “Clean happy”:4

Method is known for offbeat campaigns using slogans like “People against dirty” and “For the love 
of clean.” But the most notable thing about the “Clean happy” campaign is that it at first used zero 
ads in traditional media like TV or magazines. Instead, the centerpiece of the campaign was brand 
videos aired only on YouTube and on the Method Facebook page. The  campaign also employed on-
line media ads as well as a major presence in social media that included, in addition to YouTube and 

Facebook, the Method Twitter feed and blogs. The “Clean 
happy” campaign fit both Method’s personality and its 
budget. Method is the kind of grassroots brand that ben-
efits from social media–type word of mouth. Moreover, 
“Clean happy” ran a first-year budget of only about $3.5 
million, compared with the whopping $150 million or so 
that rival P&G might spend just to bring out a single new 
product, such as Tide Pods detergent packets.

Method ran the digital-only campaign for a full year 
before beginning to bring it to TV. Even now, the “Clean 
happy” campaign relies heavily on digital and social media, 
supported only by carefully targeted regional cable TV in 
selected markets. More recent campaign installments include 
“Life’s Messy Moments,” a romantic comedy–style series of 
TV and online ads and other social media content that follow 
a young couple and their relatable messes from their first kiss 
to first kid to a clean, happy ending. To kick off the campaign 
on Facebook, Method hosted a photo contest called Clean 
Happy Awards, asking fans to submit their best pet, kid, and 
party messes. “We’re embracing this grassroots movement,” 
says a Method ad executive. “When you don’t have 150 mil-
lion bucks, that’s what you have to do.”

 The new marketing communications model: Method’s successful and 
long-running “Clean happy” campaign began as an online-only effort and still 
relies heavily on digital and social media, supported only by carefully targeted 
regional cable TV ads in selected markets.
Method Products PBC
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In the new marketing communications world, rather than using old approaches that 
interrupt customers and force-feed them mass messages, new media formats let marketers 
reach smaller communities of consumers in more engaging ways. For example, think about 
television viewing these days. Consumers can now watch their favorite programs on just 
about anything with a screen—on televisions but also laptops, smartphones, or tablets. 
And they can choose to watch programs whenever and wherever they wish, often without 
commercials. Increasingly, some programs, ads, and videos are being produced only for 
online viewing.

Despite the shift toward digital media, however, traditional mass media still capture a 
sizable share of the promotion budgets of most major marketing firms, a fact that probably 
won’t change quickly. Thus, rather than the old-media model collapsing completely, most 
marketers foresee a shifting mix of both traditional mass media and online, mobile, and 
social media that engage more-targeted consumer communities in a more personalized 
way. In the end, regardless of the communications channel, the key is to integrate all of 
these media in a way that best engages customers, communicates the brand message, and 
enhances the customer’s brand experiences.

As the marketing communications environment shifts, so will the role of  marketing 
communicators. Rather than just creating and placing “TV ads” or “print ads” or 
“Snapchat branded story ads,” many marketers now view themselves more broadly as 
content marketing managers. As such, they create, inspire, and share brand messages 
and conversations with and among customers across a fluid mix of paid, owned, earned, and 
shared communication channels. These channels include media that are both traditional 
and new as well as controlled and not controlled. It’s not just  advertising anymore, notes 
one ad agency executive. “It’s about [communications] context and channels now, rather 
than just the message itself. It’s about mapping the customer journey to start a conversa-
tion with consumers, one that leads to engagement, purchase, loyalty, and advocacy at dif-
ferent touchpoints against this integrated journey.”5

The Need for Integrated Marketing Communications
The shift toward a richer mix of media and content approaches poses a problem for 
marketers. Consumers today are bombarded by brand messages from a broad range of 
sources. But all too often, companies fail to integrate their various communication chan-
nels. Mass-media ads say one thing, whereas company’s internet site, emails, social me-
dia pages, or videos posted on YouTube say something altogether different.

One problem is that marketing content often comes from different parts of the com-
pany. Advertising messages are prepared by the advertising department or an ad agency. 
Other company departments or agencies prepare public relations messages, sales promo-
tion events, and online or social media content. However, consumers don’t distinguish 
between content sources the way marketers do. In the consumer’s mind, brand-related 
content from different sources—whether it’s a Super Bowl ad, in-store display, mobile app, 
or friend’s social media post—all merge into a single message about the brand or company. 
Conflicting content from these different sources can result in confused company images, 
brand positions, and customer relationships.

Thus, the explosion of online, mobile, and social media marketing presents tremendous 
opportunities but also big challenges. It gives marketers rich new tools for understanding 
and engaging customers. At the same time, it complicates and fragments overall marketing 
communications. The challenge is to bring it all together in an organized way. To that end, 
most companies practice the concept of integrated marketing communications (IMC). 
Under this concept, as illustrated in  Figure 14.1, the company carefully integrates its 
many communication channels to deliver a clear, consistent, and compelling message about 
the organization and its brands.

Often, different media play unique roles in engaging, informing, and persuading con-
sumers. For example, a recent study showed that more than two-thirds of advertisers and 
their agencies are planning video ad campaigns that stretch across multiple viewing plat-
forms, such as traditional TV and digital, mobile, and social media. Such video convergence, 
as it’s called, combines TV’s core strength—vast reach—with digital’s better targeting, 

Content marketing
Creating, inspiring, and sharing brand 
messages and conversations with and 
among consumers across a fluid mix 
of paid, owned, earned, and shared 
channels.

Integrated marketing 
 communications (IMC)
Carefully integrating and coordinating 
the company’s many communications 
channels to deliver a clear, consistent, 
and compelling message about the 
organization and its products.
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Marketing 

by using good technology available for free, it 
was sure to become a massive hit. 

Bringing the brand franchise into the digital 
era using social media created the real craze 
for the game around the world. An iconic 
brand had come to life again through cutting-
edge digital technology by combining aug-
mented reality with location-based services 
and adding simple photo-sharing using viral 
content created by its community. The game 
took viral word of mouth to unprecedented 
levels and used content marketing in unique 
ways. Pokémon Go leveraged its community 
engagement, using customer co-creation and 
user-generated content to promote the game 
itself. As such, this is marketing built into the 
gameplay. 

Pokémon Go is one of the best examples 
of how the online and offline platforms can 
combine to give users an outstanding experi-
ence of connectedness, socialization, and 

exploration. The best offline aspect of the 
game is that it forces the player to go out, 
take a walk, and look for the Pokémon. Many 
people have lauded the game for promoting 
a healthy lifestyle. Niantic believes that it is 
important to encourage people to go outside 
in an era of technology that gives people 
fewer and fewer reasons to do so. The com-
pany believes that motivating people to take a 
walk and explore different parts of their neigh-
borhood and city is the core of everything 
that the company does. 

The game has even encouraged players 
to initiate spontaneous congregations that 
created a network effect in many cities across 
the world. Those who play the game join in, 
and those who don’t are curious about what 
everybody is doing. The famous “Pokémon 
walks” draw large number of Pikachu fans 
at one place and have a tremendous pro-
motional value—they are originated and 

The summer of 2016 saw a global 
cultural and social phenomenon in 
the form of Pokémon Go, a free 
downloadable app-based game 
for mobile devices. The game was 
released in Australia, New Zealand, 
and the United States in July 2016 

by Niantic and Nintendo. An overnight sensa-
tion, it is one of the largest mobile games to 
incorporate location-based augmented real-
ity. The game uses the mobile device’s loca-
tion services and asks players to find and 
catch over 150 Pokémon characters that 
might appear on their screens as if they exist 
in the real world, in and around their loca-
tions. The players go to different locations 
famously known as “Pokestops” to catch 
Pokémon and compete with other players. 
Although the game is free, it allows in-app 
purchases for people who want to quickly 
progress to the next level of the game. 

Pokémon Go  has broken all previous 
records of popularity among mobile game 
apps on both Apple’s App Store and Google 
Play Market. According to statistics, within 
24 hours of being published, Pokémon Go 
was one of the top 10 Android games and 
had taken first place in the app store in the 
United States. The game has around 25 mil-
lion daily active users (DAU), with the average 
player spending over 40 minutes on the game 
every day. In less than two days of its release, 
nearly 6 million copies of Pokémon Go had 
been downloaded in the United States, New 
Zealand, and Australia. These massive down-
load numbers and the resulting server over-
load led to delays in the release of game in 
other countries. 

Much of the success of Pokémon Go 
can be attributed to its smart selection of the 
target market. Although hugely popular with 
children as well, Pokémon Go’s main target 
market was the Millennials who had watched 
the Pokémon cartoons, played their games, 
and collected Pokémon cards some 20 years 
ago. In the late 1990s, Pokémon was a key 
part of this demographic’s childhood; these 
characters were fiercely loved and sought 
after at the time. Pokémon Go targeted these 
kids of the 1990s who were now all grown 
up, hooked to their devices, and seriously 
into the digital and social media. For many 
nostalgic Millennials, the release of Pokémon 
Go brought back carefree childhood memo-
ries. Given a chance to relive their childhood 

Pokémon Go combines the online and offline platforms to give 
users an outstanding experience.
Anna Stowe/Alamy Stock Photo
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Carefully blended mix of promotion tools

Today’s customers are bombarded
by brand content from all directions.
For example, think about all the ways
you interact with companies such as
Nike, Apple, or Coca-Cola. Integrated
marketing communications means
that companies must carefully
coordinate all of these customer
touch points to ensure clear brand
messages.    

Personal
selling

Public
relations

Sales
promotion

Direct and
digital

marketing

Advertising

Consistent, clear, 
and compelling 

company
and brand 
messages

  FIGURE | 14.1 
Integrated Marketing 
Communications

supported by staunch players of the game 
without any PR activity. At these events, the 
hundreds of people walking around gazing 
at their phone in search of Pokémon make 
for singular images. Such information mostly 
spread through social media, further adding 
to the buzz: people wanted to know what 
was in the game that got people so incred-
ibly engrossed. There were many photos of 
people on social media ending up in funny 
and sometimes dangerous situations while 
searching for a Pokémon. There were even 
reports of people running into mishaps while 
trying to catch Pokémon. But as they say, all 
publicity is good publicity; these reports kept 
Pokémon Go in the news.

Pokémon Go used hardly any paid adver-
tising; there were no television ads, no  banner 
ads, and no newspaper advertisements. 
Almost all of its promotion has been from 
engaging the gaming crowd and the influ-
encer community prior to the launch of the 
game. To create prelaunch hype, Niantic used 
innovative and non-traditional marketing strat-
egies. Starting in April 2014, they did concept 
testing through a short-lived viral game using 
Google maps to catch Pokémons. An enter-
taining and engaging trailer was released on 
the official Pokémon Channel in September 
2015. The company also released a video 
along with some teaser screenshots to gener-
ate more interest in the game. In April 2016, 
they started field testing in Australia, New 

Zealand, and the United States. Pokémon 
Go was also presented at the Electronic 
Entertainment Expo (E3) in June 2016. The 
company released its “Get Up and Go” trail-
ers on IGN’s YouTube Channel prior to the 
launch of the game on July 6, 2016. After the 
launch, the company has relied almost exclu-
sively on buzz marketing and word-of-mouth. 
This has worked especially well because of 
how marketing and promotion of the game 
has been built into the game itself; it encour-
ages users to play and share, enjoy and cre-
ate, explore and socialize. 

The astounding success of Pokémon 
Go is a testament to the power of brand-
ing, digital technology, and social media 

in communicating with today’s consumers. 
The game’s players become co-creators of 
its content and even advocates of the brand 
by sharing that content with other gamers 
and friends. Playing the game and catching 
a Pokémon has a ripple effect. Encouraging 
offline activities like walking to capture a 
virtual form of one’s favorite childhood char-
acter using location services and sharing it 
with an engaged and networked commu-
nity through an online social platform is a 
remarkable blend. It will be interesting to see 
how Pokémon Go will continue to keep its 
community engaged and hooked, and what 
innovations and updates it will introduce to 
keep the momentum going. 

Sources: Josh Horwitz, “Pokemon Go Has Added Nearly $11 Billion to the Value of Nintendo 
since Its Release,” Quartz, July 11, 2016, http://qz.com/728399/pokemon-go-has-added-
nearly-11-billion-to-the-value-of-nintendo-since-its-release/, accessed December 12, 2016; Kyle 
Wong, “What Is Pokémon GO’s Marketing Strategy?” Quora, July 19, 2016, https://www.quora.
com/What-is-Pok%C3%A9mon-GO%E2%80%99s-marketing-strategy, accessed December 
13, 2016; “Chris Pereira on Pokemon Go’s International Rollout Paused as Servers Suffer Issues 
[UPDATE],” Gamespot July 8, 2016, http://www.gamespot.com/articles/pokemon-gos-inter-
national-rollout-paused-as-server/1100-6441650, accessed December 13, 2016; PokemonGo 
website, 2016, http://www.pokemongo.com/; Logan Merrick, Buzinga, “What the Instant 
Success of Pokémon Go Means for the Future of Business,” Business Insider, July 12, 2016, http://
www.businessinsider.com.au/what-the-instant-success-of-pokemon-go-means-for-the-future-
of-business-2016-7; Valeriia Timokhina, “Pokemon Go Secrets: How Your App Can Benefit from 
Augmented Reality and Location Based Services,” Eastern Pick Solutions, July 13, 2016, https://
easternpeak.com/blog/pokemon-go-secrets-augmented-reality-and-location-based-services.

interaction, and engagement.6 These varied media and roles must be carefully coordinated 
under the overall integrated marketing communications plan.

One good example of a well-integrated marketing communications effort is home- 
improvement retailer Lowe’s “Never Stop Improving” campaign, which integrates the 
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clout of big-budget traditional media with the power of 
social  media to create personalized, real-time customer 
engagement:7

To be sure, Lowe’s runs a full slate of big-budget television spots 
and other traditional media ads that drive home its “Never 
Stop Improving” positioning. But in recent years, the company 
has added a rich flow of engaging, carefully integrated social 
media content that personalizes and enriches the Lowe’s cus-
tomer experience in ways that traditional media can’t. Just one 
example is the Lowe’s “Fix in Six” Vine video campaign.  “Fix 
in Six” features dozens of clever six-second looping videos 
showing quick-fix solutions to home- improvement problems— 
everything from removing stripped screws to keeping squirrels 
away from plants. The award-winning series was a huge success 
from the start, generating 28,000 social media mentions within 
just the first week and earning  millions of total campaign im-
pressions to date.

Beyond Vine, the Lowe’s “Never Stop Improving” cam-
paign integrates a broad mix of social media, each playing its 
own unique role. Lowe’s uses its heavily subscribed YouTube 
channel for longer DIY video tips and tutorials to supplement 
the quick hits on Vine. It uses Pinterest and Instagram to 
bring customers’ projects to life through high-impact imagery. 
Facebook provides a platform for engaging customers in dia-

logue—every Facebook comment gets an answer. Twitter serves for posting short comments 
or spreading the word about special offers. No matter what the platform, all content—from 
television spots to online videos to Facebook posts—is carefully coordinated under Lowe’s 
“Never Stop Improving” mantra and its mission of helping customers find home-improve-
ment solutions. According to one Lowe’s marketer, the integrated marketing campaign is less 
about making the cash register ring and more about “making sure that customers  .  .  . know 
that Lowe’s is offering them value and [about keeping them] engaged with the brand.”

In the past, no one person or department was responsible for thinking through the 
communication roles of the various promotion tools and coordinating the promotion 
mix. To help implement integrated marketing communications, some companies have 
appointed a marketing communications director who has overall responsibility for the 
 company’s communications efforts. This helps to produce better communications consis-
tency and greater sales impact. It places the responsibility in someone’s hands—where 
none existed before—to unify the company’s image as it is shaped by thousands of 
 company activities.

Developing Effective Marketing Communication
A View of the Communication Process
Integrated marketing communications involves identifying the target audience and 
 shaping a well-coordinated promotional program to obtain the desired audience response. 
Too often, marketing communications focus on immediate awareness, image, or preference 
goals in the target market. But this approach to communication is too shortsighted. Today, 
marketers are moving toward viewing communications as managing ongoing customer 
engagement and relationships with the company and its brands.

Because customers differ, communications programs need to be developed for specific 
segments, niches, and even individuals. And, given today’s interactive communications 
technologies, companies must ask not only “How can we engage our customers?” but also 
“How can we let our customers engage us?”

Thus, the communications process should start with an audit of all the potential 
touch points that target customers may have with the company and its brands. For ex-
ample, someone purchasing a new wireless phone plan may talk to others, see television 
or magazine ads, visit various online sites for prices and reviews, and check out plans at 
Best Buy, Walmart, or a wireless provider’s kiosk or store. The marketer needs to assess 
what influence each communication experience will have at different stages of the buying 

 Integrated marketing communications: The Lowe’s “Never Stop 
Improving” campaign integrates the clout of big-budget traditional 
media with the power of social media to create personalized,  
real-time customer engagement.
LOWE’S, the Gable Mansard Design, and NEVER STOP IMPROVING are trademarks or registered  
trademarks of LF, LLC

To develop effective 
 marketing communications, 

you must first understand the general 
communication process.

Author
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process. This understanding helps marketers allocate their communication dollars more 
efficiently and effectively.

To communicate effectively, marketers need to understand how communication 
works. Communication involves the nine elements shown in  Figure 14.2. Two of these 
elements are the major parties in a communication—the sender and the receiver. Another 
two are the major communication tools—the message and the media. Four more are major 
communication functions—encoding, decoding, response, and feedback. The last element is 
noise in the system. Definitions of these elements follow and are applied to a McDonald’s 
“i’m lovin’ it” television commercial.

Sender. The party sending the message to another party—here, McDonald’s.
Encoding. The process of putting thought into symbolic form—for example, McDonald’s 
ad agency assembles words, sounds, and illustrations into a TV advertisement that 
will convey the intended message.
Message. The set of symbols that the sender transmits—the actual McDonald’s ad.
Media. The communication channels through which the message moves from the sender 
to the receiver—in this case, television and the specific television programs that 
McDonald’s selects.
Decoding. The process by which the receiver assigns meaning to the symbols encoded 
by the sender—a consumer watches the McDonald’s commercial and interprets the 
words and images it contains.
Receiver. The party receiving the message sent by another party—the customer who 
watches the McDonald’s ad.
Response. The reactions of the receiver after being exposed to the message—any of 
hundreds of possible responses, such as the consumer likes McDonald’s better, is 
more likely to eat at McDonald’s next time, hums the “i’m lovin’ it” jingle, or does 
nothing.
Feedback. The part of the receiver’s response communicated back to the sender—McDonald’s 
research shows that consumers are either struck by and remember the ad or they email 
or call McDonald’s, praising or criticizing the ad or its products.
Noise. The unplanned static or distortion during the communication process, which 
results in the receiver getting a different message than the one the sender sent—the 
consumer is distracted while watching the commercial and misses its key points.

For a message to be effective, the sender’s encoding process must mesh with the 
receiver’s decoding process. The best messages consist of words and other symbols 
that are familiar to the receiver. The more the sender’s field of experience overlaps 

Sender Encoding Receiver

Media

Decoding

Feedback

Sender’s field
of experience

Receiver’s field
of experience

Response

Message

Noise

There is a lot going on in this figure!  For example, apply this model to McDonald’s.
To create great advertising—such as its long-running “i'm lovin’ it” campaign—McDonald’s
must thoroughly understand its customers and how communication works.

  FIGURE | 14.2 
Elements in the 
Communication Process
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Awareness Knowledge Liking Preference Conviction Purchase

A goal of marketing in general,
and of marketing communications
in particular, is to move target
customers through the buying
process. Once again, it all starts
with understanding customer 
needs and wants.

  FIGURE | 14.3 
Buyer-Readiness Stages

Now that we understand 
how communication works, 

it’s time to turn all of those promotion 
mix elements into an actual marketing 
communications program.
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Comment

with that of the receiver, the more effective the message is likely to be. Marketing 
communicators may not always share the customer’s field of experience. For example, 
an advertising copywriter from one socioeconomic level might create ads for custom-
ers from another level—say, wealthy business owners. However, to communicate 
effectively, the marketing communicator must understand the customer’s field of 
experience.

This model points out several key factors in good communication. Senders need to 
know what audiences they wish to reach and what responses they want. They must be 
good at encoding messages that take into account how the target audience decodes them. 
They must send messages through media that reach target audiences, and they must de-
velop feedback channels so that they can assess an audience’s response to the message. 
Also, in  today’s interactive media environment, companies must be prepared to “flip” the 
communications process—to become good receivers of and responders to messages sent 
by consumers.

Steps in Developing Effective Marketing Communication
We now examine the steps in developing an effective integrated communications and pro-
motion program. Marketers must do the following: identify the target audience, determine 
the communication objectives, design a message, choose the media through which to send 
the message, select the message source, and collect feedback.

Identifying the Target Audience
A marketing communicator starts with a clear target audience in mind. The audience 
may be current users or potential buyers, those who make the buying decision or those 
who influence it. The audience may be individuals, groups, special publics, or the gen-
eral public. The target audience will heavily affect the communicator’s decisions on 
what will be said, how it will be said, when it will be said, where it will be said, and who 
will say it.

Determining the Communication Objectives
Once the target audience has been defined, marketers must determine the desired 
response. Of course, in many cases, they will seek a purchase response. But purchase 
may result only after a lengthy consumer decision-making process. The marketing 
communicator needs to know where the target audience now stands and to what stage 
it needs to be moved. The target audience may be in any of six buyer-readiness 
stages, the stages consumers normally pass through on their way to making a pur-
chase. These stages are awareness, knowledge, liking, preference, conviction, and purchase 
(see  Figure 14.3).

The marketing communicator’s target market may be totally unaware of the prod-
uct, know only its name, or know only a few things about it. Thus, the marketer must 
first build awareness and knowledge. For example, General Mills recently announced 
that it was removing artificial flavors and colors from its popular BigG cereals—such 
as Trix, Cocoa Puffs, Cap’n Crunch, and Golden Grahams. To make consumers aware 
of these and other changes, General Mills launched a major “Love Cereal Again” 
campaign:

Although cereal remains the most-consumed in-home breakfast food, cereal sales have flat-
tened recently as consumers have searched for healthier and more convenient alternatives. 
The “Love Cereal Again” campaign reintroduces the reformulated BigG cereals as something 

Buyer-readiness stages
The stages consumers normally pass 
through on their way to a purchase: 
awareness, knowledge, liking, preference, 
conviction, and, finally, the actual 
purchase.
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that parents can once again love.  One 30-second 
TV ad shows variations on a familiar family scene—
a young child asking a parent to do something 
again—“Do it again! Again!” It finishes with a father 
throwing a handful of Trix in the air and catching the 
cereal in his mouth as his daughter enthusiastically 
urges him to do it again. The extensive “Love Cereal 
Again” campaign, wrapped in the nostalgia of child-
hood breakfast, uses a broad range of traditional, 
digital, mobile, social, and in-store media to quickly 
create awareness and knowledge across the entire 
market.8

Assuming that target consumers know about 
a product, how do they feel about it? Almost all 
American consumers know about Trix, Cocoa Puffs, 
and other BigG cereals. These brands have been 
around since the late 1950s. General Mills wants to 
move buyers through successively stronger stages 
of feelings toward the revamped cereals. These 
stages include liking (feeling favorable about BigG 

cereals), preference (preferring the BigG cereals to  competing brands), and conviction 
 (believing that BigG cereals are the best cereals for them).

General Mills marketers use a combination of promotion mix tools to create positive 
feelings and conviction. Initial TV commercials help build anticipation and an emotional 
brand connection. Images, text, and videos on General Mills’ social media sites engage, 
entertain, and educate potential buyers on the reformulation of the cereal products. Press 
releases and other PR activities help keep the buzz going about the products. A packed 
microsite (www.generalmills.com/cereal) provides additional information and buying 
opportunities.

Finally, some members of the target market might be convinced about the product but 
not quite get around to making the purchase. The communicator must lead these consumers 
to take the final step. To help reluctant consumers over such hurdles, General Mills might 
offer buyers special promotional prices (coupons, in-store discounts, and special offers) 
and support the product with comments and reviews from customers at its web and social 
media sites and elsewhere.

Of course, marketing communications alone cannot create positive feelings and 
purchases for BigG cereals. The cereal itself must provide superior value for custom-
ers. In fact, outstanding marketing communications can actually speed the demise of a 
poor product. The more quickly potential buyers learn about a poor product, the more 
quickly they become aware of its faults. Thus, good marketing communications call 
for “good deeds followed by good words.” For example, to ensure that the healthier 
versions of its old BigG favorites would succeed, before introducing the reformulated 
versions, General Mills researched 69 colors and 86 flavors, did 98 consumer tastings, 
completed 301 recipe experiments, and spent 140 hours listening to customers about the 
products.

Designing a Message
Having defined the desired audience response, the communicator then turns to developing 
an effective message. Ideally, the message should get attention, hold interest, arouse desire, 
and obtain action (a framework known as the AIDA model). In practice, few messages take 
the consumer all the way from awareness to purchase, but the AIDA framework suggests 
the desirable qualities of a good message.

When putting a message together, the marketing communicator must decide what to 
say (message content) and how to say it (message structure and format).

Message Content. The marketer has to figure out an appeal or theme that will pro-
duce the desired response. There are three types of appeals: rational, emotional, and 
moral. Rational appeals relate to the audience’s self-interest. They show that the product 

 Moving customers through the buyer-readiness stages: To create 
awareness, knowledge, preference, and purchase for its newly reformulated 
BigG cereals, General Mills launched a major “Love Cereal Again” campaign.
Used with permission of General Mills Marketing, Inc., Tupelo Penningroth (talent) and Eric Fell (talent).
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will produce the desired benefits. Examples are messages showing a product’s quality, 
economy, value, or performance. Thus, an ad for Aleve makes this matter-of-fact claim: 
“More pills doesn’t mean more pain relief. Aleve has the strength to keep back, body, 
and arthritis pain away all day with fewer pills than Tylenol.” And a Weight Watch-
ers’ ad states this simple fact: “The diet secret to end all diet secrets is that there is no 
diet secret.”

Emotional appeals attempt to stir up either negative or positive emotions that can mo-
tivate purchase. Communicators may use emotional appeals ranging from love, joy, and 
humor to fear and guilt. Advocates of emotional messages claim that they attract more 
attention and create more belief in the sponsor and the brand. The idea is that consumers 
often feel before they think, and persuasion is emotional in nature.

Good storytelling in a commercial often strikes an emotional chord. For example, 
rather than focusing only on the nuts and bolts and mileage information found in many 
car ads, an Audi Super Bowl 50 ad, called “The Commander,” played to consumer’s 
emotions: 9

“The Commander” draws on nostalgia, sentiment, and father-and-son relationships. It opens 
with depressed former astronaut whose life has seemingly passed him by. His son drops in to 
check on him, then takes him outside and offers him the keys to his Audi R8 V10 Plus—Audi’s 
highest-performing car—which can reach speeds of 205 miles per hour. As he drives the Audi, 
the father is transported back to the best moments of his life, launching once again into the 
unknown, all to the soundtrack of David Bowie’s “Starman.” The commercial effectively 
tugged at the human spirit while reinforcing  the Audi’s extreme performance credentials. 
According to one journalist, the commercial created “the melancholy that comes from watch-
ing a man whose best days in life have already passed by, and a resolution in watching him be 
his younger, courageous self.” By pinging viewer emotions, “The Commander” placed in the 
top 10 on the USA Today Ad Meter and received more than 8 million views on YouTube in less 
than one month.

Moral appeals are directed to an audience’s sense of what is “right” and “proper.” They 
are often used to urge people to support social causes, such as a cleaner environment or aid 
to the disadvantaged. For example, a Colgate ad campaign urges people to “Close the tap 
while brushing” their teeth to conserve water. One ad shows a young boy in a developing 
economy with a water bucket atop his head, noting, “What you waste in two minutes is all 
his family needs for a day.”

Message Structure. Marketers must also decide how to handle three message structure 
issues. The first is whether to draw a conclusion or leave it to the audience. Research sug-
gests that, in many cases, rather than drawing a conclusion, the advertiser is better off ask-
ing questions and letting buyers come to their own conclusions.

The second message structure issue is whether to present the strongest arguments 
first or last. Presenting them first gets strong attention but may lead to an anticlimactic 
ending.

The third message structure issue is whether to present a one-sided argument 
(mentioning only the product’s strengths) or a two-sided argument (touting the prod-
uct’s strengths while also admitting its shortcomings). Usually, a one-sided argument 
is more effective in sales presentations—except when audiences are highly educated or 
likely to hear opposing claims or when the communicator has a negative association to 
overcome. In this spirit, Heinz once ran the message “Heinz Ketchup is slow good,” and 
Listerine ran the message “Listerine tastes bad twice a day.” In such cases, two-sided 
messages can enhance an advertiser’s credibility and make buyers more resistant to 
competitor attacks.

Message Format. The marketing communicator also needs a strong format for the mes-
sage. In a print ad, the communicator has to decide on the headline, copy, illustration, 
and colors. To attract attention, advertisers can use novelty and contrast; eye-catching 
pictures and headlines; distinctive formats; message size and position; and color, shape, 
and movement. For example, Reese’s Peanut Butter Cup ads are bold and simple. They 
feature the brand’s familiar orange, yellow, and brown colors with text overlaying images 
of the classic candy.  They feature clever headlines that unite the candy’s two distinctive 
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ingredients, such as “Chocolate and peanut butter walked 
into a bar. The rest is history.” and “Ever since peanut but-
ter hooked up with chocolate, peanut butter still talks to 
jelly, but the relationship is very strained.”

Presenters plan every detail carefully, from start to fin-
ish. If the message is to be communicated by television or 
video, the communicator must incorporate motion, pace, 
and sound. If the message is carried on the product or its 
package, the communicator must watch texture, scent, 
color, size, and shape. For example, color alone can sig-
nificantly enhance message recognition for a brand—think 
about Target (red), McDonald’s (yellow and red), John 
Deere (green and yellow), Twitter (blue), or UPS (brown). 
Thus, in designing effective marketing communications, 
marketers must consider color and other seemingly unim-
portant details carefully.

Choosing Communication Channels and Media
The communicator must now select the channels of commu-
nication. There are two broad types of communication chan-
nels: personal and nonpersonal.

Personal Communication Channels. In personal communication channels, two 
or more people communicate directly with each other. They might communicate face-to-
face, on the phone, via mail or email, or even through texting or an internet chat. Per-
sonal communication channels are effective because they allow for personal addressing 
and feedback.

Some personal communication channels are controlled directly by the company. For 
example, company salespeople contact business buyers. But other personal communica-
tions about the product may reach buyers through channels not directly controlled by 
the company. These channels might include independent experts—consumer advocates, 
bloggers, and others—making statements to buyers. Or they might be neighbors, friends, 
family members, associates, or other consumers talking to target buyers, in person or via 
social media or other interactive media. This last channel, word-of-mouth influence, has 
considerable effect in many product areas.

Personal influence carries great weight, especially for products that are expen-
sive, risky, or highly visible. One survey found that recommendations from friends 
and family are far and away the most powerful influence on consumers worldwide: 
More than 80 percent of consumers said friends and family are the number-one influ-
ence on their awareness and purchase. Another study found that 72 percent of con-
sumers cited online reviews and trusted sources of buying information. Trust in ads 
ran from about 63 percent to only 36 percent, depending on the medium.10 Is it any 
wonder, then, that few consumers buy a big-ticket item before checking out what ex-
isting users have to say about the product at a site such as Amazon.com? Who hasn’t 
made an Amazon purchase based on another customer’s review or the “Customers 
who bought this also bought …” section or decided against purchase because of nega-
tive customer reviews?

Companies can take steps to put personal communication channels to work for 
them. For example, as we discussed in Chapter 5, they can create opinion leaders for 
their brands—people whose opinions are sought by others—by supplying influenc-
ers with the product on attractive terms or by educating them so that they can inform 
 others. Buzz   marketing involves cultivating opinion leaders and getting them to 
spread information about a product or a service to others in their communities. For 
example, Netflix recruits “Grammasters,” influencers who have large Instagram fol-
lowings. The Grammasters travel around the world taking photos and creating video 
content of familiar sets and scenes from popular original Netflix shows and posting 
them to Instagram, letting Netflix bingers engage even more deeply with their favorite 
Netflix series.11

Personal communication channels
Channels through which two or more 
people communicate directly with each 
other, including face-to-face, on the 
phone, via mail or email, or even through 
an internet “chat.”

Word-of-mouth influence
The impact of the personal words and 
recommendations of trusted friends, 
family, associates, and other consumers 
on buying behavior.

Buzz marketing
Cultivating opinion leaders and getting 
them to spread information about a 
product or a service to others in their 
communities.

 Message format: To attract attention, advertisers can use novelty 
and contrast, eye-catching images and headlines, and distinctive 
formats, as in this Reese’s ad.
The Hershey Company
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 Buzz marketing: Social marketing firm BzzAgent turns a brand’s actual users into 
influential brand advocates.
dunnhumby

 Social marketing firm BzzAgent takes a different approach to creating buzz. It cre-
ates customers for a client brand, then turns them into influential brand advocates:12

BzzAgent has assembled a volunteer army of natural-born buzzers, millions of actual shoppers 
around the world who are highly active in social media and who love to talk about and recom-
mend products. Once a client signs on, BzzAgent searches its database and selects “agents” 
that fit the profiles of the product’s target customers. Selected volunteers receive product sam-
ples, creating a personal brand experience. BzzAgent then urges the agents to share their hon-
est opinions of the product through face-to-face conversations and via tweets, Facebook posts, 

online photo and video sharing, blogs, 
and other social sharing venues. If the 
product is good, the positive word of 
mouth spreads quickly. If the prod-
uct is iffy—well, that’s worth learning 
quickly as well. BzzAgent advocates 
have successfully buzzed the brands 
of hundreds of top marketing compa-
nies, from P&G, Nestle, Coca-Cola, and 
Estee Lauder to Kroger, Disney, and 
Dunkin’ Donuts. BzzAgent’s appeal 
is its authenticity. The agents aren’t 
scripted. Instead, the company tells its 
advocates, “Here’s the product; if you 
believe in it, say whatever you think. 
Bzz is no place for excessive, repetitive, 
or unauthentic posts.”

Nonpersonal Communication Channels. Nonpersonal communication chan-
nels are media that carry messages without personal contact or feedback. They include 
major media, atmospheres, and events. Major media include print media  (newspapers, 
magazines, direct mail), broadcast media (television, radio), display media (billboards, 
signs, posters), and online media (email, company websites, and brand mobile and 
 social media sites). Atmospheres are designed environments that create or reinforce the 
buyer’s leanings toward buying a product. Thus, lawyers’ offices and banks are de-
signed to communicate confidence and other qualities that might be valued by clients. 
Events are staged occurrences that communicate messages to target audiences. For ex-
ample, public relations departments arrange grand openings, shows and exhibits, pub-
lic tours, and other events.

Nonpersonal communication affects buyers directly. In addition, using mass 
media often affects buyers indirectly by causing more personal communication. For 
example, communications might first flow from television, magazines, and other mass 
media to opinion leaders and then from these opinion leaders to others. Thus, opin-
ion leaders step between the mass media and their audiences and carry messages to 
people who are less exposed to media. Interestingly, marketers often use nonpersonal 
communication channels to replace or stimulate personal communications by embed-
ding consumer endorsements or word-of-mouth testimonials in their ads and other 
promotions.

Selecting the Message Source
In either personal or nonpersonal communication, the message’s impact also depends 
on how the target audience views the communicator. Messages delivered by highly 
credible or popular sources are more persuasive. Thus, many food companies promote 
to doctors, dentists, and other health-care providers to motivate these professionals 
to recommend specific food products to their patients. And marketers hire celebrity 
endorsers—well-known athletes, actors, musicians, and even cartoon characters—to de-
liver their messages. A host of NBA superstars lend their images to brands such as Nike, 
McDonald’s, and Coca-Cola. Actress Sophia Vergara speaks for CoverGirl, State Farm, 
Comcast, Rooms to Go, and other brands and has her own Kmart clothing line. Actor 
George Clooney loves his Nestle Nespresso expresso machine, and tennis great Serena 
Williams endorses Gatorade, Nike, and Beats By Dre.

But companies must be careful when selecting celebrities to represent their brands. 
Picking the wrong spokesperson can result in embarrassment and a tarnished image. For 

Nonpersonal communication 
channels
Media that carry messages without 
personal contact or feedback, including 
major media, atmospheres, and events.
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example, a dozen or more big brands—including Nike, Anheuser-Busch, Radio Shack, 
Oakley, Trek bikes, and Giro helmets—faced embarrassment when pro cyclist Lance 
Armstrong was stripped of his Tour de France titles and banned for life from competitive 
cycling for illegal use of performance-enhancing drugs. Previously considered a model 
brand spokesman, Armstrong once earned nearly $20 million in endorsement income in 
a single year. “Arranged marriages between brands and celebrities are inherently risky,” 
notes one expert. “Ninety-nine percent of celebrities do a strong job for their brand part-
ners,” says another, “and 1 percent goes off the rails.”13 More than ever, it’s important to 
pick the right celebrity for the brand.

Collecting Feedback
After sending the message or other brand content, the communicator must research its ef-
fect on the target audience. This involves asking target audience members whether they 
remember the content, how many times they saw it, what points they recall, how they felt 
about the content, and their past and present attitudes toward the brand and company. The 
communicator would also like to measure behavior resulting from the content—how many 
people bought the product, talked to others about it, or visited the store.

Feedback on marketing communications may suggest changes in the promotion pro-
gram or in the product offer itself. For example, Macy’s uses television and newspaper 
advertising to inform area consumers about its stores, services, and merchandising events. 
Suppose feedback research shows that 80 percent of all shoppers in an area recall seeing 
the store’s ads and are aware of its merchandise and sales. Sixty percent of these aware 
shoppers have visited a Macy’s store in the past month, but only 20 percent of those who 
visited were satisfied with the shopping experience.

These results suggest that although promotion is creating awareness, Macy’s stores 
aren’t giving consumers the satisfaction they expect. Therefore, Macy’s needs to improve 
the shopping experience while staying with the successful communications program. In 
contrast, suppose research shows that only 40 percent of area consumers are aware of the 
store’s merchandise and events, only 30 percent of those aware have shopped recently, but 
80 percent of those who have shopped return soon to shop again. In this case, Macy’s needs 
to strengthen its promotion program to take advantage of its power to create customer 
satisfaction in the store.

Setting the Total Promotion Budget and Mix
We have looked at the steps in planning and sending communications to a target audience. 
But how does the company determine its total promotion budget and the division among 
the major promotional tools to create the promotion mix? By what process does it blend the 
tools to create integrated marketing communications? We now look at these questions.

Setting the Total Promotion Budget
One of the hardest marketing decisions facing a company is how much to spend on pro-
motion. John Wanamaker, the department store mogul, once said, “I know that half of my 
advertising is wasted, but I don’t know which half. I spent $2 million for advertising, and 
I don’t know if that is half enough or twice too much.”  For example, Coca-Cola spends 
hundreds of millions of dollars annually on advertising, but is that too little, just right, or 
too much? Thus, it is not surprising that industries and companies vary widely in how 
much they spend on promotion. Promotion spending may be 10–12 percent of sales for 
consumer packaged goods, 20 percent for cosmetics, and only 1.9 percent for household 
appliances. Within a given industry, both low and high spenders can be found.14

How does a company determine its promotion budget? Here, we look at four common 
methods used to set the total budget for advertising: the affordable method, the percentage-of-
sales method, the competitive-parity method, and the objective-and-task method.

Affordable Method
Some companies use the affordable method: They set the promotion budget at the level 
they think the company can afford. Small businesses often use this method, reasoning that 

Affordable method
Setting the promotion budget at the level 
management thinks the company can 
afford.

In this section, we’ll look at 
the promotion budget-setting 

process and at how marketers blend the 
various marketing communication tools 
into a smooth-functioning integrated 
promotion mix.
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the company cannot spend more on advertising than it has. 
They start with total revenues, deduct operating expenses and 
capital outlays, and then devote some portion of the remain-
ing funds to advertising.

Unfortunately, this method of setting budgets completely 
ignores the effects of promotion on sales. It tends to place pro-
motion last among spending priorities, even in situations in 
which advertising is critical to the firm’s success. It leads to an 
uncertain annual promotion budget, which makes long-range 
market planning difficult. Although the affordable method 
can result in overspending on advertising, it more often re-
sults in underspending.

Percentage-of-Sales Method
Other companies use the percentage-of-sales method, 
 setting their promotion budget at a certain percentage of 
 current or forecasted sales. Or they budget a percentage 
of the unit sales price. The percentage-of-sales method is 
simple to use and helps management think about the rela-
tionships between promotion spending, selling price, and 
profit per unit.

Despite these claimed advantages, however, the per-
centage-of-sales method has little to justify it. It wrongly 
views sales as the cause of promotion rather than as the result. 
Although studies have found a positive correlation between 
promotional spending and brand strength, this relationship 
often turns out to be effect and cause, not cause and effect. 
Stronger brands with higher sales can afford the biggest ad 
budgets.

Thus, the percentage-of-sales budget is based on the availability of funds rather than 
on opportunities. It may prevent the increased spending sometimes needed to turn around 
falling sales. Because the budget varies with year-to-year sales, long-range planning is dif-
ficult. Finally, the method does not provide any basis for choosing a specific percentage, 
except what has been done in the past or what competitors are doing.

Competitive-Parity Method
Still other companies use the competitive-parity method, setting their promotion bud-
gets to match competitors’ outlays. They monitor competitors’  advertising or get industry 
promotion spending  estimates from publications or trade associations and then set their 
budgets based on the industry average.

Two arguments support this method. First, competitors’ budgets represent the collec-
tive wisdom of the industry. Second, spending what competitors spend helps prevent pro-
motion wars. Unfortunately, neither argument is valid. There are no grounds for believing 
that the competition has a better idea of what a company should be spending on promo-
tion than does the company itself. Companies differ greatly, and each has its own special 
promotion needs. Finally, there is no evidence that budgets based on competitive parity 
prevent promotion wars.

Objective-and-Task Method
The most logical budget-setting method is the objective-and-task method, whereby the 
company sets its promotion budget based on what it wants to accomplish with promotion. 
This budgeting method entails (1) defining specific promotion objectives, (2) determining 
the tasks needed to achieve these objectives, and (3) estimating the costs of  performing these 
tasks. The sum of these costs is the proposed promotion budget.

The advantage of the objective-and-task method is that it forces management to 
spell out its assumptions about the relationship between dollars spent and promotion 
results. But it is also the most difficult method to use. Often, it is hard to figure out 
which specific tasks will achieve the stated objectives. For example, suppose Samsung 
wants a 95- percent-awareness level for its latest smartphone model during the six-month 

Percentage-of-sales method
Setting the promotion budget at a certain 
percentage of current or forecasted sales 
or as a percentage of the unit sales price.

Competitive-parity method
Setting the promotion budget to match 
competitors’ outlays.

Objective-and-task method
Developing the promotion budget 
by (1) defining specific promotion 
objectives, (2) determining the tasks 
needed to achieve these objectives, and 
(3) estimating the costs of performing 
these tasks. The sum of these costs is 
the proposed promotion budget.

 Setting the promotion budget is one of the hardest decisions 
facing a company. Coca-Cola spends hundreds of millions of dollars 
annually, but is that too little, just right, or too much?
migstock / Alamy Stock Photo
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introductory period. What specific advertising messages, marketing content, and media 
schedules should Samsung use to attain this objective? How much would this content 
and media cost? Samsung management must consider such questions, even though they 
are hard to answer.

Shaping the Overall Promotion Mix
The concept of integrated marketing communications suggests that the company must 
blend the promotion tools carefully into a coordinated promotion mix. But how does it 
 determine what mix of promotion tools to use? Companies within the same industry differ 
greatly in the design of their promotion mixes. For example, cosmetics maker Mary Kay 
spends most of its promotion funds on personal selling and direct marketing, whereas 
competitor CoverGirl spends heavily on consumer advertising. We now look at factors that 
influence the marketer’s choice of promotion tools.

The Nature of Each Promotion Tool
Each promotion tool has unique characteristics and costs. Marketers must understand 
these characteristics in shaping the promotion mix.

Advertising. Advertising can reach masses of geographically dispersed buyers at a low 
cost per exposure, and it enables the seller to repeat a message many times. Television 
advertising can reach huge audiences. For example, more than 111 million Americans 
watched the most recent Super Bowl, and as many as 18 million avid fans tuned in each 
week for the latest season of NCIS. What’s more, a popular TV ad’s reach can be extended 
through online and social media.  For example, consider the commercial for Supercell’s 
popular mobile game “Clash of Clans: Revenge” starring Liam Neeson, which aired dur-
ing Super Bowl XLIX. In addition to the more than 100-plus million TV viewers, it became 
the most-viewed Super Bowl ad on YouTube for the year, capturing a stunning 82 million 
YouTube views by year’s end. Thus, for companies that want to reach a mass audience, TV 
is the place to be.15

Beyond its reach, large-scale advertising says something positive about the seller’s 
size, popularity, and success. Because of advertising’s public nature, consumers tend to 
view advertised products as more legitimate. Advertising is also very expressive; it allows 
the company to dramatize its products through the artful use of visuals, print, sound, and 

color. On the one hand, advertising can be used to 
build up a long-term image for a product (such as 
Coca-Cola ads). On the other hand, advertising can 
trigger quick sales (as when Kohl’s advertises week-
end specials).

Advertising also has some shortcomings. 
Although it reaches many people quickly, mass-
media advertising is impersonal and lacks the di-
rect persuasiveness of company salespeople. For the 
most part, advertising can carry on only a one-way 
communication with an audience, and the audience 
does not feel that it has to pay attention or respond. 
In addition, advertising can be very costly. Although 
some advertising forms—such as newspaper, radio, 
or online advertising—can be done on smaller bud-
gets, other forms, such as network TV advertising, 
require very large budgets. For example, the one-
minute “Clash of Clans: Revenge” Super Bowl ad 
cost $9 million for media time alone, not counting 
the costs of producing the ad. That’s $150,000 per 
tick of the clock.

Personal Selling. Personal selling is the most 
 effective tool at certain stages of the buying process, 
particularly in building up buyers’ preferences, con-
victions, and actions. It involves personal interaction 

In this section, we’ll look at 
how marketers blend the 

various marketing communication tools 
into a smooth-functioning, integrated, 
and engaging promotion mix.

Author
Comment

 TV has vast reach: Supercell’s “Clash of Clans: Revenge” ad during Super 
Bowl XLIX drew 100-plus million TV viewers and triggered tens of millions of 
online views and shares.
IanDagnall Computing / Alamy Stock Photo
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between two or more people, so each person can  observe the other’s needs and characteris-
tics and make quick adjustments. Personal selling also allows all kinds of customer relation-
ships to spring up, ranging from matter-of-fact selling relationships to personal friendships. 
An effective salesperson keeps the customer’s interests at heart to build a long-term rela-
tionship by solving a customer’s problems. Finally, with personal selling, the buyer usually 
feels a greater need to listen and respond, even if the response is a polite “No, thank you.”

These unique qualities come at a cost, however. A sales force requires a longer-term 
commitment than does advertising—advertising can be turned up or down, but the size 
of a sales force is harder to change. Personal selling is also the company’s most expensive 
promotion tool, costing companies on average $600 or more per sales call, depending on 
the industry.16 U.S. firms spend up to three times as much on personal selling as they do 
on advertising.

Sales Promotion. Sales promotion includes a wide assortment of tools—coupons, con-
tests, discounts, premiums, and others—all of which have many unique qualities. They at-
tract consumer attention, engage consumers, offer strong incentives to purchase, and can 
be used to dramatize product offers and boost sagging sales. Sales promotions invite and 
reward quick response. Whereas advertising says, “Buy our product,” sales promotion says, 
“Buy it now.” Sales promotion effects can be short lived, however, and often are not as effec-
tive as advertising or personal selling in building long-run brand preference and customer 
relationships.

Public Relations. Public relations is very believable—news stories, features, sponsor-
ships, and events seem more real and believable to readers than ads do. PR can also reach 
many prospects who avoid salespeople and advertisements—the message gets to buyers as 
“news and events” rather than as a sales-directed communication. And, as with advertis-
ing, public relations can dramatize a company or product. Marketers tend to underuse pub-
lic relations or use it as an afterthought. Yet a well-thought-out public relations campaign 
used with other promotion mix elements can be very effective and economical.

Direct and Digital Marketing. The many forms of direct and digital marketing—from 
direct mail, catalogs, and telephone marketing to online, mobile, and social media—all 
share some distinctive characteristics. Direct marketing is more targeted: It’s usually di-
rected to a specific customer or customer community. Direct marketing is immediate and 
personalized: Messages can be prepared quickly—even in real time—and tailored to appeal 
to individual consumers or brand groups. Finally, direct marketing is interactive: It allows 
a dialogue between the marketing team and the consumer, and messages can be altered 
 depending on the consumer’s response. Thus, direct and digital marketing are well suited 
to highly targeted marketing efforts, creating customer engagement, and building one-to-
one customer relationships.

Promotion Mix Strategies
Marketers can choose from two basic promotion mix strategies: push promotion or pull 
promotion.  Figure 14.4 contrasts the two strategies. The relative emphasis given to 
the specific promotion tools differs for push and pull strategies. A push strategy involves 
“pushing” the product through marketing channels to final consumers. The producer 
directs its marketing activities (primarily personal selling and trade promotion) toward 
channel members to induce them to carry the product and promote it to final consumers. 
For example, John Deere does very little promoting of its lawn mowers, garden tractors, 
and other residential consumer products to final consumers. Instead, John Deere’s sales 
force works with Lowe’s, The Home Depot, independent dealers, and other channel mem-
bers, who in turn push John Deere products to final consumers.

Using a pull strategy, the producer directs its marketing activities (primarily ad-
vertising, consumer promotion, and direct and digital media) toward final consumers 
to induce them to buy the product. For example, Unilever promotes its Axe grooming 
products directly to its young male target market using TV and print ads, web and social 
media brand sites, and other channels. If the pull strategy is effective, consumers will then 
demand the brand from retailers such as CVS, Walgreens, or Walmart, which will in turn 
demand it from Unilever. Thus, under a pull strategy, consumer demand “pulls” the prod-
uct through the channels.

Push strategy
A promotion strategy that calls for using 
the sales force and trade promotion to 
push the product through channels. 
The producer promotes the product to 
channel members who in turn promote it 
to final consumers.

Pull strategy
A promotion strategy that calls for 
spending a lot on consumer advertising 
and promotion to induce final consumers 
to buy the product, creating a demand 
vacuum that “pulls” the product through 
the channel.
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Some industrial-goods companies use only push strategies; likewise, some direct 
marketing companies use only pull strategies. However, most large companies use some 
combination of both. For example, Unilever spends $8 billion worldwide each year on 
consumer marketing and sales promotions to create brand preference and pull customers 
into stores that carry its products.17 At the same time, it uses its own and distributors’ sales 
forces and trade promotions to push its brands through the channels so that they will be 
available on store shelves when consumers come calling.

Companies consider many factors when designing their promotion mix strategies, 
including the type of product and market. For example, the importance of different pro-
motion tools varies between consumer and business markets. Business-to-consumer com-
panies usually pull more, putting more of their funds into advertising, followed by sales 
promotion, personal selling, and then public relations. In contrast, business-to-business 
marketers tend to push more, putting more of their funds into personal selling, followed 
by sales promotion, advertising, and public relations.

Integrating the Promotion Mix
Having set the promotion budget and mix, the company must now take steps to see that 
each promotion mix element is smoothly integrated. Guided by the company’s overall 
communications strategy, the various promotion elements should work together to 
carry the firm’s unique brand messages and selling points. Integrating the promotion 
mix starts with customers. Whether it’s advertising, personal selling, sales promotion, 
public relations, or digital and direct marketing, communications at each customer 
touch point must deliver consistent marketing content and positioning. An integrated 
promotion mix ensures that communications efforts occur when, where, and how 
 customers need them.

To achieve an integrated promotion mix, all of the firm’s functions must cooperate to 
jointly plan communications efforts. Many companies even include customers,  suppliers, 
and other stakeholders at various stages of communications planning. Scattered or dis-
jointed promotional activities across the company can result in diluted marketing com-
munications impact and confused positioning. By contrast, an integrated promotion mix 
maximizes the combined effects of all a firm’s promotional efforts.

Socially Responsible Marketing Communication
In shaping its promotion mix, a company must be aware of the many legal and ethical 
 issues surrounding marketing communications. Most marketers work hard to commu-
nicate openly and honestly with consumers and resellers. Still, abuses may occur, and 
public policy makers have developed a substantial body of laws and regulations to govern 
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advertising, sales promotion, personal selling, and direct marketing. In this section, we dis-
cuss issues regarding advertising, sales promotion, and personal selling. We discuss digital 
and direct marketing issues in Chapter 17.

Advertising and Sales Promotion
By law, companies must avoid false or deceptive advertising. Advertisers must not make 
false claims, such as suggesting that a product cures something when it does not. They 
must avoid ads that have the capacity to deceive, even though no one actually may be 
deceived. An automobile cannot be advertised as getting 32 miles per gallon unless it does 
so under typical conditions, and diet bread cannot be advertised as having fewer calories 
simply because its slices are thinner.

Sellers must avoid bait-and-switch advertising that attracts buyers under false pre-
tenses. For example, a large retailer advertised a sewing machine at $179. However, when 

consumers tried to buy the advertised machine, the seller downplayed 
its features, placed faulty machines on showroom floors, understated 
the machine’s performance, and took other actions in an attempt to 
switch buyers to a more expensive machine. Such actions are both 
unethical and illegal.

A company’s trade promotion activities also are closely regulated. 
For example, under the Robinson-Patman Act, sellers cannot favor 
certain customers through their use of trade promotions. They must 
make promotional allowances and services available to all resellers on 
proportionately equal terms.

Beyond simply avoiding legal pitfalls, such as deceptive or bait-
and-switch advertising, companies can use advertising and other 
forms of promotion to encourage and promote socially responsible 
programs, actions, and ideas. Companies in almost every indus-
try now promote a wide range of  social and environmental causes 
related to their brands (see Real Marketing  14.2).  For example, 
Google recently launched a $50 million “Made with Code” market-
ing and advertising campaign that encourages young girls to pursue 
science and technology careers. The company found that 74 percent 
of middle school girls express interest in science, technology, engi-
neering, and math (STEM), but by high school, less than 1 percent 
of girls plan to major in computer science. Through ads, dedicated 
digital and social media sites, events, and partnerships with not-for-
profit organizations, Google’s campaign promotes the idea that the 
things young girls love, from their smartphone apps to fashions to 
their favorite movies, are “made with code.” “Simply put, code is 
a tool that lets you write your story with technology,” says Google. 
“Girls start out with a love of science and technology, but lose it 
somewhere along the way. Let’s help encourage that passion.”18

Personal Selling
A company’s salespeople must follow the rules of “fair competition.” Most states have 
enacted deceptive sales acts that spell out what is not allowed. For example, salespeople 
may not lie to consumers or mislead them about the advantages of buying a particular 
product. To avoid bait-and-switch practices, salespeople’s statements must match advertis-
ing claims.

Different rules apply to consumers who are called on at home or who buy at a location 
that is not the seller’s permanent place of business versus those who go to a store in search 
of a product. Because people who are called on may be taken by surprise and may be espe-
cially vulnerable to high-pressure selling techniques, the Federal Trade Commission (FTC) 
has adopted a three-day cooling-off rule to give special protection to customers who are not 
seeking products. Under this rule, customers who agree in their own homes, workplace, 
dormitory, or facilities rented by the seller on a temporary basis—such as hotel rooms, 
convention centers, and restaurants—to buy something costing more than $25 have 72 
hours in which to cancel a contract or return merchandise and get their money back—no 
questions asked.

 Promoting socially responsible programs and actions: 
Google’s broad-based “Made with Code” marketing and 
advertising campaign encourages young girls to pursue 
science and technology careers.
Google and the Google logo are registered trademarks of Google Inc., used with 
permission.
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Promoting social responsibility: The Rainforest 
Alliance’s “Follow the Frog” promotional campaign 
boosts awareness of pressing ecological challenges 
and promotes the cause of minimizing harmful human 
impact on the environment.
Used with permission of the Rainforest Alliance. The Rainforest Alliance Certified™ 
seal is a trademark of the Rainforest Alliance.
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At the heart of the campaign is a slate of TV 
and digital ads that depict the horrific poten-
tial outcomes of using a phone while driving. 
One recent three-minute digital ad, “Close to 
Home,” shows different people going about 
their day. One is a young mother out running 
errands with her daughter securely seat-belted 
in the back seat. She looks down briefly to 
check a social media post on her phone, in-
advertently crosses the center line, and causes 
a head-on collision with an oncoming car. The 
ad is graphic and difficult to watch, but the 
message is clear: Even a quick glance at your 
phone while driving can have disastrous con-
sequences. “It can wait,” admonishes the ad.

Ads are just the beginning of the extensive 
“It Can Wait” campaign. AT&T also offers a 
DriveMode app that kicks in automatically 
while the car is rolling to silence texts and 
alerts and to notify senders that the user is 
behind the wheel. The campaign promotes 
the It Can Wait Pledge, by which people 
 commit to keeping their eyes on 
the road and not their phones—
almost 8 million people have 
taken the pledge so far. There’s 
even an It Can Wait virtual real-
ity simulator that puts people 
behind the wheel to experience 
smartphone-induced crashes. 
Other efforts include celebrity 
tweets and outreach sessions 
at schools.

With the help of dozens of 
partnering companies and me-
dia organizations, “It Can Wait” 
has garnered hundreds of mil-
lions of impressions. Now in 
its seventh year, the campaign 
appears to be helping. “We 
do surveys [that show] we are 
making a difference,” says an 
AT&T marketer. “About a third 
of people say our no-texting-
while-driving message has 
changed their behavior.”

The Rainforest Alliance: 
“Follow the Frog”
Nonprofit organizations also 
rely heavily on advertising and 
promotion to market their social 
and environmental missions. 
Since 1987, the Rainforest Alli-
ance—an international nonprofit 
conservation  organization—has 
promoted the cause of minimiz-
ing harmful human impact on 

the environment. Companies committed to 
sustainable sourcing from farms and forests 
can earn the right to display the Rainforest Al-
liance  Certified logo—with its signature green 
tree frog symbol—on their packages and pro-
motional materials. The organization also of-
fers sourcing assistance and training to help 
businesses improve their sustainability efforts.

In 2012, to boost awareness of pressing 
ecological challenges—such as deforesta-
tion, climate change, and water quality—the 
Rainforest Alliance launched an encompass-
ing and clever promotional campaign called 
“Follow the Frog.” The campaign began with 
an award-winning three-minute web video 
comically illustrating what people don’t have 
to do to help the environment. The video 
features a young professional who goes to 
ecological extremes. He quits his job, leaves 
his wife and young child, and heads to the 
heart of the Amazon jungle, where he joins 
in a crusade against evil factions that are 

Most companies today have built 
social responsibility into their cor-
porate missions, and they use ad-
vertising and marketing to promote 
socially responsible programs, ac-
tions, and ideas. Rather than focus-
ing only on profits, they recognize 
that company success is inexorably 
linked to the welfare of their cus-

tomers and the world around them.
An all-time classic example is the long-

running “Dove Campaign for Real Beauty,” 
which set out to change stereotypical defini-
tions of beauty with ads featuring candid and 
confident images of real women with all sorts 
of body types (not glamorous actresses or 
skinny models). “Our mission is to make more 
women feel beautiful every day by broaden-
ing the definition of beauty,” says Dove. Over 
the years, the constantly evolving “Campaign 
for Real Beauty”—consisting of ads, heavily 
viewed digital videos, and other content—
has done much to serve the cause of lift-
ing women’s self-esteem. And although the 
campaign has noble motives beyond sales 
and profits, it has also contributed greatly to 
Dove’s success. During the first decade of 
the campaign, the brand’s annual revenues 
grew from $2.5 billion to more than $4 billion.

Companies in almost every industry now 
support and promote a wide range of so-
cial and environmental causes. Chipotle”s 
“Food with Integrity” campaign challenges 
factory farming and promotes organic,  local, 
and family-farmed ingredients. Intel’s “Girl 
Rising” campaign promotes education for 
girls around the world; Google’s “Made with 
Code” campaign encourages young girls to 
pursue science and technology careers. And 
Apple’s “Better” campaign raises awareness 
of important environmental issues because 
“it’s our responsibility to make sure that while 
creating beautiful products, we’re also caring 
for our beautiful planet.”

Thus, more and more, companies are us-
ing advertising and marketing to take a stand 
on relevant social and environmental issues, 
not just to make a buck but because it’s the 
right thing to do. Let’s look more deeply into 
three successful campaigns promoting social 
responsibility.

AT&T: “It Can Wait”
As the texting-while-driving epidemic has wors-
ened, AT&T—one of the nation’s largest voice 
and data services providers—has stepped in 
with its “It Can Wait” campaign, which urges 
people to put away their phones while driving. 
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Much personal selling involves business-to-business trade. In selling to businesses, 
salespeople may not offer bribes to purchasing agents or others who can influence a sale. 
They may not obtain or use technical or trade secrets of competitors through bribery or 
industrial espionage. Finally, salespeople must not disparage competitors or competing 
products by suggesting things that are not true.

destroying the environment. The video con-
cludes that there’s an easier way: “You don’t 
have to go to the ends of the Earth to protect 
the planet. Just follow the frog” by choosing 
products that display the Rainforest Alliance 
Certified seal.

The “Follow the Frog” campaign now 
 encompasses a wide range of market-
ing content and activities, from print ads, 
 retail promotional materials, Follow the Frog 
events, and a Frog Blog to alliances with 
nearly 6,000 companies that display and pro-
mote the Rainforest Alliance Certified seal. 
The campaign has been effective. The initial 
video quickly captured more than 5 million 
YouTube views and 32,000 shares, was nom-
inated for a Webby award for online video 
excellence, and won a TED award as the 
top Ad Worth Spreading in the social causes 
category. The overall campaign has increased 
consumer awareness and boosted the num-
ber of companies committing to sourcing 
from Rainforest Alliance Certified operations, 
including major brands such as Lipton, Mars, 
and McDonald’s.

Always: “Like a Girl”
P&G’s Always feminine hygiene brand is on 
a mission. Based on research showing that a 
girl’s confidence plummets at puberty, Always 
launched a big-budget ad campaign aimed 

at changing the meaning of doing something 
“like a girl.” The first “Like a Girl” ad used a 
reality show format, asking young women, 
men, boys, and girls to “show me what it 
looks like to run like a girl” or “fight like a girl” 
or “throw like a girl.” The women, men, and 
boys portrayed the classic “feminine” ste-
reotypes. Young girls, however, attacked the 
tasks with gusto, devoid of any negative con-
notations. “When did doing something ‘like a 
girl’ become an insult?” the ad asked. “Always 
wants to change that.” The ad closed with in-
spirational images of girls running, throwing, 
and kicking with skill and confidence. “Let’s 
make #RunLikeAGirl mean amazing things,” 
concluded the ad.

When the “Like a Girl” ad ran during Super 
Bowl XLIX, viewer reaction was nothing short 
of spectacular. The ad placed first or second 
in virtually every major ad-rating poll, and it 

topped all other Super Bowl ads by a wide 
margin in social media mentions and sharing. 
Later in the year, “Like a Girl” took home an 
Emmy for most outstanding commercial and 
a Grand Prix award for best PR campaign at 
the Cannes international ad festival. In its first 
year, “Like a Girl” racked up an amazing 85 
million views and more than a billion global 
impressions.

The Always “Like a Girl” effort has now 
expanded into a full-blown, ongoing edu-
cational and support campaign. “When you 
have a message that really addresses such 
an important and a real issue and it’s done in 
a way that is very consistent with who you are 
as a brand, I think consumers want to engage 
with that,” says P&G’s vice president of global 
feminine care. “We have started an epic battle 
to show the world that doing things like a girl 
is downright amazing.”

Sources: Ann-Christine Diaz, “The Story behind AT&T’s Disturbing Phone Safety Ad,” Advertising Age, July 27, 
2015, http://adage.com/print/299678/; John McDermott, “AT&T’s Anti-Texting Campaign: Lots of Impressions, Zero 
Success,” Digiday, August 14, 2014, http://digiday.com/platforms/att-asks-twitter-whether-anti-texting- driving-
campaign-working/; Paul Polizzotto, “Millennials Are Embracing Corporate Social Responsibility Campaigns,” 
Advertising Age, December 18, 2015, http://adage.com/print/301796/; “Why That ‘Like A Girl’ Super Bowl Ad 
Was So Groundbreaking,” Huffington Post, February 2, 2015, www.huffingtonpost.com/2015/02/02/always- super-
bowl-ad_n_6598328.html; Sheila Shayon, “How P&G Is Making the Always #LikeAGirl Movement Unstoppable,” 
Brandchannel, July 8, 2015, www.brandchannel.com/2015/07/08/pg-always-like-a-girl-070815/; and information 
from www.apple.com/environment/; www.itcanwait.com/all, www.rainforest-alliance.org/about; www. rainforest-
alliance.org/followthefrog, and http://always.com/en-us, accessed October, 2016.

14  Reviewing and Extending the Concepts

OBJECTIVES REVIEW AND KEY TERMS

Objectives Review
In this chapter, you learned how companies use integrated mar-
keting communications (IMC) to communicate customer value. 
Modern marketing calls for more than just creating customer 
value by developing a good product, pricing it attractively, and 
making it available to target customers. Companies also must 
clearly and persuasively engage current and prospective con-
sumers and communicate that value to them. To do this, they 
must blend five promotion mix tools, guided by a well-designed 
and implemented IMC strategy.

OBJECTIVE 14-1  Define the five promotion mix tools 
for communicating customer value.  (pp 424–425)

A company’s total promotion mix—also called its marketing 
communications mix—consists of the specific blend of adver-
tising, personal selling, sales promotion, public relations, and 
direct and digital marketing tools that the company uses to 
engage consumers, persuasively communicate customer value, 
and build customer relationships. Advertising includes any paid 
form of nonpersonal presentation and promotion of ideas, 
goods, or services by an identified sponsor. In contrast, public 
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relations focuses on building good relations with the company’s 
various publics. Personal selling is personal presentation by the 
firm’s sales force for the purpose of making sales and building 
customer relationships. Firms use sales promotion to provide 
short-term incentives to encourage the purchase or sale of a 
product or service. Finally, firms seeking immediate response 
from targeted individual customers use direct and digital mar-
keting tools to engage directly with customers and cultivate 
relationships with them.

OBJECTIVE 14-2  Discuss the changing communications 
landscape and the need for integrated marketing 
communications.  (pp 425–430)

The explosive developments in communications technology 
and changes in marketer and customer communication strat-
egies have had a dramatic impact on marketing communica-
tions. Advertisers are now adding a broad selection of more-
specialized and highly targeted media and content—including 
online, mobile, and social media—to reach smaller customer 
segments with more-personalized, interactive messages. As 
they adopt richer but more fragmented media and promo-
tion mixes to reach their diverse markets, they risk creating 
a communications hodgepodge for consumers. To prevent 
this, companies have adopted the concept of integrated 
marketing communications (IMC). Guided by an overall IMC 
strategy, the company works out the roles that the various 
promotional tools and marketing content will play and the 
extent to which each will be used. It carefully coordinates 
the promotional activities and the timing of when major cam-
paigns take place.

OBJECTIVE 14-3  Outline the communication process 
and the steps in developing effective marketing 
communications.  (pp 430–437)

The communication process involves nine elements: two major 
parties (sender, receiver), two communication tools (message, 

media), four communication functions (encoding, decoding, re-
sponse, and feedback), and noise. To communicate effectively, 
marketers must understand how these elements combine to 
communicate value to target customers.

In preparing marketing communications, the communicator’s 
first task is to identify the target audience and its characteristics. 
Next, the communicator has to determine the communication 
objectives and define the response sought, whether it be aware-
ness, knowledge, liking, preference, conviction, or purchase. 
Then a message should be constructed with an effective con-
tent and structure. Media must be selected, both for personal 
and nonpersonal communication. The communicator must find 
highly credible sources to deliver messages. Finally, the com-
municator must collect feedback by watching how much of the 
market becomes aware, tries the product, and is satisfied in 
the process.

OBJECTIVE 14-4  Explain the methods for setting the 
promotion budget and factors that affect the design 
of the promotion mix.  (pp 437–444)

The company must determine how much to spend for promo-
tion. The most popular approaches are to spend what the com-
pany can afford, use a percentage of sales, base promotion on 
competitors’ spending, or base it on an analysis and costing 
of the communication objectives and tasks. The company has 
to divide the promotion budget among the major tools to cre-
ate the promotion mix. Companies can pursue a push or a pull 
promotional strategy—or a combination of the two. People at 
all levels of the organization must be aware of the many legal 
and ethical issues surrounding marketing communications. 
Companies must work hard and proactively at communicat-
ing openly, honestly, and agreeably with their customers 
and resellers. 
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OBJECTIVE 14-3
Buyer-readiness stages (p 432)
Personal communication channels  

(p 435)
Word-of-mouth influence (p 435)
Buzz marketing (p 435)
Nonpersonal communication channels 

(p 436)

OBJECTIVE 14-4
Affordable method (p 437)
Percentage-of-sales method  

(p 438)

Competitive-parity method  
(p 438)

Objective-and-task method  
(p 438)

Push strategy (p 440)
Pull strategy (p 440)
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DISCUSSION AND CRITICAL THINKING

Discussion Questions
14-1 Name and describe the five major promotion tools used 

in a company’s marketing communications mix. (AASCB: 
Communication)

14-2 Discuss content marketing and how marketers are  using 
a new framework that builds on how and by whom mar-
keting content is created, controlled, and distributed. 
(AACSB: Communication)

14-3 What is integrated marketing communications (IMC), 
and how does a company go about implementing it? 
(AACSB: Communication)

MyLab Marketing
Go to mymktlab.com to complete the problems marked with this icon .

14-4 Discuss the main marketing communication objec-
tives and the ideal responses from audiences. (AACSB: 
Communication)

14-5 What do you understand by the term cooling-off period? 
(AACSB: Communication)

Critical Thinking Exercises
14-6 Integrated marketing communications are highly coordi-

nated. Identify a new product or service and research the 
IMC across different platforms and media. Is the mes-
sage consistent? (AACSB: Communication; Use of IT; 
Reflective Thinking)

14-7 In a small group, select an advertisement that appro-
priately addresses each aspect of the communication 
process shown in Figure 14.2. Illustrate how each ele-
ment is represented in the company’s advertisement. 
Discuss how the advertisement, by itself, does or does 

not constitute effective marketing communication for the 
product. (AACSB: Communication; Reflective Thinking)

14-8 According to a Nielsen Global Survey, consumers are 
more likely to support companies that they perceive as 
socially responsible. Find three examples of advertise-
ments that incorporate socially responsible marketing 
messages. Do these advertisements increase your likeli-
hood of buying from the company sponsoring them? 
Explain. (AACSB: Communication; Ethical Reasoning; 
Reflective Thinking)

APPLICATIONS AND CASES

Online, Mobile, and Social Media Marketing Spot the Difference
Online newspapers and magazines need most of the content they 
publish to be current, up-to-date, and in vogue. However, very few 
readers actually want to pay to access that content. The solution 
seems simple: use thinly disguised advertorial content instead. In-
terestingly, the more the content is read, the greater the advertis-
ing revenue. To many readers, it would now appear that a few 
online content sites are prepared to take the risk of paying a proper 
journalist or travel writer to create an article or a piece of high-
quality copy. Instead, content is either advertorial material or fairly 
dull practical advice. This also means that opportunities of making 
a living for journalists are dwindling. The subscription systems put 
people off, and it is impossible to subscribe to a specific section 
of a newspaper or magazine to keep up with news and events 
from a specific perspective. A great deal of writing on news and 
media sites has become an integral part of public relations rather 
than conventional journalism. Some sites simply reprint press re-
leases without comment or changes. Others will turn to business 
organizations that have customized-content providers to create a 

piece for them in different styles to match the look of different news 
websites. A major marketing trend has been to create content for 
brands. This has blurred the fine line between paid media cover-
age or advertisements and earned media coverage, which is more 
about convincing a journalist that a brand deserves to be written 
about. This has also created a conflict between different parts of 
the marketing industry. PR specialists would suggest they are bet-
ter placed to write the customized content and they can find a 
newsworthy story for a brand. Advertising specialists claim they are 
the ones with the greatest affinity with advertorials, and they would 
know better how to make something stand out.  As the distinction 
between opinionated news content and customized content, also 
presented with a clear opinion and purpose, become ever more 
blurred, it is becoming increasingly difficult for the reader to tell the 
difference. As advertising revenue becomes more diluted with in-
creased competition, should we blame the media for looking for a 
new income stream? Brands deserve their own story too, and it 
looks like the media is ready to write it for them.
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Marketing Ethics Western Stereotypes
In January 2014, the Japanese airline All Nippon Airways (ANA) 
was forced to pull a TV advertisement after being accused of 
racist stereotyping by viewers. The TV commercial featured 
two Japanese men in ANA uniforms. They were discussing, in 
 English with Japanese subtitles, how they could boost the  image 
of ANA as an international airline. The punch line of the com-
mercial saw one of them suggesting that they change the image 
of Japanese people. The camera then cut back to the other 
man, who was now wearing a blonde wig and a long rubber 
nose. These are stereotypical Japanese images of what West-
erners look like. This is by no means the first and probably not 
the last time potentially racist stereotyping of Westerners has 
been employed in Japanese advertisements. In 2013, Toshiba 
featured a Japanese girl with a blonde wig and a fake nose in an 
advertisement for a bread maker. In 2010, Nagasaki Prefecture 

promoted its foreign-designed buildings with Japanese tourists 
wearing blonde wigs and big noses. At other times, Western-
ers have been portrayed as hapless visitors, a role that has not 
been met with viewers’ approval. 

14-11 Westerners are comparatively rare in countries such as 
Japan. Is it right to portray them in this way?  Explain 
why or why not. (AACSB: Communication; Reflective 
Thinking; Ethical Understanding and Reasoning)

14-12 Find other examples of marketing strategies that have 
employed racial stereotypes which could be considered 
inappropriate by viewers outside a specific culture. 
(AACSB: Written and Oral Communication; Reflective 
Thinking)

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

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

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

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

14-15 What is OXO’s mission?

14-16 What are some of the market conditions that have led 
OXO to reevaluate its marketing strategy?

14-17 How has OXO modified its marketing mix? Are these 
changes in line with its mission?

Marketing by the Numbers Advertising-to-Sales Ratios
Using the percent of sales method, an advertiser sets its budget 
at a certain percentage of current or forecasted sales. However, 
determining what percentage to use is not always clear. Many 
marketers look at industry averages and competitor spending 
for comparisons. Websites and trade publications publish data 
regarding industry averages to guide marketers in setting the per-
centage to use.

14-13 Find industry advertising-to-sales ratio data. Why 
do some industries have higher advertising-to-sales 

ratios than others? (AACSB: Communication; Use of IT; 
Reflective Thinking)

14-14 Determine the advertising-to-sales ratios for two com-
peting companies and compare them to the industry 
advertising-to-sales ratio found above. Why do you 
think there is a difference between competitors and the 
industry average? (AACSB: Communication; Use of IT; 
Analytical Reasoning; Reflective Thinking)

When you think of Volvo, you probably think of the boxy and se-
date, practical and safe automobiles made in Sweden—the ones 
professors and young, married couples with children use to cart 
their groceries home. This story is about another Volvo—the  Volvo 
Group, maker of trucks. And not just SUVs or pickups, mind you. 
We’re talking about full-sized, heavy-duty semi-trucks and trail-
ers, mining and construction vehicles, and buses. Once one and 

Company Case Volvo Trucks: Integrated Marketing Communications of Epic Proportions

the same with Volvo cars. the Volvo Group is now a separate 
company and one of the largest producers of commercial trucks 
in the world under various brands including Renault Trucks, Mack 
Trucks, UD Trucks, and its largest, Volvo Trucks.

A few years ago, Volvo Trucks faced a big challenge. It was 
preparing for its first major product launch in 20 years—five new 
truck models in one year. With that launch, Volvo Trucks needed 

14-9 Find examples of advertorials on various news web-
sites. Create a presentation with screenshots showing 
the content and how it is identified. Has the content 
been shared with others via social media? (AACSB: 
Communication; Information Technology)

14-10 How important is price as a key component of commu-
nicating value? What other elements of value can you 
identify? (AACSB: Communication; Reflective Thinking)
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an integrated communication strategy that would achieve a 
lofty goal—to get people worldwide to talk about its com-
mercial trucks. Volvo Trucks wasn’t just interested in creating 
buzz among its normal target set of corporate truck buyers. It 
wanted to appeal to regular folks in a way that would heighten 
their awareness of the brand, elevate the brand’s cool factor, 
and get people talking, sharing, and supporting the brand from 
Singapore to Swaziland. How it accomplished this—and how 
Volvo Trucks keeps the brand in the public eye today—is an ad-
vertising coup of epic proportions.

A Consumer Approach
Typically, when a B-to-B company wants to promote a new 
product, it goes through an agency that specializes in its indus-
try. That’s what Volvo Trucks did previously, working with vari-
ous agencies through different types of traditional media includ-
ing print advertising, PR, and direct mail. But as it prepared to 
unleash its all-new line of heavy-duty trucks, the Swedish truck-
ing firm realized that the media landscape had fundamentally 
changed since its last major launch. And the new media world 
called for a different approach to broadcasting the brand’s mes-
sage—something unique that would outsmart competitors.

Rather than go through a B-to-B agency with experi-
ence in commercial trucks, Volvo Trucks enlisted Forsman & 
Bodenfors—one of Sweden’s leading creative agencies with 
a history of groundbreaking consumer campaigns for the likes 
of IKEA, UNICEF, and Volvo Cars. As Forsman & Bodenfors 
developed the campaign, its research revealed two important 
insights about commercial trucks. First, long-haul truckers love 
their trucks, forming an emotional connection with them that 
resembles the relationship between regular drivers and their daily 
rides. Second, a large volume of influencers have an impact on 
truck-buying decisions—a set that includes friends, family mem-
bers, colleagues, bosses, and even the clients and businesses 
whose products the trucks carry.

Armed with these insights, the team set out to create an in-
tegrated campaign that would amaze experienced truckers by 
showcasing the new trucks’ features while simultaneously cap-
tivating the general public with breathtaking demonstrations. 
Traditional television advertising was out of reach budgetwise. It 
was also not a good fit for the kinds of messages the campaign 
needed to communicate or the types of buzz the agency hoped 
to create. So Forsman & Bodenfors turned to social media. The 
result was a campaign dubbed “Live Tests,” a fully integrated 
promotional effort rooted in a series of documentary-style films 
designed to have impact on a Hollywood scale.

Appealing to the Masses with “Live Tests”
The first film to go up on Volvo Trucks’ YouTube channel was “The 
Ballerina,” a three-minute “making of”–style video in which world 
record–holding highliner Faith Dickey walked a wire between two 
speeding Volvo trucks, completing the run just in time to duck 
as the trucks entered two opposing sides of a tunnel, violently 
snapping the tight wire. The video was designed to demonstrate 
the tremendous steering precision of the new Volvo trucks. Al-
though the “Live Tests” campaign eventually panned out into a 
multi-feature, long-running campaign, it was only after “The Bal-
lerina” was posted that the campaign’s strategy began to take 
shape. “When you create for YouTube, you can’t plan too much 
in advance because you really don’t know how… popular an idea 
or piece of film will be,” recounts Bjorn Engström, senior partner 
with the ad agency.

After that first successful effort, Volvo Trucks and the agency 
created a set of five more films. In “The Technician,” a Volvo semi 
roars over the head of an engineer buried up to his neck in sand, 
demonstrating the truck’s 12-inch ground clearance. “The Hook” 
provides a dramatic testimonial of the strength of Volvo truck 
tow hooks, given by Volvo Trucks president Claes Nilsson as he 
stands perched atop a Volvo truck with trailer suspended high 
above a harbor. “Hamster” demonstrates “ease of steering,” with 
a tiny hamster named Charlie steering a huge mining dump truck 
by running on an exercise wheel attached to the truck’s steering 
wheel. And in an interactive 360-degree experience illustrating 
maneuverability, “The Chase” provides the point of view of a 
Volvo truck as it runs from bulls through the tight streets of a 
Spanish town.

The timed release of each of these videos was accompanied 
by various supporting promotional efforts designed to extend the 
campaign’s message and drive traffic to YouTube. Volvo Truck 
sponsored print ads in the trucking press as well as interviews 
with Volvo engineers, released in both print and video. The 
videos had another purpose—to increase the social media fan 
base for Volvo Trucks, building toward the campaign’s grand 
finale. In little more than a year and on the eve of the debut of the 
campaign’s dramatic video climax, the number of Volvo Trucks 
YouTube subscribers had increased 2,300 percent to 85,000 
while the Volvo Trucks Facebook page experienced a 1,700 per-
cent increase in fans to 290,000.

But it was the final installment in the first round of the “Live 
Tests” campaign that hit the ball out of the park. In “Epic Split,” 
martial arts superstar Jean-Claude Van Damme stood with one 
foot on the mirrors of two side-by-side shiny new gold Volvo 
trucks as they moved progressively farther apart in reverse, stabi-
lizing their distance at the point where the Muscles from Brussels 
is poised in full and perfect splits. The dramatic video highlighted 
Volvo Dynamic Steering—an electronically controlled mechanism 
that adjusts 2,000 times per second for unsurpassed precision. 
Within a month, the video had drawn 60 million YouTube hits, go-
ing on to become the most viral non–Super Bowl automotive ad of 
all time. Also by the end of the month, Volvo Trucks delivered 31 
percent more trucks to dealers than it had for the same month the 
previous year.

The Synergy of IMC
Although each piece of the “Live Tests” campaign was laudable 
in itself, the sum of the parts produced a result more impressive 
than any of the stunts performed in the campaign videos. Ac-
cording to Forsman & Bodenfors, the campaign produced more 
than 100 million video views, 8 million social media shares, and 
more than 20,000 editorial features. It also produced thousands 
of video spoofs good for another 50 million views, including 
“Greetings from Chuck,” a video for the holidays featuring a CGI 
Chuck Norris performing splits on the wings of two Lockheed 
C-5s while a lit-up, tree-shaped pyramid of military paratroop-
ers stood on his head. In all, the media impact of the campaign 
was valued at more than $170 million. The campaign received so 
many awards—including the Creative Effectiveness Grand Prix at 
Cannes—that Advertising Age dubbed Volvo Trucks the “Most 
Awarded Advertiser of the Year.”

The campaign also produced measurable behaviors among 
target customers. In a survey of 2,200 commercial truck owners, 
half of those who saw the videos indicated they were more likely 
to choose Volvo for their next purchase, while a third of respon-
dents had either contacted a dealer or visited a Volvo Trucks 
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website. “If we talk to our salespeople in our 140 markets all 
over the world,” said Anders Vilhelmsson, PR director for Volvo 
Trucks, “they tell us very often one of the first things prospective 
customers bring up in conversation is the viral film.”

With all this success achieved on a shoestring budget, it’s no 
surprise that Volvo Trucks extended the “Live Tests” campaign. 
Following the same model set by the first six videos, the team 
produced some unlikely pieces, including a race between a 
Volvo tractor and a supercar as well as a hidden-camera exposé 
showing the reaction of a valet as a Volvo truck pulls up in front 
of a black-tie casino. But the most recent video became one 
of the most successful entries of the campaign to date. “Look 
Who’s Driving” puts a darling British four-year-old behind the 
remote controls of the Volvo FMX—a dump truck that the ad 
proclaims is “the toughest truck we ever built.”

Rather than just a clever series of stunts for the sake of stunts, 
“Live Tests” pulled off a monumental task. By selecting features 
with high relevance to both its new models and the target audi-
ence, Volvo communicated those features through stories that 
captivated viewers everywhere. The campaign achieved the goal 
of successfully launching five new trucks, with phase two ultimately 
producing a social media fan base double the size of the one Volvo 
Trucks had achieved following the first phase of the campaign. The 
campaign has also helped Volvo Trucks to achieve record sales 
and market share worldwide. Even more amazing, Volvo Trucks 
did all that on a shoestring budget. In the world of integrated mar-
keting communications, “Live Tests” is truly an epic.

Questions for Discussion
14-18 Which promotional mix elements does Volvo Trucks 

use?

14-19 How does the “Live Tests” campaign demonstrate the 
characteristic of integrated marketing communication? 
What grade would you give “Live Tests” on integration 
effectiveness?

14-20 Is the consumer marketing approach taken by “Live 
Tests” appropriate for all B-to-B marketers? Explain.

14-21 What challenges does Volvo Trucks face in maintaining 
the success it has achieved with this campaign?

Sources: Steve Skinner, “Sweden’s Secrets to Success with Trucks,” 
Owner Driver, June 22, 2016, www.ownerdriver.com.au/industry-
news/1606/swedens-secrets-to-success-with-trucks/; Tessa Wegert, 
“How Volvo Trucks Turned B2B Video into a Viral Art Form,” Contently, 
March 18, 2016, https://contently.com/strategist/2016/03/08/volvo-trucks-
turned-b2b-video-viral-artform/; David Griner, “A 4-Year-Old Pilots a Volvo 
Truck in Rollicking Follow-Up to ‘Epic Split,’” Adweek, December 3, 2015, 
www.adweek.com/print/168418; Meg Carter, “How Volvo Trucks Pulled 
Off an Epic Split and Game-Changing Campaign,” Fast Company, June 
18, 2016, www.fastcocreate.com/3031654/cannes/how-volvo-trucks-
pulled-off-an-epic-split-and-a-game-changing-campaign; David Griner, 
“Undivided Attention: How ‘Epic Split’ Became the Buzziest Ad at Cannes,” 
Adweek, June 16, 2014, www.adweek.com/print/158248; and “Six Years 
of Ambitious Integrated Campaigns,” www.dandad.org/en/d-ad-integrated-
marketing-campaigns/, accessed July 2016.

MyLab Marketing
Go to mymktlab.com for the following Assisted-graded writing questions:

14-22 Name and describe the types of  appeals marketers use when designing 
 marketing communication messages. What message structure issues must be 
considered when creating messages?

14-23 Select an advertisement for a national brand. What type of  appeal is the 
 advertiser using? Describe the message structure used. Create an advertise-
ment for the brand that communicates the same information but uses a 
 different type of  appeal and message structure.



After an analysis of overall integrated marketing com-
munications (IMC) planning, we dig more deeply 
into the specific marketing communication tools. In 
this chapter, we explore advertising and public rela-
tions (PR). Advertising involves communicating the 

company’s or brand’s value proposition by using paid media to 
inform, persuade, and remind consumers. PR involves building 
good relations with various company publics—from consum-
ers and the general public to the media, investor, donor, and 
government publics. As with all the promotion mix tools, adver-
tising and PR must be blended into the overall IMC program.  

In Chapters 16 and 17, we will discuss the remaining promo-
tion mix tools: personal selling, sales promotion, and direct and 
digital marketing.

Let’s start by looking at an outstanding advertising cam-
paign. Two decades ago, GEICO was a little-known nicher in the 
U.S. auto-insurance industry. But now, thanks in large part to an 
industry-changing, big-budget advertising program featuring an 
enduring tagline and a likeable but unlikely spokes-lizard, GEICO 
has muscled its way to the number-two position in its ultra-
competitive industry. The message: Good advertising really does 
matter. Here’s the story.

GEICO: From Bit Player to Behemoth through Good Advertising

Thanks in large part to an industry-
changing, big-budget advertising program 
featuring an enduring tagline and a 
likeable but unlikely spokes-lizard, GEICO 
has muscled its way to the number-two 
position in its ultra-competitive industry.

Advertising and Public Relations

By now, you know a lot about GEICO and its smooth- 
talking gecko. But at the start, the insurer faced a tough 
task—introducing a little-known brand with a funny name 
to a national audience. Like all good advertising, the GEICO 
campaign began with a simple but compelling theme, one that 
highlights the convenience and savings advantages of GEICO’s 
direct-to-customers system. To this day, every single one of the 
hundreds of ads and other content pieces in the GEICO cam-
paign has driven home the now-familiar pitch: “15 minutes 
could save you 15 percent or more on car insurance.”

But what really set GEICO’s 
advertising apart was the inspired 
way the company chose to bring 
its value proposition to life. At 
the time, competitors were using 
serious and sentimental pitches—
“You’re in good hands with 
Allstate” or “Like a good neigh-
bor, State Farm is there.” To make 
its advertising stand out, GEICO 

decided to deliver its punch line with humor. The creative ap-
proach worked, and sales began to climb.

In trying to grow the brand, it become apparent that cus-
tomers had difficulty pronouncing the GEICO name (which 

F ounded in 1936, GEICO initially targeted a select 
customer group of government employees and non-
commissioned military officers with exceptional 
driving records. Unlike its competitors, GEICO had 

no agents. Instead, the auto insurer marketed directly to 
customers, keeping its costs low and passing on the savings 
in the form of lower premiums. For nearly 60 years, GEICO’s 
marketing relied almost entirely on direct mail and tele-
phone advertising.

In 1994, however, when GEICO decided to expand its 
 customer base, it knew that it 
must also expand its marketing. 
So it entered the world of mass 
 media, a shift that would dramati-
cally change the face of insurance 
 advertising. GEICO started slowly, 
spending a paltry $10 million to 
launch its first national TV, radio, 
and print ads. Then, in 1996, bil-
lionaire investor Warren Buffett 
bought the company and famously told the marketing group 
“money is no object” when it comes to growing the business, so 
“speed things up.” Did it ever. Over the next 10 years, GEICO’s 
ad spending jumped 50-fold, to more than $500 million a year.
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it—it’s truly unskippable). The “Unskippable” campaign won 
the Film Grand Prix award at the Cannes international ad fes-
tival and received Advertising Age’s first-ever Campaign of the 
Year award.

“No matter how many GEICO ads you’ve seen over the 
years—and it’s a bunch—they never seem to grow stale,” 
observes one expert. The company’s chief marketing officer 
explains, “We’re trying to stay ever-present in the consumer’s 
mind but not bore them and have them just tune out yet 
 another GEICO ad.” However, no matter how varied, each 
mini-campaign has a distinctly GEICO flavor, and every single 
ad closes strongly with the crucial “15 minutes could save you 
15 percent” tagline.

GEICO continues to invest heavily in advertising and con-
tent marketing, outspending every other insurance company in 
measured media by a nearly two-to-one margin. Its annual ad-
vertising budget, now more than $1.1 billion, makes GEICO the 
third-most-advertised U.S. megabrand. However, the brand’s 
creative and relentless advertising messaging plus its heavy 
investment have paid big dividends. The once little-known 
GEICO brand now enjoys well over 90 percent awareness 
among insurance shoppers. And after years of double-digit 
market share gains, GEICO now occupies second place in the 
ultra-competitive U.S. car-insurance market.

Moreover, beyond spurring GEICO’s spectacular growth, 
the brand’s advertising has changed the way the entire in-
surance industry markets its products. In what was once a 
yawn-provoking category, competitors ranging from Allstate 
(with “Mayhem”) to Progressive (with “Flo”) are now injecting 
humor and interest in their own advertising campaigns. “This 
strategy is absolutely working for GEICO,” asserts one analyst. 
It’s “a testament to how GEICO has used advertising to evolve 
from a bit player to a behemoth,” says another.1

stands for Government Employees Insurance Company). Too 
often, GEICO became “gecko.” Enter the charismatic green 
lizard. In 1999, GEICO ran a 15-second spot in which the now-
famous, British-accented gecko calls a press conference and 
pleads: “I am a gecko, not to be confused with GEICO, which 
could save you hundreds on car insurance. So stop calling me.” 
The ad was supposed to be a one-time “throwaway,” but con-
sumers quickly flooded the company with calls and letters beg-
ging to see more of the gecko. The rest, as they say, is history.

Although the gecko remains GEICO’s iconic spokesman, 
one lizard could take the company only so far. So over the 
years, to keep its pitch fresh and entertaining, GEICO has 
supplemented the gecko ads with a continuous flow of clever, 
buzzworthy new executions telling the brand’s value story. 
Early on, when GEICO first went online, the campaign em-
ployed a clutch of cultured cavemen, insulted by the com-
pany’s advertising slogan “It’s so easy to use GEICO.com, even 
a caveman could do it.” Later, in response to the question “Can 
switching to GEICO really save you 15 percent or more on car 
insurance?,” the “Rhetorical Questions” campaign responded, 
“Is Ed ‘Too Tall’ Jones too tall?,” “Was Abe Lincoln honest?,” 
and “Did the little piggy cry ‘wee wee wee’ all the way home?” 
That last ad introduced the world to Maxwell, the talking pig 
who went on to star in his own GEICO campaign, emphasiz-
ing GEICO’s growing digital, social, and mobile advances. 
The brand’s later “Happier than . . . ” campaign introduced yet 
another talking animal, the popular Caleb the Camel, who pro-
claimed that GEICO customers are “Happier than a camel on 
hump day.”

In its more recent “It’s what you do . . . ” installment of the 
campaign, GEICO found yet another way to underline its value 
proposition in an entertaining and memorable way. In one ad, 
an immature Peter Pan annoyingly disrupts a staid convention 
luncheon because when you’re Peter Pan, “you stay young for-
ever. It’s what you do.” Another ad featured a mom who calls 
her son while he’s in the midst of a dramatic James Bond–style 
exploit to vent about his dad’s refusal to call exterminators to 
handle a backyard squirrel problem because if you’re a mom, 
“you always call at the worst possible time. It’s what you do.” 
Each ad in the series concluded: “If you want to save money on 
car insurance, you switch to GEICO. It’s what you do.”

GEICO’s award-winning “Unskippable” campaign offered 
hilarious online video ads that viewers simply couldn’t skip. 
Each video featured a seemingly boring, everyday scene, such 
as a family eating a spaghetti dinner. The ads opened with an 
unabashedly huge GEICO logo in the middle of the screen 
and the line, “You can’t skip this ad because it’s already over. 
Fifteen minutes could save you 15 percent or more on car 
insurance.” But that’s when the fun kicked in. For example, 
in the family dinner video, the family freezes while their dog 
leaps onto the table, methodically and comically scarfing up 
everyone’s spaghetti (you have to see the video to appreciate 

For more than 20 years, GEICO’s advertising and charismatic 
gecko have creatively and relentlessly driven home the brand’s 
value proposition: “15 minutes could save you 15 percent or more 
on car insurance.”
All text and images are copy written with permission from GEICO.



452   PART 3 | Designing a Customer Value–Driven Strategy and Mix

COMPANIES MUST DO MORE than simply create customer value. They must also 
engage target customers and clearly and persuasively communicate that value to them. In 
this chapter, we take a closer look at two marketing communications tools: advertising and 
public relations.

Advertising
Advertising can be traced back to the very beginnings of recorded history. 
Archaeologists working in countries around the Mediterranean Sea have dug up signs 
announcing various events and offers. The Romans painted walls to announce gladia-
tor fights, and the Phoenicians painted pictures on large rocks to promote their wares 
along parade routes. During the golden age in Greece, town criers announced the sale 
of cattle, crafted items, and even cosmetics. An early “singing commercial” went as fol-
lows: “For eyes that are shining, for cheeks like the dawn/For beauty that lasts after 
girlhood is gone/For prices in reason, the woman who knows/Will buy her cosmetics 
from Aesclyptos.”

Modern advertising, however, is a far cry from these early efforts. U.S. advertis-
ers now run up an estimated annual bill of nearly $190 billion on measured advertis-
ing media; worldwide ad spending is an estimated $545 billion. P&G, the world’s 
largest advertiser, spent more than $4.6 billion on U.S. advertising and $11.5 billion 
worldwide.2

Although advertising is used mostly by business firms, a wide range of not-for-
profit organizations, professionals, and social agencies also use advertising to promote 
their causes to various target publics. In fact, the 39th-largest U.S. advertising spender is 
a not-for-profit organization—the U.S. government, which advertises in many ways. For 
example, its Centers for Disease Control and Prevention spent $70 million on the fourth 
year of an anti-smoking advertising campaign titled “Tips from a Former Smoker,” show-
ing people who have paid dearly due to smoking-related diseases.3 Advertising is a good 
way to engage, inform, and persuade, whether the purpose is to sell Coca-Cola worldwide, 
help smokers kick the habit, or educate people in developing nations on how to lead 
healthier lives.

Marketing management must make four important decisions when developing an 
advertising program (see  Figure 15.1): setting advertising objectives, setting the advertising 
budget, developing advertising strategy (message decisions and media decisions), and evaluating 
advertising effectiveness.

Advertising
Any paid form of nonpersonal 
presentation and promotion of ideas, 
goods, or services by an identified 
sponsor.

OBJECTIVES OUTLINE

OBJECTIVE 15-1  Define the role of advertising in the promotion mix.

Advertising  (p 452)

OBJECTIVE 15-2  Describe the major decisions involved in developing an advertising program.

Major Advertising Decisions  (pp 453–470)

OBJECTIVE 15-3  Define the role of public relations in the promotion mix.

Public Relations  (pp 470–472)

OBJECTIVE 15-4  Explain how companies use PR to communicate with their publics.

Major Public Relations Tools  (p 472)

Author
Comment

You already know a lot 
about advertising—you 

are exposed to it every day. But here 
we’ll look behind the scenes at how 
 companies make advertising decisions.



CHAPTER 15 | Advertising and Public Relations   453

Major Advertising Decisions
Setting Advertising Objectives
The first step is to set advertising objectives. These objectives should be based on past deci-
sions about the target market, positioning, and the marketing mix, which define the job 
that advertising must do in the total marketing program. The overall advertising objective 
is to help engage customers and build customer relationships by communicating customer 
value. Here, we discuss specific advertising objectives.

An advertising objective is a specific communication task to be accomplished with 
a specific target audience during a specific period of time. Advertising objectives can be 
classified by their primary purpose—to inform, persuade, or remind.  Table 15.1 lists ex-
amples of each of these specific objectives.

Informative advertising is used heavily when introducing a new product category. In this 
case, the objective is to build primary demand. Thus, early producers of big-screen HDTVs 
first had to inform consumers of the image quality and size benefits of the new product. 
Persuasive advertising becomes more important as competition increases. Here, the compa-
ny’s objective is to build selective demand. For example, once HDTVs became established, 

Advertising objective
A specific communication task to be 
accomplished with a specific target 
audience during a specific period of time.

Objectives setting Budget decisions

Affordable approach
Percent of sales

Competitive parity
Objective and task

Advertising 
evaluation

Message decisions

Media decisions

Communication
objectives

Sales
objectives

Message strategy
Message execution

Impact and engagement
Major media types

Specific media vehicles
Media timing

Communication
impact

Sales and profit
 impact

Return on advertising

Don’t forget—advertising is only part of a
broader set of marketing and company
decisions. Its job is to help communicate
the brand’s value proposition to target
customers. Advertising must blend well
with other promotion and marketing mix
decisions.

 FIGURE | 15.1 
Major Advertising Decisions

 Table 15.1 | Possible Advertising Objectives

Informative Advertising

Communicating customer value Suggesting new uses for a product

Building a brand and company image Informing the market of a price change

Telling the market about a new product Describing available services and support

Explaining how a product works Correcting false impressions

Persuasive Advertising

Building brand preference Persuading customers to purchase now

Encouraging switching to a brand Creating customer engagement

Changing customer perceptions of product value Building brand community

Reminder Advertising

Maintaining customer relationships Reminding consumers where to buy the product

Reminding consumers that the product may be 
needed in the near future

Keeping the brand in a customer’s mind during off-seasons
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Samsung began trying to persuade consumers that its brand offered the best quality for 
their money. Such advertising wants to engage customers and create brand community.

Some persuasive advertising has become comparative advertising (or attack advertising), in 
which a company directly or indirectly compares its brand with one or more other brands. 
You see examples of comparative advertising in almost every product category, ranging 
from soft drinks and fast food to car rentals, credit cards, and wireless phone services. For 
example, Pepsi has long fielded comparative ads that take direct aim at rival Coca-Cola:4

It began years ago with the long-running “Pepsi 
Challenge” campaign, where Pepsi ads showed blind 
taste tests in shopping malls and other public places 
in which consumers invariably preferred the taste 
of Pepsi to that of Coca-Cola.  Since then, Pepsi 
has run regular comparative ads tweaking its larger 
competitor, ranging from an ad showing Santa Claus 
(long associated with Coca-Cola advertising) choos-
ing a Pepsi over a Coke to one in which a Pepsi de-
livery driver snaps a candid photo of a Coke driver 
covertly draining a cold can of Pepsi. In another ad, 
a happy Pepsi drinker mocks a Coke buyer by telling 
him, “You’ve still got the polar bear” (another Coca-
Cola ad symbol). A scraggly polar bear then sadly 
pets the Coke drinker. Such comparison ads have 
been popular with Pepsi fans. “There are few things 
that grab our fans’ attention as much as seeing our 
beloved blue and that red next to each other,” says 
Pepsi’s brand marketing and digital director. “It’s 
done well for us in the past, and it’s just something 
that we know works and that they love to see.”

Comparative advertising campaigns often cre-
ate controversy. Many times, that’s the point of 
using them. Whereas established market leaders 
want to exclude other brands from the consumer’s 
choice set, challengers want to shake things up, 
inject their brands into the consumer conversa-
tion, and put themselves on equal footing with the 
leader. Comparative advertising in the smartphone 
segment has been used by Apple and Samsung 

against each other. However, in 2016 Lenovo launched an aggressive comparative advertis-
ing campaign attacking the two giants (see Real Marketing 15.1).

Still, advertisers should use comparative advertising with caution. All too often, such 
ads invite competitor responses, resulting in an advertising war that neither competitor 
can win. Upset competitors might also take more drastic action, such as filing complaints 
with the self-regulatory National Advertising Division of the Council of Better Business 
Bureaus or even filing false-advertising lawsuits. Consider the reactions of competitors to 
recent comparative ads by Chobani:

One Chobani Simply 100 yogurt ad shows a woman scrutinizing the label on a container of 
Yoplait Greek 100 yogurt and promptly discarding it as the ad voiceover says, “Potassium sor-
bate? Really? That stuff is used to kill bugs.” The ad concludes by noting that Chobani Simply 
100 Greek yogurt contains zero preservatives. Another ad portrays a woman sitting poolside 
tossing a container of Dannon Light and Fit into the trash as a voiceover declares, “Sucralose, 
why? That stuff has chlorine added to it. Chobani Simply 100 is the only 100-calorie yogurt 
sweetened naturally.” Competitors didn’t take kindly to the jabs. Yoplait maker General Mills 
filed a lawsuit against Chobani for misleading advertising. And Dannon’s lawyers sent Chobani 
a cease-and-desist letter asking it to discontinue the campaign. In turn, Chobani sued Dannon 
asking the courts to confirm that Chobani’s advertising is not misleading. Only time will tell 
how it all turns out. But the skirmishes aren’t likely to benefit any of the competitors.5

Reminder advertising is important for mature products; it helps to maintain customer 
relationships and keep consumers thinking about the product. For example, a recent ad 
campaign for Silk soymilk tells consumers to “Fall back in love with Soymilk,” reminding 
them of the many reasons that “Silk helps you bloom.” Expensive Coca-Cola television ads 
primarily build and maintain the Coca-Cola brand relationship rather than inform con-
sumers or persuade them to buy it in the short run.

 Comparative advertising: Pepsi has long taken direct aim at rival Coca-Cola 
with comparative ads. “There are few things that grab our fans’ attention as 
much as seeing our beloved blue and that red next to each other,” says a Pepsi 
marketer.
PepsiCo
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Apple and Samsung have used comparative advertising against each other successfully, 
but Lenovo has taken on both smartphone giants with its own campaign.
Andrej Sokolow/dpa picture alliance/Alamy Stock Photo
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g 15.1 Lenovo: Taking the Big Players Head-on

flattened in many markets around the world.  
This was mainly due to a decline in developed 
markets such as United States, Canada, 
Japan, and Western Europe. In China, there 
was a mature growth pattern alongside the 
rise of new value players. In 2016 Apple’s 
revenues fell by 18 percent—its first revenue 
decline in 13 years. Nonetheless, Apple and 
Samsung continued to enjoy their brand pop-
ularity and there was high anticipation and ex-
citement about the release of Apple iPhone 7, 
Samsung Galaxy S7, and Galaxy Note 7. 

In the third quarter of 2016, Lenovo made 
a surprisingly aggressive move. In an effort to 
challenge the hype surrounding the unveil-
ing of its competitor’s seventh smartphone 
versions, Lenovo launched its “Skip the 
Sevens” advertising campaign. Lenovo had 
bought Motorola from Google in 2014 and 
in September 2016 decided to competitively 
position and promote its Moto Z smartphone 
against Samsung and Apple with the Skip the 
Sevens campaign. Lenovo’s promotional at-
tack came weeks after Apple’s iPhone 7 and 
iPhone 7 Plus launch, while Samsung was 
still dealing with the worldwide recall of its 
Galaxy Note 7 handsets after reports of their 
batteries exploding. 

Poking fun at the market leaders, Lenovo 
adopted the comparative advertising ap-
proach to persuade Apple and Samsung 
users to switch to the Lenovo Moto Z. Its ad 
creatively challenged leaders to deliver mean-
ingful innovation, implying that smartphone 
innovation had stalled because it mostly relied 
on these two brands. The ad says that Apple 
and Samsung focused only on incremen-
tal product improvements like increasing the 
screen display size and changing the camera 
by few mega pixels; consumers had to wait 
two years or more for the next “big thing.”  

Lenovo’s campaign kicked off with a full-
page print and digital ad and a 2-minute-long 
YouTube video.  In the campaign, Lenovo 
introduced the key features of  Moto Z  as 
Moto Mods, which use a modular design 
that enables users to convert their phones 
into the devices they want, when they want. 
Users can thus choose a better camera, 
speaker, or projector through snap-on cases. 
The campaign also emphasized the phone’s 
enhanced battery life compared to other 
smartphones. In its print advert, Lenovo used 
a creative comparative approach by acknowl-
edging iPhone’s revolutionary place in tech-
nological advances but quickly pointed out 

The tough competition in the smart-
phone market has produced some 
great advertising campaigns over 
the last decade. The intense ri-
valry in the segment has pushed 
the companies and their advertis-
ers to look for innovative creative 
concepts, develop persuasive mes-
sages, use multiple media, execute 

interesting styles, and engage audiences in 
more ways than one.

For a long while, Apple had been the un-
disputed leader in the smartphone segment, 
but once Samsung, the South Korean elec-
tronics company, began challenging Apple’s 
leadership position, the advertising world saw 
some very interesting comparative advertising 
campaigns that became the industry’s must-
see spectacles. Comparative advertising uses 
direct or indirect comparisons of a brand with 
a competitor’s brand. Direct comparative ad-
vertisements compare a brand specifically to 
another brand, whereas indirect comparative 
advertising points subtly to the competing 
brand by comparing their claims rather than 
the product directly. Based on a study, more 
than one-third of advertising is comparative in 
nature, while roughly one-fourth of advertising 
directly identifies competing brands. 

One of Samsung’s most aggressive 
comparative advertising campaigns was for 
the launch of its Galaxy S Series in 2012. 
Claiming that the next “Big Thing” was al-
ready available, it was a direct attack on 
Apple, which was launching the iPhone 5 in 
that year. In its ad, Samsung successfully 
highlighted the features that were important 
to smartphone users but were not well served 
by Apple. The ad effectively used humor and 
mockery to downplay some of the Apple 
brand’s key aspects while avoiding Apple’s 
name and logo. The humor helped soften 
Samsung’s battering of the Apple product so 
viewers would still feel positive about the for-
mer. The strategy worked well for Samsung: it 
managed to keep the emphasis on its brand 
without deflecting the audience’s attention 
toward Apple.  

Since 2012, Samsung has been the global 
smartphone market leader, with a 20 to 30 
percent market share, and Apple has con-
sistently been its closest rival. The two giants 
are followed by Chinese brands like Huawi, 
Lenovo, OPPO Electronics Corp, and Vivo. 
The year 2016 signaled the maturity stage in 
the smartphone industry as the sales growth 
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challenged the marginal changes that smart-
phone users had become accustomed to. 
It presented its Moto Mod features as truly 
revolutionary and a contrast to the offerings 
of the two major brands, encouraging the 
audience to re evaluate what real innovation 
is. The approach was openly comparative as 
it challenged people’s devotion to Apple and 

Advertising’s goal is to help move consumers through the buying process. Some 
advertising is designed to move people to immediate action. For example, a direct- 
response television ad by Weight Watchers urges consumers to go online and sign up 
right away, and a Best Buy newspaper insert for a weekend sale encourages immediate 
store  visits.  However, many ads focus on building or strengthening long-term cus-
tomer relationships. For example, a Nike television ad in which well-known athletes 
work through extreme challenges in their Nike gear never directly asks for a sale. 
Instead, the goal is to engage customers and somehow change the way they think or 
feel about the brand.

Setting the Advertising Budget
After determining its advertising objectives, the company next sets its advertising  budget 
for each product. Four commonly used methods for setting promotion budgets are dis-
cussed in Chapter 14. Here we discuss some specific factors that should be considered 
when setting the advertising budget.

A brand’s advertising budget often depends on its stage in the product life cycle. For 
example, new products typically need relatively large advertising budgets to build aware-
ness and to gain consumer trial. In contrast, mature brands usually require lower budgets 
as a ratio to sales. Also, brands in a market with many competitors and high advertising 
clutter must be advertised more heavily to be noticed above the noise in the marketplace. 

Advertising budget
The dollars and other resources allocated 
to a product or a company advertising 
program.

that it was nine years ago, adding that the 
advances have only been incremental since 
then. Toward the end of the print advert it 
made an indirect reference to Apple’s previ-
ous brand positioning before stating that it 
would pick up where the leader left off.

The campaign also included a two-minute 
YouTube video that showed a focus group of 
iPhone users being asked to describe their 
feelings about the iPhone 7’s new features. 
The participants gave mild responses, re-
marking that there was not much difference 
from previous versions of the iPhone. The par-
ticipants were then introduced to new iPhone 
“prototypes” with modular and interchange-
able back cases that can function as a power 
pack, external speakers, camera, and projec-
tor. The participants were excited about these 
new features, and one commented that they 
made them feel like Apple had heard what the 
consumers were saying. It was then disclosed 
to the participants that prototype phone was 
actually the Moto Z with the Moto Mod fea-
tures. Lenovo claimed that the attendees of 
the focus group were not actors. 

Lenovo thus set out to communicate 
its stand against incrementalism and 

Samsung. The comparative and aggressive 
strategy has worked well for Samsung in 
the past when it challenged Apple’s market 
leadership. It will be interesting to see how 
Lenovo will build on and communicate its 
proclaimed “revolutionary” brand differences 
in its own challenge to the big guns of the 
smartphone industry.

Sources: Jacob Kastrenakes, “Lenovo Hopes Its Snarky New Ad Will Stop You from Buying an iPhone or Galaxy” 
The Verge, September 15, 2016, http://www.theverge.com/2016/9/15/12927006/moto-z-skip-the-sevens-ad-
campaign-launches; tech2 NewsStaff,  “Lenovo Takes a Dig at Apple, Samsung with Their ‘Skip the Sevens’ 
Campaign”  September 17, 2016, http://tech.firstpost.com/news-analysis/lenovo-takes-a-dig-at-apple-samsung-
with-their-skip-the-sevens-campaign-335762.html; Aaron Baar, “Lenovo Tells Consumers to ‘Skip the Sevens’,” 
Marketing Daily, September 16, 2016. http://www.mediapost.com/publications/article/284847/lenovo-tells-con-
sumers-to-skip-the-sevens.html; Lenovo “Lenovo Moto Unveils ‘Skip the Sevens’ Campaign,” September 15, 
2016, http://www.prnewswire.com/news-releases/lenovo-moto-unveils-skip-the-sevens-campaign-300329162.
html#continue-jump; London School of Marketing, “How Samsung Used Comparative Advertising to Compete 
with Apple,” September, 2012, http://www.londonschoolofmarketing.com/blog/bid/349914/How-Samsung-used-
comparative-advertising-to-compete-with-Apple; John Ellett  “3 Reasons Samsung’s Latest Advertising Poking 
Apple Is So Smart,” Forbes, September 20, 2012,  http://www.forbes.com/sites/lizryan/2016/12/13/six-things-
never-ever-to-do-on-company-time/#273008ba2fa7; Elad Natanson “A Pivotal Year for the Smartphone Industry,” 
Forbes, September 12, 2016, http://www.forbes.com/sites/eladnatanson/2016/09/12/2016-a-pivotal-year-for-
the-smartphone-industry/#538e64a72f3c; IDC Press Release, “Worldwide Smartphone Volumes Relatively Flat in 
Q2 2016 Marking the Second Straight Quarter without Growth,” IDC, July 28, 2016, http://www.idc.com/getdoc.
jsp?containerId=prUS41636516.
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Undifferentiated brands—those that closely resemble other brands in their product class 
(soft drinks, laundry detergents)—may require heavy advertising to set them apart. When 
the product differs greatly from those of competitors, advertising can be used to point out 
the differences to consumers.

No matter what method is used, setting the advertising budget is no easy task. How 
does a company know if it is spending the right amount? Companies such as Coca-Cola 
and Kraft have built sophisticated statistical models to determine the relationship between 
promotional spending and brand sales and to help determine the “optimal investment” 
across various media. Still, because so many factors affect advertising effectiveness, some 
controllable and others not, measuring the results of advertising spending remains an inex-
act science. In most cases, managers must rely on large doses of judgment along with more 
quantitative analysis when setting advertising budgets.

As a result of such thinking, advertising is one of the easiest budget items to cut when 
economic times get tough. Cuts in brand-building advertising appear to do little short-term 
harm to sales. In the long run, however, slashing ad spending may cause long-term damage 
to a brand’s image and market share. In fact, companies that can maintain or even increase 
their advertising spending while competitors are decreasing theirs can gain competitive 
advantage.

For example, during the Great Recession, while competitors were cutting back, car 
maker Audi actually increased its marketing and advertising spending. Audi “kept its 
foot on the pedal while everyone else [was] pulling back,” said an Audi ad executive. 
“Why would we go backwards now when the industry is generally locking the brakes 
and cutting spending?” As a result, Audi’s brand awareness and buyer consideration 
reached record levels during the recession, outstripping those of BMW, Mercedes, and 
Lexus and positioning Audi strongly for the post-recession era. Audi is now one of the 
hottest auto brands on the market, neck and neck with BMW and Mercedes in global 
luxury car sales.6

Developing Advertising Strategy
Advertising strategy consists of two major elements: creating advertising messages and 
selecting advertising media. In the past, companies often viewed media planning as sec-
ondary to the message-creation process. After the creative department created good adver-
tisements, the media department then selected and purchased the best media for carrying 
those advertisements to the desired target audiences. This often caused friction between 
creatives and media planners.

Today, however, soaring media costs, more-focused target marketing strategies, and 
the blizzard of new online, mobile, and social media have promoted the importance of the 
media-planning function. The decision about which media to use for an ad campaign—
television, newspapers, magazines, video, a website, social media, mobile devices, or 
email—is now sometimes more critical than the creative elements of the campaign. Also, 
brand content is now often co-created through interactions with and among consumers. 
As a result, more and more advertisers are orchestrating a closer harmony between their 
messages and the media that deliver them. As discussed in the previous chapter, the goal 
is to create and manage brand content across a full range of media, whether they are paid, 
owned, earned, or shared.

Creating the Advertising Message and Brand Content
No matter how big the budget, advertising can succeed only if it engages consumers and 
communicates well. Good advertising messages and content are especially important in 
today’s costly and cluttered advertising environment.

Today, the average U.S. household receives about 190 TV channels and consum-
ers have more than 7,200 magazines from which to choose.7 Add in the countless radio 
stations and a continuous barrage of catalogs, direct mail, out-of-home media, email, 
and online, mobile, and social media exposures, and consumers are being bombarded 
with ads and brand content at home, work, and all points in between. For example, 
Americans are exposed to a cumulative 5.3 trillion online ad impressions each year and 
a daily diet of 500 million tweets, 4 billion YouTube videos, 58 million photos shared on 
Instagram, 5 million article pins on Pinterest, and 4.75 billion pieces of shared content 
on Facebook.8

Advertising strategy
The strategy by which the company 
accomplishes its advertising objectives. It 
consists of two major elements: creating 
advertising messages and selecting 
advertising media.
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Breaking Through the Clutter. If all this clutter bothers some consumers, 
it also causes huge headaches for marketers. Take the situation facing net-
work television advertisers. They pay an average of $342,000 to produce a 
single 30-second  commercial. Then each time they show it, they pay an aver-
age of $112,100 for 30 seconds of advertising time during a popular primetime 
 program. They pay even more if it’s an especially popular program, such as 
Sunday Night Football ($803,000), Empire ($497,000), Big Bang Theory ($348,000), 
or a mega-event such as the Super Bowl (averaging $5 million per 30 sec-
onds!). Then their ads are sandwiched in with a clutter of other commercials, 
network promotions, and other nonprogram material totaling as much as 
20 minutes per primetime hour, with long commercial breaks coming every 
six minutes on average. Such clutter in television and other ad media has cre-
ated an increasingly hostile advertising environment.9

It used to be that television viewers were pretty much a captive audi-
ence for advertisers. But today’s digital wizardry has given viewers a rich 
new set of information and entertainment options—the internet, video 
streaming, social and mobile media, tablets and smartphones, and others. 

 Digital  technology has also armed consumers with an arsenal of technol-
ogies for choosing what they watch or don’t watch and when. Increasingly, 
thanks to the growth of DVR systems and digital streaming, consumers are 
choosing not to watch ads.

Thus, advertisers can no longer force-feed the same old cookie-cutter 
messages and content to captive consumers through traditional media. 
Simply interrupting or disrupting consumers no longer works. Unless ads 
provide content that is engaging, useful, or entertaining, many consumers 
will simply ignore or skip them.

Merging Advertising and Entertainment. To break through the clutter, many market-
ers have subscribed to a new merging of advertising and entertainment, dubbed “ Madison 
& Vine.” You’ve probably heard of Madison Avenue, the New York City street that houses 
the headquarters of many of the nation’s largest advertising agencies. You may also have 
heard of Hollywood & Vine, the intersection of Hollywood Avenue and Vine Street in 
Hollywood, California, long the symbolic heart of the U.S. entertainment industry. Now, 
Madison  Avenue and Hollywood & Vine have come together to form a new intersection— 
Madison & Vine—that represents the merging of advertising and entertainment in an effort 
to create new avenues for reaching consumers with more engaging messages.

This merging of advertising and entertainment takes one of two forms: advertain-
ment or brand integrations. The aim of advertainment is to make ads and brand content 
themselves so entertaining or so useful that people want to watch them. There’s no chance 
that you’d watch ads on purpose, you say? Think again. For example, the Super Bowl has 
become an annual advertainment showcase. Tens of millions of people tune in to the Super 
Bowl each year, as much to watch the entertaining ads as to see the game. And ads and 
related content posted online before and after the big game draw tens of millions of views. 
These days, it’s common to see an entertaining ad on YouTube long before you see it on TV.

Advertisers are also creating content forms that look less like ads and more like short 
films or shows. A range of brand messaging platforms—from webisodes and blogs to on-
line videos and social media posts—now blur the line between ads and other consumer 
content. For example, as part of its long-running, highly successful Campaign for Real 
Beauty, Unilever’s Dove brand has created numerous long-form ad videos about how 
women of all ages view themselves. Its “Real Beauty Sketches” video compared images 
of women drawn by an FBI-trained sketch artist based on their self-descriptions versus 
strangers’ descriptions of them. Side-by-side comparisons show that the stranger-described 
images are invariably more accurate and more flattering, creating strong reactions from 
the women. The tagline concludes, “You’re more beautiful than you think.” Although 
the award-winning video was never shown on TV, it drew more than 163 million global 
YouTube views within just two months, making it the most-watched video ever. Other 
blockbuster Dove Real Beauty videos—with titles such as “Evolution” and “Change One 
Thing”—have met with similar receptions.10

Marketers have tested all kinds of novel ways to break through today’s clutter and 
engage consumers. For example, Hostess Brands—maker of those yummy Twinkies, 

Madison & Vine
A term that has come to represent the 
merging of advertising and entertainment 
in an effort to break through the clutter 
and create new avenues for reaching 
customers with more engaging 
messages.

 Advertising clutter: Today’s consumers, armed 
with an arsenal of technologies, can choose what 
they watch and don’t watch. Increasingly, they are 
choosing not to watch ads.
Piotr Marcinski/Shutterstock
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Ho Hos, Ding Dongs, and cream-filled cupcakes—recently shared a tweet celebrating 
the opening day of the Major League Baseball season. The tweet contained a picture of 
baseball- decorated cupcakes but also the bold headline TOUCHDOWN. As expected, the 
tweet grabbed plenty of attention, as droves of Twitter followers pounced to point out the 
mistake, just the reaction Hostess intended. “The ‘touchdown’ line was intentional,” says 
the marketing director of Hostess Brands. “It’s fun and aimed at young audiences who are 
in on the running joke.”

Other brands have also “tested the stupid waters,” as one analyst puts it. For example, 
JCPenney once posted incoherent tweets, grabbing widespread attention and leading to 
speculation that the retailer’s social media person was either drunk or had been hacked. 
Instead, says JCPenney, the person was tweeting with mittens on to promote its winter 
merchandise. P&G’s Charmin brand’s #tweetfromtheseat Twitter campaign uses irreverent 
humor to create engagement and drive buzz, with questions such as “Charmin asks: What 
are your thoughts on streaming while streaming?” and “There’s no toilet paper left on the 
roll, do you yell for help, wiggle and air dry, text someone for help?”11

Brand integrations (or branded entertainment) involve making the brand an inseparable 
part of some other form of entertainment or content. The most common form of brand 
integration is product placements—embedding brands as props within other program-
ming. It might be a brief glimpse of Starbucks coffee products on Morning Joe on MSNBC 
or of Microsoft’s Surface tablet and Bing search engine in episodes of Elementary or Arrow. 
It could be scenes from Avengers: Age of Ultron in which Black Widow rides a Harley-
Davidson Livewire.

Or the product placement might be scripted into a movie or an episode of a TV show. 
For example, a GoPro camera played a starring role opposite Matt Damon in the movie 

The Martian. And a three-episode story on the hit 
TV show Empire was built entirely around the 
making of a Pepsi commercial in which the char-
acter of Jamal, a rising singer, becomes the new 
face of Pepsi. Then Pepsi ran the actual ad during 
commercial breaks in subsequent episodes of the 
show. The Empire brand integration cost Pepsi an 
estimated $20 million.12

 Similarly, a storyline in one episode of 
Black-ish was built around a Buick Encore, which 
 characters Dre and Bow purchased for their daugh-
ter, Zoey. Dre lists all of the great features of the 
Enclave. However, after his work colleagues re-
mind him of the riskier things teenagers do to and 
in cars, Dre has second thoughts about whether 
Zoey is really ready for a car. Dre’s mother, Ruby, 
feeds his concerns so that she can claim the car 
for her own. Ruby even posts a selfie with the car 
on her Facebook page, proclaiming, “Praise Jesus. 
That son of mine finally got his mother a Buick.” 
By the end of the episode, Zoey gets the car. Other 
Black-ish episodes feature storylines built around 
brands ranging State Farm to Chipotle.

Originally created with TV in mind, brand integration has spread quickly into other 
sectors of the entertainment industry. If you look carefully, you’ll see product placements 
in movies, video games, comic books, Broadway musicals, and even pop music. For exam-
ple, last year’s top 31 movies contained 430 identifiable brand placements.13 The highly ac-
claimed film The LEGO Movie was pretty much a 100-minute product placement for iconic 
LEGO construction bricks. According to one writer, “The audience happily sits through a 
cinematic sales pitch . . . that shows off the immense versatility of the product while plac-
ing it in a deeply personal context. The majority of the film is a breathtaking display of 
what LEGO bricks are capable of as creative tools, but the personal element is what really 
elevates this film to product-placement perfection.” The LEGO Movie boosted The LEGO 
Group’s sales by 13 percent the year after it opened.14

A related form of brand integration is so-called native advertising (also called 
sponsored content), advertising or other brand-produced online content that appears to be 

Native advertising
Advertising or other brand-produced 
online content that looks in form and 
function like the other natural content 
surrounding it on a web or social media 
platform.

 Branded integration: A three-episode story on the hit TV show Empire was 
built around the making of a Pepsi commercial in which one of the show’s 
characters becomes the new face of Pepsi.
Ron Batzdorff/Getty Images
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“native to” the web or social media site in which it is placed. That is, the brand content 
looks in form and function like the other natural content surrounding it on a web or social 
media platform. It might be an article on a website such as The Huffington Post, BuzzFeed, 
Mashable, or even The New York Times or The Wall Street Journal that is paid for, written by, 
and placed by an advertiser but uses the same format as articles written by the editorial 
staff. Or it might be brand-prepared videos, pictures, posts, or pages integrated into social 
media such as Facebook, YouTube, Instagram, Pinterest, or Twitter that match the form 
and feel of native content on those media. Examples include Twitter’s promoted tweets, 
Facebook’s promoted stories, BuzzFeed’s sponsored posts, or Snapchat’s “brand story” ads, 
branded posts that appear in the app’s “Stories” feed. Native advertising is an increasingly 
popular form of brand content. It lets advertisers create relevant associations between 
brand and consumer content. According to a recent study by the Association of National 
Advertisers, “given today’s media landscape, where consumers can avoid ads more than 
ever, advertisers are looking for new ways to get their messages noticed and acted upon.”15

Thus, Madison & Vine is now the meeting place for advertising, brand content, and en-
tertainment. The goal is to make brand messages a part of the broader flow of consumer con-
tent and conversation rather than an intrusion or interruption of it. As advertising agency JWT 
puts it, “We believe advertising needs to stop interrupting what people are interested in and be 
what people are interested in.” However, advertisers must be careful that the new intersection 
itself doesn’t become too congested. With all the new brand content formats and integration, 
Madison & Vine threatens to create even more of the very clutter that it was designed to break 
through. At that point, consumers might decide to take yet a different route.

Message and Content Strategy. The first step in creating effective advertising content 
is to plan a message strategy—the general message that will be communicated to consum-
ers. The purpose of advertising is to get consumers to engage with or react to the prod-
uct or company in a certain way. People will engage and react only if they believe they 
will benefit from doing so. Thus, developing an effective message strategy begins with 
identifying customer benefits that can be used as advertising appeals. Ideally, the message 

strategy will follow directly from the company’s broader positioning and 
customer value–creation strategies.

Message strategy statements tend to be plain, straightforward outlines 
of benefits and positioning points that the advertiser wants to stress. The 
advertiser must next develop a compelling creative concept—or big 
idea—that will bring the message strategy to life in a distinctive and memo-
rable way. At this stage, simple message ideas become great ad campaigns. 
Usually, a copywriter and an art director will team up to generate many 
creative concepts, hoping that one of these concepts will turn out to be the 
big idea. The creative concept may emerge as a visualization, a phrase, or a 
combination of the two.

The creative concept will guide the choice of specific appeals to be used 
in an advertising campaign. Advertising appeals should have three charac-
teristics. First, they should be meaningful, pointing out benefits that make 
the product more desirable or interesting to  consumers. Second, appeals 
must be believable. Consumers must believe that the product or service will 
deliver the promised benefits.

However, the most meaningful and believable benefits may not be the 
best ones to feature. Appeals should also be distinctive. They should tell 
how the product is better than competing brands. For example, the most 
meaningful benefit of a refrigerator is that it keeps foods cold.  But GE 
sets its Café refrigerator apart as one that gives users an in-the-door filtered 
hot water dispenser and a Keurig® K-Cup® single-serve brewing system 
for making cups of coffee, tea, and other hot beverages at the fridge. It’s 
“a new way to brew.” Similarly, the most meaningful benefit of owning a 
wristwatch is that it keeps accurate time, yet few watch ads feature this ben-
efit. Instead, watch advertisers might select any of a number of advertising 
themes. For years, Timex has been the affordable watch that “takes a licking 
and keeps on ticking.” In contrast, Rolex ads talk about the brand’s “obses-
sion with perfection” and the fact that “Rolex has been the preeminent sym-
bol of performance and prestige for more than a century.”

Creative concept
The compelling “big idea” that will bring 
an advertising message strategy to life in 
a distinctive and memorable way.

 Distinctive advertising appeals: GE sets its Café 
refrigerator apart as one that gives users an in-
the-door filtered hot water dispenser and Keurig® 
K-Cup® single-serve brewing system. It’s creating 
“a new way to brew.”
Courtesy of Haier US Appliance Solutions, Inc and Keurig Green Mountain Inc.
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Message Execution. The advertiser now must turn the big idea into an actual ad execution 
that will capture the target market’s attention and interest. The creative team must find the 
best approach, style, tone, words, and format for executing the message. The message can be 
presented in various execution styles, such as the following:

Slice of life. This style shows one or more “typical” people using the product in a nor-
mal setting. For example, IKEA content—from microsites and Instagram posts to print 
ads and television commercials—features people living in rooms furnished with IKEA 
furniture and household goods.
Lifestyle. This style shows how a product fits in with a particular lifestyle. For example, 
an ad for Athleta activewear shows a woman in a complex yoga pose and states: “If 
your body is your temple, build it one piece at a time.”
Fantasy. This style creates a fantasy around the product or its use. For example, 
a Calvin Klein “Drive in to Fantasy” ad shows a woman floating blissfully above a 
surf-strewn beach at sunset in her Calvin Klein Nightwear.
Mood or image. This style builds a mood or image around the product or service, such 
as beauty, love, intrigue, serenity, or pride. Few claims are made about the product 
or service except through suggestion. For example, a tear-inducing Budweiser “Lost 
Dog” commercial portrayed a little lost puppy that was rescued from a hungry wolf 
by his pals the Budweiser Clydesdales. The ad tugged effectively at heartstrings and 
topped the ad charts during Super Bowl XLIX while saying nothing about the taste or 
other qualities of Budweiser beer.
Musical. This style shows people or cartoon characters singing about the product. For 
example, the M&M’s “Love Ballad” ad, part of the Better with M campaign, featured 
Red singing Meat Loaf’s “I’d Do Anything for Love,” showcasing his commitment to 
actress Naya Rivera. Red has second thoughts, however, when Rivera can’t resist add-
ing Red to some of her favorite treats, including cookies, cake, and ice cream. To all of 
that, Red answers with the lyric, “But I won’t do that . . . or that . . . or that . . . or that.”

Execution style
The approach, style, tone, words, and 
format used for executing an advertising 
message.

 Novel formats can make an advertisement stand out: In this 
Sherwin-Williams ad, the eye-catching illustration delivers the 
bulk of the “Where will color take you?” message.
The Sherwin-Williams Company

Personality symbol. This style creates a character that represents 
the product. The character might be animated (Mr. Clean, 
the GEICO Gecko, or the Pillsbury Doughboy) or real (perky 
Progressive Insurance spokeswoman Flo, Dos Equis beer’s “The 
Most Interesting Man in the World,” or Ronald McDonald).
Technical expertise. This style shows the company’s expertise 
in making the product. Thus, Jim Koch of the Boston Beer 
Company tells about his many years of experience in brewing 
Samuel Adams beer.
Scientific evidence. This style presents survey or scientific evi-
dence that the brand is better or better liked than one or more 
other brands. For years, Crest toothpaste has used scientific evi-
dence to convince buyers that Crest is better than other brands 
at fighting cavities.
Testimonial evidence or endorsement. This style features a highly 
believable or likable source endorsing the product. It could be 
ordinary people saying how much they like a given product. 
For example, Whole Foods features a variety of real custom-
ers in its Values Matter marketing campaign. Or it might be a 
celebrity presenting the product, such as Taylor Swift for Diet 
Coke or NBA star Stephen Curry for Under Armour.

The advertiser also must choose a tone for the ad. For exam-
ple, P&G always uses a positive tone: Its ads say something very 
positive about its products. Other advertisers now use edgy hu-
mor to break through the commercial clutter. Doritos commercials 
are famous for this.

The advertiser must use memorable and  attention-getting words 
in the ad. For example, rather than just saying that its prescription 
sunglass lenses protect your eyes and look good at the same time, 
a LensCrafters ad announces, “Sunblock Never Looked So Good.” 
Rather than claiming that “a BMW is a well-engineered automobile,” 
BMW uses more creative and higher-impact phrasing: “The ultimate 
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driving machine.” And instead of stating plainly that Hanes socks last longer than less expen-
sive ones, Hanes suggests, “Buy cheap socks and you’ll pay through the toes.”

Finally, format elements make a difference in an ad’s impact as well as in its cost. A small 
change in an ad’s design can make a big difference in its effect. In a print or display ad, the 
illustration is the first thing the reader notices—it must be strong enough to draw attention. 
Next, the headline must effectively entice the right people to read the copy. Finally, the copy—
the main block of text in the ad—must be simple but strong and convincing. Moreover, these 
three elements must effectively work together to engage customers and persuasively present 
customer value. However, novel formats can help an ad stand out from the clutter.  For 
example, in recent ads for Sherwin-Williams paint, eye-catching illustrations—featuring 
dazzling colors and unique designs—capture attention and deliver the bulk of the message. 
Once the illustrations engage the reader, small-print headlines ask, “Where will color take 
you?” while a familiar Sherwin-Williams “Cover the Earth” logo identifies the brand.

Consumer-Generated Content. Taking advantage of today’s digital and social media 
technologies, many companies are now tapping consumers for marketing content, mes-
sage ideas, or even actual ads and videos. Sometimes the results are outstanding; some-
times they are forgettable. If done well, however, user-generated content can incorporate 
the voice of the customer into brand messages and generate greater customer engagement.

Perhaps the best-known consumer-generated content effort is the former “Crash the 
Super Bowl Challenge” held annually by PepsiCo’s Doritos brand. For more than a decade, 
Doritos invited consumers to create their own 30-second video ads, with winners receiv-
ing cash awards and having their ads run during the Super Bowl. Based on the success of 
the “Crash the Super Bowl” contest, Doritos now runs new campaigns that create fun fan-
made ads and other content throughout the year.16

Brands across a wide range of industries—from automakers and fast-food chains 
to home furnishings brands and pet food marketers—now routinely incorporate user-
generated social media content into their own traditional and social media marketing 
campaigns. For example, trendy home furnishings maker West Elm runs a campaign 
called #MyWestElm. The campaign collects user-generated photos of West Elm products 
shared online and uses them in promotional posts on its web, Facebook, and Pinterest sites 
along with links to similar products on the company’s online store. So far, some 18,000 
photos have been uploaded, and the MyWestElm website attracts 2 million monthly users. 
Moreover, 40 percent of West Elm’s product webpages now also contain user-generated 
photos showing buyers how fellow customers use the products in the real world.17

Consumer-generated content can make customers an everyday part of the brand. For 
example, rather than relying on high-powered advertising, shoe brand Converse steps aside 

and lets customers themselves co-create 
the brand and co-author the brand story 
(see Real Marketing 15.2). And action-
camera maker GoPro has long featured 
consumer-made videos on its web and 
social media sites as a means of letting cus-
tomers share their high-octane experiences 
with others. Such videos have attracted 
a huge following, creating an engaged 
GoPro customer community that helps 
shape and share GoPro usage and lore. 
The collection of high-quality user-made 
GoPro content contains truly spellbind-
ing scenes captured by adventure-seeking 
amateurs and professionals.  Some of 
content is so good that the company has 
set up a GoPro Licensing division that li-
censes the best user- generated GoPro con-
tent to other brands for use in their own 
promotional campaigns, inviting them to 
“use the best of GoPro to tell your story.”18

Not all consumer-generated content ef-
forts, however, are so successful. As many 

 Consumer-generated content: Some of GoPro’s user-made content is so good that 
the company’s GoPro Licensing division now licenses it to other brands for use in their 
own promotional campaigns, inviting them to “use the best of GoPro to tell your story.”
GoPro
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g 15.2 Converse: Letting Customers Co-author 
the Brand Story

anti- corporate crowd, those tired of trendy 
fashions. Individualistic Converse fans would 
take a pair of cheap but comfy All Stars, trash 
them, scribble on them, and customize them 
as a canvas for personal expression.

Converse recognized that today’s young 
consumers don’t want a brand that’s neatly 
defined, packaged, and handed to them; they 
want to experience a brand, help shape it, 
and share it with other like-minded people. So 
rather than forcing a new brand story onto the 
market, Converse decided to turn the brand 
over to consumers themselves and let them 
write the next chapter. At the heart of the 
rekindled Converse brand is the philosophy 
that, these days, customers control brands, 
not companies. In the eyes of consumers, 
Converse today is less about the shoes and 
more about self-expression. Converse sees its 
role simply as making great products that cus-
tomers want to wear. Beyond that, it partici-
pates in the brand story rather than dictating it.

Thus, today’s Converse is 
built less on big-budget mar-
keting campaigns and more on 
consumer-generated content by 
which customers express them-
selves and share their brand 
experiences. Converse has fully 
embraced social media, an ideal 
forum for engaging young con-
sumers and letting them share 
content that helps to define the 
brand. Converse now spends 
more than 90 percent of its mar-
keting dollars on digital media. 
Consider this: Converse has be-
come the most popular sneaker 
brand on Facebook, with more 
than 37 million Facebook fans, 
50 percent more than parent 
company and market leader 
Nike. Converse also has more 
than a million Twitter follow-
ers and 3.6 million followers on 
Instagram. That’s amazing social 
sharing for a niche brand that 
still captures only 3 percent of 
the U.S. market.

The latest example of how 
Converse  inspires consumer-
generated content is its recently 
launched “Made By You” cam-
paign. The campaign celebrates 
individuality and self-expression 

by inviting people to share photos of their 
uniquely customized Converse All Stars along 
with backstories on their Converse experiences. 
“Made By You” was inspired by the reality 
that consumers by the thousands are already 
sharing pictures, videos, and other content of 
themselves in their Chucks via social media. 
“It’s an idea that is already sort of happening,” 
says a Converse marketer. “People are taking 
pics of their Chucks on the weekend, vacation, 
whatever it may be. We see 13,000 to 15,000 
[Converse] tags a day.”

The “Made By You” campaign helps inspire 
and organize the consumer-generated content 
process. It assembles photos of customized 
Converse sneakers submitted by fans from 
around the world and makes them available in 
a curated online collection, all presented and 
signed by the people who created them. The 
collection includes photos from notable celeb-
rities such as Patti Smith and Andy Warhol. 
But the bulk of the creative images come 

The iconic Converse brand has 
a long, storied history. The story 
 began in 1923 when Converse intro-
duced the first pair of Chuck Taylor 
All Star basketball shoes—known 
around the world as Cons, Connies, 
Convics, Verses, or just plain 

Chucks. Throughout the ’30s, ’40s, ’50s, and 
’60s, Chucks were the shoes to have. The 
first Olympic basketball team wore them, and 
they dominated basketball courts—amateur 
and professional—for more than 50 years. By 
the mid-1970s, 70 to 80 percent of basketball 
players still wore Converse.

However, the Converse brand story  almost 
came to an end little more than a decade ago. 
As the sneaker market exploded in the 1980s 
and 1990s, Converse failed to keep up with 
the times. Aggressive new competitors like 
Nike, Adidas, and Reebok took the market by 
storm with new high-performance shoes and 
even higher-performing marketing schemes. 
By 2001, Converse’s market share had dwin-
dled to only 1 percent and the once-dominant 
brand declared Chapter 11 bankruptcy.

The Converse story would likely have 
ended right there if not for the foresight of 
an unlikely suitor. Following the bankruptcy, 
market leader Nike stepped in and quietly 
bought Converse on the cheap. Nike still saw 
promise in the venerable-though-depleted old 
brand. But Nike faced a perplexing question: 
How does a mega-marketer like Nike bring 
a fading icon like Converse back to life? The 
answer: Let customers do it. Rather than fol-
lowing the Nike model of using high- powered 
marketing to shape the brand’s image and 
positioning, Converse invited customers 
themselves to help co-create the Converse 
brand and co-author a new Converse story.

That’s something that Converse customers 
had long had been doing anyway. Converse 
discovered that, despite its dwindling mar-
ket share, the brand had acquired a small 
but fiercely loyal following. And despite the 
fact that Converse had never promoted the 
brand as anything but basketball shoes, avid 
brand fans were defining Converse in an en-
tirely different way. During the 1990s, street 
kids had begun wearing affordable Converse 
shoes as an expression of individuality. Soon 
to follow were emerging artists, designers, 
and musicians who wore Chucks because of 
their simplicity and classic looks. Converse 
became a favorite of the anti-establishment, 

Today’s Converse brand is built less on big-budget 
marketing campaigns and more on consumer-
generated content by which customers express 
themselves and share their brand experiences. The 
Converse brand is “Made By You.”
Courtesy of Converse Inc., Anomaly, and Joel Sussman
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big companies have learned, ads and other content made by amateurs can be . . . well, pretty 
amateurish. If done well, however, consumer-generated content efforts can produce new 
creative ideas and fresh perspectives on the brand from consumers who actually experience 
it. Such campaigns can boost consumer engagement and get customers talking and thinking 
about a brand and its value to them.

Selecting Advertising Media
The major steps in advertising media selection are (1) determining reach, frequency, 
 impact, and engagement; (2) choosing among major media types; (3) selecting specific media 
vehicles; and (4) choosing media timing.

Determining Reach, Frequency, Impact, and Engagement. To select media, the 
advertiser must determine the reach and frequency needed to achieve the advertising 
objectives. Reach is a measure of the percentage of people in the target market who are 
exposed to an ad campaign during a given period of time. For example, the advertiser 
might try to reach 70 percent of the target market during the first three months of a cam-
paign. Frequency is a measure of how many times the average person in the target market 
is exposed to a message. For example, the advertiser might want an average exposure 
frequency of three.

But advertisers want to do more than just reach a given number of consumers a 
specific number of times. The advertiser also must determine the desired media im-
pact—the qualitative value of message exposure through a given medium. For example, 
the same message in one magazine (say, Time) may be more believable than in another 
(say, the National Enquirer). For products that need to be demonstrated, television ads 
or online videos may have more impact than radio messages because they use sight, 
motion, and sound. Products for which consumers provide input on design or features 
might be better promoted at an interactive website or social media page than in a di-
rect mailing.

More generally, an advertiser wants to choose media that will engage consumers rather than 
simply reach them. Using any medium, the relevance of ad content for its audience is often much 
more important than how many people it reaches.  For example, when Mazda wanted to 
preannounce the sale of 100 25th-anniversary models of its iconic Mazda MX-5 Miata car at the 
New York International Auto show, it didn’t use big-budget, high-reach media. Instead, it began 

Advertising media
The vehicles through which advertising 
messages are delivered to their intended 
audiences.

from ordinary but impassioned Converse con-
sumers. “This is just a general celebration of 
people who love to wear Chuck Taylors,” says 
Converse’s VP of global marketing.

“Made By You” also uses real exhibitions 
designed to both showcase fans’ creations 
and encourage them to share their Chuck 
experiences. For example, Converse took 
over window and store displays in retail 
locations of partners such as Foot Locker, 
Nordstrom, and Journeys. Some locations 
provided portable portrait studios that let 
people become part of the campaign on 
the spot. And at a  Converse location in 
New York’s Flatiron district and through a 
mobile app, a “Made By You” virtual real-
ity experience let consumers walk in the 
shoes of artist Ron English, actress Joanna 
DeLane, musician King Tuff, and urban ex-
plorer Thomas Midlane.

The “Made By You” campaign is part and 
parcel of Converse’s philosophy of letting 
consumers define the brand and share brand 
experiences. Converse sums up “Made By 
You” this way: “We made them to sink jump 

shots on the court. You, however, saw them 
as something more . . . and started wearing 
our sneakers to do whatever you wanted. 
You played music, made art, skated the 
streets, and kicked back. You wore them as 
fashion. You wore them to work. You cus-
tomized them with your personal style. You 
did everything to them, and in them. To this 
day, this spirit continues. As soon as you put 
them on and start doing your thing, their true 
life begins. You define them. You determine 
their journey. They become a one-of-a-kind 
celebration of your individuality and self-ex-
pression. They become a part of you. They’re 
Made By You.”

Converse’s approach of stepping aside 
to let customers themselves talk about the 
brand and share their “Made By You” brand 
experiences has paid off handsomely. Since 
Nike acquired Converse, the brand’s sales 
have soared 10-fold, from $200 million to 
almost $2 billion. Whereas Nike’s sales have 
grown in recent years at an impressive 10 
percent annually, Converse’s sales have 
grown at twice that rate. And all that suc-
cess comes despite the fact that Converse 
spends less than 1 percent of its revenues on 
promotion versus Nike’s 10 percent. That’s 
just one more benefit of letting customers do 
the talking.

Sources: Ashley Rodrigues, “Converse Breaks ‘Made By You’ Campaign for Chuck Taylors,” Advertising Age, 
March 2, 2015, http://adage.com/print/297320; Jennifer Rooney, “With ‘Made By You,’ Converse Lets Wearers’ 
Portraits Sell Chucks,” Forbes, March 2, 2015, www.forbes.com/sites/jenniferrooney/2015/03/02/with-made-by 
-you-converse-lets-wearers-portraits-sell-chucks/#115405b11f5f; Jennifer Rooney, “Geoff Cottrill Departs as CMO 
of Converse,” Forbes, February 5, 2016, www.forbes.com/sites/jenniferrooney/2016/02/05/geoff-cottrill-departs 
-as-cmo-of-converse/#c3e37865d992; “How Does Converse Remain Relevant after All These Years?” Copernicus 
Marketing, http://copernicusmarketing.com/copernican-news/building-your-brand/how-does-converse-remain 
-relevant -after-all-these-years/, accessed October 2016; and www.converse.com and www.converse.com/us/en/ 
about/about -us.html, accessed October 2016.



CHAPTER 15 | Advertising and Public Relations   465
churning out Facebook, Twitter, and Google+ posts di-
rectly to its large MX-5 Miata fan base, directing them 
to a  microsite where they could preorder the sporty lit-
tle car. Engaging the right audience in the right media 
worked well for Mazda. The microsite opened a month 
later to a flood of responses, and the limited-edition 
Miata model sold out within only 10 minutes.19

Although Nielsen is beginning to measure me-
dia engagement levels for some television, radio, and 
social media, such measures are still hard to find in 
most cases. Current media measures are things such 
as ratings, readership, listenership, and click-through 
rates. However, engagement happens inside the head 
of the consumer. It’s hard enough to measure how 
many people are exposed to a given television ad, 
video, or social media post, let alone measure the 
depth of engagement with that content. Still, mar-
keters need to know how customers connect with 
an ad and brand idea as a part of the broader brand 
relationship.

Engaged consumers are more likely to act upon 
brand messages and even share them with others. 
Thus, rather than simply tracking consumer impres-

sions for a media placement—how many people see, hear, or read an ad—Coca-Cola now 
also tracks the consumer expressions that result, such as a comment, a “Like,” uploading a 
photo or video, or sharing brand content on social networks. Today’s empowered consum-
ers often generate more messages about a brand than a company can.

For example, Coca-Cola estimates that of the hundreds of millions of views of Coca-
Cola–related content on YouTube each year, only about 18 percent are of content created 
by Coca-Cola. The other 82 percent are of content created by engaged consumers. So, 
many Coca-Cola marketing campaigns are aimed at sparking brand-related consumer 
expressions rather than just impressions. For instance, the brand’s recent “Share a Coke” 
summer campaign—in which it swapped out the company’s iconic logo on 20-ounce Coke 
bottles for one of more than 1,000 of the nation’s most popular names—encouraged Coca-
Cola fans to share the bottles with friends and family. Consumers could also share their 
Coca-Cola photos, stories, and experiences online using the hashtag #ShareaCoke, with 
selected posts featured on the brand’s website and across company billboards. The “Share 
a Coke” campaign resulted in more than 500,000 photos and 6 million virtual Coke bottles 
shared online along with a boost of almost 25 million Coca-Cola Facebook followers.20

Choosing among Major Media Types. As summarized in  Table 15.2, the major 
media types are television; digital, mobile, and social media; newspapers; direct mail; 
magazines; radio; and outdoor. Each medium has its advantages and its limitations. Media 
planners want to choose a mix of media that will effectively and efficiently present the 
advertising message to target customers. Thus, they must consider each medium’s impact, 
message effectiveness, and cost.

As discussed earlier in the chapter, traditional mass media still make up a majority of 
today’s media mixes. However, as mass-media costs rise and audiences shrink, companies 
have now added digital, mobile, and social media that cost less, target more effectively, 
and engage consumers more fully. Today’s marketers are assembling a full mix of paid, 
owned, earned, and shared media that create and deliver engaging brand content to target 
consumers.

In addition to the explosion of online, mobile, and social media, cable and satellite 
television systems are thriving. Such systems allow narrow programming formats, such 
as all sports, all news, nutrition, arts, home improvement and gardening, cooking, travel, 
history, finance, and others that target select groups. Comcast and other cable operators are 
even testing systems that will let them target specific types of ads to TVs in specific neigh-
borhoods or individually to specific types of customers. For example, ads for a Spanish-
language channel would run in only Hispanic neighborhoods, or only pet owners would 
see ads from pet food companies.

 Engaging the right consumers with the right media worked well for 
Mazda. Using a highly targeted digital campaign, it sold out 100 25th-
anniversary models of its iconic Mazda MX-5 Miata car in only 10 minutes.
Special thanks to those at Mazda North America Operations. Here’s to 26 years of the MX-5 Miata and beyond. 
Long live the roadster.



466   PART 3 | Designing a Customer Value–Driven Strategy and Mix

Finally, in their efforts to find less costly and more highly targeted ways to reach 
consumers, advertisers have discovered a dazzling collection of alternative media. These 
days, no matter where you go or what you do, you will probably run into some new form 
of advertising:

Tiny billboards attached to shopping carts urge you to buy Pampers while ads roll by on the 
store’s checkout conveyor touting your local Chevy dealer. Step outside and there goes a city 
trash truck sporting an ad for Glad trash bags or a school bus displaying a Little Caesar’s pizza 
ad. A nearby fire hydrant is  emblazoned with advertising for KFC’s “fiery” chicken wings. You 
escape to the ballpark, only to find billboard-size video screens running Budweiser ads while 

a blimp with an electronic message board circles lazily over-
head.  In midwinter, you wait in a city bus shelter that looks 
like an oven—with heat coming from the coils—shouting out 
Caribou Coffee’s lineup of hot breakfast sandwiches.

These days, you’re likely to find ads—well—anywhere. 
Taxi cabs sport electronic messaging signs tied to GPS location 
sensors that can pitch local stores and restaurants wherever 
they roam. Ad space is being sold on parking-lot tickets, airline 
boarding passes, subway turnstiles, highway toll booth gates, 
ATMs, municipal garbage cans, and even police cars, doctors’ 
examining tables, and church bulletins. One company even 
sells space on toilet paper furnished free to restaurants, stadi-
ums, and malls—the paper carries advertiser logos, coupons, 
and codes you can scan with your smartphone to download 
digital coupons or link to advertisers’ social media pages. Now 
that’s a captive audience.

Such alternative media seem a bit far-fetched, and they 
sometimes irritate consumers who resent it all as “ad nau-
seam.” But for many marketers, these media can save money 
and provide a way to hit selected consumers where they live, 
shop, work, and play.

Another important trend affecting media selection 
is the rapid growth in the number of media multitaskers, 
people who absorb more than one medium at a time. For 

 Table 15.2 | Profiles of Major Media Types

Medium Advantages Limitations

Television Good mass-marketing coverage; low cost per  
exposure;  combines sight, sound, and motion;  
appealing to the senses

High absolute costs; high clutter; fleeting exposure; 
less audience selectivity

Digital, mobile, and social 
media

High selectivity; low cost; immediacy; engagement 
capabilities

Potentially low impact; high audience  control of 
content and exposure

Newspapers Flexibility; timeliness; good local market coverage; 
broad  acceptability; high believability

Short life; poor reproduction quality; small pass-
along audience

Direct mail High audience selectivity; flexibility; no ad competi-
tion within the same medium; allows personalization

Relatively high cost per exposure; “junk mail” image

Magazines High geographic and demographic selectivity; 
credibility and prestige; high-quality reproduction; 
long life and good pass-along readership

Long ad purchase lead time; high cost;  
no guarantee of position

Radio Good local acceptance; high geographic and 
 demographic  selectivity; low cost

Audio only; fleeting exposure; low  attention (“the 
half-heard” medium);  fragmented audiences

Outdoor Flexibility; high repeat exposure; low cost; low 
 message  competition; good positional selectivity

Little audience selectivity; creative limitations

 Marketers have discovered a dazzling array of alternative media, 
like this heated Caribou Coffee bus shelter.
Caribou Coffee
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example, it’s not uncommon to find someone watching TV with a smartphone in 
hand, tweeting, Snapchatting with friends, and chasing down product information on 
Google. One recent survey found that 90 percent of consumers now multitask while 
watching TV and that millennials and Gen X consumers engage in an average of three 
additional media activities while watching television, including internet browsing, 
text messaging, and reading email. Although some of this multitasking is related to 
TV viewing—such as looking up related product and program information—most 
multitasking involves tasks unrelated to the shows or ads being watched. Marketers 
need to take such media interactions into account when selecting the types of media 
they will use.21

Selecting Specific Media Vehicles. Media planners must also choose the best media 
 vehicles—specific media within each general media type. For example, television vehicles 
include Modern Family and ABC World News Tonight. Magazine vehicles include Time, Real 
Simple, and ESPN The Magazine. Online and mobile vehicles include Twitter, Facebook, 
 Instagram, and YouTube.

Media planners must compute the cost per 1,000 persons reached by a vehicle. For 
example, if a full-page, four-color advertisement in the U.S. national edition of Forbes 
costs $163,413 and Forbes’s readership is 900,000 people, the cost of reaching each group 
of 1,000 persons is about $181. The same advertisement in Bloomberg Businessweek’s 
Northeast U.S. regional edition may cost only $48,100 but reach only 155,000 people—at 
a cost per 1,000 of about $310.22 The media planner ranks each magazine by cost per 
1,000 and favors those magazines with the lower cost per 1,000 for reaching target con-
sumers. In the previous case, if a marketer is targeting Northeast business managers, 
Bloomberg Businessweek might be the more cost-effective buy, even at a higher cost per 
thousand.

Media planners must also consider the costs of producing ads for different media. 
Whereas newspaper ads may cost very little to produce, flashy television ads can be very 
costly. Many online and social media ads cost little to produce, but costs can climb when 
producing made-for-the-web video and ad series.

In selecting specific media vehicles, media planners must balance media costs against 
several media effectiveness factors. First, the planner should evaluate the media vehicle’s 
audience quality. For a Huggies disposable diapers ad, for example, Parents magazine would 
have a high exposure value; men’s lifestyle magazine Maxim would have a low exposure 
value. Second, the media planner should consider audience engagement. Readers of Vogue, 
for example, typically pay more attention to ads than do Time readers. Third, the planner 
should assess the vehicle’s editorial quality. Time and The Wall Street Journal are more believ-
able and prestigious than Star or the National Enquirer.

Deciding on Media Timing. An advertiser must also decide how to 
schedule the advertising over time. Suppose sales of a product peak in 
December and drop in March (for winter outdoor gear, for instance). The 
firm can vary its advertising to follow the seasonal pattern, oppose the 
seasonal pattern, or be the same all year. Most firms do some seasonal ad-
vertising. For example, weight-loss product and service marketers tend 
to heavy up after the first of the year, targeting consumers who let their 
appetites get the better of them over the holiday season. Weight Watch-
ers, for instance, spends more than a quarter of its annual advertising 
budget in January.  By contrast, Peeps, the perennial Easter favorite 
marshmallow chicks and bunnies candies, launched an “Every Day Is a 
Holiday” campaign to broaden demand beyond Easter, which accounts 
for an estimated 70 percent of the brand’s business. The campaign now 
promotes Peeps at Valentine’s Day, Halloween, Thanksgiving, Christ-
mas, and other holiday seasons. Some marketers do only seasonal ad-
vertising: For instance, P&G advertises its Vicks NyQuil only during the 
cold and flu season.23

Today’s online and social media let advertisers create ads that 
respond to events in real time. For example, Lexus recently intro-
duced a new model through live streaming from the North American 
International Auto Show via Facebook’s News Feed. Some 100,000 

 Media timing: Peeps’ “Every Day Is a Holiday” 
campaign promotes the favorite marshmallow chicks 
and bunnies candies at holiday seasons other than just 
Easter, here Halloween.
Richard Levine / Alamy Stock Photo
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people watched the introduction live in only the first 10 minutes; another 600,000 
viewed it online within the next few days. Oreos reacted in a timely way to a power 
outage during Super Bowl XLVII with an outage-related “You can still dunk in the 
dark” tweet ad. The fast-reaction ad was re-tweeted and Favorited thousands of times 
in only 15 minutes. Similarly, Arby’s created big buzz during a recent Grammy Awards 
show with a real-time tweet responding to Pharrell Williams’s infamous Vivienne 
Westwood hat, which looks a bit like the hat in the familiar Arby’s logo. The tweet 
“Hey @Pharrell, can we have our hat back?” earned more than 80,000 re-tweets and 
45,000 Favorites.24

Evaluating Advertising Effectiveness and the Return  
on Advertising Investment
Measuring advertising effectiveness and the return on advertising investment has 
become a hot issue for most companies. Top management at many companies is asking 
marketing managers, “How do we know that we’re spending the right amount on adver-
tising?” and “What return are we getting on our advertising investment?”

Advertisers should regularly evaluate two types of advertising results: the commu-
nication effects and the sales and profit effects. Measuring the communication effects of an 
ad or ad campaign tells whether the ads and media are communicating the ad message 
well. Individual ads can be tested before or after they are run. Before an ad is placed, the 
advertiser can show it to consumers, ask how they like it, and measure message recall or 
attitude changes resulting from it. After an ad is run, the advertiser can measure how the 
ad affected consumer recall or product awareness, engagement, knowledge, and prefer-
ence. Pre- and post-evaluations of communication effects can be made for entire advertis-
ing campaigns as well.

Advertisers have gotten pretty good at measuring the communication effects of their 
ads and ad campaigns. However, sales and profit effects of advertising and other content 
are often much harder to measure. For example, what sales and profits are produced by 
an ad campaign that increases brand awareness by 20 percent and brand preference by 
10 percent? Sales and profits are affected by many factors other than advertising—such as 
product features, price, and availability.

One way to measure the sales and profit effects of advertising is to compare past 
sales and profits with past advertising expenditures. Another way is through experi-
ments. For example, to test the effects of different advertising spending levels, Coca-
Cola could vary the amount it spends on advertising in different market areas and 
measure the differences in the resulting sales and profit levels. More complex experi-
ments could be designed to include other variables, such as differences in the ads or 
media used.

However, because so many factors affect advertising effectiveness, some controllable 
and others not, pretesting ads and measuring the results of advertising spending remains 
an inexact science. Managers often must rely on large doses of judgment along with quan-
titative analysis when assessing content and advertising performance. That’s especially 
true in this content-hungry digital age, where large quantities of ads and other content are 
produced and run on a virtual real-time basis. Thus, whereas companies tend to carefully 
pretest traditional big-budget media ads before running them, digital marketing content 
usually goes untested. For digital and social media campaigns, says one chief marketing 
officer, “it’s very tough to test [and measure] just because of the volume [and timing] of the 
content we are putting out.”25

Other Advertising Considerations
In developing advertising strategies and programs, the company must address two 
 additional questions. First, how will the company organize its advertising and content 
function—who will perform which advertising tasks? Second, how will the company 
adapt its advertising strategies and programs to the complexities of international 
markets?

Return on advertising investment
The net return on advertising investment 
divided by the costs of the advertising 
investment.
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Organizing for Advertising
Different companies organize in different ways to handle advertising. In small com-
panies, advertising might be handled by someone in the sales department. Large 
companies have advertising departments whose job it is to set the advertising budget, 
work with ad agencies, and handle other advertising not done by an agency. However, 
most large companies use outside advertising agencies because they offer several 
advantages.

How does an advertising agency work? Advertising agencies originated in the mid- 
to late 1800s from salespeople and brokers who worked for the media and received a com-
mission for selling advertising space to companies. As time passed, the salespeople began 
to help customers prepare their ads. Eventually, they formed agencies and grew closer to 
the advertisers than to the media.

Today’s agencies employ specialists who can often perform advertising and brand 
content tasks better than the company’s own staff can. Agencies also bring an outside point 
of view to solving the company’s problems along with lots of experience from working 
with different clients and situations. So, today, even companies with strong advertising 
departments of their own use advertising agencies.

Some ad agencies are huge; the largest U.S. agency group, Y&R, has annual gross U.S. 
revenues of $3.7 billion. In recent years, many agencies have grown by gobbling up other 
agencies, thus creating huge agency holding companies. The largest of these megagroups, 
WPP, includes several large advertising, PR, digital, and promotion agencies with com-
bined worldwide revenues of more than $19 billion.26

Most large advertising agencies have the staff and resources to handle all phases of 
an advertising campaign for their clients, from creating a marketing plan to developing 
ad and content campaigns and preparing, placing, and evaluating ads and content. Large 
brands commonly employ several agencies that handle everything from mass-media ad-
vertising campaigns to shopper marketing to social media content.

International Advertising Decisions
International advertisers face many complexities not encountered by domestic advertisers. 
The most basic issue concerns the degree to which global advertising should be adapted to 
the unique characteristics of various country markets.

Some advertisers have attempted to support their global brands with highly standard-
ized worldwide advertising, with campaigns that work as well in Bangkok as they do in 
Baltimore.  For example, McDonald’s unifies its creative elements and brand presenta-
tion under the familiar “i’m lovin’ it” theme in all its 100-plus markets worldwide. Oreo’s 
latest “Open Up with Oreo” runs in 50 global with a simple universal message—“Open 
your heart to people who are different and you will discover similarities.”27 And Snickers 

runs similar versions of its “You’re not you when 
you’re hungry” ads in 80 different countries, from 
the United States and the United Kingdom to 
Mexico, Australia, and even Russia. No matter 
what the country, as noted in the Chapter 14 open-
ing story, the ads strike a common human emotion 
that everyone can relate to—people get out of sorts 
and do uncharacteristic things when they need 
nutrition. A Snickers bar can help them get back to 
being their real selves. Snickers lets local markets 
make adjustments for local languages and person-
alities. Otherwise, the ads are similar worldwide.

In recent years, the increased popularity of 
online marketing and social media sharing has 
boosted the need for advertising standardization 
for global brands. Most big marketing and adver-
tising campaigns include a large online presence. 
Connected consumers can now zip easily across 
borders via the internet and social media, mak-
ing it difficult for advertisers to roll out adapted 

Advertising agency
A marketing services firm that assists 
companies in planning, preparing, 
implementing, and evaluating all or 
portions of their advertising programs.

 International advertising: McDonald’s unifies its global advertising under the 
familiar “i’m lovin’ it” theme in all its 100-plus markets worldwide, here China.
TED ALJIBE/AFP/GettyImages
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campaigns in a controlled, orderly fashion. As a result, at the very least, most global con-
sumer brands coordinate their digital sites internationally. For example, Coca-Cola web 
and social media sites around the world, from Australia and Argentina to France, Romania, 
and Russia, are surprisingly uniform. All feature splashes of familiar Coke red, iconic Coke 
bottle shapes, and Coca-Cola’s music and “Taste the Feeling” themes.

Standardization produces many benefits—lower advertising costs, greater global 
advertising coordination, and a more consistent worldwide image. But it also has draw-
backs. Most important, it ignores the fact that country markets differ greatly in their 
cultures, demographics, and economic conditions. Thus, most international advertisers 
“think globally but act locally.” They develop global advertising strategies that make 
their worldwide efforts more efficient and consistent. Then they adapt their advertising 
programs to make them more responsive to consumer needs and expectations within 
local markets. For example, although Visa employs its “Everywhere you want to be” 
theme globally, ads in specific locales employ local language and inspiring local imag-
ery that make the theme relevant to the local markets in which they appear.

Global advertisers face several special problems. For instance, advertising media costs 
and availability differ vastly from country to country. Countries also differ in the extent to 
which they regulate advertising practices. Many countries have extensive systems of laws 
restricting how much a company can spend on advertising, the media used, the nature of 
advertising claims, and other aspects of the advertising program. Such restrictions often 
require advertisers to adapt their campaigns from country to country.

Thus, although advertisers may develop global strategies to guide their overall adver-
tising efforts, specific advertising programs must usually be adapted to meet local cultures 
and customs, media characteristics, and regulations.

Public Relations
Another major promotion tool, public relations, consists of activities designed to engage 
and build good relations with the company’s various publics. PR may include any or all of 
the following functions:28

Press relations or press agency. Creating and placing newsworthy information in the 
news media to attract attention to a person, product, or service.
Product and brand publicity. Publicizing specific products and brands.
Public affairs. Building and maintaining national or local community relationships.
Lobbying. Building and maintaining relationships with legislators and government 
 officials to influence legislation and regulation.
Investor relations. Maintaining relationships with shareholders and others in the finan-
cial community.
Development. Working with donors or members of nonprofit organizations to gain 
 financial or volunteer support.

Public relations is used to promote products, people, places, ideas, activities, organiza-
tions, and even nations. Companies use PR to build good relations with consumers, inves-
tors, the media, and their communities. PR is often used to build support for newsworthy 
company events and actions. For example, a few years ago when CVS Health announced 
its bold decision to stop selling cigarettes and tobacco products in its stores, even though 
it meant sacrificing $2 billion in tobacco-related revenues, it knew that the decision would 
make headlines. But it left little to chance about how the full story would be told. Instead, 
CVS crafted a comprehensive “CVS Quits for Good” public relations campaign to tell con-
sumers, Wall Street, and the health-care community that the decision would benefit both 
customers and the company:29

The “CVS Quits” PR campaign kicked off with full-page ads in The New York Times, The Wall 
Street Journal, the Boston Globe, and other major newspapers along with multimedia news 
releases featuring video announcements from CVS’s president and other company leaders. 
The ads and releases explained that dropping tobacco products “is simply the right thing 
to  do for the good of our customers and our company,” consistent “with our purpose— 
helping people on their path to better health.” CVS also created an information-packed cvs-
quits.com microsite along with a #cvsquits hashtag and banners announcing the decision on 
the company’s many web and social media sites. The “CVS Quits” story was snapped up by 

Public relations (PR)
Building good relations with the 
company’s various publics by 
obtaining favorable publicity; building  
up a good corporate image; and handling  
or heading off unfavorable rumors, 
stories, and events.

Not long ago, public 
 relations was considered  

a marketing stepchild because of its 
limited marketing use. That  situation  
is changing fast, however, as more 
marketers recognize PR’s brand 
building, customer engagement, and 
social power.

Author
Comment
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major print and broadcast media, creating some 2,557 broadcast mentions and more than 
218 million total media impressions. The news also went viral online, becoming a top trend-
ing topic on both Facebook and Twitter and generating 200,000 social media mentions and 
152,000 shares.

On the day the decision was activated, CVS’s CEO rang the New York Stock Exchange bell 
and CVS Health executives snuffed out a 50-foot high cigarette at an event in New York City’s 
Bryant Park. Both events received substantial media coverage. Finally, at the same time that it 
nixed tobacco products, CVS launched a nationwide campaign to help smokers kick the habit, 
cementing the company’s message of “helping people on their path to better health” and gener-
ating even more positive news.

The “CVS Quits” PR campaign achieved impressive results. On Capitol Hill, eight US 
senators, 12 House members, and other influential leaders released statements urging other 
retailers to follow in CVS’s footsteps. CVS’s stock price jumped 9.2 percent in the three weeks 
following the announcement. And a survey showed that one in four consumers not currently 
shopping at CVS pharmacies said they would switch their prescriptions there after it quit to-
bacco. “CVS Quits” was named PR Week’s campaign of the year. “This is a new standard in PR,” 
said one judge. “Great business decision that led to amazing PR results [that had] a real busi-
ness impact on stock value, consumer behavior, and brand reputation.”

The Role and Impact of PR
Like other promotional forms, public relations has the power to engage consumers and 
make a brand part of their lives and conversations. However, public relations can have a 
strong impact at a much lower cost than advertising can. Interesting brand stories, events, 
videos, or other content can be picked up by different media or shared virally by consum-
ers, giving it the same or even greater impact than advertising that would cost millions of 
dollars. Consider recent PR moves by Burger King:30

Last year’s Floyd Mayweather–Manny Pacquiao fight in Las Vegas was a commercial-free 
pay-per-view event.  So when “The King”—Burger King’s quirky, ceramic-headed robed 
mascot—appeared as part of Mayweather’s entourage during the walkout prior the “Fight of 
the Century,” it caused quite a stir. Beyond the 4.4 million viewers who watch the fight live 
worldwide, The King’s appearance was all over Facebook and Twitter, generating big-time 
buzz for the burger chain. Burger King paid Mayweather an estimated $1 million, but that 
was a small fraction of the $5 million companies spend for a single 30-second Super Bowl ad. 
A month later, the bearded mascot popped up at the Belmont Stakes in an owner’s box behind 
trainer Bob Baffert, whose horse American Pharoah ran for the coveted Triple Crown that day. 
As TV cameras panned Baffert before the race, The King stole the show, once again sparking 

a social media frenzy. The Belmont appearance 
reportedly cost Burger King only a $200,000 dona-
tion to a racing-related charity.

In yet another clever PR move, Burger King 
recently issued an invitation to rival McDonald’s 
to call a cease-fire on Peace Day. In a full slate of 
online content, as well as full-page ads in The New 
York Times and the Chicago Tribune, Burger King 
publicly proposed that the chains jointly develop 
and sell a McWhopper, containing “all the tastiest 
bits of your Big Mac and our Whopper, united in 
one delicious, peace-loving burger,” with all the 
proceeds benefiting the Peace One Day organiza-
tion. McDonald’s refused, but the gesture gener-
ated hugely positive PR for Burger King. Through 
these and other PR moves, Burger King has found 
a way to inject itself into daily social media con-
versations. “Burger King has really found a way 
to get attention by doing the unexpected and 
somewhat irreverent,” says one expert. “They’re 
generating an enormous amount of publicity at 
a very  modest cost.” Says  another expert, “If you 
have the right spark, it will generate more buzz 
than paid media.”

Despite its potential strengths, public relations 
is occasionally described as a marketing stepchild 

 Public relations moves: Burger King’s quirky, ceramic-headed “The King” 
mascot pops up in unexpected places—here in American Pharoah’s owner’s 
box at the Belmont Stakes—sparking media attention and big-time social 
media buzz.
Gary Gershoff / Stringer/Getty Images
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because of its sometimes limited and scattered use. The PR department is often located at 
corporate headquarters or handled by a third-party agency. Its staff is so busy dealing with 
various publics—stockholders, employees, legislators, and the press—that PR programs 
to support product marketing objectives may be ignored. Moreover, marketing managers 
and PR practitioners do not always speak the same language. Whereas many PR practitio-
ners see their jobs as simply communicating, marketing managers tend to be much more 
interested in how advertising and PR affect brand building, sales and profits, and customer 
engagement and relationships.

This situation is changing, however. Although public relations still captures only a 
modest portion of the overall marketing budgets of many firms, PR can be a powerful 
brand-building tool. Especially in this digital age, the lines between advertising, PR, and 
other content are becoming more and more blurred. For example, are brand websites, 
blogs, brand videos, and social media activities advertising, PR, or something else? All are 
marketing content. And as the use of earned and shared digital content grows rapidly, PR 
is playing a bigger role in marketing content management.

More than any other department, PR has always been responsible for creating relevant 
marketing content that draws consumers to a brand rather than pushing messages out. 
“PR pros are an organization’s master storytellers. In a word, they do content,” says one 
expert. “The rise of social media [is] moving public relations professionals from the back-
room, crafting press releases and organizing events, to the forefront of brand development 
and customer engagement,” says another.31 The point is that PR should work hand in hand 
with advertising within an integrated marketing communications program to help build 
customer engagement and relationships.

Major Public Relations Tools
Public relations uses several tools. One of the major tools is news. PR professionals find or 
create favorable news about the company and its products or people. Sometimes news sto-
ries occur naturally; sometimes the PR person can suggest events or activities that would 
create news. Another common PR tool is special events, ranging from news conferences and 
speeches, brand tours, and sponsorships to multimedia presentations or educational pro-
grams designed to reach and interest target publics.

Public relations people also prepare written materials to reach and influence their 
target markets. These materials include annual reports, brochures, articles, and com-
pany newsletters and magazines. Audiovisual materials, such as videos, are being used 
increasingly as communication tools. Corporate identity materials can also help create a 
corporate identity that the public immediately recognizes. Logos, stationery, brochures, 
signs, business forms, business cards, buildings, uniforms, and company cars and trucks 
all become marketing tools when they are attractive, distinctive, and memorable. Finally, 
companies can improve public goodwill by contributing money and time to public service 
activities.

As previously discussed, the web and social media are also important PR channels. 
Websites, blogs, and social media such as YouTube, Facebook, Instagram, Snapchat, Pinterest, 
and Twitter are providing new ways to reach and engage people. As noted, storytelling and 
engagement are core PR strengths, and that plays well into the use of online, mobile, and 
social media.

As with the other promotion tools, in considering when and how to use product 
public relations, management should set PR objectives, choose the PR messages and 
 vehicles, implement the PR plan, and evaluate the results. The firm’s PR should be blended 
smoothly with other promotion activities within the company’s overall integrated market-
ing communications effort.
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OBJECTIVE 15-1
Advertising (p 452)

OBJECTIVE 15-2
Advertising objective (p 453)
Advertising budget (p 456)

Advertising strategy (p 457)
Madison & Vine (p 458)
Native advertising (p 459)
Creative concept (p 460)
Execution style (p 461)
Advertising media (p 464)

Return on advertising  
investment (p 468)

Advertising agency (p 469)

OBJECTIVE 15-3
Public relations (PR) (p 470)

Key Terms

messages must be better planned, more imaginative, more 
entertaining, and more rewarding to consumers. In fact, many 
marketers are now subscribing to a new merging of advertising 
and entertainment, dubbed Madison & Vine. The media decision 
involves defining reach, frequency, impact, and engagement 
goals; choosing major media types; selecting media vehicles; 
and choosing media timing. Message and media decisions must 
be closely coordinated for maximum campaign effectiveness.

Finally, evaluation calls for evaluating the communication 
and sales effects of advertising before, during, and after ads are 
placed. Advertising accountability has become a hot issue for 
most companies. Increasingly, top management is asking: “What 
return are we getting on our advertising investment?” and “How 
do we know that we’re spending the right amount?” Other im-
portant advertising issues involve organizing for advertising and 
dealing with the complexities of international advertising.

OBJECTIVE 15-3  Define the role of public relations  
in the promotion mix.  (pp 470–472)

Public relations, or PR, is used to promote products,  people, 
places, ideas, activities, organizations, and even nations. 
Companies use PR to build good relationships with consumers, 
investors, the media, and their communities. PR can have a strong 
impact on public awareness at a much lower cost than advertising 
can, and PR results can sometimes be spectacular. Although PR 
still captures only a modest portion of the overall marketing bud-
gets of many firms, it is playing an increasingly important brand-
building role. In the digital, mobile, and social media age, the lines 
between advertising and PR are becoming more and more blurred.

OBJECTIVE 15-4  Explain how companies use public 
relations to communicate with their publics.  (p 472 )

Companies use PR to communicate with their publics by setting 
PR objectives, choosing PR messages and vehicles, implement-
ing the PR plan, and evaluating PR results. To accomplish these 
goals, PR professionals use several tools, such as news and 
special events. They also prepare written, audiovisual, and cor-
porate identity materials and contribute money and time to public 
service activities. The internet has also become an increasingly 
important PR channel, as websites, blogs, and social media are 
providing interesting new ways to reach more people. 

OBJECTIVES REVIEW AND KEY TERMS

Objectives Review
Companies must do more than make good products; they have 
to engage consumers, inform them persuasively about product 
benefits, and carefully position products in consumers’ minds. To 
do this, they must master advertising and public relations.

OBJECTIVE 15-1  Define the role of advertising  
in the promotion mix.  (p 452)

Advertising—the use of paid media by a seller to inform, per-
suade, and remind buyers about its products or its organiza-
tion—is an important promotion tool for engaging customers 
and communicating the value that marketers create for custom-
ers. American marketers spend more than $190 billion each 
year on advertising; worldwide spending exceeds $545 billion. 
Advertising takes many forms and has many uses. Although 
advertising is employed mostly by business firms, a wide range 
of not-for-profit organizations, professionals, and social agen-
cies also employ advertising to promote their causes to various 
target publics. Public relations—gaining favorable publicity and 
creating a favorable company image—is the least used of the 
major promotion tools, although it has great potential for building 
consumer awareness and preference.

OBJECTIVE 15-2  Describe the major decisions involved 
in developing an advertising program.  (pp 453–470)

Advertising decision making involves making decisions about 
the advertising objectives, budget, messages and media, and 
evaluation of the results. Advertisers should set clear target, task, 
and timing objectives, whether the aim is to inform, engage, per-
suade, or remind buyers. Advertising’s goal is to move consumers 
through the buyer-readiness stages discussed in Chapter 14. 
Some advertising is designed to move people to immediate ac-
tion. However, many of the ads you see today focus on building or 
strengthening long-term customer engagement and relationships. 
The advertising budget depends on many factors. No matter what 
method is used, setting the advertising budget is no easy task.

Advertising strategy consists of two major elements: creat-
ing advertising messages and content and selecting advertis-
ing media. The message decision calls for planning a message 
strategy and executing it effectively. Good messages and other 
content are especially important in today’s costly and cluttered 
advertising environment. Just to gain and hold attention, today’s 

15  Reviewing and Extending the Concepts
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lations industry in the United Kingdom revealed a fascinating 
mix of operations and options. For the most part, the larger 
PR agencies are concentrated in London. These tended to be 
big-budget-oriented, extremely professional, large agencies 

Marketing Ethics Lie To Me

Critical Thinking Exercises

DISCUSSION AND CRITICAL THINKING

Discussion Questions
15-1  Explain the decisions marketing managers make when de-

veloping an advertising program. (AACSB: Communication)

15-2  Advertising should always aim to create immediate 
action. Do you agree? Explain your example (AACSB: 
Communication; Reflective Thinking)

15-3  What is meant by the term native advertising? (AACSB: 
Communication)

15-4  What is an advertising agency? Discuss the changes 
in advertising agencies today compared with how they 
operated in the past. (AACSB: Communication)

15-5  Explain how the internet has become a key area for 
public relations activities. (AACSB: Communication)

15-6  Search YouTube for three of your favorite television 
commercials, each using a different execution style. 
For each ad, identify the execution style used and the 
audience targeted. Is it a good ad? Be prepared to 
present the commercials and support your conclusions. 
(AACSB: Communication; Use of IT; Reflective Thinking)

15-7  Advertising objectives can be classified by their primary 
purpose—to inform, persuade, or remind. In a small 
group, locate one advertisement that primarily informs, 
one that persuades, and one that reminds. Explain 
how each ad meets the desired objective. (AACSB: 
Communication; Use of IT; Reflective Thinking)

15-8  In early 2016, the Wounded Warrior Project suf-
fered a major blow to its fundraising when reports 
surfaced suggesting that the nonprofit organization 
spent too much of its money on travel, conferences, 
and high-end events rather than direct assistance 
to wounded veterans. Research this case. Was the 
Wounded Warrior Project’s public relations response 
to the alleged misspending accusations effective in 
reaching out to its donors and other audiences? Why 
or why not? How is social media changing the public 
relations process? (AACSB: Communication; Use of 
IT; Reflective Thinking)

APPLICATIONS AND CASES

Online, Mobile, and Social Media Marketing Facebook Audience Network
Facebook has 1.44 billion monthly users and a large proportion 
of users typically visits the site daily on a mobile device. What 
started as an online social network that let people connect with 
each other has transformed into a behemoth media platform that 
promises to be a game-changer in mobile advertising. Facebook 
announced its new mobile ad platform called Audience Network 
to deliver targeted mobile ads for advertisers. While there are oth-
er mobile ad platforms (Google is the dominant player), Facebook 
has a treasure trove of data that is useful for advertisers. Google 
is strong in search data, but Facebook is part of our lives. Face-
book has been placing ads on its site for advertisers, but now 
Facebook will be pushing those ads to third-party apps. This is a 
win-win-win situation for advertisers, app developers, and Face-
book because advertisers get their mobile ads to people based 

on very personal information, app developers get ad revenue, 
and Facebook gets a cut of the ad revenue for placing the ad. 
And it’s no small cut—in just the last quarter of 2015, Facebook 
earned $5.6 billion in mobile ad revenue. That’s 80 percent of 
Facebook’s overall ad revenue.

15-9  Compare and contrast Facebook’s, Google’s, and 
Twitter’s ad networks. Which is most effective for adver-
tisers? (AACSB: Communication; Reflective Thinking)

15-10  Mobile advertising is one of the fastest-growing sectors 
of digital advertising, but how is mobile advertising ef-
fectiveness measured? Research this issue and create 
a report of your findings. (AACSB: Communication; 
Reflective Thinking)

MyLab Marketing
Go to mymktlab.com to complete the problems marked with this icon .

The UK public relations industry is worth an estimated $12 bil-
lion per year. Some $9 billion is spent in-house by business 
organizations, and the remaining $3 billion is spent on hiring 
freelance public relations specialists. A review of the public re-
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with a host of blue chip clients. There are also a large number 
of “micro” markets that are handled by PR specialists. These 
agencies have specialized knowledge of a sector, product type, 
country or sector. They are the “go-to” agency in specialized 
situations; it also seems that the bigger agencies have them on 
sub-contract when necessary. Apart from London, Manchester 
has the largest number of agencies with the greatest income. 
There are another 17 cities in the United Kingdom that have 
at least one dedicated PR agency with a range of clients. In 
the regional markets and the less densely populated areas of 
the United Kingdom, there is greater fragmentation and a larger 
number of freelance PR specialists. These freelancers often 
work as a fairly small group and are not classified as agencies. 

PR as a part of the overall market effort seems alive and well in 
the United Kingdom.

15-11  Investigate the public relations industry in your own 
country. Is there a regulating organization? Are the agen-
cies large or small? What is the spending on public rela-
tions? How does this compare to the United Kingdom? 
(AACSB: Written and Oral Communication; Ethical 
Understanding and Reasoning; Reflective Thinking)

15-12  Suppose public relations is only necessary when something 
has gone wrong. Why do most companies opt for a perma-
nent PR cover? (AACSB: Written and Oral Communication; 
Information Technology; Reflective Thinking)

Marketing by the Numbers Dubai City Guide
sand impressions (CPM). The following table outlines the typi-
cal CPM rates for advertising on the website:

Standard banner $25 CPM

Leaderboard banner $40 CPM

Skyscraper banner $35 CPM

Space banner $50 CPM

15-13  If a standard banner reaches 670,000 impressions, 
what would be the cost to the advertiser? (AACSB: 
Communication; Analytical Reasoning)

15-14  Calculate the total cost for an email campaign to sub-
scribers based on the cost of $150 CPM. (AACSB: Com-
munication; Analytical Reasoning; Reflective Thinking)

Cyber  Gear’s  Dubai  City  Guide  has  been  active  online  since 
1996. It has become a vital source of news and information for 
Dubai residents and visitors. With a wide range of stories cov-
ering news, city events, promotions, sales, art events, movie 
timings, and other features, it is constantly being updated. The 
website is well organized and attractive, and it reflects the vi-
brant nature of Dubai itself. Many tourists visit the site before 
coming to Dubai, and the guide has in excess of 80,000 sub-
scribers and attracts over a million visitors per month. The site 
is largely funded by advertisers, and Cyber Gear has created a 
system by which advertisers can choose pages that best fit their 
target audiences. The site is very open about its visitor statis-
tics, which is understandable given the fact that it faces a huge 
amount of competition from other advertising outlets and op-
portunities. The following statistics on the web traffic for the site 
as of October 2010 are available at www.dubaicityguide.com. 
 A common measure of advertising efficiency is cost per thou-

Video Case Kmart
On the heels of its wildly popular “Ship My Pants” ads, Kmart 
struck again with an ad that was considered hilarious by some, 
offensive by others, and a stroke of genius by advertising critics. 
Its latest ad, “Big Gas Savings,” was launched on YouTube prior 
to airing on television. And like its “Ship My Pants” predecessor, 
the ad also went viral.

In addition to relying on potty humor to pull its sales out of 
the toilet, Kmart struck a very timely note in the tune of customer 
value—saving money on gasoline. Customers could save 30 
cents a gallon on gas by spending $50 or more in its stores. 

Millions of customers took advantage of the offer, driving traffic 
into Kmart stores.

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

15-15  What is the advertising message in the Kmart “Big Gas 
Savings” ad?

15-16  Why did Kmart choose to air this video on YouTube?

15-17  Is this Kmart ad effective? Explain.

Company Case Allstate: Bringing Mayhem to the Auto Insurance Advertising Wars
In the spring of 1950, the teenage daughter of Allstate general 
sales manager Davis Ellis was stricken with hepatitis shortly be-
fore she was to graduate from high school. The worried executive 
arrived home from work one evening just as his wife returned 
from the hospital where their daughter was admitted. As he met 
her at the front door, his wife reported, “The hospital said not to 
worry. . .we’re in good hands with the doctor.”

Later that year, Ellis became part of a team charged with 
developing the first major national advertising campaign for the 
Allstate Insurance Company. As the team discussed the message 

they wanted the brand to convey, Ellis recalled his wife’s “we’re in 
good hands” remark and how good it made him feel. The phrase 
projected security, reassurance, and responsibility, exactly the 
traits the team wanted customers to associate with Allstate. Thus 
was born the slogan, “You’re in Good Hands with Allstate.”

By the early 2000s, a study by Northwestern University 
found that the long-standing Allstate catchphrase was the most 
recognized slogan in the United States. For years, Allstate held 
the position as the second-largest personal lines insurer, trailing 
only State Farm. Shortly thereafter, Allstate hired actor Dennis 



476   PART 3 | Designing a Customer Value–Driven Strategy and Mix

Haysbert as the brand’s spokesperson. After starring in dozens 
of Allstate commercials—each culminating with the question “Are 
you in good hands?”—Haysbert’s deep voice became a com-
forting familiarity to television viewers. Today, the “Good Hands” 
slogan is the oldest surviving slogan for a paid campaign.

An Advertising Shakeup
Although Allstate’s advertising served it well for decades, the 
company eventually fell into the same routine as the rest of the 
insurance industry. Big auto insurance companies were spending 
modestly on sleepy ad campaigns featuring touchy-feely, reassur-
ing messages such as Allstate’s “You’re in good hands,” or State 
Farm’s “Like a good neighbor.” In an industry characterized by low 
budgets and even lower-key ads, no brand’s marketing stood out.

However, the advertising serenity ended with the first ap-
pearance of the now-iconic GEICO Gecko, backed by a big 
budget, pitching direct sales and low prices. That single GEICO 
ad campaign sparked a frenzy of ad spending and creativity in 
the insurance industry that quickly escalated into a full-scale 
advertising war. Once-conservative car insurance ads became 
creative showstoppers, as edgy and creative as ads found in any 
industry. Here are a few highlights:

GEICO: GEICO got the auto insurance advertising wars rolling when 
it was acquired by billionaire Warren Buffet’s Berkshire  Hathaway 
company and given a blank check to aggressively increase market 
share. That led to an onslaught of advertising the likes of which the 
auto insurance industry had never seen. A string of creative GEICO 
campaigns featured everything from civilized cavemen to a stack 
of cash with googly eyes. But it was the GEICO Gecko that had 
the biggest impact. With his signature English accent, the Gecko 
made GEICO’s simple message clear—“15 minutes can save you 
15 percent or more on car insurance.” More than any other industry 
spokesperson, the Gecko lent personality and pizzazz to the previ-
ously sleepy insurance industry and its staid brands.
Progressive: Following GEICO’s lead, Progressive created its own 
perky and endearing personality—Flo. Progressive created the 
ever-upbeat, ruby-lipped sales clerk to help convince consumers 
who are already in the market that they can get an even better 
price deal from Progressive. Flo helped put Progressive hot on the 
heels of rising GEICO as the fourth-largest auto insurer. Flo as-
sists people when they are ready to shop. Progressive later intro-
duced a complementary campaign featuring the Messenger—the 
mustachioed, leather-jacket-wearing stranger—and Brad—the 
easy-going, self-assured man with an absurdly funny sense of 
self- esteem who refers to himself only in the third person. Like the 
GEICO Gecko, Flo, the Messenger, and Brad have pitched price 
savings as their primary appeal.
State Farm: As GEICO and Progressive shook up the industry with 
their direct, low-price, high-profile selling models,  conventional 
agent-based auto insurers were forced to respond. Ninety-year-
old State Farm, the long-time industry leader, was hardly a stranger  
to advertising. Like Allstate, State Farm had a long-standing, 
widely recognized slogan—“Like a good neighbor, State Farm 
is there”—a jingle written by pop music icon Barry Manilow way 
back in 1971. Sensing the threat from the rising newcomers, 
State Farm fought back vigorously with a new campaign centered 
on its  enduring jingle. In its “magic jingle” campaign, State Farm  
agents magically appear when summoned with the jingle by young 
drivers in trouble—including the likes of LeBron James. The cam-
paign’s goal—to convince consumers that they still need the ser-
vices of one of State Farms’ 18,000 agents. To help make the point 
more forcefully, State Farm doubled its ad budget.

“Good Hands” Meets Mayhem
Amid this surge in competition and advertising creativity, Allstate 
struggled just to hold its own, let alone to grow. In the wake of the 
Gecko and Flo, Allstate had lost market share for two years run-
ning, even with Haysbert’s presence as company pitchman. The 
brand needed its own over-the-top personality. So Allstate tapped 
ad agency Leo Burnett to bring mayhem to life—literally. With the 
new creepy Mayhem character played by actor Dean Winters, All-
state created a villainous counterpart to Haysbert’s soothing hero. 
The campaign’s goal: to convince consumers that there is more 
to buying car insurance than just price. “We knew we needed . . . a 
loud thunderclap to tell people that we cared about them,” said 
Lisa Cochrane, senior VP of marketing at Allstate. “Mayhem is 
there to change the conversation, to disrupt the commoditization 
of insurance, and to provide you with something to think about 
to make sure that you have the right coverage.” A Leo Burnett 
executive put it more bluntly—“We wanted to kick Flo’s ass.”

Mayhem portrays all of the unlikely events that can lead to a 
major auto insurance claim. He first appeared as a tree branch 
falling on a car, then as an emotionally compromised teenager 
ramming her pink SUV into an unsuspecting vehicle. According 
to Cochrane, after only these two early ads, “it made an impres-
sion.” The possible situations for Mayhem are endless. As a deer, 
Mayhem jumps into the path of a moving car at night, “because 
that’s what we deer do.” As a torrential downpour, he loves leaky 
sunroofs. As a malfunctioning GPS, he sends a driver swerving 
into another car. As snow, he weighs down the roof of a garage 
until it collapses, smashing the car within. Each quirky ad ends 
with the statement and question “If you have cut-rate insurance, 
you could be paying for this yourself. Are you in good hands?”

Through such clever ads, Allstate’s creative “Mayhem. It’s 
Everywhere.” campaign has put a contemporary, attention-
grabbing twist on the company’s long-standing “You’re in good 
hands with Allstate” slogan, helping to position the brand as 
a superior alternative to price-oriented competitors. Even with 
its long-standing “Good Hands” campaign, Allstate needed 
something unconventional. In fact, mayhem didn’t just describe 
the Allstate campaign—it characterized the entire world of auto 
insurance advertising.

The Mayhem campaign was not only well-received by consum-
ers, it earned critical acclaim, winning approximately 80 advertising 
awards in the first year. But perhaps a bigger indication of the 
campaign’s impact is the extent to which the character has be-
come ingrained in pop culture. Although Mayhem has only a little 
more than a third of Flo’s 4.9 million Facebook fans, he commands 
an engagement score roughly five times that of Progressive’s 
perky spokeswoman. And when the character’s creator recently 
saw a Mayhem-costumed trick-or-treater walking down her street, 
she called it “a career highlight that gave her chills.”

More than just popular, Mayhem is right on message. At the 
end of each ad, he warns, “If you’ve got cut-rate insurance, you 
could be paying for this yourself.” Then the reassuring voice of 
Haysbert provides the solution: “Are you in good hands?” he 
asks. “Get Allstate. You can save money and be better protected 
from Mayhem.” This “worth-paying-a-little-more” message puts 
Allstate back at the top in terms of customer value.

Mayhem Redux
Allstate’s ads were not only creative, they were effective. After a 
few years of Mayhem ads complementing Haysbert’s Good Hands 
ads, Allstate’s unaided brand awareness of 74 percent trailed 
State Farm’s by only a slight margin, despite State Farm’s 60 per-
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MyLab Marketing
Go to mymktlab.com for the following Assisted-graded writing questions:

15-23  Discuss the characteristics advertising appeals should possess to be effective.
15-24  Name and describe the various execution styles for presenting messages and 

provide an example of  each style different from the ones in the chapter.

The intense competition, big budgets, and focus on con-
sumer advertising have kept industry market share dynamic. 
In fact, during the past last year, GEICO moved into the 
number-two spot behind State Farm and is pulling away 
with a 10.8  percent share of the auto insurance market to 
Allstate’s 10.0 percent. Although Allstate has grown its auto 
insurance business in recent years, GEICO’s growth has been 
 consistently stronger. With that development, Allstate is left to 
reconsider the value that it is getting out of its advertising in-
vestments and just how it might slow down GEICO and retake 
its number-two market position.

Questions for Discussion
15-18  Why has Allstate’s “good hands” slogan withstood the 

test of time to become advertising’s longest-running 
slogan?

15-19  Analyze Allstate’s Mayhem ads based on the process of 
creating an advertising message as outlined in the text 
(for the latest Mayhem ads, check www.allstate.com/
mayhem-is-everywhere.aspx).

15-20  Discuss issues of selecting advertising media for the 
Mayhem campaign. How might this process differ from 
that of campaigns for other companies?

15-21  Based on the information in this case, how might 
Allstate measure the effectiveness of the Mayhem 
campaign?

15-22  Has the Mayhem campaign been effective? Support 
your answer.

Sources: Victoria Moran, “Leo Burnett Chicago Wins Best of Show 
Gold ADDY Award for Allstate’s #MayhemSale Campaign,” Advertising 
Age, June 8, 2016, www.adage.com/print/304370; Ashley Rodriguez, 
“How Allstate’s Mayhem Disrupted the Chatter around Insurance,” 
Advertising Age, June 10, 2015, www.adage.com/print/298779; 
Steve Daniels, “GEICO Overtakes Allstate as No. 2 Auto Insurer,” 
Advertising Age, March 3, 2014, www.adage.com/print/291947; E.J. 
Schultz, “Allstate’s Mayhem Joins Twitter…Now What,” Advertising Age, 
October 14, 2013, p. 28; Anthony Crup, “Allstate’s Marketing Boss Talks 
Up ‘March Mayhem,’” Adweek, March 25, 2014, www.adweek.com/
print/156471; and advertisements and other information accessed at 
www.allstatenewsroom.com and www.allstate.com/mayhem-is-every-
where.aspx, June 2015.

cent greater ad spending. And for a time, the Mayhem campaign 
halted Allstate’s market share slide. According to Allstate CEO 
Thomas Wilson, “It’s working. If you look at our quotes and our 
new business, it’s way up.” All this prompted Allstate to extend the  
campaign, including the introduction of Mayhem’s Hispanic cous-
in, Mala Suerte (bad luck), aimed at Hispanic consumers. Mayhem 
has now been causing mayhem in the advertising industry for the 
past six years via more than 25 TV ads as well as numerous radio 
spots, billboard placements, and internet banner ads.

To extend the campaign, Allstate took Mayhem to the next 
level, giving the character his own Twitter account. Seemingly 
late to the Twitter party, Allstate executives indicated that the  
delay was intentional. “We’ve been very careful about not 
overdoing Mayhem and not overexposing [him],” said Jennifer 
Egeland, Allstate’s director of advertising. “[We wanted] the right 
idea for launching him in the Twitter space.”

The right idea was to conform to Mayhem’s persona. As 
a  recent football season dawned, Mayhem polled followers 
about what he should portray in the next ad—a charcoal grill or 
a cheap bungee cord. Consumers voted for the cord. Mayhem 
disobeyed, tweeting: “Too bad I’m a tailgate grill. Who’s got 
a  light?” He followed that up with Vine videos of a car set on 
fire from a grill mishap. Allstate then released two new Mayhem 
ads—“Tailgate Grill Fire” and “Cheap Bungee Cord”—making 
everyone happy. Also driving traffic to its social media sites was 
the “#MayhemSale” installment, a spot in which unsuspecting 
football fans Matt and Shannon had their house raided by a so-
cial media–savvy burglar. The spot drove significant web traffic 
and won a gold ADDY.

With all this activity and positive public response, Allstate 
seems to have found a weapon for maintaining its market posi-
tion. But the all-out auto insurance advertising war illustrates just 
how critical it is to stay one step ahead of the competition. For 
the most recent year, Allstate increased its ad budget to $887 
million, outdoing even market leader State Farm’s $802 million 
effort. However, both companies were eclipsed by GEICO’s 
eye- popping $1.1 billion advertising spending. Today, no less 
than 11 car insurance brands are running national TV advertis-
ing campaigns. Combined, the auto insurers now spend more 
than $6 billion each year to get their messages out. That makes 
things confusing for consumers, who struggle under the deluge of 
clever ads for the respective brands. It also creates mayhem for 
the insurers.



In the previous two chapters, you learned about 
engaging customers and communicating customer 
value through integrated marketing communications 
(IMC) and two elements of the promotion mix: ad-
vertising and public relations. In this chapter, we 

examine two more IMC elements: personal selling and sales 
promotion. Personal selling is the interpersonal arm of market-
ing communications, in which the sales force engages custom-
ers and prospects to build relationships and make sales. Sales 
promotion consists of short-term incentives to encourage the 
purchase or sale of a product or service. Although this chap-
ter presents personal selling and sales promotion as separate 

tools, they must be carefully integrated with the other elements 
of the promotion mix.

First, let’s look at a real-life sales force. When you think of 
salespeople, perhaps you think of pushy retail sales clerks, “yell 
and sell” TV pitchmen, or the stereotypical glad-handing “used-car 
salesman.” But such stereotypes don’t fit the reality of most of to-
day’s salespeople—sales professionals who succeed not by taking 
advantage of customers but by listening to their needs and helping 
to forge solutions. Consider Salesforce—the industry leader in cus-
tomer relationship management solutions. Salesforce not only pro-
duces market-leading sales management software, it also excels 
at practicing what it preaches—effective personal selling.

SALESFORCE: You Need a Great Sales Force to Sell Salesforce

Personal Selling and Sales 
Promotion

from anywhere, on any device with online access—desktops, 
laptops, tablets, or smartphones. Salesforce also integrates with 
major social media, providing tools for social media monitoring 
and real-time customer engagement and collaboration on its 
Salesforce Chatter platform, a kind of Facebook for enterprises.

Salesforce’s innovative products have made it the world’s 
number-one and fastest-growing CRM platform, ahead of 
blue-chip competitors such as Microsoft, Oracle, SAP, and 
IBM. The company’s revenues hit $6.2 billion last year, up 

an impressive 24 percent over the 
previous year and more than four 
times what they were just five 
years ago. Salesforce has placed 
first or second on Forbes World’s 
Most Innovative Company in any 
industry list for six straight years.

Innovative products and plat-
forms have played a major role in 
Salesforce’s stunning success. But 
even the best products don’t sell 

themselves. You need a great sales force to sell Salesforce, and 
the company excels at practicing what it preaches— effective 
personal selling. Like the companies that buy its services, 
Salesforce has its own army of experienced, well-trained, 
highly motivated sales reps who take the company’s products 

S alesforce is way out in front of the $20 billion mar-
ket for customer relationship management (CRM) 
solutions. The Salesforce logo, set inside the image 
of a puffy cloud, underscores Salesforce’s highly 

successful cloud-based computing model (no software to 
install or own). Cloud-based systems are common today, 
but they were state-of-the-art when Salesforce pioneered the 
concept more than 15 years ago. Since then, the company has 
established itself as a leading innovator, constantly finding 
new ways to help client com-
panies connect with customers 
and achieve greater sales force 
effectiveness using the latest on-
line, mobile, social, and cloud 
technologies.

Salesforce helps businesses to 
“supercharge their sales.” It sup-
plies what it calls a “Customer 
Success Platform,” a wide array 
of cloud-based sales force automa-
tion and customer relationship management tools that gather, 
organize, analyze, and disseminate in-depth data about a com-
pany’s customers, sales, and individual sales rep and overall 
sales force performance. From its home in the cloud, Salesforce 
makes all these data and analyses readily available anytime, 
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Salesforce leads the market in sales force 
automation and customer relationship 
management solutions. But even 
Salesforce’s innovative products won’t 
sell themselves. The company knows 
that it needs a great sales force to sell 
Salesforce.
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way to offer solutions is by telling good stories that highlight 
other customers’ successes with its products. “Storytelling 
is very, very important,” says Salesforce’s sales productivity 
manager. “It can be the foundation of things like the corpo-
rate pitch and your interactions with your customers and 
prospects.” When it comes to handling objections—such as 
“I don’t trust putting our data in the cloud,” “My current sys-
tem is working fine,” or “It costs too much”—Salesforce tells 
its salespeople that stories can be the most powerful tools they 
have. “When faced with objections, we always relate it back 
to a customer story,” says a Salesforce marketing manager. 
“We’re not the hero in our customer’s stories,” says another 
manager. “It’s how the customer succeeded, not how we 
saved them.”

When it comes to competitors, Salesforce’s salespeople 
are ferocious. But Salesforce reps are trained to take the high 
road—to sell Salesforce’s strengths, not competitors’ weak-
nesses. “Internally, we have these posters: Crush Microsoft 
and Obliterate Oracle,” says the Salesforce marketing manager. 
But, he adds, “when you go out to your customers, you have 
to be careful that you’re guiding them and not just stepping on 
Microsoft. Even though we all want to.”

Thus, effective professional selling is about much more 
than glad-handing and back-slapping on the one hand or ply-
ing high-tech CRM tools and data analytics on the other. Even 
though Salesforce boasts the best sales and customer connection 
tools in the business, backed by big data and combined with 
plenty of new-school techniques, its sales reps stay focused on 
old-school selling principles. At Salesforce—or anywhere else—
good selling starts with the fundamentals of engaging and lis-
tening to customers, understanding and empathizing with their 
problems, and building relationships by offering meaningful 
solutions for mutual gain. That’s how you build an incredibly 
successful sales force and Salesforce.1

to customers. In many respects, Salesforce’s own sales 
force serves as a model for the products and services it 
sells—not just for using the Salesforce cloud but more 
generally for achieving the “supercharged” sales force 
results that the company promises its clients.

At Salesforce, developing an outstanding sales 
force starts with recruiting and hiring top-notch sales-
people. Salesforce’s aggressive but highly selective re-
cruiting program skims the cream off the top of the 
global sales rep candidate pool. Each year on average, 
Salesforce hires only 4.5 percent of the more than 
100,000 candidates who applied. Experience counts. 
Salesforce expects a minimum of two years of prior 
sales experience for small-business sales reps and up 
to two decades of experience for sales execs assigned to 
major accounts. To find such experienced candidates, 
Salesforce freely raids rival companies for new hires, 
counting on its high-energy culture and strong com-
pensation packages to lure successful salespeople into 
the Salesforce fold.

Once hired, as you might expect, Salesforce salespeople 
have access to all the latest high-tech selling tools. In fact, the 
first major assignment of new hires is to study 20 hours of at-
home video that teaches them the ins and outs of the Salesforce 
technologies that they won’t be just selling but also using. But 
Salesforce would be the first to tell you that, although its cloud 
wizardry can help to optimize customer contact and the selling 
process, it doesn’t take the place of good personal selling skills. 
So in training and fine-tuning its own sales force, the company 
starts by preaching tried-and-true selling fundamentals, tem-
pered by its own modern twists.

The first fundamental of good selling at Salesforce is to lis-
ten and learn. As new recruits go through Salesforce’s weeklong 
selling boot camp, taught at the company’s Salesforce U, they 
learn that they should begin building customer relationships by 
asking probing questions and getting customers to talk, seeking 
to understand everything they can about a customer’s situa-
tion and needs. “Eighty-five percent of salespeople don’t slow 
down enough to really understand their customer’s business,” 
says a senior Salesforce sales executive.

Understanding the customer leads to a second selling 
fundamental: empathize—let customers know that you un-
derstand their issues and feel their pain. Empathy builds 
rapport and trust, an important step toward closing sales and 
building long-term customer relationships. Listening, learn-
ing, and empathizing are important first steps, but more is 
needed. “If all you are is responsive and helpful, then all you 
are is an administrative assistant,” says the Salesforce sales 
executive.

So the next important step is to offer solutions—to show 
how Salesforce’s cloud-based solutions will help clients make 
their sales forces more effective and productive in connecting 
with and selling to customers. Salesforce believes that the best 

Salesforce’s cloud-based “Customer Success Platform” provides a wide 
array of customer relationship management tools that help its customers 
“supercharge their sales.”
Bloomberg/Getty Images
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IN THIS CHAPTER, we examine two more promotion mix tools: personal selling and 
sales promotion. Personal selling consists of interpersonal interactions with customers and 
prospects to make sales and maintain customer relationships. Sales promotion involves 
using short-term incentives to encourage customer purchasing, reseller support, and sales 
force efforts.

Personal Selling
Robert Louis Stevenson once noted, “Everyone lives by selling something.” Companies 
around the world use sales forces to sell products and services to business customers and 
final consumers. But sales forces are also found in many other kinds of organizations. For 
example, colleges use recruiters to attract new students. Museums and fine arts organi-
zations use fundraisers to contact donors and raise money. Even governments use sales 
forces. The U.S. Postal Service, for instance, uses a sales force to sell Express Mail and other 
shipping and mailing solutions to corporate customers. In the first part of this chapter, we 
examine personal selling’s role in the organization, sales force management decisions, and 
the personal selling process.

The Nature of Personal Selling
Personal selling is one of the oldest professions in the world. The people who do the 
selling go by many names, including salespeople, sales representatives, agents, district 
managers, account executives, sales consultants, and sales engineers.

People hold many stereotypes of salespeople—including some unfavorable ones. 
Salesman may bring to mind the image of Dwight Schrute, the opinionated Dunder 
Mifflin paper salesman from the old TV show The Office, who lacks both common sense 
and social skills. Or you may think of the real-life “yell-and-sell” TV pitchmen, who 
hawk everything from the Flex Seal to the FOCUS T25 Workout and the Ove Glove in 
infomercials. However, the majority of salespeople are a far cry from these unfortunate 
stereotypes.

As the opening Salesforce story shows, most salespeople are well-educated and well-
trained professionals who add value for customers and maintain long-term customer 
relationships. They listen to their customers, assess customer needs, and organize the 
company’s efforts to solve customer problems. The best salespeople are the ones who work 

Personal selling
Personal presentations by the firm’s 
sales force for the purpose of engaging 
customers, making sales, and building 
customer relationships.
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closely with customers for mutual gain.  Consider GE’s 
diesel locomotive business:

It takes more than fast talk and a warm smile to sell a batch of 
$2-million high-tech locomotives. A single big sale can easily run 
into the hundreds of millions of dollars. GE salespeople head up 
an extensive team of company specialists, all dedicated to finding 
ways to satisfy the needs of large customers. The selling process 
can be nerve-rackingly slow, involving dozens or even hundreds 
of decision makers from all levels of the buying organization and 
layer upon layer of subtle and not-so-subtle buying influences. 
A major sale can take years from the first sales presentation to the 
day the sale is announced. After getting the order, salespeople 
then must stay in almost constant touch to keep track of the ac-
count’s equipment needs and to make certain the customer stays 
satisfied. The real challenge is to win and keep buyers’ business 
by building day-in, day-out, year-in, year-out partnerships with 
them based on superior products and close collaboration.

The term salesperson covers a wide range of posi-
tions. At one extreme, a salesperson might be largely an 
order taker, such as the department store salesperson stand-
ing behind the counter. At the other extreme are order getters, 
whose positions demand creative selling, social selling, and 

Salesperson
An individual who represents a company 
to customers by performing one or more 
of the following activities: prospecting, 
communicating, selling, servicing, 
information gathering, and relationship 
building.

 Professional selling: It takes more than fast talk and a warm 
smile to sell expensive GE locomotives. GE’s real challenge is to 
win and keep business by building day-in, day-out, year-in, year-out 
partnerships with customers.
GE

relationship building for products and services ranging from appliances, industrial equip-
ment, and airplanes to insurance and IT services. In this chapter, we focus on the more 
creative types of selling and the process of building and managing an effective sales force.

The Role of the Sales Force
Personal selling is the interpersonal arm of the promotion mix. It involves interpersonal 
interactions and engagement between salespeople and individual customers—whether 
face-to-face, by phone, via email or social media, through video or online conferences, 
or by other means. Personal selling can be very effective in complex selling situations. 
Salespeople can probe customers to learn more about their problems and then adjust the 
marketing offer and presentation to fit each customer’s special needs.

The role of personal selling varies from company to company. Some firms have no 
salespeople at all—for example, companies that sell only online or companies that sell 
through manufacturers’ reps, sales agents, or brokers. In most firms, however, the sales 
force plays a major role. In companies that sell business products and services, such as 
IBM, DuPont, or GE, salespeople work directly with customers. In consumer product com-
panies such as P&G or Nike, the sales force plays an important behind-the-scenes role. It 
works with wholesalers and retailers to gain their support and help them be more effective 
in selling the company’s products to final buyers.

Linking the Company with Its Customers
The sales force serves as a critical link between a company and its customers. In many 
cases, salespeople serve two masters—the seller and the buyer. First, they represent the 
company to customers. They find and develop new customers and communicate information 
about the company’s products and services. They sell products by engaging customers and 
learning about their needs, presenting solutions, answering objections, negotiating prices 
and terms, closing sales, servicing accounts, and maintaining account relationships.

At the same time, salespeople represent customers to the company, acting inside the 
firm as “champions” of customers’ interests and managing the buyer–seller relationship. 
Salespeople relay customer concerns about company products and actions back inside to 
those who can handle them. They learn about customer needs and work with other mar-
keting and nonmarketing people in the company to develop greater customer value.

 In fact, to many customers, the salesperson is the company—the only tangible man-
ifestation of the company that they see. Hence, customers may become loyal to salespeople 
as well as to the companies and products they represent. This concept of salesperson-owned 
loyalty lends even more importance to the salesperson’s customer-relationship-building 
abilities. Strong relationships with the salesperson will result in strong relationships with 
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the company and its products. Conversely, poor salesperson 
relationships will probably result in poor company and 
product relationships.

Coordinating Marketing and Sales
Ideally, the sales force and other marketing functions (mar-
keting planners, brand managers, marketing content man-
agers, and researchers) should work together closely to 
jointly create value for customers. Unfortunately, however, 
some companies still treat sales and marketing as sepa-
rate functions. When this happens, the separate sales and 
marketing groups may not get along well. When things go 
wrong, marketers blame the sales force for its poor execu-
tion of what they see as an otherwise splendid strategy. In 
turn, the sales team blames the marketers for being out of 
touch with what’s really going on with customers. Neither 
group fully values the other’s contributions. However, if not 
repaired, such disconnects between marketing and sales can 
damage customer relationships and company performance.

A company can take several actions to help bring its marketing and sales functions 
closer together. At the most basic level, it can increase communications between the two 
groups by arranging joint meetings and spelling out communication channels. It can 
create opportunities for salespeople and marketers to work together. Brand managers 
and researchers can tag along on sales calls or sit in on sales planning sessions. In turn, 
salespeople can sit in on marketing planning sessions and share their firsthand customer 
knowledge.

A company can also create joint objectives and reward systems for sales and market-
ing teams or appoint marketing–sales liaisons—people from marketing who “live with the 
sales force” and help coordinate marketing and sales force programs and efforts. Finally, 
it can appoint a high-level marketing executive to oversee both marketing and sales. Such 
a person can help infuse marketing and sales with the common goal of creating value for 
customers to capture value in return.2

Managing the Sales Force
We define sales force management as analyzing, planning, implementing, and control-
ling sales force activities. It includes designing sales force strategy and structure as well as 
recruiting, selecting, training, compensating, supervising, and evaluating the firm’s sales-
people. These major sales force management decisions are shown in  Figure 16.1 and 
discussed in the following sections.

Designing the Sales Force Strategy and Structure
Marketing managers face several sales force strategy and design questions. How should 
salespeople and their tasks be structured? How big should the sales force be? Should 
salespeople sell alone or work in teams with other people in the company? Should they 
sell in the field, by phone, or using online and social media? We address these issues 
next.

Sales force management
Analyzing, planning, implementing, and 
controlling sales force activities.

Designing sales
force strategy 
and structure

Recruiting and
selecting

salespeople

Training
salespeople

Compensating
salespeople

Supervising
salespeople

Evaluating
salespeople

The goal of this process? You guessed it! The company wants to build
a skilled and motivated sales team that will help to engage customers,
create customer value, and build strong customer relationships.

 FIGURE | 16.1
Major Steps in Sales Force Management 

Author
Comment

Here’s another definition of 
sales force management: 

“planning, organizing, leading, and 
controlling personal contact programs 
designed to achieve profitable 
customer relationships.” Once again, 
the goal of every marketing activity 
is to create customer value, engage 
customers, and build profitable 
customer relationships.

 Salespeople link the company with its customers. To many 
customers, the salesperson is the company.
Hero Images/Getty Images
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The Sales Force Structure
A company can divide sales responsibilities along any of several lines. The structure deci-
sion is simple if the company sells only one product line to one industry with customers 
in many locations. In that case the company would use a territorial sales force structure. 
However, if the company sells many products to many types of customers, it might need a 
product sales force structure, a customer sales force structure, or a combination of the two.

In the territorial sales force structure, each salesperson is assigned to an exclusive 
geographic area and sells the company’s full line of products or services to all customers 
in that territory. This organization clearly defines each salesperson’s job and fixes account-
ability. It also increases the salesperson’s desire to build local customer relationships that, 
in turn, improve selling effectiveness. Finally, because each salesperson travels within 
a  limited geographic area, travel expenses are relatively small. A territorial sales organi-
zation is often supported by many levels of sales management positions. For example, 
individual territory sales reps may report to area managers, who in turn report to regional 
managers who report to a director of sales.

If a company has numerous and complex products, it can adopt a product sales 
force structure, in which the sales force specializes along product lines. For example, GE 
employs different sales forces within different product and service divisions of its major 
businesses. Within GE Infrastructure, for instance, the company has separate sales forces 
for aviation, energy, transportation, and water processing products and technologies. No 
single salesperson can become expert in all of these product categories, so product special-
ization is required. Similarly, GE Healthcare employs different sales forces for diagnostic 
imaging, life sciences, and integrated IT products and services. In all, a company as large 
and complex as GE might have dozens of separate sales forces serving its diverse product 
and service portfolio.

Using a customer (or market) sales force structure, a company organizes its 
sales force along customer or industry lines. Separate sales forces may be set up for 
different industries, serving current customers versus finding new ones, and serving 
major accounts versus regular accounts. Organizing the sales force around customers 
can help a company build closer relationships with important customers. Many com-
panies even have special sales forces to handle the needs of individual large custom-
ers. For example, GE Aviation has a special Boeing sales team. And P&G sales reps 
are integrated into Customer Business Development (CBD) teams. Each CBD team is 

assigned to a major P&G customer, such as Walmart, Safeway, 
or CVS Health.  For example, P&G’s Walmart CBD team con-
sists of hundreds of P&Gers who partner with Walmart buyers 
in Walmart’s hometown of Bentonville, Arkansas. The CBD 
organization places the focus on serving the complete needs of 
each major customer. It lets P&G “grow business by working as 
a ‘strategic partner’ with our accounts,” not just as a supplier.3

When a company sells a wide variety of products to many 
types of customers over a broad geographic area, it often employs 
a complex sales force structure, which combines several types of 
organization. Salespeople can be specialized by customer and ter-
ritory; product and territory; product and customer; or territory, 
product, and customer. For example, P&G specializes its sales 
force by customer (with different sales teams for Safeway, CVS 
Health, or other large customers) and by territory for each key 
customer group (territory CBD representatives, territory manag-
ers, regional managers, and so on). No single structure is best for 
all companies and situations. Each company should select a sales 
force structure that best serves the needs of its customers and fits 
its overall marketing strategy.

Sales Force Size
Once the company has set its structure, it is ready to consider sales force size. Sales forces 
may range in size from only a few salespeople to tens of thousands. Some sales forces are 
huge—for example, in the United States, PepsiCo employs 36,000 salespeople; American 
Express, 23,400; GE, 16,400; and Cisco Systems, 14,000.4 Salespeople constitute one of the 

Territorial sales force structure
A sales force organization that assigns 
each salesperson to an exclusive 
geographic territory in which that 
salesperson sells the company’s full line.

Product sales force structure
A sales force organization in which 
salespeople specialize in selling only 
a portion of the company’s products 
or lines.

Customer (or market) sales force 
structure
A sales force organization in which 
salespeople specialize in selling only to 
certain customers or industries.

 Customer sales force structure: P&G’s Walmart Customer 
Business Development sales team consists of hundreds of 
P&Gers who work closely with Walmart buyers in Walmart’s 
hometown of Bentonville, Arkansas.
© grzegorz knec/Alamy
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company’s most productive—and most expensive—assets. Therefore, increasing their 
numbers will increase both sales and costs.

A company might use some form of workload approach to set sales force size. Using this 
approach, a company first groups accounts into different classes according to size, account 
status, or other factors related to the amount of effort required to maintain the account. It 
then determines the number of salespeople needed to call on each class of accounts the 
desired number of times.

The company might think as follows: Suppose we have 1,000 A-level accounts and 2,000 
B-level accounts. A-level accounts require 36 calls per year, and B-level accounts require 
12 calls per year. In this case, the sales force’s workload—the number of calls it must make 
per year—is 60,000 calls 3 11,000 * 362 + 12,000 * 122 = 36,000 + 24,000 = 60,0004 . 
Suppose our average salesperson can make 1,000 calls a year. Thus, we need 60 salespeople 160,000 , 1,0002 .

Other Sales Force Strategy and Structure Issues
Sales management must also determine who will be involved in the selling effort and how 
various sales and sales-support people will work together.

Outside and Inside Sales Forces. A company may have an outside sales force (or 
field sales force), an inside sales force, or both. Outside salespeople travel to call on 
customers in the field. In contrast, inside salespeople conduct business from their offices 
via telephone, online and social media interactions, or visits from buyers. The use of inside 
sales has grown in recent years as a result of increased outside selling costs and the surge in 
online, mobile, and social media technologies.

Some inside salespeople provide support for the outside sales force, freeing them to 
spend more time selling to major accounts and finding new prospects. For example, techni-
cal sales-support people provide technical information and answers to customers’ questions. 
Sales assistants provide research and administrative backup for outside salespeople. They 
track down sales leads, call ahead and confirm appointments, follow up on deliveries, and 
answer customers’ questions when outside salespeople cannot be reached. Using such 
combinations of inside and outside salespeople can help serve important customers better. 
The inside rep provides daily access and support, whereas the outside rep provides face-
to-face collaboration and relationship building.

Other inside salespeople do more than just provide support. Telemarketers and online 
sellers use the phone, internet, and social media to find new leads, learn about customers 
and their business, or sell and service accounts directly. Telemarketing and online sell-
ing can be very effective, less costly ways to sell to smaller, harder-to-reach customers. 
Depending on the complexity of the product and customer, for example, a telemarketer 

can make from 20 to 33 decision-maker contacts a day com-
pared with the average of four that an outside salesperson 
can make. In addition, whereas the cost of a business-to-
business (B-to-B) field sales call can average close to $600, 
a routine industrial telemarketing or online contact might 
average only $25 to $75.5

Although the federal government’s Do Not Call 
Registry put a dent in telephone sales to consumers, tele-
marketing remains a vital tool for most B-to-B marketers. 
For some smaller companies, telephone and online selling 
may be the primary sales approaches. However, most of the 
larger companies also use these tactics extensively, either to 
sell directly to small and midsize customers or to assist their 
sales forces in selling to larger ones.

 In addition to costs savings, in today’s digital, 
mobile, and social media environments, many buyers 
are more receptive to—or even prefer—phone and online 
contact versus the high level of face-to-face contact once 
required. Today’s customers are more inclined to gather 
their own information online—one study showed that 
a typical buyer reports contacting a sales rep only after 
independently completing about 60 percent of the buying 

Outside sales force (or field 
sales force)
Salespeople who travel to call on 
customers in the field.

Inside sales force
Salespeople who conduct business from 
their offices via telephone, online and 
social media interactions, or visits from 
prospective buyers.

 Outside and inside sales: In in today’s digital, mobile, and social 
media environment, inside selling is growing much faster than in-
person selling. And a growing proportion of outside selling is now 
done over a phone or mobile device.
LDProd/Shutterstock
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process. Then buyers routinely use the phone, online meetings, and social media in-
teractions to engage sellers and close deals. “With virtual meeting software such as 
GoToMeeting.com and WebEx, communications tools such as Skype, and social media 
sites such as Twitter, Facebook, and LinkedIn, it’s become easier to sell with few if any 
face-to-face meetings,” says an inside sales consultant.6

As a result of these trends, telephone and online selling are growing much faster than 
in-person selling. One recent study found that inside sales positions are growing 300 times 
faster than outside sales positions. Another study also notes the emergence of the “hybrid 
sales rep,” a modern cross between a field sales rep and an inside rep who often works 
from a remote location. Some 41 percent of outside sales activity is now done over the 
phone or a mobile device, from a home office or a company office or on the go.7 For many 
types of products and selling situations, phone or online selling can be as effective as a 
personal sales call.

Team Selling. As products become more complex and as customers grow larger and more 
demanding, a single salesperson simply can’t handle all of a large customer’s needs. In-
stead, most companies now use team selling to service large, complex accounts. Sales 
teams can unearth problems, solutions, and sales opportunities that no individual sales-
person could. Such teams might include experts from any area or level of the selling firm—
sales, marketing, technical and support services, research and development, engineering, 
operations, finance, and others.

In many cases, the move to team selling mirrors similar changes in customers’ buying 
organizations. Many large customer companies have implemented team-based purchas-
ing, requiring marketers to employ equivalent team-based selling. When dealing with 
large, complex accounts, one salesperson can’t be an expert in everything the customer 
needs. Instead, selling is done by strategic account teams, quarterbacked by senior account 
managers or customer business managers.

For example, the P&G Walmart Customer Business Development team is a com-
plete, multifunctional customer service unit consisting of more than 300 people. The 
team includes a CBD manager and several CBD account executives (each responsible 
for a specific P&G product category), supported by specialists in marketing strategy, 
product development, operations, information systems, logistics, finance, and human 
resources.

Team selling does have some pitfalls, however. For example, salespeople are by nature 
competitive and have often been trained and rewarded for outstanding individual perfor-
mance. Salespeople who are used to having customers all to themselves may have trouble 
learning to work with and trust others on a team. In addition, selling teams can confuse 
or overwhelm customers who are used to working with only one salesperson. Finally, dif-
ficulties in evaluating individual contributions to the team-selling effort can create some 
sticky compensation issues.

Recruiting and Selecting Salespeople
At the heart of any successful sales force operation is the recruitment and selection of 
good salespeople. The performance difference between an average salesperson and a top 
salesperson can be substantial. In a typical sales force, the top 30 percent of the salespeople 
might bring in 60 percent of the sales. Thus, careful salesperson selection can greatly in-
crease overall sales force performance.

Beyond the differences in sales performance, poor selection results in costly turnover. 
When a salesperson quits, the costs of finding and training a new salesperson—plus the 
costs of lost sales—can be very high. One sales consulting firm calculates the total costs 
of a bad sales hire at a whopping $616,000.8 Also, a sales force with many new people is 
less productive, and turnover disrupts important customer relationships and sales team 
morale.

What sets great salespeople apart from all the rest? In an effort to profile top sales 
performers, Gallup Consulting, a division of the well-known Gallup polling organization, 
has interviewed hundreds of thousands of salespeople. Its research suggests that the best 
salespeople possess four key talents: intrinsic motivation, a disciplined work style, the 
ability to close a sale, and, perhaps most important, the ability to build relationships with 
customers.9

Team selling
Using teams of people from sales, 
marketing, engineering, finance, technical 
support, and even upper management to 
service large, complex accounts.
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Super salespeople are motivated from within—they have an unrelenting drive to 
excel. Some salespeople are driven by money, a desire for recognition, or the satisfaction 
of competing and winning. Others are driven by the desire to provide service and build 
relationships. The best salespeople possess some of each of these motivations. However, 
another analysis found that the best salespeople are driven by a strong sense of purpose: 
“The salespeople who sold with noble purpose, who truly want to make a difference to 
customers, consistently outsold the salespeople focused on sales goals and money.” Selling 
with such a sense of customer-related purpose is not only more successful, it’s also more 
profitable and more satisfying to salespeople.10

Super salespeople also have a disciplined work style. They 
lay out detailed, organized plans and then follow through in a 
timely way. But motivation and discipline mean little unless they 
result in closing more sales and building better customer rela-
tionships. Super salespeople build the skills and knowledge they 
need to get the job done.  Perhaps most important, top sales-
people are excellent customer problem solvers and relationship 
builders. They understand their customers’ needs. Talk to sales 
executives and they’ll describe top performers in these terms: 
good listeners, empathetic, patient, caring, and responsive. Top 
performers can put themselves on the buyer’s side of the desk 
and see the world through their customers’ eyes. They don’t 
want just to be liked; they want to add value for their customers.

That said, there is no one right way to sell. Each suc-
cessful salesperson uses a different approach, one that best 
applies his or her unique strengths and talents. For example, 
some salespeople enjoy the thrill of a harder sell in confront-
ing challenges and winning people over. Others might apply 
“softer” talents to reach the same goal. “The truth is, no two 
great sales reps are alike,” says one sales consultant. “You 
might thrive on fierce competition, while a colleague wins by 
being a super-analytical problem solver. Or maybe you have a 

tremendous talent for building relationships, while your fellow top performer is a brilliant 
strategist. What’s most important is that you win business your way.”11

When recruiting, a company should analyze the sales job itself and the characteristics 
of its most successful salespeople to identify the traits needed by a successful salesperson 
in its industry. Then it must recruit the right salespeople. The human resources department 
looks for applicants by getting names from current salespeople, using employment agen-
cies, searching the internet and online social media, posting ads and notices on its website 
and industry media, and working through college placement services. Another source is to 
attract top salespeople from other companies. Proven salespeople need less training and 
can be productive immediately.

Recruiting will attract many applicants from which the company must select the 
best. The selection procedure can vary from a single informal interview to lengthy testing 
and interviewing. Many companies give formal tests to sales applicants. Tests typically 
measure sales aptitude, analytical and organizational skills, personality traits, and other 
characteristics. But test scores provide only one piece of information in a set that includes 
personal characteristics, references, past employment history, and interviewer reactions.

Training Salespeople
New salespeople may spend anywhere from a few weeks or months to a year or more in 
training. After the initial training ends, most companies provide continuing sales train-
ing via seminars, sales meetings, and online learning throughout the salesperson’s career. 
According to one source, American firms spend approximately $20 billion on sales train-
ing each year. Although training can be expensive, it can also yield dramatic returns. For 
instance, one recent study showed that sales training conducted by ADP, an administrative 
services firm, resulted in a return on investment of nearly 340 percent in only 90 days.12

Training programs have several goals. First, salespeople need to know about custom-
ers and how to build relationships with them. Therefore, the training program must teach 
them about different types of customers and their needs, buying motives, and buying 

 Great salespeople: The best salespeople possess intrinsic 
motivation, a disciplined work style, the ability to close a sale, 
and, perhaps most important, the ability to build relationships with 
customers.
© Mint Images Limited/Alamy Stock Photo
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 E-training can make sales training more effective—and more 
engaging. BLP’s game-based sales-training tool—called Knowledge 
Guru—helps sales people learn key product, company, and customer 
facts as well as selling skills and processes.
Bottom-Line Performance

habits. It must also teach them how to sell effectively and train them in the basics of the 
selling process. Salespeople also need to know and identify with the company, its products, 
and its competitors. Therefore, an effective training program teaches them about the com-
pany’s objectives, organization, products, and the strategies of major competitors.

Today, many companies are adding digital e-learning components to their sales train-
ing programs. Online training may range from simple self-paced text- and video-based 
product training and internet-based sales exercises that build sales skills to sophisticated 
simulations that re-create the dynamics of real-life sales calls. One of the most basic forms 
is virtual instructor-led training (VILT). Using this method, a small group of salespeople at 
remote locations logs on to an online conferencing site, where a sales instructor leads train-
ing sessions using online video, audio, and interactive learning tools.13

Training online instead of on-site can cut travel and other training costs, and it takes 
up less of a salesperson’s selling time. It also makes on-demand training available to sales-
people, letting them train as little or as much as needed, whenever and wherever needed. 
Although most e-learning is web-based, companies can offer on-demand training from 
anywhere via almost any mobile device.

Many companies are now using imaginative new e-learning techniques to make sales 
training more efficient and effective—and sometimes even more fun. For example, learning 
solutions company Bottom-Line Performance has developed a digital game-based sales-
training tool called Knowledge Guru, which helps salespeople learn and remember key 
product, company, and customer facts as well as selling skills and processes.14

Using Knowledge Guru, companies can create single-pass 
games that teach foundational knowledge to new salespeople 
or for new products or extended-play games with performance 
challenges for teaching new selling skills.  Salespeople can 
play the learning games alone or in competition with others, 
offline or online on a smartphone, tablet, or desktop. All the 
while, sales trainers can track individual salesperson learning 
performance. Several Fortune 500 companies use Knowledge 
Guru to add fun and engagement to training tasks that can 
sometimes be dull or intimidating. For example, IT networking 
company Cisco Systems uses Knowledge Guru as part of each 
module within its certified sales associate program. According 
to a Cisco program manager who helped introduce Knowledge 
Guru into the program, “Before they can work with customers, 
new [sales] associates must obtain a deep knowledge of our 
architectures and technologies. Knowledge Guru is essential 
to reinforcing this technical knowledge, and participants have 
rated Knowledge Guru highly as a learning tool.” Most im-
portant, the game really works, helping salespeople achieve an 
average retention rate of 87 percent against training objectives 
across all Cisco users.

Compensating Salespeople
To attract good salespeople, a company must have an appealing compensation plan. 
Compensation consists of four elements: a fixed amount, a variable amount, expenses, 
and fringe benefits. The fixed amount, usually a salary, gives the salesperson some stable 
income. The variable amount, which might be commissions or bonuses based on sales per-
formance, rewards the salesperson for greater effort and success.

 A sales force compensation plan can both motivate salespeople and direct their 
activities. Compensation should direct salespeople toward activities that are consistent 
with the overall sales force and marketing objectives.15 For example, if the strategy is 
to acquire new business, grow rapidly, and gain market share, the compensation plan 
might include a larger commission component, coupled with a new account bonus to en-
courage high sales performance and new account development. In contrast, if the goal is 
to maximize current account profitability, the compensation plan might contain a larger 
base-salary component with additional incentives for current account sales or customer 
satisfaction.

In fact, more and more companies are moving away from high-commission plans 
that may drive salespeople to make short-term grabs for business. They worry that a 
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salesperson who is pushing too hard to close a deal may 
ruin the customer relationship. Instead, companies are de-
signing compensation plans that reward salespeople for 
building customer relationships and growing the long-run 
value of each customer.

When times get tough economically, some companies 
are tempted to cut costs by reducing sales compensation. 
However, although some cost-cutting measures make sense 
when business is sluggish, cutting sales force compensa-
tion across the board is usually an action of last resort. Top 
salespeople are always in demand, and paying them less 
might mean losing them at a time when they are needed 
most. Thus, short-changing key salespeople can result in 
short-changing important customer relationships. If the 
company must reduce its compensation expenses, rather 
than making across-the-board cuts, companies should con-
tinue to pay top performers well while turning loose low 
performers.

Supervising and Motivating Salespeople
New salespeople need more than a territory, compensation, and training—they need 
supervision and motivation. The goal of supervision is to help salespeople “work smart” 
by doing the right things in the right ways. The goal of motivation is to encourage sales-
people to “work hard” and energetically toward sales force goals. If salespeople work 
smart and work hard, they will realize their full potential—to their own and the com-
pany’s benefit.

Supervising Salespeople
Companies vary in how closely they supervise their salespeople. Many help salespeople 
identify target customers and set call objectives. Some may also specify how much time the 
sales force should spend prospecting for new accounts and set other time management pri-
orities. One tool is the weekly, monthly, or annual call plan that shows which customers and 
prospects to call on and which activities to carry out. Another tool is time-and-duty analysis. 
In addition to time spent selling, the salesperson spends time traveling, waiting, taking 
breaks, and doing administrative chores.

 Figure 16.2 shows how salespeople spend their time. On average, active selling 
time accounts for only 37 percent of total working time.16 Companies are always looking 
for ways to save time—simplifying administrative duties, developing better sales-call and 
routing plans, supplying more and better customer information, and using phone, email, 
online, or mobile conferencing instead of traveling.

13.9%
Meetings,

administrative

21.7%
Researching

accounts,
pursuing

leads

10%
Travel,
training

17.1%
Post-sales

tasks

This is far too little. Companies
need to free up salespeople to
spend much more face-to-face
time with customers and prospects.
For example, GE wants its
salespeople to “spend four days
a week in front of the customer
and one day a week for all the
admin stuff.”

37.1%
Active selling
(face-to-face

or phone)

 FIGURE | 16.2
How Salespeople Spend Their Time

Source: “2014 Performance Optimization 
Study,” CSO Insights, www.csoinsights . 
com. Used with permission. 

 Sales force compensation: A good compensation plan both 
motivates salespeople and directs their activities.
Amble Design/Shutterstock
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Many firms have adopted sales force automation systems: computerized, digitized sales 
force operations that let salespeople work more effectively anytime, anywhere. Companies 
now routinely equip their salespeople with laptops or tablets, smartphones, wireless con-
nections, videoconferencing technologies, and customer-contact and relationship man-
agement software. Armed with these technologies, salespeople can more effectively and 
efficiently profile customers and prospects, analyze and forecast sales, engage customers, 
make presentations, prepare sales and expense reports, and manage account relationships. 
The result is better time management, improved customer service, lower sales costs, and 
higher sales performance. In all, technology has reshaped the ways in which salespeople 
carry out their duties and engage customers.

Motivating Salespeople
Beyond directing salespeople, sales managers must also motivate them. Some salespeople 
will do their best without any special urging from management. To them, selling may be 
the most fascinating job in the world. But selling can also be frustrating. Salespeople often 
work alone, and they must sometimes travel away from home. They may also face ag-
gressive competing salespeople and difficult customers. Therefore, salespeople often need 
special encouragement to do their best.

Management can boost sales force morale and performance through its organiza-
tional climate, sales quotas, and positive incentives. Organizational climate describes 
the feeling that salespeople have about their opportunities, value, and rewards for a 
good performance. Some companies treat salespeople as if they are not very impor-
tant, so performance suffers accordingly. Other companies treat their salespeople as 
valued contributors and allow virtually unlimited opportunity for income and promo-
tion. Not surprisingly, these companies enjoy higher sales force performance and less 
turnover.

Many companies motivate their salespeople by setting sales quotas—standards 
stating the amount they should sell and how sales should be divided among the com-
pany’s products. Compensation is often related to how well salespeople meet their quo-
tas. Companies also use various positive incentives to increase the sales force effort. Sales 
meetings provide social occasions, breaks from the routine, chances to meet and talk with 
“company brass,” and opportunities to air feelings and identify with a larger group. 
Companies also sponsor sales contests to spur the sales force to make a selling effort above 
and beyond what is normally expected. Other incentives include honors, merchandise and 
cash awards, trips, and profit-sharing plans.

Evaluating Salespeople and Sales Force Performance
We have thus far described how management communicates what salespeople should 
be doing and how it motivates them to do it. This process requires good feedback, which 
means getting regular information about salespeople to evaluate their performance.

Management gets information about its salespeople in several ways. The most impor-
tant source is sales reports, including weekly or monthly work plans and longer-term ter-
ritory marketing plans. Salespeople also write up their completed activities on call reports 
and turn in expense reports for which they are partly or wholly reimbursed. The company 
can also monitor the sales and profit performance data in the salesperson’s territory. 
Additional information comes from personal observation, customer surveys, and talks 
with other salespeople.

Using various sales force reports and other information, sales management evaluates 
the members of the sales force. It evaluates salespeople on their ability to “plan their work 
and work their plan.” Formal evaluation forces management to develop and communicate 
clear standards for judging performance. It also provides salespeople with constructive 
feedback and motivates them to perform well.

On a broader level, management should evaluate the performance of the sales force as 
a whole. Is the sales force accomplishing its customer relationship, sales, and profit objec-
tives? Is it working well with other areas of the marketing and company organization? Are 
sales force costs in line with outcomes? As with other marketing activities, the company 
wants to measure its return on sales investment.

Sales quota
A standard that states the amount a 
salesperson should sell and how sales 
should be divided among the company’s 
products.
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Social Selling: Online, Mobile, and Social Media Tools
The fastest-growing sales trend is the explosion in social selling—the use of online, mo-
bile, and social media to engage customers, build stronger customer relationships, and 
augment sales performance. Digital sales force technologies are creating exciting new ave-
nues for connecting with and engaging customers in the digital and social media age. Some 
analysts even predict that the internet will mean the death of person-to-person selling, as 
salespeople are ultimately replaced by websites, online social media, mobile apps, video 
and conferencing technologies, and other tools that allow direct customer contact. “Don’t 
believe it,” says one sales expert. “There may be less face-to-face selling,” says another. 
“But on the seller’s side, there needs to be someone in charge of that (customer) interaction. 
That will remain the role of the salesperson” (see Real Marketing 16.1).17 Thus, online and 
social media technologies won’t likely make salespeople obsolete. Used properly, however, 
they will make salespeople more productive and effective.

The new digital technologies are providing salespeople with powerful tools for 
identifying and learning about prospects, engaging customers, creating customer value, 
closing sales, and nurturing customer relationships. Social selling technologies can pro-
duce big organizational benefits for sales forces. They help conserve salespeople’s valu-
able time, save travel dollars, and give salespeople new vehicles for selling and servicing 
accounts.

Social selling hasn’t really changed the fundamentals of selling. Sales forces have 
always taken the primary responsibility for reaching out to and engaging customers and 
managing customer relationships. Now, more of that is being done digitally. However, 
online and social media are dramatically changing the customer buying process. As a re-
sult, they are also changing the selling process. In today’s digital world, many customers 
no longer rely as much as they once did on information and assistance provided by sales-
people. Instead, they carry out more of the buying process on their own—especially the 
early stages. Increasingly, they use online and social media resources to analyze their own 
problems, research solutions, get advice from colleagues, and rank buying options before 
ever speaking to a salesperson. One study of business buyers found that 92 percent of buy-
ers start their searches online and that, on average, buyers completed nearly 60 percent of 
the buying process before contacting a supplier.18

Thus, today’s customers have much more control over the sales process than they had 
in the days when brochures, pricing, and product advice were available only from a sales 
rep. Customers can now browse corporate websites, blogs, and YouTube videos to identify 
and qualify sellers. They can hobnob with other buyers on social media such as LinkedIn, 
Google+, Twitter, or Facebook to share experiences, identify solutions, and evaluate prod-
ucts they are considering. As a result, if and when salespeople do enter the buying process, 
customers often know almost as much about a company’s products as the salespeople do. 
And when customers do call in salespeople, they are more often doing it digitally, with the 
expectation of real-time engagement.

In response to this new digital buying environment, sellers are reorienting their sell-
ing processes around the new customer buying process. They are “going where customers 
are”—social media, web forums, online communities, blogs—in order to engage custom-
ers earlier. They are engaging customers not just where and when they are buying but also 
where and when they are learning about and evaluating what they will buy.

Salespeople now routinely use digital tools that monitor customer social media ex-
changes to spot trends, identify prospects, and learn what customers would like to buy, 
how they feel about a vendor, and what it would take to make a sale. They generate lists 
of prospective customers from online databases and social networking sites, such as 
InsideView, Hoovers, and LinkedIn. They create dialogues when prospective customers 
visit their web and social media sites through live chats with the sales team. They use in-
ternet conferencing tools such as WebEx, Zoom, GoToMeeting, or TelePresence to talk live 
with customers about products and services. They provide videos and other information 
on their YouTube channels and Facebook pages.

Today’s sales forces are also ramping up their own use of digital content and social 
media to engage customers throughout the buying process. A recent survey of business-to-
business marketers found that, although they have recently cut back on traditional media 
and event spending, they are investing more in social media, ranging from proprietary 

Social selling
Using online, mobile, and social media 
to engage customers, build stronger 
customer relationships, and augment 
sales performance.

Author
Comment

Like just about everything 
else these days, digital 

technologies have affected selling 
big time. Today’s sales forces 
are mastering the use of online, 
mobile, and social media tools to 
engage business customers, build 
relationships, and make sales.
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Online selling tools, such as SAP’s EcoHub and SAP Store online community-
based marketplaces, can help to build customer engagement and generate 
buying interest and sales. But rather than replacing salespeople, such efforts 
extend their reach and effectiveness.
©2015 SAP SE or an SAP Affiliate Company
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g 16.1 B-to-B Salespeople: In This Digital and Social 
Media Age, Who Needs Them Anymore?

order taker who stops by the customer’s 
office on Friday and says, “Hey, got anything 
for me?” Likewise, there’s not much of a fu-
ture for explainers, reps who simply convey 
product and service information that can be 
obtained more quickly and easily online. Such 
salespeople are not creating value and can 
easily be replaced by automation. However, 
salespeople who excel at new customer ac-
quisition, relationship management, problem 
solving, and account growth with existing cus-
tomers will always be in high demand. “People 
who do that kind of selling are only going to 
get more valuable,” says another sales force 
expert. “That’s not going to go away.”

There’s no doubt about it—technology is 
transforming the selling profession. Instead 
of relying on salespeople for basic informa-
tion and education, customers can now do 
much of their own prepurchase research via 
websites, online searches, phone apps, so-
cial media contacts, and other venues. Many 
customers now start the sales process on-
line and do their homework about problems, 

competing products, and suppliers before 
the first sales meeting ever takes place. They 
don’t need basic information or product edu-
cation; they need solutions and new insights. 
According to one survey, business buyers 
are at least 57 percent of the way through 
the buying process by the time they reach 
out to a vendor. So today’s salespeople need 
“to move into the discovery and relationship-
building phase, uncovering pain points and 
focusing on the prospect’s business,” says a 
panelist. In fact, jobs for such consultant-type 
sales reps are expected to grow at a healthy 
clip during the next five years.

Rather than replacing salespeople, 
 technology is augmenting them. Today’s 
salespeople aren’t really doing anything fun-
damentally new. They’ve always done cus-
tomer research and social networking. Today, 
however, they are doing it on steroids, us-
ing a new kit of high-tech digital tools and 
applications.

For example, many companies have 
moved rapidly into online-community-based 

It’s hard to imagine a world without 
salespeople. But according to some 
analysts, there will be a lot fewer of 
them a decade from now. With the 
explosion of the internet, mobile de-
vices, social media, and other tech-
nologies that link customers directly 

with companies, they reason, who needs 
face-to-face selling anymore? According to 
the doubters, salespeople are rapidly being 
replaced by websites, email, blogs, mobile 
apps, video sharing, virtual trade shows, so-
cial media such as LinkedIn and Facebook, 
and a host of other digital-age interaction 
tools.

Research firm Forrester has predicted a 
22 percent decline in the number of B-to-B 
sales reps in the United States over the next 
five years. That means that one in five sales 
reps will be out of a job. “The world no longer 
needs salespeople,” one doomsayer boldly 
proclaims. “Sales is a dying profession and 
soon will be as outmoded as oil lamps and 
the rotary phone.”

So, is business-to-business selling really 
dying? Will the internet, mobile technologies, 
and social media replace the age-old art of 
selling face-to-face? To answer these ques-
tions, SellingPower magazine called together 
a panel of sales experts and asked them to 
weigh in on the future of B-to-B sales. The 
panel members agreed that technology is 
radically transforming the selling profession. 
Today’s revolutionary changes in how people 
communicate are affecting every aspect of 
business, and selling is no exception.

But is B-to-B selling dead in this digital 
and social media age? Don’t believe it, says 
the SellingPower panel. Technology and the 
internet won’t soon be replacing person-
to-person buying and selling. Selling has 
changed, agrees the panel, and the technol-
ogy can greatly enhance the selling process. 
But it can’t replace many of the functions that 
salespeople perform. “The internet can take 
orders and disseminate content, but what it 
can’t do is discover customer needs,” says 
one panelist. “It can’t build relationships, and 
it can’t prospect on its own.” Adds another 
panelist, “Someone must define the com-
pany’s value proposition and unique message 
and communicate it to the market, and that 
person is the sales rep.”

What is dying, however, is what one panel-
ist calls the account-maintenance role—the 
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 Social selling: Machine tool manufacturer Makino engages customers through 
extensive digital content and social media, which complement sales force efforts to 
engage customers and build product–customer relationships.
Courtesy of Makino

evolved into SAP Store, a gigantic SAP mar-
ketplace where customers can engage with 
SAP, its partners, and each other to share 
information, post comments and reviews, dis-
cover problems, and evaluate and buy SAP 
solutions.

However, although the SAP Store draws 
in new potential customers and takes them 
through many of the initial stages of product 
discovery and evaluation, it doesn’t replace 
SAP’s or its partners’ salespeople. Instead, 
it extends their reach and effectiveness. Its 
real value is the flood of sales leads it creates 
for the SAP and partner sales forces. Once 
prospective customers have discovered, dis-
cussed, and evaluated SAP solutions online, 
SAP invites them to initiate contact, request 
a proposal, or start the negotiation process. 

selling. Case in point: Enterprise-software 
company SAP, which six years ago set up 
EcoHub, its own online, community-pow-
ered social media and mobile marketplace 
consisting of customers, SAP software ex-
perts,  partners, and almost anyone else 
who wanted to join. The EcoHub community 
grew quickly to more than 2 million users 
in 200 countries, extending across a broad 
online spectrum—a dedicated website, mo-
bile apps, Twitter channels, LinkedIn groups, 
Facebook and Google+ pages, YouTube 
channels, and more. EcoHub grew to more 
than 600 “solution storefronts,” where visitors 
could “discover, evaluate, and buy” software 
solutions and services from SAP and its part-
ners. EcoHub also let users rate and share 
the solutions and advice they got from other 
community members.

SAP was surprised to learn that what it 
had originally seen as a place for customers 
to discuss issues, problems, and solutions 
turned into a significant point of sale. The 
information, give-and-take discussions, and 
conversations at the site drew in custom-
ers, even for big-ticket sales of $20 to $30 
million or more. In fact, EcoHub has now 

That’s where the person-to-person selling 
begins.

All this suggests that B-to-B selling isn’t 
dying, it’s just changing. The tools and tech-
niques may be different as sales forces lever-
age and adapt to selling in the digital and social 
media age. But the panelists agree strongly 
that B-to-B marketers will never be able to do 
without strong sales teams. Salespeople who 
can engage customers, discover customer 
needs, solve customer problems, and build 
relationships will be needed and successful, 
regardless of what else changes. Especially 
for those big-ticket B-to-B sales, “all the new 
technology may make it easier to sell by build-
ing strong ties to customers even before the 
first sit-down, but when the signature hits the 
dotted line, there will be a sales rep there.”

Sources: Based on information from Andy Hoar, “Death of a (B2B) Salesman,” Forbes, April 15, 2015, www.
forbes.com/sites/forrester/2015/04/15/death-of-a-b2b-salesman/#2bfaac2539be; “Robots Can’t Close,” Sales & 
Marketing Management,” November 13, 2015, https://salesandmarketing.com/content/robots-can’t-close; Lain 
Chroust Ehmann, “Sales Up!” SellingPower, January/February 2011, p. 40; Paul Nolan, “Mapping the Buyer’s 
Journey,” Sales and Marketing Management, March 27, 2015, www.salesandmarketing.com/content/mapping-
buyer’s-journey; John Ellett, “SAP’s Success Formula for B2B Social Selling,” Forbes, April 1, 2016, www.forbes.
com/sites/johnellett/2016/04/01/saps-success-formula-for-btob-social-selling/#1ecd7ec213cb; and https://store.
sap.com/ and https://scn.sap.com, accessed October 2016.

efforts to engage and inform custom-
ers and enhance customer relationships. 
For example, Makino hosts an ongoing 
series of industry-specific webinars that 
position the company as an industry 
thought leader. Makino produced and 
archived hundreds webinars on topics 
ranging from how to get the most out 
of your machine tools to how metal-
cutting processes are done. Webinar 
content is tailored to specific industries, 
such as aerospace or medical, and is 
promoted through carefully targeted 
online ads and email invitations. The 
webinars help to build Makino’s cus-
tomer database, generate sales leads, 
build customer relationships, and pre-
pare the way for salespeople by  serving 
up relevant information and educating 
customers online. Makino also uses 
Facebook, YouTube, and Twitter to in-
form customers and prospects about the 
latest Makino innovations and events 
and to demonstrate the company’s ma-
chines in action. Such digital content 
and social media don’t replace salespeo-
ple. Instead, they help salespeople build 

online customer communities to webinars and social media and mobile applications. 
Consider Makino, a leading manufacturer of metal cutting and machining technology:19

 There’s a hot new video on YouTube these days, featured at the Makino Machine Tools 
YouTube channel. It shows a Makino five-axis vertical machining center in action, with metal 
chips flying as the machinery mills a new industrial part. Sound exciting? Probably not to you. 
But to the right industrial customer, the video is downright spellbinding. YouTube is just one of 
a wide variety of social media initiatives that Makino uses to complement its salespeople in their 
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even more fruitful customer relationships. When it comes to B-to-B selling these days, Makino 
has learned, social marketing is the space to be.

Ultimately, social selling technologies are helping to make sales forces more efficient, 
cost-effective, and productive. The technologies help salespeople do what good salespeo-
ple have always done—build customer relationships by solving customer problems—but 
do it better, faster, and cheaper.

However, social selling also has some drawbacks. For starters, it’s not cheap. But even 
more, there are some things you just can’t present or teach via the internet—things that 
require personal engagement and interaction. For these reasons, some high-tech experts 
recommend that sales executives use online and social media technologies to spot opportu-
nities, provide information, maintain customer contact, and make preliminary client sales 
presentations but resort to old-fashioned, face-to-face meetings when the time draws near 
to close a big deal.

The Personal Selling Process
We now turn from designing and managing a sales force to the personal selling process. 
The selling process consists of several steps that salespeople must master. These steps 
focus on the goal of getting new customers and obtaining orders from them. However, 
most salespeople spend much of their time maintaining existing accounts and building 
long-term customer relationships. We will discuss the relationship aspect of the personal 
selling process in a later section.

Steps in the Selling Process
As shown in  Figure 16.3, the selling process consists of seven steps: prospecting and 
qualifying, preapproach, approach, presentation and demonstration, handling objections, 
closing, and follow-up.

Prospecting and Qualifying
The first step in the selling process is prospecting—identifying qualified potential cus-
tomers. Approaching the right customers is crucial to selling success. Salespeople don’t 
want to call on just any potential customers. They want to call on those who are most likely 
to appreciate and respond to the company’s value proposition—those the company can 
serve well and profitably.

A salesperson must often approach many prospects to get only a few sales. Although 
the company supplies some leads, salespeople need skill in finding their own. The best 
source is referrals. Salespeople can ask current customers for referrals and cultivate other 
referral sources, such as suppliers, dealers, noncompeting salespeople, and online or social 
media contacts. They can also search for prospects in directories or on the internet and 
track down leads using the telephone, email, and social media. Or, as a last resort, they can 
drop in unannounced on various offices (a practice known as cold calling).

Selling process
The steps that salespeople follow when 
selling, which include prospecting and 
qualifying, preapproach, approach, 
presentation and demonstration, handling 
objections, closing, and follow-up.

Prospecting
The sales step in which a salesperson 
or company identifies qualified potential 
customers.

So far, we’ve examined how 
sales management develops 

and implements overall sales force 
strategies and programs. In this section, 
we’ll look at how individual salespeople 
and sales teams sell to customers and 
build relationships with them.

Author
Comment

Follow-upHandling
objections Closing

Presentation
and

demonstration

Prospecting
and qualifying Preapproach Approach

Building and maintaining profitable customer relationships

…but remember that in the long
run, a single sale is only one element
of a long-term customer relationship.
So the selling process steps must be
understood in the broader context of
maintaining profitable customer
relationships.

As shown here, these steps
are transaction-oriented—
aimed at closing a specific
sale with the customer…

 FIGURE | 16.3
Steps in the Selling Process 
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Salespeople also need to know how to qualify leads—that is, how to identify the good 
ones and screen out the poor ones. Prospects can be qualified by looking at their financial 
ability, volume of business, special needs, location, and possibilities for growth.

Preapproach
Before calling on a prospect, the salesperson should learn as much as possible about the 
organization (what it needs, who is involved in the buying) and its buyers (their charac-
teristics and buying styles). This step is known as preapproach. A successful sale begins 
long before the salesperson makes initial contact with a prospect. Preapproach begins 
with good research and preparation. The salesperson can consult standard industry and 
online sources, acquaintances, and others to learn about the company. He or she can scour 
the prospect’s web and social media sites for information about its products, buyers, and 
buying processes. Then the salesperson must apply the research gathered to develop a 
customer strategy.

The salesperson should set call objectives, which may be to qualify the prospect, gather in-
formation, or make an immediate sale. Another task is to determine the best approach, which 
might be a personal visit, a phone call, an email, or a text or tweet. The ideal timing should be 
considered carefully because many prospects are busiest at certain times of the day or week. 
Finally, the salesperson should give thought to an overall sales strategy for the account.

Approach
During the approach step, the salesperson should know how to meet and greet the buyer 
and get the relationship off to a good start. The approach might take place offline or online, 
in-person or via digital conferencing or social media. This step involves the salesperson’s 
appearance, opening lines, and follow-up remarks. The opening lines should be positive 
to build goodwill from the outset. This opening might be followed by some key questions 
to learn more about the customer’s needs or by showing a display or sample to attract the 
buyer’s attention and curiosity. As in all stages of the selling process, listening to the cus-
tomer is crucial.

Presentation and Demonstration
During the presentation step of the selling process, the salesperson tells the “value 
story” to the buyer, showing how the company’s offer solves the customer’s problems. 

The customer-solution approach fits better with today’s relation-
ship marketing focus than does a hard sell or glad-handing 
approach.

The goal should be to show how the company’s products and 
services fit the customer’s needs. Buyers today want insights and 
solutions, not smiles; results, not razzle-dazzle. Moreover, buyers 
don’t want just products; they want to know how those products 
will add value to their businesses. They want salespeople who 
listen to their concerns, understand their needs, and respond with 
the right products and services.

But before salespeople can present customer solutions, they 
must develop solutions to present. The solutions approach calls 
for good listening and problem-solving skills. The qualities that 
buyers dislike most in salespeople include being pushy, late, de-
ceitful, unprepared, disorganized, or overly talkative. The quali-
ties they value most include good listening, empathy, honesty, 
dependability, thoroughness, and follow-through.  Great sales-
people know how to sell, but more important, they know how to 
listen and build strong customer relationships. According to an 
old sales adage, “You have two ears and one mouth. Use them 
proportionally.” A classic ad from office products maker Boise 
Cascade makes the listening point. It shows a Boise salesperson 
with huge ears drawn on. “With Boise, you’ll notice a difference 
right away, especially with our sales force,” says the ad. “At 
Boise. . . our account representatives have the unique ability to 
listen to your needs.”

Preapproach
The sales step in which a salesperson 
learns as much as possible about a 
prospective customer before making a 
sales call.

 Great salespeople know how to sell, but more important, they 
know how to listen and build strong customer relationships.
Tony Garcia/Getty Images

Approach
The sales step in which a salesperson 
meets the customer for the first time.

Presentation
The sales step in which a salesperson 
tells the “value story” to the buyer, 
showing how the company’s offer solves 
the customer’s problems.
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Finally, salespeople must also plan their presentation methods. Good interpersonal 
communication skills count when it comes to engaging customers and making effec-
tive sales presentations. However, the current media-rich and cluttered communications 
environment presents many new challenges for sales presenters. Today’s information-
overloaded customers demand richer presentation experiences. For their part, presenters 
now face multiple distractions during presentations from mobile phones, text messages, 
and other digital competition. As a result, salespeople must deliver their messages in more 
engaging and compelling ways.

Thus, today’s salespeople are employing advanced presentation technologies that al-
low for full multimedia presentations to only one or a few people. The venerable old sales 
presentation flip chart has been replaced with tablets, sophisticated presentation software, 
online presentation technologies, interactive whiteboards, and digital projectors.

Handling Objections
Customers almost always have objections during the presentation or when asked to place 
an order. The objections can be either logical or psychological, and they are often unspo-
ken. In handling objections, the salesperson should use a positive approach, seek out 
hidden objections, ask the buyer to clarify any objections, take objections as opportunities 
to provide more information, and turn the objections into reasons for buying. Every sales-
person needs training in the skills of handling objections.

Closing
After handling the prospect’s objections, the salesperson next tries to close the sale. 
However, some salespeople do not get around to closing or don’t handle it well. 
They may lack confidence, feel guilty about asking for the order, or fail to recognize 
the right moment to close the sale. Salespeople should know how to recognize clos-
ing signals from the buyer, including physical actions, comments, and questions. For 
example, the customer might sit forward and nod approvingly or ask about prices and 
credit terms.

Salespeople can use any of several closing techniques. They can ask for the order, 
review points of agreement, offer to help write up the order, ask whether the buyer wants 
this model or that one, or note that the buyer will lose out if the order is not placed now. 
The salesperson may offer the buyer special reasons to close, such as a lower price, an extra 
quantity at no charge, or additional services.

Follow-Up
The last step in the selling process—follow-up—is necessary if the salesperson wants 
to ensure customer satisfaction and repeat business. Right after closing, the salesperson 
should complete any details on delivery time, purchase terms, and other matters. The 
salesperson then should schedule a follow-up call after the buyer receives the initial order 
to make sure proper installation, instruction, and servicing occur. This visit would reveal 
any problems, assure the buyer of the salesperson’s interest, and reduce any buyer con-
cerns that might have arisen since the sale.

Personal Selling and Managing Customer Relationships
The steps in the just-described selling process are transaction oriented—their aim is to 
help salespeople close a specific sale with a customer. But in most cases, the company is 
not simply seeking a sale. Rather, it wants to engage the customer over the long haul in 
a mutually profitable relationship. The sales force usually plays an important role in cus-
tomer relationship building. Thus, as shown in Figure 16.3, the selling process must be 
understood in the context of building and maintaining profitable customer relationships. 
Moreover, as discussed in a previous section, today’s buyers are increasingly moving 
through the early stages of the buying process themselves, before ever engaging sell-
ers. Salespeople must adapt their selling process to match the new buying process. That 
means discovering and engaging customers on a relationship basis rather than a transac-
tion basis.

Successful sales organizations recognize that winning and keeping accounts requires 
more than making good products and directing the sales force to close lots of sales. If the 

Handling objections
The sales step in which a salesperson 
seeks out, clarifies, and overcomes any 
customer objections to buying.

Closing
The sales step in which a salesperson 
asks the customer for an order.

Follow-up
The sales step in which a salesperson 
follows up after the sale to ensure 
customer satisfaction and repeat 
business.
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company wishes only to close sales and capture short-term 
business, it can do this by simply slashing its prices to meet or 
beat those of competitors. Instead, most companies want their 
salespeople to practice value selling—demonstrating and deliv-
ering superior customer value and capturing a return on that 
value that is fair for both the customer and the company.

Unfortunately, in the heat of closing sales, salespeople too 
often take the easy way out by cutting prices rather than selling 
value.  Sales management’s challenge is to transform sales-
people from customer advocates for price cuts into company 
advocates for value. Here’s how Rockwell Automation sells 
value and relationships rather than price:20

Under pressure from Walmart to lower its prices, a condiment 
producer asked several competing supplier representatives—
including Rockwell Automation sales rep Jeff Policicchio—to help 
it find ways to reduce its operating costs. After spending a day 
in the customer’s plant, Policicchio quickly put his finger on the 
major problem: Production was suffering because of downtime 
due to poorly performing pumps on the customer’s 32 large con-
diment tanks. Quickly gathering cost and usage data, Policicchio 
used his Rockwell Automation laptop value-assessment tool to 
develop an effective solution for the customer’s pump problem.

The next day, as he and competing reps presented their 
cost-reduction proposals to plant management, Policicchio offered the following value proposi-
tion: “With this Rockwell Automation pump solution, through less downtime, reduced admin-
istrative costs in procurement, and lower spending on repair parts, your company will save 
at least $16,268 per pump—on up to 32 pumps—relative to our best competitor’s solution.” 
Compared with competitors’ proposals, Policicchio’s solution carried a higher initial price. 
However, no competing rep offered more than fuzzy promises about possible cost savings. Most 
simply lowered their prices.

Impressed by Policicchio’s value proposition—despite its higher initial price—the plant 
managers opted to buy and try one Rockwell Automation pump. When the pump performed 
even better than predicted, the customer ordered all of the remaining pumps. By demonstrating 
tangible value rather than simply selling on price, Policicchio not only landed the initial sale but 
also earned a loyal future customer.

Thus, value selling requires listening to customers, understanding their needs, and 
carefully coordinating the whole company’s efforts to create lasting relationships based on 
customer value.

Sales Promotion
Personal selling and advertising often work closely with another promotion tool: sales 
promotion. Sales promotion consists of short-term incentives to encourage the purchase 
or sales of a product or service. Whereas advertising offers reasons to buy a product or ser-
vice, sales promotion offers reasons to buy now.

Examples of sales promotions are found everywhere. A freestanding insert in the 
Sunday newspaper contains a coupon offering $2 off Seventh Generation laundry deter-
gent.  A Sunday newspaper ad from your local Orange Leaf frozen yogurt store offers 
“Buy 1 Get 1 Free” and “20% off your next purchase.” The end-of-the-aisle display in the 
local supermarket tempts impulse buyers with a wall of Coca-Cola cases—four 12-packs 
for $12. Buy a new Samsung tablet and get a free memory upgrade. A hardware store chain 
receives a 10 percent discount on selected Stihl power lawn and garden tools if it agrees to 
advertise them in local newspapers. Sales promotion includes a wide variety of promotion 
tools designed to stimulate earlier or stronger market response.

The Rapid Growth of Sales Promotion
Sales promotion tools are used by most organizations, including manufacturers, dis-
tributors, retailers, and not-for-profit institutions. They are targeted toward final buyers 
(consumer promotions), retailers and wholesalers (trade promotions), business customers 

Sales promotion
Short-term incentives to encourage 
the purchase or sale of a product 
or a service.

 Value selling: Sales management’s challenge is to transform 
salespeople from customer advocates for price cuts into company 
advocates for value.
© almagami/123rf.com

Sales promotion is the 
most short-term of 

the promotion mix tools. Whereas 
advertising or personal selling says 
“buy,” sales promotions say “buy now.”

Author
Comment
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(business promotions), and members of the sales 
force (sales force promotions). Today, in the average 
consumer packaged-goods company, sales pro-
motion accounts for 60 percent of all marketing 
budgets.21

Several factors have contributed to the rapid 
growth of sales promotion, particularly in con-
sumer markets. First, inside the company, product 
managers face greater pressures to increase cur-
rent sales, and they view promotion as an effec-
tive short-run sales tool. Second, externally, the 
company faces more competition, and competing 
brands are less differentiated. Increasingly, com-
petitors are using sales promotion to help differ-
entiate their offers. Third, advertising efficiency 
has declined because of rising costs, media clutter, 
and legal restraints. Finally, consumers have be-
come more deal oriented. In the current economy, 
consumers are demanding lower prices and better 
deals. Sales promotions can help attract today’s 
more thrift-oriented consumers.

The growing use of sales promotion has re-
sulted in promotion clutter, which is similar to ad-
vertising clutter. With so many products being sold 
on deal these days, a given promotion runs the risk 

of being lost in a sea of other promotions, weakening its ability to trigger an immediate 
purchase. Manufacturers are now searching for ways to rise above the clutter, such as offer-
ing larger coupon values, creating more dramatic point-of-purchase displays, or delivering 
promotions through new digital media—such as the internet or mobile phones. According 
to one study, 90 percent of the top 100 retailers use digital promotions—such as mobile 
coupons. Digital promotions can help drive both in-store and online sales.22

In developing a sales promotion program, a company must first set sales promotion 
objectives and then select the best tools for accomplishing these objectives.

Sales Promotion Objectives
Sales promotion objectives vary widely. Sellers may use consumer promotions to urge 
short-term customer buying or boost customer−brand engagement. Objectives for 
trade promotions include getting retailers to carry new items and more inventory, buy 
ahead, or promote the company’s products and give them more shelf space. Business 
promotions are used to generate business leads, stimulate purchases, reward custom-
ers, and motivate salespeople. For the sales force, objectives include getting more sales 
force support for current or new products and getting salespeople to sign up new 
accounts.

Sales promotions are usually used together with advertising, personal selling, di-
rect and digital marketing, or other promotion mix tools. Consumer promotions must 
usually be advertised and can add excitement and pulling power to ads and other mar-
keting content. Trade and business sales promotions support the firm’s personal selling 
process.

When the economy tightens and sales lag, it’s tempting to offer deep promotional 
discounts to spur consumer spending. In general, however, rather than creating only short-
term sales or temporary brand switching, sales promotions should help to reinforce the 
product’s position and build long-term customer relationships. If properly designed, every 
sales promotion tool has the potential to build both short-term excitement and long-term 
consumer engagement and relationships. Marketers should avoid “quick fix,” price-only 
promotions in favor of promotions that are designed to build brand equity. Examples 
include the various frequency marketing programs and loyalty cards. Most hotels, supermar-
kets, and airlines offer frequent-guest/buyer/flier programs that give rewards to regular 
customers to keep them coming back. Such promotional programs can build loyalty 
through added value rather than discounted prices.

 Sales promotions are found everywhere. For example, your Sunday 
newspaper or favorite magazine is loaded with offers like this one that promote 
a strong and immediate response.
Orange Leaf Frozen Yogurt
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For example, at outdoor outfitter REI, customers can pay 
a $20 one-time fee to become a lifetime member.  Once mem-
bers, they receive members-only coupons and deals, access 
to exclusive limited-edition products and events, and special 
pricing on certain REI-sponsored travel, services, and classes. 
Another membership perk is the REI Dividend—an annual 
year-end 10 percent back on all their eligible purchases. Beyond 
the perks, the success of REI’s membership program lies in its 
ability to make members feel like a genuine part of the REI out-
door adventure community.

Major Sales Promotion Tools
Many tools can be used to accomplish sales promotion objec-
tives. Descriptions of the main consumer, trade, and business 
promotion tools follow.

Consumer Promotions
Consumer promotions include a wide range of tools—from 
samples, coupons, refunds, premiums, and point-of-purchase 
displays to contests, sweepstakes, and event sponsorships.

Samples are offers of a trial amount of a product. Sampling is the most effective—
but most expensive—way to introduce a new product or create new excitement for an 
existing one. Some samples are free; for others, the company charges a small amount 
to offset its cost. The sample might be sent by mail, handed out in a store or at a kiosk, 
attached to another product, or featured in an ad, email, or mobile offer. Samples are 
sometimes combined into sample packs, which can then be used to promote other prod-
ucts and services. Sampling can be a powerful promotional tool.  For example, for the 
past 37 years, Ben & Jerry’s has set aside one day each year as Free Cone Day, on which 
it invites customers to stop by its scoop shops to sample any of a variety of the brand’s 
classic ice cream flavors for free. Around the country, the unique sampling promotion 
is a huge success, with lines stretching out the doors and around the block at most 
shops. Officially, Ben & Jerry’s uses Free Cone Day to thank its customers for being “so 
uniquely awesome.” But the sampling program also generates tons of buzz and draws 
new customers into its shops, something that Ben & Jerrys hopes will turn into a habit.

 Coupons are certificates that save buyers money when they purchase speci-
fied products. Most consumers love coupons. U.S. consumer packaged goods com-

panies distributed 321 billion coupons with an average 
face value of $1.68 last year. Consumers redeemed more 
than 2.5   billion of them for a total savings of more than 
$3   billion.23 Coupons can promote early trial of a new 
brand or stimulate sales of a mature brand. However, to 
combat the increase in coupon clutter, most major con-
sumer goods companies are issuing fewer coupons and 
targeting them more carefully.

Marketers are also cultivating new outlets for distribut-
ing coupons, such as supermarket shelf dispensers, electronic 
point-of-sale coupon printers, and online and mobile coupon 
programs. Digital coupons represent today’s fastest-growing 
coupon segment. Digital coupons can be individually tar-
geted and personalized in ways that print coupons can’t. 
Whether printed at home or redeemed via smartphone or 
other mobile devices, digital coupon redemptions are grow-
ing much more rapidly the traditional coupon redemptions. 
According to one study, an estimate 40 percent of smartphone 
users will redeem a mobile coupon this year.24

As mobile phones become appendages that many people 
can’t live without, businesses are increasingly eyeing them 
as prime real estate for coupons, offers, and other marketing 

Consumer promotions
Sales promotion tools used to boost 
short-term customer buying and 
engagement or enhance long-term 
customer relationships.

 Consumer samples can be a powerful promotion tool. Ben & 
Jerry’s annual Free Cone Day thanks customers for being “so 
uniquely awesome” and also generates tons of buzz and draws new 
customer into its scoop shops
Helen H. Richardson/Denver Post/Getty Images

 Customer loyalty programs: An REI membership gives customers 
exclusive access to deals and limited-edition products and events. 
More important, it makes them feel like a genuine part of the REI 
outdoor adventure community.
Keri Miksza
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messages. For example, drugstore chain Walgreens makes coupons available to its custom-
ers through several mobile channels:25

Using the Walgreens smartphone app, customers can instantly download coupons ranging in 
value from 50 cents to $5, good toward anything from health and beauty products to everyday 
essentials such as diapers. The coupons are conveniently scannable—no clipping or printing 
required. Customers simply pull up the coupons on the Walgreens app and cashiers scan them 
straight from the customer’s phone. Walgreens also tweets mobile coupons to customers who 
check in to any of its 8,100 stores nationwide using check-in apps such as Foursquare, Yelp, or 
Shopkick. Walgreens has mobile scanning capabilities available at all of its stores, giving it the 
nation’s largest retail mobile coupon program. Through its mobile app, “Walgreens is using 
technology to go above and beyond,” says one analyst. “They’re thinking about the customer.”

Rebates (or cash refunds) are like coupons except that the price reduction occurs after 
the purchase rather than at the retail outlet. The customer sends proof of purchase to the 
manufacturer, which then refunds part of the purchase price by mail. For example, Toro 
ran a clever preseason promotion on some of its snowblower models, offering a rebate if 
the snowfall in the buyer’s market area turned out to be below average. Competitors were 
not able to match this offer on such short notice, and the promotion was very successful.

Price packs (also called cents-off deals) offer consumers savings off the regular price of 
a product. The producer marks the reduced prices directly on the label or package. Price 
packs can be single packages sold at a reduced price (such as two for the price of one) or 
two related products banded together (such as a toothbrush and toothpaste). Price packs 
are very effective—even more so than coupons—in stimulating short-term sales.

Premiums are goods offered either free or at low cost as an incentive to buy a product, 
ranging from toys included with kids’ products to phone cards and DVDs. A premium 
may come inside the package (in-pack), outside the package (on-pack), or through the 
mail. For example, over the years, McDonald’s has offered a variety of premiums in its 
Happy Meals—from My Little Pony characters to Beanie Boos and LEGO hologram drink 
cups. Customers can visit www.happymeal.com to play games, read e-books, and watch 
commercials associated with the current Happy Meal sponsor.26

Advertising specialties, also called promotional products, are useful articles imprinted 
with an advertiser’s name, logo, or message that are given as gifts to consumers. Typical 
items include T-shirts and other apparel, pens, coffee mugs, calendars, key rings, tote bags, 
coolers, golf balls, and caps. U.S. marketers spent more than $20 billion on advertising 
specialties last year. Such items can be very effective. The “best of them stick around for 
months, subtly burning a brand name into a user’s brain,” notes a promotional products 
expert.27

Point-of-purchase (POP) promotions include displays and demonstrations that take 
place at the point of sale. Think of your last visit to the local Costco, Walmart, or Bed Bath 
& Beyond. Chances are good that you were tripping over aisle displays, promotional 
signs, “shelf talkers,” or demonstrators offering free tastes of featured food products. 
Unfortunately, many retailers do not like to handle the hundreds of displays, signs, and 
posters they receive from manufacturers each year. Manufacturers have therefore re-
sponded by offering better POP materials, offering to set them up, and tying them in with 
television, print, or online messages.

Contests, sweepstakes, and games give consumers the chance to win something, such 
as cash, trips, or goods, by luck or through extra effort. A contest calls for consumers to 
submit an entry—a jingle, guess, suggestion—to be judged by a panel that will select the 
best entries. A sweepstakes calls for consumers to submit their names for a drawing. A game 
presents consumers with something—bingo numbers, missing letters—every time they 
buy, which may or may not help them win a prize.

All kinds of companies use sweepstakes and contests to create brand attention and 
boost consumer involvement. For example, Google’s “Doodle 4 Google” contest invited kids 
to design a Google logo based on the theme “If I could invent one thing to make the world 
a better place. . . ,” with prizes ranging from T-shirts and tablets to a $30,000 college schol-
arship. Kellogg’s Eggo brand hosted a Great Eggo Waffle Off! contest on Facebook, with 
entrants submitting their best recipes for waffles—winners received $5,000. And Dove ran a 
“Real Beauty Should Be Shared” contest asking its Facebook fans to name a friend and say 
why that friend “represents Real Beauty.” The winners became the next faces of Dove.
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Finally, marketers can promote their brands through event marketing (or event 
sponsorships). They can create their own brand-marketing events or serve as sole or 
participating sponsors of events created by others. The events might include anything 
from mobile brand tours to festivals, reunions, marathons, concerts, or other sponsored 
gatherings. Event marketing is huge, and it may be the fastest-growing area of promo-
tion. Effective event marketing links events and sponsorships to a brand’s value proposi-
tion. And with the social sharing power of today’s digital media, even local events can 
have far-reaching impact. For example, Delta Faucet used an imaginative event to pro-
mote its H2Okinetic low-flow showerheads—which use 40 percent less water but work 
just as well as competing higher-flow models—to its fitness and family-oriented target 
audience.28

Delta’s #HappiMess promotion campaign is based on the  
insight that some of its customers’ happiest moments came 
from making and overcoming big messes. To show target 
consumers first-hand how well its low-flow showerheads 
work under really tough conditions, Delta partnered with 
Warrior Dash, which sponsored several 5K mud run races 
around the country over the summer.  At each event, Delta 
built a huge custom shower station, complete with 184 Delta 
showerheads, where mud-soaked competitors could meet 
and wash off after the race. “Warrior Dash is a great example 
of a place where people are having fun getting messy,” says a 
senior Delta Faucet senior brand manager. “We want people 
to celebrate those fun moments having confidence that we 
have products that will help transform them back to clean.” 
At one event in Indiana, 331 people gathered to shower, 
setting a Guinness World Record for most people shower-
ing simultaneously. After experiencing the showerheads, 
75 percent of runners surveyed said they’d consider buying 
one. The shower stations also included a selfie station. As a 
result, the event boosted social media activity around Delta’s 
#HappiMess campaign by 85 percent and gave the brand a 
50 percent sales lift.

All kinds of brands now hold events. But one-time events are rarely as effective as 
well-planned event campaigns that tie into a brand’s broader promotions and positioning. 
Event sponsorships are becoming increasingly popular as they allow consumers to expe-
rience the brand in different ways. For example, Toyota uses its music festivals for event 
marketing and as a sales promotion and personal selling tool (see Real Marketing 16.2).

Trade Promotions
Manufacturers direct more sales promotion dollars toward retailers and wholesalers 
(79 percent of all promotions dollars) than to final consumers (21 percent).29 Trade 
 promotions can persuade resellers to carry a brand, give it shelf space, promote it in 
advertising, and push it to consumers. Shelf space is so scarce these days that manufac-
turers often have to offer price-offs, allowances, buy-back guarantees, or free goods to 
retailers and wholesalers to get products on the shelf and, once there, to keep them on it.

Manufacturers use several trade promotion tools. Many of the tools used for consumer 
promotions—contests, premiums, displays—can also be used as trade promotions. Or the 
manufacturer may offer a straight discount off the list price on each case purchased during 
a stated period of time (also called a price-off, off-invoice, or off-list). Manufacturers also may 
offer an allowance (usually so much off per case) in return for the retailer’s agreement to 
feature the manufacturer’s products in some way. For example, an advertising allowance 
compensates retailers for advertising the product, whereas a display allowance compen-
sates them for using special displays.

Manufacturers may offer free goods, which are extra cases of merchandise, to resellers 
who buy a certain quantity or who feature a certain flavor or size. They may also offer push 
money—cash or gifts to dealers or their sales forces to “push” the manufacturer’s goods. 
Manufacturers may give retailers free specialty advertising items that carry the company’s 
name, such as pens, calendars, memo pads, flashlights, and tote bags.

Event marketing (or event 
sponsorships)
Creating a brand-marketing event or 
serving as a sole or participating sponsor 
of events created by others.

Trade promotions
Sales promotion tools used to persuade 
resellers to carry a brand, give it shelf 
space, and promote it in advertising.

 Event marketing: As part of its #HappyMess campaign, Delta 
Faucet used an imaginative event to show target consumers 
firsthand how well its low-flow showerheads worked under really 
tough conditions—following a 5K mud run race.
AP Images for Delta Faucet Company
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Toyota has sought new means of engagement that involve all the elements of 
the marketing communications mix.
Helen Sessions/Alamy Stock Photo
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in Japan. Out of these, 15 dealerships are 
owned by the company and the rest are inde-
pendent. Within Japan, Toyota’s dealerships 
are divided into four sales channels: Toyota, 
Toyopet, Corolla, and Netz.  Outside Japan, 
Toyota’s global sales network comprise more 
than 170 distributors in about 190 coun-
tries and regions. The region-wise number 
of Toyota’s distributors is North America (3), 
Latin America (43), Europe (27), Africa (49), 
Asia (17), China (4), Middle East (14), and 
Oceania (15). The distributors in their regions 
work as the main sales channel for Toyota 
and implement sales strategies that are sensi-
tive to the needs of the local market. They 
have a key role in keeping Toyota connected 
with the market and able to adapt to market 
changes and customer needs. This helps 
Toyota to cultivate new fans by actively creat-
ing potential demand. 

The company also realizes the importance 
of engaging its customers, especially the new 
generation of Millennials. In promoting its cars 
in different markets, Toyota uses various con-
sumer engagement strategies, like its Music 
Festival. Toyota believes that music is a pow-
erful tool to engage with a young and multicul-
tural target audience and therefore finds mu-
sic festival sponsorships and activations very 
useful to connect with the potential car buy-
ers. The objective of participating in such fes-
tivals is to introduce the Toyota brand and its 
vehicles to the specific target market through 
hands-on and interactive demonstrations. 

This creates an experiential marketing oppor-
tunity that stirs up excitement in consumers 
and encourages a positive brand attitude.  
In 2015, Toyota had a huge presence in 
rock festivals in the United States including 
Outside Lands, Life Is Beautiful, Lollapalooza, 
Bumbershoot, Voodoo Fest, Electric Forest, 
Firefly, Stagecoach, and Country Thunder. 
Toyota wants to do more than just to bring 
their vehicles to such events and park them; 
the company uses music festivals to deliver 
innovative execution of creative ideas while 
simultaneously using sales promotion tech-
niques like giveaways and sampling through 
in-vehicle experiences, interactive elements, 
sweepstakes, competitions, and local promo-
tions.  Furthermore, Toyota’s state-of-the-art 
sound and entertainment systems and part-
nerships with SiriusXM and Pandora iHeart-
Radio become music boxes on wheels during 
such events. The following are the key com-
ponents of Toyota’s Music Festival Strategy:

 In-Vehicle Experiences:  The music fes-
tivals provide entertaining touch points 
for brand activation. The cars are used 
as props for photos as part of various 
activities and competitions during the 
festivals. For example, at the Toyota Mu-
sic Den activation, festival attendees can 
get into a Toyota Corolla to take a kalei-
doscope photo or inside a Crazy Candy 
Camry whose trunk was turned into a 
vending machine. 

Toyota Motor Corporation is among 
the top three automobile manu-
factures in the world along with 
Volkswagen and General Motors. 
Between 2008 and 2016, the 
Japanese car manufacturer was 
the top vehicle-selling company ex-
cept for 2011, when it struggled to 
resume production after an earth-

quake struck Japan.  
Toyota today has an extensive global 

reach and caters to diverse consumer pref-
erences in different countries. The company 
has 53 manufacturing companies across 28 
countries and regions. To serve its different 
markets, Toyota adapts its marketing efforts 
according to the market conditions. It has de-
sign and R&D bases in nine locations world-
wide, demonstrating the effort to effectively 
meet the needs of its customers, from design 
and development to production and onward 
to sales and service. 

Toyota’s marketing strategy has a strong 
focus on customer needs. The company be-
lieves that in an automobile sale, the benefits 
received should be in the following order: the 
customer first, then the car dealer, and the 
manufacturer, last. This attitude has helped 
the company to win the trust of customers 
and dealers and eventually brought growth 
to the manufacturer as well. A key focus of 
Toyota’s marketing strategy is on develop-
ing and maintaining an extensive network of 
dealerships across the globe and building its 
sales channels. 

Toyota’s promotional strategy includes the 
use of all elements of the marketing com-
munications mix. Toyota uses the following 
promotional activities in the order of impor-
tance:  personal selling, advertising, public 
relations, sales promotions, and direct selling. 
Personal selling is carried out through the 
sales personnel of its dealers. The company 
advertises on various media, including TV, 
print and electronic media, websites and bill-
boards. Toyota also uses PR that helps build 
its brand image, with activities like “Toyota 
TogetherGreen” program, which supports 
environmental initiatives, and the “Meal Per 
Hour” program, which donates food to Food 
Bank. The company occasionally uses sales 
promotions through special deals and con-
ducts direct selling for corporate clients. 

Toyota has worked to develop an ex-
tensive global network of dealers. In 2015, 
Toyota’s dealership network consisted of 280 
dealers with 4,700 sales and service outlets 
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examples include developing storybook-
inspired, larger-than-life neon-colored 
scenery, playing Skee-Ball in the back of 
a Toyota RAV4, and decorating a Toyota 
Camry. 
 Provide an Opportunity to Meet Product 
Specialists. Toyota hopes that after festi-
val goers have interacted with the brand 
in fun ways, they will be more interested 
in checking out its vehicles (with the help 
of a product specialist) People can thus 
experience its vehicles outside a dealer-
ship environment.
 Develop a Customer Data Base. The 
music festival attendees can choose to 
accept emails and the festival entertain-

 Interactive Zones: These are on-site 
DIY (do-it-yourself) activities where fes-
tival goers can make items like posters, 
bandanas, tote bags, and other Toyota-
branded stuff. 
 Toyota Cooling Zones:  During festivals, 
Toyota offers cooling zones with drinks 
and snacks as well as the chance to 
hang out with the vehicles. 
 Test Drives: These are regular auto mar-
keting fare, but Toyota makes them more 
fun. For example, at the Stagecoach fes-
tival, attendees could take Toyota trucks 
off-road on ramps, logs, and other fun 
things to experience the vehicle’s  drive 
and maneuvers. 
 Music Bloggers and Influencers: Toyota 
collaborates with popular music bloggers 
and influencers by inviting them to music 
festivals and creating real-time content 
for both their social channels. 
 Offer a Unique Creative Presence. Toy-
ota uses such festivals to give attendees 
something to really remember. Some 

ment newsletter. If the attendees are look-
ing to buy a car, they can also ask to be 
contacted by a dealer.
 Selling without a Pitch. Toyota says that 
it views these festivals as an alternative, 
fun way of bringing the car to potential 
customers outside the retailer and the 
dealership environment. This helps to 
connect the brand with the consumers 
without any sales pressure. 

Personal selling as a promotional tool is 
 declining in popularity, but Toyota’s music 
festival strategy effectively provides an alter-
native way of bringing cars to prospective 
customers and engaging with them. 

Business Promotions
Companies spend billions of dollars each year on promotion geared toward industrial custom-
ers. Business promotions are used to generate business leads, stimulate purchases, reward 
customers, and motivate salespeople. Business promotions include many of the same tools 
used for consumer or trade promotions. Here, we focus on two additional major business pro-

motion tools: conventions and trade shows and sales contests.
Many companies and trade associations organize conventions and trade 

shows to promote their products. Firms selling to the industry show their prod-
ucts at the trade show. Vendors at these shows receive many benefits, such 
as opportunities to find new sales leads, contact customers, introduce new 
 products, meet new customers, sell more to present customers, and educate 
customers with publications and audiovisual materials. Trade shows also help 
companies reach many prospects that are not reached through their sales forces.

Some trade shows are huge. For example, at this year’s International 
Consumer Electronics Show, more than 3,600 exhibitors attracted some 
170,000 professional visitors.  Even more impressive, at the Bauma min-
ing and construction equipment trade show in Munich, Germany, more than 
3,400 exhibitors from 57 countries presented their latest product innovations 
to more than 530,000 attendees from more than 200 countries. Total exhibition 
space equaled about 6.1 million square feet (more than 127 football fields).30

A sales contest is a contest for salespeople or dealers to motivate them to 
increase their sales performance over a given period. Sales contests motivate 
and recognize good company performers, who may receive trips, cash prizes, 
or other gifts. Some companies award points for performance, which the re-
ceiver can turn in for any of a variety of prizes. Sales contests work best when 
they are tied to measurable and achievable sales objectives (such as finding 
new accounts, reviving old accounts, or increasing account profitability).

Developing the Sales Promotion Program
Beyond selecting the types of promotions to use, marketers must make 
several other decisions in designing the full sales promotion program. First, 
they must determine the size of the incentive. A certain minimum incentive 

 Some trade shows are huge. At this year’s Bauma 
mining and construction equipment trade show, more 
than 3,400 exhibitors from 57 countries presented 
their latest product innovations to more than 530,000 
attendees from more than 200 countries.
Messe München

Sources: Rebecca Harris “Toyota’s Experiential Play for Millennials,” Marketing Magazine, March 03, 2016, http://
www.marketingmag.ca/consumer/toyotas-experiential-play-for-millennials-169437, accessed January 7, 2017; Yoko 
Kubota, “Toyota Again No. 1 in Global Car Sales,” Market Watch, January 26, 2016, http://www.marketwatch.com/
story/toyota-again-no-1-in-global-car-sales-2016-01-26, accessed January 7, 2017; Sandra O’Loughlin, “Music 
Festival Strategies: 10 Ways Toyota Engages Fans,” Event Marketer, March 25, 2016, http://www.eventmarketer.
com/article/music-festival-strategies-10-ways-toyota-engages-with-fans, accessed January 5, 2017; Toyota web-
site, History of Toyota, 2017, http://www.toyota-global.com/company/history_of_toyota, accessed January 7, 2017.
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is necessary if the promotion is to succeed; a larger incentive will produce more sales re-
sponse. The marketer also must set conditions for participation. Incentives might be offered 
to everyone or only to select groups.

Marketers must determine how to promote and distribute the promotion program itself. 
For example, a $2-off coupon could be given out in a package, in an advertisement, at the 
store, via the internet, or in a mobile download. Each distribution method involves a dif-
ferent level of reach and cost. Increasingly, marketers are blending several media into a 
total campaign concept. The length of the promotion is also important. If the sales promotion 
period is too short, many prospects (who may not be buying during that time) will miss it. 
If the promotion runs too long, the deal will lose some of its “act now” force.

Evaluation is also very important. Marketers should work to measure the returns on 
their sales promotion investments, just as they should seek to assess the returns on other 
marketing activities. The most common evaluation method is to compare sales before, dur-
ing, and after a promotion. Marketers should ask: Did the promotion attract new custom-
ers or more purchasing from current customers? Can we hold onto these new customers 
and purchases? Will the long-run customer relationship and sales gains from the promo-
tion justify its costs?

Clearly, sales promotion plays an important role in the total promotion mix. To use it 
well, the marketer must define the sales promotion objectives, select the best tools, design 
the sales promotion program, implement the program, and evaluate the results. Moreover, 
sales promotion must be coordinated carefully with other promotion mix elements within 
the overall IMC program.

Business promotions
Sales promotion tools used to generate 
business leads, stimulate purchases, 
reward customers, and motivate 
salespeople.

As an element of the promotion mix, the sales force is very 
effective in achieving certain marketing objectives and carry-
ing out such activities as prospecting, communicating, selling 
and servicing, and information gathering. But with companies 
becoming more market oriented, a customer-focused sales 
force also works to produce both customer satisfaction and 
company profit. The sales force plays a key role in engaging 
customers and developing and managing profitable customer 
relationships.

OBJECTIVE 16-2  Identify and explain the six major 
sales force management steps. (pp 482–493)

High sales force costs necessitate an effective sales manage-
ment process consisting of six steps: designing sales force 
strategy and structure, recruiting and selecting, training, com-
pensating, supervising, and evaluating salespeople and sales 
force performance.

In designing a sales force, sales management must address 
various issues, including what type of sales force structure will 
work best (territorial, product, customer, or complex structure), 
sales force size, who will be involved in selling, and how various 
salespeople and sales-support people will work together (inside 
or outside sales forces and team selling).

OBJECTIVES REVIEW AND KEY TERMS

16  Reviewing and Extending the Concepts

Objectives Review
This chapter is the third of four chapters covering the final mar-
keting mix element—promotion. The previous two chapters dealt 
with overall integrated marketing communications and with ad-
vertising and public relations. This chapter investigated personal 
selling and sales promotion. Personal selling is the interpersonal 
arm of the communications mix. Sales promotion consists of 
short-term incentives to encourage the purchase or sale of a 
product or service.

OBJECTIVE 16-1  Discuss the role of a company’s 
salespeople in creating value for customers and 
building customer relationships. (pp 480–482)

Most companies use salespeople, and many companies assign 
them an important role in the marketing mix. For companies 
selling business products, the firm’s sales force works directly 
with customers. Often, the sales force is the customer’s only 
direct contact with the company and therefore may be viewed 
by customers as representing the company itself. In contrast, 
for consumer product companies that sell through intermediar-
ies, consumers usually do not meet salespeople or even know 
about them. The sales force works behind the scenes, dealing 
with wholesalers and retailers to obtain their support and help-
ing them become more effective in selling the firm’s products.
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technologies are helping to make sales forces more efficient, 
cost-effective, and productive.

OBJECTIVE 16-3  Discuss the personal selling process, 
distinguishing between transaction-oriented 
marketing and relationship marketing. (pp 493–496)

Selling involves a seven-step process: prospecting and qualify-
ing, preapproach, approach, presentation and demonstration, 
handling objections, closing, and follow-up. These steps help 
marketers close a specific sale and, as such, are transaction 
oriented. However, a seller’s dealings with customers should be 
guided by the larger concept of relationship marketing. The com-
pany’s sales force should help to orchestrate a whole-company 
effort to develop profitable long-term relationships with key cus-
tomers based on superior customer value and satisfaction.

OBJECTIVE 16-4  Explain how sales promotion 
campaigns are developed and implemented.  
(pp 496–503)

Sales promotion campaigns call for setting sales promotion 
objectives (in general, sales promotions should be consumer 
relationship building); selecting tools; and developing and im-
plementing the sales promotion program by using consumer 
promotion tools (from coupons, refunds, premiums, and point-
of-purchase promotions to contests, sweepstakes, and events), 
trade promotion tools (from discounts and allowances to free 
goods and push money), and business promotion tools (con-
ventions, trade shows, and sales contests) as well as deter-
mining such things as the size of the incentive, the conditions 
for participation, how to promote and distribute the promotion 
package, and the length of the promotion. After this process 
is completed, the company must evaluate its sales promotion 
results. 

Salespeople must be recruited and selected carefully. In 
recruiting salespeople, a company may look to the job duties 
and the characteristics of its most successful salespeople to 
suggest the traits it wants in new salespeople. It must then look 
for applicants through recommendations of current salespeople, 
ads, and the internet and social media as well as college recruit-
ment/placement centers. After the selection process is com-
plete, training programs familiarize new salespeople not only 
with the art of selling but also with the company’s history, its 
products and policies, and the characteristics of its customers 
and competitors.

The sales force compensation system helps to reward, mo-
tivate, and direct salespeople. In addition to compensation, all 
salespeople need supervision, and many need continuous en-
couragement because they must make many decisions and face 
many frustrations. Periodically, the company must evaluate their 
performance to help them do a better job. In evaluating sales-
people, the company relies on information gathered from sales 
reports, personal observations, customer surveys, and conver-
sations with other salespeople.

The fastest-growing sales trend is the explosion in social 
 selling—using online, mobile, and social media in selling. The 
new digital technologies are providing salespeople with power-
ful tools for identifying and learning about prospects, engaging 
customers, creating customer value, closing sales, and nurturing 
customer relationships. Many of today’s customers no longer 
rely as much on assistance provided by salespeople. Instead, 
increasingly, they use online and social media resources to 
analyze their own problems, research solutions, get advice from 
colleagues, and rank buying options before ever speaking to 
a salesperson. In response, sellers are reorienting their selling 
processes around the new customer buying process. They are 
using social media, mobile devices, web forums, online com-
munities, blogs, and other digital tools to engage customers 
earlier and more fully. Ultimately, online, mobile, and social media 

OBJECTIVE 16-1
Personal selling (p 480)
Salesperson (p 481)

OBJECTIVE 16-2
Sales force management (p 482)
Territorial sales force  

structure (p 483)
Product sales force  

structure (p 483)
Customer (or market) sales force  

structure (p 483)

Outside sales force (or field sales force) 
(p 484)

Inside sales force (p 484)
Team selling (p 485)
Sales quota (p 489)
Social selling (p 490)

OBJECTIVE 16-3
Selling process (p 493)
Prospecting (p 493)
Preapproach (p 494)
Approach (p 494)

Presentation (p 494)
Handling objections (p 495)
Closing (p 495)
Follow-up (p 495)

OBJECTIVE 16-4
Sales promotion (p 496)
Consumer promotions (p 498)
Event marketing (or event 

sponsorships) (p 500)
Trade promotions (p 500)
Business promotions (p 502)

Key Terms
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DISCUSSION AND CRITICAL THINKING

MyLab Marketing
Go to mymktlab.com to complete the problems marked with this icon .

16-3 To what extent have online and social media resources 
replaced salespersons? (AACSB: Communication; 
Reflective Thinking)

16-4 What do you understand by the term relationship 
 marketing? (AACSB: Communication)

16-5 What activities can be used in customer relationship 
building? (AACSB: Communication)

Discussion Questions
16-1 Define personal selling and discuss its role in a com-

pany’s promotion mix. (AASCB: Communication; 
Reflective Thinking)

16-2 Name and describe the four sales compensation 
 elements. What are the various compensation combina-
tions, and how can they be used to achieve the com-
pany’s marketing objectives? (AACSB: Communication; 
Reflective Thinking)

Critical Thinking Exercises
16-6 There are considerable free sales training resources 

available on the internet. Search “free sales training” to 
find some of these resources and access one of them. 
Create a presentation highlighting what you learned. 
(AACSB: Communication; Use of IT; Reflective Thinking)

16-7 You are the district manager for Pureation Beverage 
Group, a beer and wine distributor. The company has 
experienced rapid growth and needs to add additional 
salespeople to its team. Using the sales force manage-
ment steps in Figure 16.1, discuss what needs to be 

done to effectively manage your sales force. Support 
your position. (AACSB: Communication; Reflective 
Thinking)

16-8 In a small group, design a sales promotion campaign 
using online, social media, and mobile marketing for 
a small business or organization in your community. 
Develop a presentation to pitch your campaign to 
the business or organization and incorporate what 
you’ve learned about the selling process. (AACSB: 
Communication; Reflective Thinking)

the app. SnipSnap employees noticed consumers were snapping 
pictures of “coupons” they created to send to friends and family 
that were good for some special treatment, so the company cre-
ated a spinoff app called GoodFor. Now, if you want to send a 
special someone a coupon good for a 30-minute massage or your 
kid a “get out of chores free” coupon, GoodFor allows you to do it!

16-9 Research other types of apps that rely on smartphone 
cameras to redeem a sales promotion offer. Explain 
how they work and how they are similar to and different 
from SnipSnap. (AACSB: Communication; Use of IT; 
Reflective Thinking)

16-10 The profitable growth potential for SnipSnap is in the 
enterprise market where it provides mobile promotion 
services to retailers. SnipSnap is working with retailers 
to create and manage geo-conquesting campaigns. 
Research what this is and create a presentation ex-
plaining how it works. (AACSB: Communication; Use of 
IT; Reflective Thinking)

APPLICATIONS AND CASES

Online, Mobile, and Social Media Marketing Snap It and Redeem It!
More than 320 billion coupons are distributed each year, with 
more than 90 percent of them printed on paper. Consumers re-
deem only about 1 percent of coupons distributed, often because 
they clip them but forget to use them in the store. SnipSnap has 
a solution for consumers. Hailed as the Best Shopping App by 
About.com and winning Media Post’s Apply Awards for Best 
Finance App, this app has mobilized those paper coupons for 
consumers. SnipSnap now boasts 4 million users and more than 
50 national retail partners. The app allows consumers to snap a 
photo of retailers’ paper coupons and redeem them at the store. 
Users can share with friends on Facebook and Twitter and follow 
others’ couponing. SnipSnap is the first mobile app that scans 
the text, images, logos, and barcodes in printed coupons and 
creates a mobile coupon. It also sends expiration date reminders 
and location-based notifications. Retailer Lord & Taylor installed 
iBeacon technology and partnered with SnipSnap to send shop-
pers targeted coupons based on where they are in the store. So 
if you want a good deal on a Michael Kors purse, it knows you 
are looking at the item and might send you a coupon through 
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Marketing by the Numbers Sales Force Analysis
Wheels, Inc. is a manufacturer of bicycles sold through retail bi-
cycle shops in the southeastern United States. The company has 
two salespeople that do more than just sell the products—they 
manage relationships with the bicycle shops to enable them to 
better meet consumers’ needs. The company’s sales reps vis-
it the shops several times per year, often for hours at a time. 
The owner of Wheels is considering expanding to the rest of the 
country and would like to have distribution through 1,000 bicycle 
shops. To do so, however, the company would have to hire more 
salespeople. Each salesperson earns $40,000 plus 2 percent 
commission on all sales. Another alternative is to use the services 
of sales agents instead of its own sales force. Sales agents would 
be paid 5 percent of sales.

16-13 Refer to Appendix 2 to answer this question. Determine 
the number of salespeople Wheels needs if it has 
1,000  bicycle shop accounts that need to be called 
on four times per year. Each sales call lasts approxi-
mately 2.5 hours, and each sales rep has approximately 
1,250 hours per year to devote to customers. (AACSB: 
Communication; Analytical Reasoning)

16-14 At what level of sales would it be more cost efficient for 
Wheels to use to sales agents compared with its own 
sales force? To determine this, consider the fixed and 
variable costs for each alternative. What are the pros 
and cons of using a company’s own sales force over 
independent sales agents? (AACSB: Communication; 
Analytical Reasoning; Reflective Thinking)

Video Case First Flavor
First Flavor is a start-up company with a unique product. It manu-
factures great-tasting edible film that can replicate the flavor of 
just about anything, from an eight-topping pizza to an alcoholic 
beverage. If you’re wondering why a company would make such 
a product, think of the endless possibilities it allows for consumers 
to sample the taste of a food or beverage before purchasing it.

Although First Flavor first replicated flavors on thin film in order 
to market the product as a new method for product sampling, 
the company is now evaluating many other applications of the 
technology. This video demonstrates how one product can be 
marketed in multiple ways.

After viewing the video featuring First Flavor, answer the fol-
lowing questions:

16-15 Classify First Flavor’s core business as a sales promo-
tion element.

16-16 Brainstorm a list of the ways that First Flavor’s edible 
film might be used to sample products.

16-17 Can First Flavor successfully in pursue consumer prod-
uct opportunities in addition to its promotional ser-
vices? Explain.

If asked what company topped the most recent Selling Power 
magazine list of 50 Best Companies to Sell For, you’d probably 
guess IBM, P&G, or maybe Xerox, companies long known for 
their outstanding sales forces. But number one on this year’s list 
is a company you probably know less about—software and tech-
nology services company SunGard.

What makes SunGard such a good place to work as a sales-
person? For starters, SunGard has strong name recognition and 
a solid reputation in its industry. SunGard has long provided 
excellent compensation and training to its salespeople. And the 
company has consistently delivered strong customer growth 
and retention. However, although SunGard has long been good 

Company Case SunGard: Building Sustained Growth by Selling the SunGard Way

Marketing Ethics Walking the Customer
Employees at Staples face a challenging work environment. 
 According to The New York Times, Staples maintains an internal 
reporting system nicknamed “Market Basket” that carefully tracks 
all equipment and protection plan add-ons that each sales staff 
member sells. Staples expects that each salesperson will upsell 
each transaction by $200 with additional merchandise and war-
ranty contracts. Staples salespeople have been trained to push 
until they get at least three objections. This is a classic hard-sell 
technique. Sales staff who do not meet their goals are coached. 
If that doesn’t work, the underperforming employees face disci-
plinary action that can lead to more night and weekend shifts, 
reduced work hours, or even termination.

Store managers also face intense scrutiny. They have received 
a clear message that to avoid bringing down a store’s Market 
Basket averages, salespeople should “walk the customer” if they 
cannot be successfully upsold. The customer is informed that 
the merchandise is not in stock and then leave the store empty-
handed. Salespeople have another option: They can escort 

customers to an in-store kiosk to place an online order. Online 
orders are not subject to Staples’s key performance indicators 
(KPI) and are not reported to a store’s Market Basket. (For more 
reading, see David Haggler, “Selling It with Extras, or Not at All,” 
www.nytimes.com/2012/09/09/your-money/sales-incentives-at-
staples-draw-complaints-the-haggler.html?smid=pl-share.)

16-11 A company’s sales force creates and communicates 
customer value by personally engaging customers and 
building customer relationships. With its Market Basket 
approach, was Staples focusing on building customer 
value and relationships? Explain.

16-12 Read Staples’s code of ethics at www.staples.com/
sbd/cre/marketing/staples_soul/documents/staples-
code-of-ethics_english.pdf. Is the situation outlined 
above consistent with Staples’s ethics policies? Is 
“walking the customer” a violation of the ethics code? 
Provide specific examples.
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in these areas, what has made it outstanding and put it at the 
top of Selling Power’s list is a recent complete transformation of 
SunGard’s sales force model.

Pioneering a New Industry
In the late 1970s, the computer services division of the Sun Oil 
Company (today Sunoco) pioneered a service now considered 
indispensable by virtually every company in the world. Sun and 
20 other Philadelphia-area companies entered an agreement 
to act as backups for each other’s data systems. To create the 
needed capacity, the group developed a designated disaster re-
covery backup center. But when member companies were slow 
to pay their shares of the expenses, Sun Oil took over the backup 
operation and began selling computer services. In 1983, Sun Oil 
spun off the computer division and SunGard was born.

Since then, with the help of a few acquisitions, SunGard 
has grown steadily. It’s now one of the world’s leading software 
and technology services companies, with nearly $3 billion in 
annual revenues. SunGard now provides processing solutions 
for the financial services industry, K–12 education, and public 
sector organizations. It serves 16,000 customers in more than 
70  countries. As a business-to-business service provider, that 
requires a substantial sales force.

Good, but Not Great
When Russell Fradin took over as the CEO of SunGard, business 
was good. But the company faced some issues of concern. For 
starters, the internet increasingly provided SunGard clients and 
potential clients with the information they needed to solve their 
own problems. For both its private and public sector businesses, 
compliance with government regulations was also increasing. 
And increasing globalization made it more and more challeng-
ing for SunGard’s sales reps to meet client needs. SunGard was 
not alone in facing these issues. But that just added to the pres-
sure—any company finding effective ways to meet these chal-
lenges would gain considerable strategic advantage.

SunGard also faced plenty of internal issues. The company 
sold multiple product lines, and Fradin felt that the SunGard 
sales force wasn’t achieving its potential in terms of selling the 
optimal mix of products. The company’s thousands of sales 
reps spent most of their time and effort selling licensed software 
rather than developing broader solutions to customer problems. 
Moreover, with multiple divisions and product lines and a frag-
mented go-to-market approach, SunGard often had multiple 
sales reps pursuing the same clients, sapping productivity and 
even driving some customers away.

Based on these assessments, Fradin asked himself, “How 
can SunGard make its sales force—one of the company’s 
biggest and most important investments—perform more ef-
fectively?” SunGard had decent systems in place for recruiting, 
hiring, and training its salespeople. And SunGard’s sales ex-
ecutives did a reasonable job of making incremental changes. 
But Fradin felt that the company needed to do more in order to 
improve its growth and performance. If more drastic changes 
weren’t made, the mounting challenges would likely limit future 
sales and profits. To Fradin’s thinking, SunGard needed a com-
plete sales force transformation.

According to a report by global sales consulting firm ZA 
Associates, companies that move sales force effectiveness from 
good to excellent by virtue of a sales force transformation can 
increase profitable growth by as much as 20 percent. But that 
kind of transformation would require a major effort, many months 

to plan and execute, and even longer to take hold. It would 
demand nothing less than a total commitment from everyone 
in the organization—those at the lowest rung on the corporate 
ladder up to senior management and executives. It would also 
require that everyone have a clear vision of the benefits, both for 
themselves and for the organization as a whole. Disruptions from 
implementing such a sweeping change would likely mean losing 
good people and clients. It might also result in a short-term dip in 
performance before the benefits began to kick in.

Setting Transformation in Motion
All challenges considered, Fradin hired Jim Neve and Ken Pow-
ell to head up SunGard’s global sales efforts. The two-person 
team had worked on other successful large-scale sales force 
transformations and planned to carry out the same process 
at SunGard. “We needed to maximize our channels, sell the 
broadest set of solutions possible, and go to market in a coordi-
nated manner,” said Powell. “We needed to build a sustainable 
growth engine.”

Neve and Powell branded the sales force transformation ini-
tiative as “Selling the SunGard Way.” More than just a fancy title, 
“Selling the SunGard Way” was a philosophy defined by specific 
goals and characteristics. First and foremost, the transforma-
tion would shift the basic sales approach from selling based on 
meeting customer needs to selling based on insights. SunGard 
reps needed to thoroughly understand the client buying decision 
process, anticipate needs before even customers themselves 
were aware of them, and tailor the client relationship to meet 
shifting concerns. Focusing on product functionality and price 
just wouldn’t cut it anymore. And sales interactions would need 
to draw from technology and services across all SunGard busi-
ness units, not just within specific divisions or product lines. In 
order to achieve these skills, SunGard’s sales personnel would 
need greater knowledge and expertise of the full line of company 
products as well as the nature of each client’s business.

After thoroughly surveying the needs of SunGard sales as-
sociates, Neve and Powell drafted a detailed transformation plan. 
Sales reps needed better training, detailed competitive analyses, 
and more effective sales campaigns. They needed better data, 
fewer administrative tasks, and a simplified interface for the com-
pany’s Salesforce CRM sales management tool. To achieve such 
goals, Neve and Powell set out to overhaul SunGard’s core sales 
functions, including recruiting, training, managing, and compen-
sating sales force personnel.

This transformation would take time and effort, and it would 
cost millions. But by the time the plan was revealed, there was 
support throughout the company. “The whole organization gravi-
tated toward change,” said Powell. “[Everyone] knew it had to 
happen.” To help cover costs, the company shifted budgets, 
reallocating funds from ineffective programs to the transforma-
tion project.

On the recruiting front, SunGard adopted a new talent-
assessment tool that defined ideal job profiles and evaluated 
skills and performance patterns of potential hires. The company 
also hired a team of sales development managers, charged with 
increasing the productivity of first-year sales reps. It was their job 
to make sure that new sales reps received all the training and 
exposure necessary to understand the company’s structure, 
strategic plans, products, and sales tools. That relieved front-line 
sales managers of these tasks, letting them focus more on sell-
ing. Sales development manager compensation hinged on the 
performance of first-year sales reps.
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For existing sales personnel, SunGard revised procedures, 
metrics, training, and tools to make them consistent across the 
organization. It also made major revisions to its Salesforce CRM 
and sales management tool with an eye toward providing sales-
people with all the information they needed for every aspect of 
the sales process. The important tool now provided easy and 
immediate access to content such as case studies, customer 
information, and market data. Additional tools were made avail-
able to guide people through the necessary steps of effectively 
closing a sale.

But to improve effectiveness for both new and existing sales 
personnel, SunGard needed to make even more changes in how 
it measured and tracked performance. For example, prior to the 
transformation, the company tracked incentives and commis-
sions manually, and they were not readily accessible by relevant 
stakeholders. Under the new scheme, metrics such as individual 
goals and forecasts, as well as how often sales were made or 
lost, became part of an automated system, accessible by sales 
reps and managers via mobile interface at any time. They could 
even run “what-if” scenarios to determine potential earnings of 
different situations. This capability motivated sales reps by in-
creasing accountability and promoting a competitive spirit.

From Transformation to Results
As the new sales structure and tools took root, it wasn’t long 
before they began to bear fruit. “There was a tremendous prod-
uct suite that had yet to capture its full market share,” says Todd 
Albright, who joined SunGard as senior vice president of sales for 
the Americas after the transformation was under way. That mar-
ket share will soon be achieved. “There were tremendous assets 
locked up at SunGard,” Neve summarizes. “We put a road map 
in place to unlock those assets, translating them into new sales 
and revenue growth.”

With its billion-dollar sales plan now in place, SunGard is on 
target. As one example, consider the productivity improvements 
for first-year reps. Prior to the transformation, about 75 percent 
of new reps booked their first sale before the end of their first 
year at an average of about $400,000. Through the new policies, 
that sales productivity has doubled, adding an incremental $30 
to $40 million to annual sales.

If boosting sales force effectiveness was easy, every company 
would achieve optimal sales force productivity. SunGard was will-
ing to pay the price. In the first year following the implementation 

of the transformation, as expected, SunGard revenues decreased 
over the previous year—down by about 16 percent. However, 
profits rose by nearly 35 percent, thanks in part to reduced costs 
from more efficient operations. By the end of the second year, 
revenues were back on the rise. Fradin was notably pleased. 
“Clients are responding positively to these initiatives, knowing that 
our offerings help their businesses be more competitive. We [are] 
particularly pleased with our sales momentum and our organic 
revenue growth.”

Importantly, SunGard’s sales force is now much more coor-
dinated and collaborative. It’s better trained and equipped to sell 
based on insights. Its products and services are bundled across 
product lines rather than within lines. And reps are developing part-
nerships with customers, assisting them in streamlining operations, 
accelerating growth, and complying with regulations. By transform-
ing its sales force to “Selling the SunGard Way,” SunGard is on a 
path to sustainable, organic growth for years to come.

Questions for Discussion
16-18 Compare SunGard’s sales force structure before and 

after the transformation.

16-19 What are the positive and negative aspects of 
SunGard’s new sales force structure?

16-20 How would the challenges faced by SunGard have 
 affected sales productivity had the company not 
 initiated its transformational plan?

16-21 Identify specific ways SunGard’s transformational plan 
addresses the different steps of managing the sales 
force.

16-22 Will “Selling the SunGard Way” really work? Why or 
why not?

Sources: Henry Canaday, “Selling the New SunGard Way,” Selling 
Power, www.sellingpower.com/content/article/?a=10217/selling-the-
new-sungard-way&page=1, accessed June 2016; “50 Best Companies 
to Sell for in 2015,” Selling Power, www.sellingpower.com/2015/50-
best-companies-to-sell-for/, accessed June 2016; Andris Zoltners, 
P. K. Sinha, and Sally Lorimer, “Improving Your Sales Force: Fine-tune 
or Transform?” Harvard Business Review, November 13, 2012, http://
blogs.hbr.org/2012/11/improving-your-sales-force-fin/; and information 
from www.sungard.com/about-us and www.sungard.com/financials, 
accessed June 2016.
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MyLab Marketing
Go to mymktlab.com for the following Assisted-graded writing questions:

16-23 Describe the roles a salesperson and the sales force perform in marketing.
16-24 What is team selling, and why has it become more important? Are there any 

pitfalls to this approach?



In the previous three chapters, you learned about 
engaging consumers and communicating customer 
value through integrated marketing communication 
and about four elements of the marketing communica-
tions mix: advertising, publicity, personal selling, and 

sales promotion. In this chapter, we examine direct marketing and 
its fastest-growing form: digital marketing (online, social media, 
and mobile marketing). Today, spurred by the surge in internet 
usage and buying as well as rapid advances in digital technolo-
gies—from smartphones, tablets, and other digital devices to 
the spate of online mobile and social media—direct market-
ing has undergone a dramatic transformation. As you read this 
chapter, remember that although direct and digital marketing are 

presented as separate tools, they must be carefully integrated 
with each other and with other elements of the promotion and 
marketing mixes.

Let’s start by looking at Samsung, the world’s largest informa-
tion technology company by revenue. The company has blossomed 
into one of the most powerful names in the tech industry. One of the 
key reasons to Samsung’s success is its integrated marketing strat-
egy, which takes advantage of surging digital opportunities for di-
rect, up-close-and-personal interactions with customers. Samsung’s 
digital direct marketing capability strengthens its brand advocacy 
and elevates its brand loyalty. The company has become a point of 
reference for direct and digital marketing, and continues to engage 
customers and create direct, personalized customer relationships.

SAMSUNG ELECTRONICS: Engaging Customers Globally via Social Media Marketing

Samsung’s passion for creating superb 
online customer experiences has made 
it a poster child for direct and digital 
marketing, and the company continues 
to engage customers and create direct, 
personalized customer relationships.

Direct, Online, Social Media, 
and Mobile Marketing

the highest number of followers among its competitors and 
ahead of celebrities like Kelly Clarkson and Tom Hanks, and 
other global mega brands like Starbucks and Chanel. In addi-
tion, more than 42 million people “like” its Samsung Mobile 
Facebook page, placing the company far ahead of competition 
(Apple does not have an official fan page) like Blackberry (27 
million), Amazon (27 million), and Sony (24 million). Its other 
Facebook page, Samsung Mobile USA, assembles 25 million 
fans alone, which adds up to 67 million fans on Facebook for the 

company’s mobile phone pages, 
catapulting the brand into the top 
30 Facebook pages in the world.

Samsung has put a great deal 
of consideration into socially en-
abling its customers and brand am-
bassadors through its social media 
presence to network with others by 
fostering an environment of advo-
cacy and the genuine celebration 

of its products and services. Moreover, Samsung successfully 
engages customers globally and directly via influencers and 
key opinion leaders. Much of Samsung’s most recent social me-
dia success has been due to its efforts to launch its latest lines 
of Galaxy smartphones and tablets. To create awareness and 

O ne of the key reasons to Samsung’s ongoing suc-
cess is its marketing strategy, which it has greatly 
expanded in recent years to take advantage of the 
surging digital opportunities for direct, up- close-

and-personal interactions with customers. Today, Samsung’s 
digital direct marketing capability strengthens its brand 
advocacy and elevates its brand loyalty. Samsung’s broad-
based direct marketing strategy employs a wide range of 
cutting-edge digital tools to engage customers. All over 
the globe, Samsung has been 
successful at driving consumer 
behavior from awareness to con-
sideration to purchase through 
its social media strategy. In Saudi 
Arabia, for example, it has been 
featured as the No. 1 buzz brand 
for the last three years.

Samsung’s customers inter-
act directly with the company and 
with each other on the company’s many web- and mobile-based 
platforms, like Facebook, Twitter, and YouTube, placing the 
company at the forefront of social media marketing. Its Twitter 
feed, which abounds with engaging tweets and @mentions, 
had more than 12 million followers by the end of 2016, by far 
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website not only for product information but also to engage 
with Samsung by accessing several online services, including 
live chats, how-to videos, help and troubleshooting, product 
warranty information, and service repair status updates.

Finally, Samsung makes use of web and mobile email as an 
effective tool for building long-term, one-to-one relationships 
with carefully targeted customers. Samsung successfully tailors 
emails—their design, messages, and offers—to the characteris-
tics and needs of specific customers. Through its huge database, 
Samsung can send tailored messages to customers who just 
purchased a Samsung device or to people who are likely to pur-
chase a Samsung device in the near future.

In all, Samsung Electronics has successfully used new 
digital tools and approaches to enhance customer relationships 
and build a competitive edge. In 2015, according to a recent re-
port from the Reputation Institute, an advisory firm, Samsung 
was reported the tech industry’s most reputable company. 
Apple, the most valuable company by market capitalization 
and Samsung’s biggest competitor, ranked 21st among its 48 
tech brethren. Samsung Electronics has become a poster child 
for direct and digital marketing and continues to engage cus-
tomers and create direct, personalized customer relationships.1

generate buzz about these new Galaxy devices, Samsung usu-
ally invites a group of influential and socially active bloggers, 
Twitterati, and YouTubers for hands-on sneak-peek events before 
the launch of any new flagship device. These events usually 
generate thousands of social mentions and blogs, which produce 
awareness about and preference for these new devices. One ex-
ample is Samsung’s launch of the Galaxy Note 5 in New York in 
2015. For this occasion, Samsung handpicked four key creators 
in Asia and Australia and flew them to New York. They sent 
Australia’s fashion blogger Nadia Fairfax; Malaysia’s actor and 
director Joseph Germani; the Philippines’ dancer, producer, and 
director Gabriel Valenciano; and Taiwanese producer and enter-
tainer How How to be among the first to get their hands on the 
Galaxy Note 5 and explore the phablet. The result was a video 
shot in a marathon 24-hour period, and the resulting “Moment 
of Note” film showed how the content creators were able to 
take full advantage of the new phone in their creative pursuits. 
Samsung ingeniously associated the phone with experiences 
rather than presenting customers with a list of new specifications.

Additionally, the “Samsung Mobilers program” is used by 
the company as another tool to enhance brand awareness and 
engage customers. Samsung Mobilers is an ambassadors’ pro-
gram where active Samsung mobile loyalists are provided with 
Samsung devices ahead of market release so they can freely talk 
about their user experience and provide their feedback and in-
sights on the assigned devices using their own social media ac-
counts. Mobilers are often offered the opportunity to participate 
in marketing events across the world, such as the IFA conference 
in Berlin, which is the world’s leading trade show for consumer 
electronics and home appliances. As a result, Samsung managed 
to account for 26.7 percent of the share of voice during IFA2014. 
Products from Samsung such as the Galaxy Note 5, Gear VR, 
and the Galaxy Note Edge secured Samsung’s first place and 
were very well received among media and the larger public.

The Smartphone app is also fueling Samsung’s success in 
the digital marketing arena, bringing customers support on 
the go with seamless navigation for online support and service 
tracking information for products. Customers can find FAQs, 
videos, and easy-to-follow self-diagnosis guides. The app is 
designed to keep customers connected with Samsung.

Samsung’s video homepage on YouTube provides another 
platform to engage customers. It gives them easy and tailored 
access to all videos for every Samsung product and marketing 
campaign, which helps the electronics giant showcase its range 
of phones and tablets, demonstrating that it can cater to all tastes 
in an attractive way. Overall, Samsung’s use of video is engag-
ing, comprehensive, and easily accessible. In 2013, Samsung won 
Unruly’s “Social Brand of the Year” with 7.3 million shares. In 
2014, the company came in second place with 4.3 million shares 
gained by several videos, mainly coinciding with the FIFA World 
Cup, including “#Galaxy11: The Training” (538,262 shares).

Of course, Samsung also utilizes its websites to con-
nect with their customers. Customers can use the company 

Samsung socially enables its customers and brand ambassadors 
through its social media presence to network with others by 
fostering advocacy and celebration of its products and services.
JHPhoto/Alamy Stock Photo
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MANY OF THE MARKETING and promotion tools that we’ve examined in previous 
 chapters were developed in the context of mass marketing: targeting broad markets with 
standardized messages and offers distributed through intermediaries. Today, however, 
with the trend toward narrower targeting and the surge in digital and social media tech-
nologies, many companies are adopting direct marketing, either as a primary marketing 
approach or as a supplement to other approaches. In this section, we explore the explod-
ing world of direct marketing and its fastest-growing form—digital marketing using on-
line, social media, and mobile marketing channels.

Direct and Digital Marketing
Direct and digital marketing involve engaging directly with carefully targeted in-
dividual consumers and customer communities to both obtain an immediate response 
and build lasting customer relationships. Companies use direct marketing to tailor 
their offers and content to the needs and interests of narrowly defined segments or 
individual buyers. In this way, they build customer engagement, brand community, 
and sales.

For example, Amazon.com interacts directly with customers via its website or 
mobile app to help them discover and buy almost anything and everything online. 
Similarly, GEICO interacts directly with customers—by telephone, through its web-
site or smartphone app, or on its Facebook, Twitter, and YouTube pages—to build 
individual brand relationships, give insurance quotes, sell policies, or service customer 
accounts.

The New Direct Marketing Model
Early direct marketers—catalog companies, direct mailers, and telemarketers— 
gathered customer names and sold goods mainly by mail and telephone. Today, 
however, spurred by the surge in internet usage and buying and by rapid advances 

Direct and digital marketing
Engaging directly with carefully targeted 
individual consumers and customer 
communities to both obtain an immediate 
response and build lasting customer 
relationships.
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OBJECTIVE 17-1  Define direct and digital marketing and discuss their rapid growth and benefits to customers 
and companies.
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For most companies, direct 
and digital marketing are 

supplemental channels or media. But 
for many other companies today—such 
as Amazon, GEICO, or Priceline—direct 
marketing is a complete way of doing 
business.

Author
Comment



CHAPTER 17 | Direct, Online, Social Media, and Mobile Marketing   513

in digital technologies—from smartphones, tablets, and other digital devices to the 
spate of online social and  mobile media—direct marketing has undergone a dramatic 
transformation.

In previous chapters, we discussed direct marketing as direct distribution—as 
marketing channels that contain no intermediaries. We also included direct and digital 
marketing elements of the promotion mix—as an approach for engaging consumers 
directly and creating brand community. In actuality, direct marketing is both of these 
things and much more.

Most companies still use direct marketing as a supplementary channel or medium. 
Thus, most department stores, such as Sears or Macy’s, sell the majority of their mer-
chandise off their store shelves, but they also sell through direct mail, online catalogs, 
and social media pages. Pepsi’s Mountain Dew brand markets heavily through mass-
media advertising and its retail partners’ channels. However, it also supplements these 
channels with a heavy dose of direct marketing. Mountain Dew’s marketing mix con-
sists of 55 percent television advertising and 45 percent digital. It uses its several brand 
websites and a long list of social media to engage its digitally connected customer 
community in everything from designing their own Mountain Dew lifestyle pages 

to deciding which limited-edition flavors 
should be launched or retired. Through 
such direct interactions, Mountain Dew 
has created one of the most passionately 
loyal fan bases of any brand, which in turn 
has made it the nation’s fourth-largest soft 
drink brand.2

However, for many companies today, 
direct and digital marketing are more than 
just supplementary channels or advertis-
ing media—they constitute a complete 
model for doing business. Firms employ-
ing this direct model use it as the only 
approach. Companies such as Amazon, 
Google, Facebook, eBay, Netflix, GEICO, 
and Priceline.com have successfully built 
their entire approach to the marketplace 
around direct and digital marketing.  

 For example, Priceline.com, the online 
travel company, sells its services exclu-
sively through online, mobile, and social 
media channels. Priceline.com and other 
online travel agency competitors such 
as Expedia and Orbitz have pretty much 
driven traditional offline travel agencies to 
extinction.3

Rapid Growth of Direct and Digital Marketing
Direct and digital marketing have become the fastest-growing form of marketing. 
According to one source, U.S. companies will spend an estimated $163 billion on direct 
and digital marketing this year, up more than 6 percent over the previous year. Direct 
marketing continues to become more internet-based, and digital direct marketing  
is claiming a surging share of marketing spending and sales. For example, U.S. market-
ers will spend an estimated $60 billion on digital advertising last year, up 20 percent 
over the previous year. Total digital advertising spending—including online display 
and search advertising, social media, mobile, video, email, and other—now accounts 
for the largest share of media spending, overtaking even television spending. And as 
consumers spend more and more time on their tablets and smartphones, ad spend-
ing on mobile advertising is exploding. Last year alone, mobile ad spending grew 
by 66 percent, and by 2019 it will account for an expected 29 percent of total U.S. ad 
spending.4

 The new direct marketing model: Online travel agency Priceline.com sells its 
services exclusively through online, mobile, and social media channels. Along with 
other online competitors, Priceline.com has pretty much driven traditional offline  
travel agencies to extinction.
priceline.com
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Benefits of Direct and Digital Marketing to Buyers and Sellers
For buyers, direct and digital marketing are convenient, easy, and private. They give 
 buyers anywhere, anytime access to an almost unlimited assortment of goods and a wealth 
of product and buying information. For example, on its website and mobile app, Amazon.
com offers more information than most of us can digest, ranging from top 10 product lists, 
extensive product descriptions, and expert and user product reviews to recommendations 
based on customers’ previous searches and purchases.

Through direct marketing, buyers can interact with sellers by phone or on the seller’s 
website or mobile app to create exactly the configuration of information, products, or 
services they want and then order them on the spot. Finally, for consumers who want it, 
digital marketing through online, mobile, and social media provides a sense of brand en-
gagement and community—a place to share brand information and experiences with other 
brand fans.

For sellers, direct marketing often provides a low-cost, efficient, speedy alternative for 
reaching their markets. Today’s direct marketers can target small groups or individual cus-
tomers. Because of the one-to-one nature of direct marketing, companies can interact with 

customers by phone or online, learn more about their needs, 
and personalize products and services to specific customer 
tastes. In turn, customers can ask questions and volunteer 
feedback.

Direct and digital marketing also offer sellers greater flex-
ibility. They let marketers make ongoing adjustments to prices 
and programs or to create immediate, timely, and personal  
engagement and offers. For example, home-improvement  
retailer Lowe’s issues timely stop-motion Vine “Fix in Six” 
videos showing seasonal do-it-yourself tips for anything from 
keeping squirrels away from a spring vegetable garden to  
storing Christmas lights after the holidays.

Especially in today’s digital environment, direct mar-
keting provides opportunities for real-time marketing that 
links brands to important moments and trending events in 
customers’ lives. It is a powerful tool for moving custom-
ers through the buying process and for building customer 
engagement, community, and personalized relationships. 
For example, in some locations, Dunkin’ Donuts engages 
people who search “coffee near me” on their phones using 
Google Maps or Google Search with mobile ads that say, 
“Find the fastest coffee.”  Clicking on the ad brings up a 
map and wait times at nearby Dunkin’ Donuts locations. 
And brands ranging from Chipotle or Starbucks to the Red 
Cross use Twitter to communicate with consumers in real 
time about important promotions, events, and other news 
and announcements.

Forms of Direct and Digital Marketing
The major forms of direct and digital marketing are shown in Figure 17.1. Traditional 
direct marketing tools include face-to-face selling, direct-mail marketing, catalog market-
ing, telemarketing, direct-response television marketing, and kiosk marketing. In recent 
years, however, a dazzling new set of digital direct marketing tools has burst onto the 
marketing scene, including online marketing (websites, online ads and promotions, email, 
online videos, and blogs), social media marketing, and mobile marketing.

We’ll begin by examining the new direct digital and social media marketing tools that 
have received so much attention lately. Then we’ll look at the still heavily used and very 
important traditional direct marketing tools. As always, however, it’s important to remem-
ber that all of these tools—both the new digital and the more traditional forms—must be 
blended into a fully integrated marketing communications program.

 Direct and digital marketing lets brands create immediate and 
timely customer engagement, as when Dunkin’ Donuts beams maps 
and wait times for nearby locations to people who search “coffee 
near me” on their phones.
Courtesy of Dunkin’ Donuts

Direct marketing is rich 
in tools, from traditional 

favorites such as direct mail and 
catalogs to dazzling new digital  
tools—online, mobile, and social  
media.
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As noted earlier, digital and social media marketing is the fastest-growing form of 
 direct marketing. It uses digital marketing tools such as websites, online video, email, 
blogs, social media, mobile ads and apps, and other digital platforms to directly engage 
consumers anywhere, anytime via their computers, smartphones, tablets, internet-
ready TVs, and other digital devices. The widespread use of the internet and digital 
technologies is having a dramatic impact on both buyers and the marketers who serve 
them.

Marketing, the Internet, and the Digital Age
Much of the world’s business today is carried out over digital networks that connect 
people and companies. These days, people connect digitally with information, brands, 
and each other at almost any time and from almost anywhere. In the age of the “Internet 
of Things” (IoT), it seems that everything and everyone will soon be connected digitally to 
everything and everyone else. The digital age has fundamentally changed customers’ no-
tions of convenience, speed, price, product information, service, and brand interactions. As 
a result, it has given marketers a whole new way to create customer value, engage custom-
ers, and build customer relationships.

Digital usage and impact continues to grow steadily. More than 87 percent of all U.S. 
adults use the internet, and the average U.S. internet user spends almost six hours a day 
using digital media, primarily via mobile devices. Worldwide, more than 46 percent of 
the population has internet access. And 30 percent has access to the mobile internet, a 
number that’s expected to double by 2020 as mobile becomes an ever-more-popular way 
to get online.5

As a result, more than half of all U.S. households now regularly shop online, and digi-
tal buying continues to grow at a healthy double-digit rate. U.S. online retail sales were an 
estimated $350 billion last year, about 7.1 percent of total retail sales. By 2020, as consumers 
continue to shift their spending from physical to digital stores, that number is expected to 
grow to more than $520 billion (8.9 percent of total retail sales). Perhaps even more impor-
tant, it’s estimated that more than half of all U.S. retail sales were either transacted directly 
online or influenced by internet research.6 As today’s omni-channel consumers become 
more and more adept at blending online and in-store shopping, digital channels will come 
into play for an ever-larger proportion of their purchases.

To reach this burgeoning market, most companies now market online. Some compa-
nies operate only online. They include a wide array of firms, from e-tailers such as Amazon, 
Overstock.com, and Expedia.com that sell products and services directly to final buyers via 
the internet to search engines and portals (such as Google, Bing, Yahoo!, and DuckDuckGo), 
transaction sites (eBay, Craigslist), content sites (the New York Times on the web, ESPN.
com, and Encyclopædia Britannica), and online social media (Facebook, Twitter, YouTube, 
Instragram, and Snapchat).

Today, however, it’s hard to find a company that doesn’t have a substantial online 
presence. Even companies that have traditionally operated offline have now created their 
own online sales, marketing, and brand community channels. Traditional store retailers are 
reaping increasingly larger proportions of their sales online. For example, Macy’s is now 
the world’s seventh-largest e-tailer, with almost 20 percent of its revenues coming from 

Digital and social media marketing
Using digital marketing tools such as 
websites, social media, mobile apps and 
ads, online video, email, and blogs that 
engage consumers anywhere, anytime 
via their digital devices.

Direct digital and social 
media marketing is surging 

and grabbing all the headlines these 
days, so we’ll start with it. But the 
traditional direct marketing tools are 
still heavily used. We’ll dig into them 
later in the chapter.
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online. Staples captures about 22 percent of its sales online; at Williams-Sonoma, it’s more 
than 50 percent.7

In fact, omni-channel retailing companies are having as much online success as their 
online-only competitors. U.S. home-improvement retailer Home Depot has more than 2,200 
stores, including 182 in Canada, selling everything a do-it-yourself home renovator might need.

While sheets of plywood and nails are hardly items you might imagine a company selling online, 
online sales are Home Depot’s hottest growth area, growing at a rate of nearly 40 percent annually 
over the past 5 years.  Home Depot is now one of the world’s top 10 online merchants, with an 

online inventory exceeding 1 million products, compared with the 
40,000 or so products available in a typical Home Depot store.8

The home-improvement retailer offers multiple contact points 
and delivery modes. Customers can buy products off the shelf in 
any Home Depot store or can buy products online from the virtual 
shelves of Home Depot’s website. Products ordered online can still 
be delivered, but more than 40 percent of online orders are now 
picked up in store.

Retailers around the world are recognizing that customers are 
changing how they shop. Australia’s major department store Myer 
and major clothing retailer Sportscraft offer their customers the  option 
of purchasing products in-store or online with traditional postal 
 delivery. Both retailers also offer a “click and collect” option, whereby 
customers can select products off each retailers’ virtual shelves and 
then check to see if they are available at a retail outlet of their choosing, 
anywhere in Australia. If their product selection is available, transac-
tions are completed online and products are ready for  collection at 
the selected outlet at a time of the customer’s convenience, saving 
customers additional delivery charges. Products not available at lo-
cal retail outlets can, of course, still be home delivered. Australian 
consumers can even click and collect their groceries, including fresh 
produce and frozen foods, by placing their orders online at Australia’s 
two major supermarkets, Woolworth’s and Coles, for pick-up later, 
effectively having their own personal grocery shopper!

Direct digital and social media marketing takes any of the several forms shown in 
Figure 17.1. These forms include online marketing, social media marketing, and mobile 
marketing. We discuss each in turn, starting with online marketing.

Online Marketing
Online marketing refers to marketing via the internet using company websites, online 
advertising and promotions, email marketing, online video, and blogs. Social media and 
mobile marketing also take place online and must be closely coordinated with other forms 
of digital marketing. However, because of their special characteristics, we discuss the fast-
growing social media and mobile marketing approaches in separate sections.

Websites and Branded Web Communities
For most companies, the first step in conducting online marketing is to create a website. 
Websites vary greatly in purpose and content. Some websites are primarily marketing 
websites, designed to engage customers and move them closer to a direct purchase or 
other marketing outcome.

For example, car companies like Hyundai operate marketing websites. Once a potential 
customer clicks in to Hyundai’s site, the carmaker wastes no time trying to turn the inquiry 
into a sale and then into a long-term relationship. The site opens with a promotional mes-
sage, then offers a garage full of useful information and interactive selling features, including 
detailed descriptions of current Hyundai models, tools for designing your own Hyundai, an 
area to calculate the trade-in value of your current car, information on dealer locations and 
services, and even a place to request a quote online. Inventory search and schedule a test 
drive features encourage customers to take the plunge and visit a Hyundai dealership.

In contrast, brand community websites do much more than just sell products. 
Instead, their primary purpose is to present brand content that engages consumers and 
creates customer−brand community. Such sites typically offer a rich variety of brand infor-
mation, videos, blogs, activities, and other features that build closer customer relationships 
and generate engagement with and between the brand and its customers. For example, at 
Sephora’s Beauty Talk site, visitors can interact with like-minded people to explore and 

Omni-channel retailing
Creating a seamless cross-channel 
buying experience that integrates in-store, 
online, and mobile shopping.

Online marketing
Marketing via the internet using company 
websites, online ads and promotions, 
email, online video, and blogs.

Marketing website
A website that engages consumers to 
move them closer to a direct purchase or 
other marketing outcome.

Brand community website
A website that presents brand content 
that engages consumers and creates 
customer community around a brand.

 Omni-channel retailing: Home Depot’s goal is to provide “a 
seamless and frictionless experience no matter where our customers 
shop, be it in the digital world, our brick and mortar stores, at home, 
or on the job site. Anywhere the customer is, we need to be there.”
THE HOME DEPOT name and logo are trademarks of Home Depot Product Authority, LLC,  
used under license.
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discover beauty products, post photo and links, and ask other 
members to weigh in with information and advice (“all the 
things marketers dreamed would happen on Facebook, but 
didn’t,” notes one observer).  And you can’t buy anything 
at ESPN.com. Instead, the site creates a vast branded sports 
community:9

At ESPN.com, sports fans can access an almost overwhelming re-
pository of sports information, statistics, and game updates. They 
can customize site content by sport, team, players, and authors to 
match their own special sports interests and team preferences. The 
site engages fans in contests and fantasy games (everything from 
fantasy football, baseball, basketball, and hockey to poker). Sports 
fans from around the world can participate in discussions with 
other fans and celebrities before, during, and after sporting events. 
They can friend and message other users and post comments on 
message boards and blogs. By downloading various widgets and 
apps, fans can customize their ESPN experience and carry it with 
them wherever they go. In all, ESPN’s website creates a virtual 
brand community without walls, a must-have experience that 
keeps fans coming back again and again.

Creating a website is one thing; getting people to visit the site is another. To attract visi-
tors, companies aggressively promote their websites in offline print and broadcast adver-
tising and through ads and links on other sites. But today’s web users are quick to abandon 
any website that doesn’t measure up. The key is to create enough engaging and valued 
content to get consumers to come to the site, stick around, and come back again.

At the very least, a website should be easy to use and visually appealing. Ultimately, 
however, websites must also be useful. When it comes to online browsing and shopping, 
most people prefer substance over style and function over flash. For example, ESPN’s site 
isn’t all that flashy, and it’s pretty heavily packed and congested. But it connects custom-
ers quickly and effectively to all the sports information and involvement they are seeking. 
Thus, effective websites contain deep and useful information, interactive tools that help 
find and evaluate content of interest, links to other related sites, changing promotional of-
fers, and entertaining features that lend relevant excitement.

Online Advertising
As consumers spend more and more time online, companies are shifting more of their mar-
keting dollars to online advertising to build brand sales or attract visitors to their inter-

net, mobile, and social media sites. Online 
advertising has become a major promo-
tional medium. The main forms of online 
advertising are display ads and search-
related ads. Together, display and search-
related ads account for the largest portion 
of firms’ digital marketing budgets.

Online display ads might appear any-
where on an internet user’s screen and 
are often related to the information be-
ing viewed. Such display ads have come 
a long way in recent years in terms of 
engaging consumers and moving them 
along the path to purchase. Today’s rich 
media ads incorporate animation, video, 
sound, and interactivity.  For example, 
while browsing sports-related content 
on your laptop, tablet, or phone, you 
might see a bright blue and green ban-
ner ad for Gillette Fusion PROGLIDE 
razors floating at the bottom of the page, 
with the provocative headline “Our 
Gentlest Shave.” A click on the banner 

Online advertising
Advertising that appears while consumers 
are browsing online, including display 
ads, search-related ads, online 
classifieds, and other forms.

 Online display advertising: Today’s dynamic rich media ads incorporate animation, 
video, sound, and interactivity, engaging consumers and moving them along the path 
to purchase.
The Procter & Gamble Company

 Brand community websites: You can’t buy anything at ESPN.com. 
Instead, the site creates a vast branded sports community.
© NetPhotos / Alamy
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expands it into a full interactive display ad, complete with an embedded 15-second 
demonstration video plus click-throughs to the Gillette Fusion PROGLIDE microsite 
and a buy-now link. Similarly, while perusing your favorite backpacking site, you 
might see an attention-grabbing video ad from The North Face. Roll over the brand 
logo and up pops an interactive ad panel, with the video continuing in the upper-right 
corner alongside information on featured products and real-time links to The North 
Face website and a store locator. Such dynamic ads can engage consumers and deliver 
substantial impact.10

Using search-related ads (or contextual advertising), text- and image-based ads and links 
appear atop or alongside search engine results on sites such as Google, Yahoo!, and Bing. 
For example, search Google for “LED TVs.” At the top and side of the resulting search 
list, you’ll see inconspicuous ads for 10 or more advertisers, ranging from Samsung and 
Panasonic to Best Buy, Amazon.com, Walmart.com, Crutchfield, and CDW. Almost 90 per-
cent of Google’s $74.5 billion in revenues last year came from ad sales. Search is an always-
on kind of medium, and the results are easily measured.11

A search advertiser buys search terms from the search site and pays only if consum-
ers click through to its site. For instance, enter “Coke” or “Coca-Cola” or even just “soft 
drinks” or “rewards” into your search engine and almost without fail “My Coke Rewards” 
comes up as one of the top options, perhaps along with a display ad and link to Coca-
Cola’s official Google+ page. This is no coincidence. Coca-Cola supports its popular online 
loyalty program largely through search buys. The soft drink giant started first with tradi-
tional TV and print advertising but quickly learned that search was the most effective way 
to bring consumers to its www.mycokerewards.com web or mobile site to register. Now, 
any of dozens of purchased search terms will return mycokerewards.com at or near the top 
of the search list.

Email Marketing
Email marketing remains an important and growing digital marketing tool. 
“Social media is the hot new thing,” says one observer, “but email is still the 
king.”12 Around the world, more than 200 million emails are sent out every 
minute of every day. According to one account, 72 percent of adults prefer 
that companies communicate with them via email, and 91 percent say they 
like receiving promotional emails from companies with which they do busi-
ness. What’s more, email is no longer limited to PCs; 66 percent of all emails 
are now opened on mobile devices. Not surprisingly, 25 percent of compa-
nies in one survey say that email is their top channel in terms of return on 
investment.13

When used properly, email can be the ultimate direct marketing medium. 
Today’s emails are anything but the staid, text-only messages of the past. 
Instead, they are colorful, inviting, and interactive. Email lets marketers send 
highly targeted, tightly personalized, relationship-building messages. For 
example, toymaker Fisher-Price uses email to send timely check-ins, updates, 
and birthday wishes to subscribers. A mother might receive a colorful, per-
sonalized “happy birthday to your baby” email on her child’s first birthday 
that contains links to age-related playtime ideas, parenting tips, and product 
information.14

Similarly, eyewear brand Warby Parker sends a sequence of nine informa-
tional and promotional emails to home try-on customers. Each is personally 
addressed and keyed to steps in the trial process, from initial registration and 
order confirmation to offers of selection assistance and instructions for returning 
frames. “The magical part was feeling like Warby Parker was right there with me 
throughout the process,” says one customer. Warby Parker also sends cheerful 
after-purchase follow-up and announcement emails.  For example, it sends 
personalized emails to customers on the first anniversary of their purchase, with 
the message “You’ve had your Warby Parker frames for one year now. Tell ’em 
we said Happy Birthday! We hope the first 365 days have been joyful.” And just 
in case the customer wants “to start more traditions,” the email also includes a 
link to Warby Parker’s website.15

Email marketing
Sending highly targeted, highly 
personalized, relationship-building 
marketing messages via email.

 Email marketing: Online eyeglass brand 
Warby Parker sends personalized emails to home 
try-on customers throughout the purchase and 
after-purchase process. “You’ve had your Warby 
Parker frames for one year now. Tell ‘em we said 
Happy Birthday!”
Courtesy of Warby Parker
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But there’s a dark side to the growing use of email marketing. The explosion of 
spam—unsolicited, unwanted commercial email messages that clog up our email boxes—
has produced consumer irritation and frustration. According to one source, spam now 
accounts for about half of the billions of emails sent worldwide each day. Workers in 
American businesses send and receive nearly 109 billion emails per day and spend nearly 
one-third of their workweek managing email.16 Email marketers walk a fine line between 
adding value for consumers and being intrusive and annoying.

To address these concerns, most legitimate marketers now practice permission-based 
email marketing, sending email pitches only to customers who “opt in.” Many companies 
use configurable email systems that let customers choose what they want to get. Amazon 
targets opt-in customers with a limited number of helpful “we thought you’d like to 
know” messages based on their expressed preferences and previous purchases. Few cus-
tomers object, and many actually welcome such promotional messages. Amazon benefits 
through higher return rates and by avoiding alienating customers with emails they don’t 
want. In fact, in the recent SPAMMY awards, which each year recognize the worst email 
abusers but also the most liked, Amazon topped the most-popular email subscriptions list 
for the second year in a row.17

Online Videos
Another form of online marketing is posting digital video content on brand websites 
or on social media sites such as YouTube, Facebook, Vine, and others. Some videos 
are made specifically for the web and social media. Such videos range from “how-to” 
instructional videos and public relations pieces to brand promotions and brand-related 
entertainment. Other videos are ads that a company makes primarily for TV and other 
media but posts online before or after an advertising campaign to extend their reach 
and impact.

Good online videos can engage consumers by the tens 
of millions. The online video audience is soaring. Almost 
75 percent of the U.S. population has viewed online videos. 
YouTube users now upload more than 500 hours of video 
every minute. Facebook alone generates 8 billion video views 
per day worldwide; Snapchat adds another 6 billion views.18

Marketers hope that some of their videos will go  viral. 
Viral marketing, the digital version of word-of-mouth mar-
keting, involves creating videos, ads, and other marketing 
content that are so infectious that customers will seek them 
out or pass them along to their friends. Because customers 
find and pass along the content, viral marketing can be very 
inexpensive. And when content comes from a friend, the re-
cipient is much more likely to view or read it.

All kinds of videos can go viral, producing engagement 
and positive exposure for a brand.  For example, Google 
Android launched a compellingly sharable video called “Friends 
Furever,” which featured unlikely pairings of  animals—an 
orangutan and a dog, a bear and a tiger, a cat and a duckling—
being pals and enjoying life together. The video was the latest 
installment in Android’s two-year-old “Be together. Not the 
same.” marketing campaign. The campaign highlights how 
people can be different and still be stronger together, in line with 
Android’s core competency of running on diverse devices, each 
with its own design and features. The heartwarming “Friends 
Furever” video went viral in a big way. It captured more than 
24 million YouTube views and was shared more than 6.4 million 
times across Facebook, Twitter, and the blogosphere in its first 
nine months, making it the most-shared video of all time.19

Many brands produce multi-platform video campaigns 
that bridge traditional TV, online, and mobile media. For 
example, Adidas’s recent “Take It” campaign—a series of 
action-packed 60-second video ads featuring famous Adidas 

Spam
Unsolicited, unwanted commercial email 
messages.

Viral marketing
The digital version of word-of-mouth 
marketing: videos, ads, and other 
marketing content that is so infectious 
that customers will seek it out or pass it 
along to friends.

Viral marketing: Google Android’s “Friends Furever” video went 
viral in a big way. It was shared more than 6.4 million times across 
Facebook, Twitter, and the blogosphere in its first nine months, 
making it the most-shared video of all time.
Google and the Google logo are registered trademarks of Google Inc., used with permission.
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athletes gutting it out in practice and on game day—began on TV but quickly zoomed to 
the top of the viral charts. The campaign drove home a captivating motivational message: 
“Do something and be remembered. Or do nothing and be forgotten. No one owns today. 
Take it.” The initial “Take It” ad broke during NBA All-Star Weekend, but that was only 
the beginning. The video ad went on to capture a whopping 21 million YouTube views in 
just the first week and 40 million in the first two months. Additional videos in the ad series 
grabbed millions more views, making “Take It” one of the most successful viral campaigns 
of the decade.20

Despite these viral successes, it’s important to note that marketers usually have 
little control over where their viral messages end up. They can seed content online, 
but that does little good unless the message itself strikes a chord with consumers. Says 
one creative director, “You hope that the creative is at a high enough mark where the 
seeds grow into mighty oaks. If they don’t like it, it ain’t gonna move. If they like it, it’ll 
move a little bit; and if they love it, it’s gonna move like a fast-burning fire through the 
Hollywood hills.”21

Blogs and Other Online Forums
Brands also conduct online marketing through various digital forums that appeal to 
specific special-interest groups and brand communities. Blogs (or web logs) are online 
forums where people and companies post their thoughts and other content, usually related 
to narrowly defined topics. Blogs can be about anything, from politics or baseball to haiku, 
car repair, brands, or the latest television series. Many bloggers use social networks such as 
Twitter, Facebook, Tumblr, and Instagram to promote their blogs, giving them huge reach. 
Such reach can give blogs—especially those with large and devoted followings—substan-
tial influence.

Most marketers are now tapping into the blogosphere with their own brand-related 
blogs that reach customer communities. For example, on the Coca-Cola Unbottled blog, 
Coke fans and company insiders can “look at what’s beyond the bottle,” sharing posts on 
everything from new products and sustainability initiatives to fun and inspiring “what’s 
bubbling” fan stories about “spreading happiness.” On the Netflix Blog, members of the 
Netflix team (themselves rabid movie fans) tell about the latest Netflix features, share 

tricks for getting the most out of the Netflix ex-
perience, and collect feedback from subscribers. 

 And the creative Nuts About Southwest blog, 
written by Southwest Airline employees, fosters 
a two-way dialogue that gives customers a look 
inside the company’s culture and operations. At 
the same time, it lets Southwest engage customers 
directly and get feedback from them.

Beyond their own brand blogs, many market-
ers use third-party blogs to help get their mes-
sages out. For example, some fashion bloggers 
have amassed millions of followers, with fan bases 
larger even than the blogs and social media ac-
counts of major fashion magazines. For example, 
23-year-old Danielle Bernstein started the We 
Wore What fashion blog as an undergraduate at 
the Fashion Institute of Technology in New York 
City. The blog is now a source of daily outfit in-
spiration to a fan base of more than 1.4 million. 
Because of such large followings, brands flock to 
Bernstein and other fashion blog influencers such 
as BryanBoy, The Blonde Salad, Song of Style, and 
Gal Meets Glam, paying them $15,000 or more 
to post and tag product images in their blog, 
Facebook, and Instagram sites. Bernstein posts 
images that contain sponsored products from 
small brands such as Schultz Shoes and Revolve 
Clothing to large brands such as Nike, Lancôme, 
and Nordstrom.22

Blogs
Online forums where people and 
companies post their thoughts and 
other content, usually related to narrowly 
defined topics.

 Tapping into blogs: The creative Nuts About Southwest blog, written by 
Southwest employees, fosters a two-way dialogue that gives customers a look 
inside the company’s culture and operations.
Southwest Airlines Co.
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As a marketing tool, blogs offer some advantages. They can offer a fresh, original, 
personal, and cheap way to enter into consumer online and social media conversations. 
However, the blogosphere is cluttered and difficult to control. And although companies 
can sometimes leverage blogs to engage customers in meaningful relationships, blogs re-
main largely a consumer-controlled medium. Whether or not they actively participate in 
the blogs, companies should monitor and listen to them. Marketers can use insights from 
consumer online conversations to improve their marketing programs.

Social Media and Mobile Marketing
Social Media Marketing
As we’ve discussed throughout the text, the surge in internet usage and digital technolo-
gies and devices has spawned a dazzling array of online social media and other digital 
communities. Countless independent and commercial social networks have arisen where 
people congregate to socialize and share messages, opinions, pictures, videos, and other 
content. These days, it seems, almost everyone is buddying up on Facebook or Google+, 
checking in with Twitter, tuning into the day’s hottest videos at YouTube, pinning images 
on social scrapbooking site Pinterest, or sharing photos with Instagram and Snapchat. And, 
of course, wherever consumers congregate, marketers will surely follow.

Most marketers are now riding the huge social media wave. According to one survey, 
92 percent of U.S. companies now claim that social media marketing is important for their 
businesses.23 Interestingly, just as marketers are now learning how to use social media to 
engage customers, the social media themselves are learning how to make their communi-
ties a suitable platform for marketing content, in a way that benefits both social media us-
ers and brands. Most social media, even the most successful ones, still face a monetization 
 issue: How can they profitably tap the marketing potential of their massive communities to 
make money without driving off loyal users (see Real Marketing 17.1)?

Using Social Media
Marketers can engage in social media in two ways: They can use existing social media 
or they can set up their own. Using existing social media seems the easiest. Thus, most 
brands—large and small—have set up shop on a host of social media sites. Check the web-
sites of brands ranging from Coca-Cola, Nike, and Victoria’s Secret to the Chicago Bulls 
or even the U.S. Forest Service and you’ll find links to each brand’s Facebook, Google+, 
Twitter, YouTube, Flickr, Instagram, or other social media pages. Such social media can cre-
ate substantial brand communities. For example, the Chicago Bulls have more the 18 mil-
lion Facebook fans; Coca-Cola has an eye-popping 97 million Facebook fans.

Some of the major social networks are huge. Nearly 1.6 billion people access 
Facebook every month, almost five times the population of the United States. Twitter has 
more than 305 million active monthly users. And YouTube’s more than 1 billion users 

upload 500 hours of video every minute of every day. The 
list goes on: Google+ has 359 million active users, Instagram 
400 million, LinkedIn 100 million, and Pinterest 100 million.24

Although these large, general-interest social media net-
works grab most of the headlines, countless niche and 
interest-based social media have also emerged. These online 
social networks cater to the needs of smaller communities 
of like-minded people, making them ideal vehicles for mar-
keters who want to target special-interest groups. There’s 
at least one social media network for just about every in-
terest, hobby, or group.  Goodreads is a social network 
where 55 million avid readers can “Meet your next favorite 
book” and discuss it with friends, whereas moms share ad-
vice and commiseration at CafeMom.com. FarmersOnly.com 
provides online dating for down-to-earth “country folks” 
who enjoy “blue skies, living free and at peace in wide open 
spaces, raising animals, and appreciating nature”—“because 
city folks just don’t get it.” At Birdpost.com, avid bird 

Social media
Independent and commercial online social 
networks where people congregate to 
socialize and share messages, opinions, 
pictures, videos, and other content.

As in about every other area 
of our lives, digital media 

and mobile technologies have taken the 
marketing world by storm. They offer 
some amazing marketing possibilities. 
But truth be told, many marketers are 
still sweating over how to use them 
most effectively.

Author
Comment

 Countless niche and special-interest social media have emerged, 
catering to communities of like-minded people. Goodreads is a place 
where you can “Meet your next favorite book” and discuss it with 
others.
Goodreads, LLC
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without Driving Fans Away

of today’s most successful ones, Snapchat, 
the wildly popular messaging app. Snapchat 
serves a fast-growing community of approxi-
mately 200 million users, heavily weighted 
toward young millennials and GenZ. Snapchat 
started as a messaging app for sharing pic-
tures and videos—known as Snaps—that dis-
appear without a trace after a few seconds. 
But it has now morphed into a full and vibrant 
communication platform. Snapchatters can 
choose from a full menu of options, including 
text, photos, drawings, video notes, audio 
notes, video calls, and audio calls, all in full-
screen glory. Snapchat also offers up a variety 
of news and entertainment content.

Snapchat exploded onto the scene only 
five years ago. By the end of its first year, 
1 billion photos had been shared through 
Snapchat’s servers; today more than 100 mil-
lion daily Snapchat users share some 10 billion 
daily video views. As Snapchat’s popularity 
soared, so did its valuation. Two years in, 
Facebook made Snapchat’s founders a then-
startling $3 billion buyout offer; the founders 
politely declined. Today, Snapchat has raised 
more than $1.1 billion in venture capital fund-
ing and is valued at $16 billion. Yet in its rise to 
glory, Snapchat only recently started to gener-
ate revenue of any kind and has yet to make 
even a dime of profits.

Snapchat’s financial story is typical for suc-
cessful social media: modest beginnings as a 
start-up followed by meteoric growth in popu-
larity and use leading to outrageously high 
valuation—all with little or no income. Then 
comes that difficult question: How can they 
monetize their massive user bases to make 
profits and sustain themselves? For Snapchat, 
that’s especially difficult. The very feature that 
makes Snapchat unique and so popular—
content lasting only seconds—makes it dif-
ficult to track and analyze users for targeting 
purposes, a turnoff to marketers. In this era of 
big data, how can Snapchat, which collects 
no user data, attract marketers? Snapchat’s 
challenge is to persuade marketers that the 
benefits of reaching its young millennials and 
GenZ community outweigh user anonymity 
and lack of pinpoint targeting potential.

Careful not to ruffle its community’s sensitiv-
ities or disrupt the user experience, Snapchat 
didn’t introduce its first advertising opportuni-
ties until October 2014. However, it now offers 
several ad platforms. At the most basic level, 
Snapchat sells traditional paid video ad place-
ments alongside other site content. Next, it of-
fers a magazine-like platform called “Discover.” 
Discover is a Snapchat content area where 
publishers ranging from ESPN, CNN, Comedy 
Central, and Food Channel to Cosmopolitan, 

As the world has rapidly gone 
social and mobile, social media 
have played a huge role. Whether 
it’s on massive networks such 
as Facebook, Twitter, YouTube, 
Instagram, and Snapchat or lesser-
known niche sites such as Blurty, 

Dogster, and Reddit, it’s common to see 
people everywhere these days, heads down 
with devices in hand, connecting, post-
ing, messaging, and sharing. On Facebook 
alone, every day, a mind-blowing 1 billion of 
the network’s 1.6 billion active users world-
wide upload 350 million photos, generate  
4.5 billion Likes, and share 4.75 billion pieces 
of content.

However, even as social media networks 
have achieved incredible success in terms 
of numbers of users, sheer volume of con-
tent and activity, and company valuations, 
a nagging problem still plagues them. It’s 
called monetization. How can social me-
dia profitably tap the marketing potential of 
their massive communities to make money 
without driving off their legions of loyal us-
ers? Most social media still struggle to make 
a profit, and even the most popular ones 
are only beginning to tap their full financial 
potential.

The first and best bet for converting the 
social-sharing potential of a social network’s 
gigantic user community into real dollars is 
online advertising. For marketers, the tar-
geting and customer engagement potential 
of social media is a dream come true, and 
advertisers willingly pay for access via ads 
and other paid brand content. But success-
fully injecting brand content alongside user 
content can be tricky and risky. Social media 
users often cherish the free (and commercial-
free) sharing cultures of their online com-
munities. If not well conceived, commercial 
content becomes an unwelcome intrusion 
that can alienate users and potentially drive 
them away.

Thus, although social media have ex-
ploded in popularity, most are still having 
trouble making money. Even Facebook—far 
and away the most financially successful so-
cial network, which earned $3.7 billion in 
profits on $18 billion in revenues last year—
has little more than scratched the surface of 
its vast financial potential.

To illustrate the monetization difficulties that 
social media face, let’s dig deeper into one 

Wildly popular messaging app Snapchat and other social media face a nagging 
monetization issue: How can they profitably tap the marketing potential of their 
massive communities to make money without driving off their legions of loyal users?
Thomas Trutschel/Getty Images
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watchers can keep an online list of birds they’ve seen and share bird sightings with other 
members using modern satellite maps.25

Social Media Marketing Advantages and Challenges
Using social media presents both advantages and challenges. On the plus side, social  media 
are targeted and personal—they allow marketers to create and share tailored brand content 
with individual consumers and customer communities. Social media are interactive, mak-
ing them ideal for starting and participating in customer conversations and listening to 
customer feedback. For example, TOMS shoes—which gives a free pair of shoes to a child 
in need for every shoe purchased, one for one—recently ran a two-week #withoutshoes 
campaign in which it donated one pair of shoes for every person who snapped a picture 
of their bare feet, shared it on Instagram, and urged others to do the same. The campaign 
resulted in more than 296,000 pairs of shoes donated, engaging customers in spreading the 
brand’s philanthropic message to millions around the world.26

Social media are also immediate and timely. They can be used to reach customers any-
time, anywhere with timely and relevant marketing content regarding brand happenings 
and activities. As discussed earlier in the chapter, the rapid growth in social media usage 
has caused a surge in real-time marketing, allowing marketers to create and join consumer 
conversations around situations and events as they occur. Marketers can now watch what’s 
trending and create content to match.

Social media can be very cost-effective. Although creating and administering social me-
dia content can be costly, many social media are free or inexpensive to use. Thus, returns 
on social media investments are often high compared with those of expensive traditional 
media such as television or print. The low cost of social media puts them within easy reach 
of even small businesses and brands that can’t afford the high costs of big-budget market-
ing campaigns.

Perhaps the biggest advantage of social media is their engagement and social sharing 
capabilities. Social media are especially well suited to creating customer engagement and 
community—for getting customers involved with the brand and with each other. More 
than any other channels, social media can involve customers in shaping and sharing brand 
content, experiences, information, and ideas.

For example, consider Etsy—the online craft marketplace that’s “Your place to buy and 
sell all things handmade.”  Etsy uses its web and mobile sites and a host of social media to 
create an Etsy lifestyle community, where buyers congregate to learn about, explore, exchange, 

National Geographic, and People post daily 
collections of their best content. Snapchat 
users can share Discover news stories and 
video with personalized comments or emoji. 
Advertisers pay a minimum of $50,000 a day 
to advertise alongside the Discover content, 
and Snapchat has hinted that it will soon offer 
brand-owned Discover stories.

Snapchat also offers advertisers a spon-
sored feeds platform called “Live Story.” These 
feeds are TV-like streams of an event such as 
New Year’s Eve, March Madness, an impor-
tant football game, or the Macy’s Thanksgiving 
Parade, featuring user-generated content cu-
rated by Snapchat. Advertisers can buy spon-
sorship rights for a Live Story feed starting at 
$250,000, which includes a brand mention in 
the opening title as well as branded snaps in-
terspersed throughout the feed. For example, 
Macy’s sponsors the Macy’s Thanksgiving 
Parade feed, weaving its own brand content 
in with user content. Advertisers can also pay 
for a single 10-second brand snap woven into 
a feed. Live Stories feeds garner an estimated 

20 million daily views within the Snapchat 
community.

In addition to the Discover and Live Story 
platforms, Snapchat continues to tinker with 
other advertising products and rates to find 
the best monetization formula. Although it 
now generates only a trickle of ad revenue 
compared with Facebook—a meager $50 
million last year—the brash young social net-
work projects that ad revenues will be six to 
seven times that amount this year.

In its quest to monetize, Snapchat has a 
lot at stake. Will increased advertising and 
brand content alienate avid Snapchat fans? If 

done right, probably not. Studies show that 
social media users readily accept—even wel-
come—well-targeted brand content. A recent 
Snapchat survey found that 60 percent of 
Snapchat users actually like its Live Story ads.

But that’s the catch—doing it right. Like its 
own disappearing photo feature, Snapchat’s 
soaring popularity could vanish quickly if overly 
aggressive monetization causes resentment 
within its highly mobile and typically fickle fan 
base. Snapchat must move forward carefully. 
As one Snapchat marketer concludes, “We’re 
always fine tuning to ensure we deliver the 
best possible experience for our community.”

Sources: Kimberlee Morrison, “If You Really Want to Reach GenZ, Snapchat Is the Way,” Adweek, March 
23, 2016, www.adweek.com/socialtimes/print/636450; Garrett Sloane, “Snapchat Persuades Brands to Go 
Vertical with Their Video,” Adweek, April 27, 2015, pp. 20–22; Tim Peterson, “With Snapchat’s First Ad Format 
on Hold, Focus Shifts to Live Event Feeds,” Advertising Age, April 16, 2015, www.adage.com/print/298082; 
Austin Carr, “I Ain’t Afraid of No Ghosts,” Fast Company, November 2015, pp. 100–104; Kia Kokalitcheva, 
“Snapchat Reportedly Targets at Least $300 Million in 2016 Revenue,” Fortune, March 7, 2016, http://
fortune.com/2016/03/07/snapchat-revenue-target/; and Sarah Frier, “Snapchat User ‘Stories’ Fuel 10 Billion 
Daily Video Views,” Bloomberg Technology, April 28, 2016, www.bloomberg.com/news/articles/2016-04-28/
snapchat-user-content-fuels-jump-to-10-billion-daily-video-views.
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and share ideas about handmade and vintage products and 
related topics. In addition to its active Facebook, Twitter, and 
YouTube pages, Etsy engages 780,000 brand followers on photo-
sharing site Instagram, where the Etsy community shares pho-
tos of creative ideas and projects. It also engages almost a million 
followers on social scrapbooking site Pinterest, with 120 boards 
on topics ranging from “DIY Projects,” “Entertaining,” and 
“Stuff We Love” to “Etsy Weddings” and even “Yum! Recipes to 
Share,” where the community posts favorite recipes. Etsy sells 
few of the ingredients that go into the recipes, but it’s all part of 
the Etsy lifestyle. Through its extensive online and social media 
presence, Etsy has created an active and engaged worldwide 
community of 24 million shoppers and 1.6 million sellers world-
wide in what it calls “The marketplace we make together.”27

Social media marketing also presents challenges. First, 
many companies are still experimenting with how to use 
them effectively and results are hard to measure. Second, such 
social networks are largely user controlled. The company’s 
goal in using social media is to make the brand a part of con-
sumers’ conversations and their lives. However, marketers 

can’t simply muscle their way into consumers’ digital interactions—they need to earn the 
right to be there. Rather than intruding, marketers must become a valued part of the online 
experience by developing a steady flow of engaging content.

Because consumers have so much control over social media content, even a seemingly 
harmless social media campaign can backfire. In April 2016, to mourn the passing of rock 
icon Prince, Cheerios, the breakfast cereal owned by US-based General Mills, tweeted their 
condolences: “Rest in peace,” hashtag #prince. A simple message of condolence intended 
for fans of both Prince and Cheerios except for one small issue: the company replaced the 
dot on the ‘i’ with a single O-shaped Cheerio. The Twitterverse responded immediately, 
interpreting the tweet as an exercise in branding rather than an expression of condolence. 
General Mills acknowledged its tweet might have been “inappropriate,” apologized, and 
deleted it. In the interim, Hamburger Helper, another General Mills’ product, also tweeted 
its condolences, thankfully minus a hamburger. That tweet was also deleted.

In 2016, Aldi Australia asked Twitter users to #tellus when they became an Aldi lover. 
However the campaign didn’t just generate the expected list of customers’ favorite Aldi 
brands; the hashtag also turned into a revenge hashtag—a bashtag—with unexpectedly 
rude, often sexually themed mocking of the supermarket chain by disgruntled customers.

There’s a clear message. With social media, “you’re going into the consumer’s backyard. 
This is their place,” warns one social marketer. “Social media is a pressure cooker,” says an-
other. “The hundreds of thousands, or millions, of people out there are going to take your 
idea, and they’re going to try to shred it or tear it apart and find what’s weak or stupid in it.”28

Integrated Social Media Marketing
Using social media might be as simple as posting some messages and promotions on 
a brand’s Facebook or Twitter pages or creating brand buzz with videos or images on 
YouTube, Instagram, or Pinterest. However, most large companies are now designing full-
scale social media efforts that blend with and support other elements of a brand’s marketing 
content strategy and tactics. More than making scattered efforts and chasing “Likes” and 
tweets, companies that use social media successfully are integrating a broad range of di-
verse media to create brand-related social sharing, engagement, and customer community.

Managing a brand’s social media efforts can be a major undertaking. For example, 
Starbucks is one of the most successful social media marketers. Its core social media team 
connects with its fans through 30 accounts on 12 different social platforms. Frappuccino 
alone has more than 11 million followers on Facebook, Twitter, Instagram, and We Heart It. 
Managing and integrating all that social media content is challenging, but the results are 
worth the investment. Customers can and do engage with Starbucks by the tens of millions 
digitally, without ever setting foot in a store.29

But more than just creating online engagement and community, Starbucks’ social 
media presence also drives customers into its stores. For example, in its first big social 
media promotion six years ago, Starbucks offered a free pastry with a morning drink pur-
chase. A million people showed up. A more recent “Tweet-a-Coffee” promotion, which let 

 Through its extensive online and social media presence, Etsy 
has created an active and engaged brand community of buyers and 
sellers in a “marketplace we make together.”
Daniel Acker/Bloomberg via Getty Images
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customers give a $5 gift card to a friend by putting both #tweetacoffee and the friend’s han-
dle in a tweet, resulted in $180,000 in purchases within little more than one month. Social 
media “are not just about engaging and telling a story and connecting,” says Starbucks’s 
head of global digital marketing. “They can have a material impact on the business.”30

Mobile Marketing
Mobile marketing features marketing messages, promotions, and other marketing con-
tent delivered to on-the-go consumers through their mobile devices. Marketers use mobile 
marketing to engage customers anywhere, anytime during the buying and relationship-
building processes. The widespread adoption of mobile devices and the surge in mobile 
web traffic have made mobile marketing a must for most brands.

With the recent proliferation of mobile phones, smartphones, and tablets, mobile device 
penetration is now greater than 100 percent in the United States (many people possess more 
than one mobile device). Almost 70 percent of people in the United States own a smartphone 
and nearly half of all U.S. households are currently mobile-only households with no landline 
phone. The mobile apps market has exploded globally: There are more than 3 million apps 
available, and the average smartphone has 11 to 20 apps installed on it.31

Most people love their phones and rely heavily on them. According to one study, 
nearly 90 percent of consumers who own smartphones, tablets, computers, and TVs would 
give up all of those other screens before giving up their phones. On average, Americans 
check their phones 46 times a day—74 times a day for 18- to 24-year-olds—and spend three 
hours and 40 minutes a day using apps, talking, texting, and browsing the web. Thus, 
although TV is still a big part of people’s lives, mobile is rapidly becoming their “first 
screen.” Away from home, it’s their only screen.32

For consumers, a smartphone or tablet can be a handy shopping companion. It can 
provide on-the-go product information, price comparisons, advice and reviews from other 
consumers, and access to instant deals and digital coupons. One recent study found that 
90 percent of smartphone-toting shoppers have used their phone while shopping. Not 
surprisingly, then, more than 42 percent of all e-commerce purchases are made on mobile 
devices.33 Mobile provides a rich platform for engaging consumers more deeply as they 
move through the buying process with tools ranging from mobile ads, coupons, and texts 
to apps and mobile websites.

Mobile advertising spending in the United States is surging. It grew 66 percent last 
year alone and will more than double during the next four years.34 Mobile ad spending is 

expected to overtake TV ad spending by 2020. Almost every 
major marketer—from Nike, P&G, and Macy’s to your local 
supermarket to nonprofits such as the Red Cross—is now in-
tegrating mobile marketing into its direct marketing programs.

Companies use mobile marketing to stimulate immediate 
buying, make shopping easier, enrich the brand experience, or 
all of these (see Real Marketing 17.2). It lets marketers provide 
consumers with information, incentives, and choices at the 
moment they are expressing an interest or when they are most 
likely to make a buying choice. For example, Taco Bell uses 
mobile advertising to reach consumers at what it calls mobile 
“moments that matter.”35

As part of its ongoing push to promote Taco Bell for breakfast, 
the chain uses carefully targeted mobile advertising to reach 
consumers just as they are starting their day. It targets mobile 
ads based on specific behaviors such as which apps consumers 
use first in the morning, their favorite news apps, or what time 
of day they’ve looked at a breakfast recipe. “We’re weaving into 
morning behaviors,” says a Taco Bell marketer.  Taco Bell also 
targets mobile ads geographically using navigation and traffic 
apps such as Google’s Waze to zero in on specific customer loca-
tions, even providing step-by-step directions to nearby stores. 
In these ways, Taco Bell can customize mobile ads according to 
each customer’s actions, experiences, and environment. In mar-
keting its breakfasts, says the marketer, mobile lets Taco Bell be 
“present on experiences that consumers turn to when they first 
open their eyes in the morning.”

Mobile marketing
Marketing messages, promotions, and 
other content delivered to on-the-go 
consumers through their mobile devices.

 Mobile marketing: Carefully-targeted mobile advertising lets Taco 
Bell reach breakfast customers at “moments that matter”—such as 
when they first open their eyes in the morning.
Taco Bell Corp.
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Anywhere, Anytime

to practically any location in less than 24 hours 
with nothing more than a smartphone, a sim-
ple search or scan, and the click of a button.

Consumers have come to expect such 
frictionless mobile buying experiences from 
marketing giants like Amazon. But with recent 
rapid advances in mobile capabilities, from 
location-based technologies to mobile pay-
ment systems, more and more companies 
are becoming the Amazons of their indus-
tries. Consider mobile app-based car-sharing 
service Getaround.

In the United States alone, personal cars sit 
idle for 6 billion car-hours every day. Peer-to-
peer car-sharing service Getaround lets car 
owners earn money by sharing those unused 
hours with others in the Getaround communi-
ty for a fee. The young company has already 
developed a fast-growing base of 300,000 
members, who receive 60 percent of the 
rental fees—an average of $500 to $1,000 
per month depending on the car. Get- 
around takes care of everything—customer 
contact and support, insurance, roadside as-
sistance, and payment. To use Getaround, 
you just download the mobile app and supply 

credit card and driver’s license information. 
Then you can use the app to search among 
and view thousands of cars available in the 
neighborhood and rent one by the hour or 
day, right when you need it. You locate the 
car with your phone’s GPS, unlock it with the 
app, and get in and drive it away. Pay with 
a credit card on file or using Apple Pay with 
a single tap. It’s that simple. The Getaround 
app even provides trip management tools for 
planning getaways on the go.

Mobile marketing can do much more than 
simply ease the buying process. It can also 
take ads, coupons, and other promotions to 
new levels. Mobile marketers can personal-
ize promotions and weave them into relevant 
everyday customer experiences. For example, 
Kiip, a mobile reward network, specializes in 
helping brands provide customers with just 
the right reward at just the right time based on 
their everyday activities. The agency started 
by embedding its technology into video game 
apps such as Zombie Farm and Mega Jump. 
Gamers who reach a new game level or meet 
some other goal get a coupon to one of their 
favorite retailers, such as American Apparel.

Armed only with a smartphone or 
other mobile device, you can learn, 
do, or buy almost anything these 
days, from anywhere, and at any 
time. Google’s Waze app does 
more than just help you navigate—
it pinpoints traffic jams, accidents, 

speed traps, and gas prices in real time, 
faithfully updated by members of the Waze 
community. Is that Redbox kiosk too slow? 
Download the Redbox app—it lets you find 
and reserve a DVD using your mobile device 
and have it waiting for you at the kiosk.

REI’s Powder Project app gives you “back-
country, sidecountry, and secret stashes” ski 
slope information for locations throughout the 
United States and Canada. Beyond just the 
basics like snow conditions, number of open 
lifts, and trail maps, the app offers webcam 
views, GPS routing, elevation profiles, fo-
rums, and a host of interactive features plus 
links to REI for times when you decide you 
can’t live without a new set of K2 skis or a 
two-man Hubba Hubba tent.

Welcome to the world of mobile marketing. 
Today’s smartphones and other mobile devices 
are changing how people live, becoming indis-
pensable hubs for communication, information, 
and entertainment. They are also revolution-
izing the way people shop and buy, giving mar-
keters new opportunities to engage customers 
in more effective and satisfying ways.

Marketers are responding to the huge 
growth in mobile access and use. Mobile ad 
spending skyrocketed 66 percent last year 
and is expected to more than double in the 
next four. And the mobile app market has out-
right exploded. Just seven years ago, Apple’s 
App Store had a then-astounding 10,000 
apps. But by last year, it boasted 1.5 million 
apps; Android’s Google Play now has the 
lead with more than 1.6 million apps. Mobile 
has become today’s brave new marketing 
frontier, especially for brands courting younger 
consumers. Mobile devices are very personal, 
ever-present, and always on. That makes 
them an ideal medium for obtaining quick re-
sponses to individualized, time-sensitive offers.

Successful mobile marketing goes beyond 
just giving people a coupon and a link to buy. 
Instead, it enhances brand engagement and 
creates a “frictionless” buying experience. For 
example, with Amazon’s mobile app—thanks 
to “1-click” purchasing, Prime membership, 
and other features—customers located any-
where, anytime can have products delivered 

Mobile marketing: Mobile promotions company Kiip helps client brands 
link mobile offers to relevant customer experiences and positive 
moments. “We want to capitalize on happiness,” says Kiip’s CEO.
Kiip, Inc.
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Today’s rich-media mobile ads can create substantial engagement and impact. For 
example, Macy’s built a recent “Brasil: A Magical Journey” promotion around a popular 
and imaginative smartphone app. The campaign featured apparel from Brazilian design-
ers and in-store experiences celebrating Brazilian culture. By using their smartphones to 
scan codes throughout the store, shoppers could learn about featured fashions and experi-
ence Brazilian culture through virtual tours, such as a trip to the Amazon, a visit to Rio de 
Janeiro during Carnival, or attending a Brazilian soccer match.

Most marketers have created their own mobile online sites, optimized for specific 
phones and mobile service providers. Others have created useful or entertaining mo-
bile apps to engage customers with their brands and help them shop. For example, the 
Benjamin Moore Color Capture app lets customers take photos of colorful objects, then 
match them to any of 3,500 Benjamin Moore paint colors. Starbucks’s mobile app lets cus-
tomers use their phones as a Starbucks card to make fast and easy purchases. And Charles 
Schwab’s mobile apps let customers get up-to-the-minute investment news, monitor their 
accounts, and make trades at any time from any location—it helps you “stay connected 
with your money.”

As with other forms of direct marketing, however, companies must use mobile marketing 
responsibly or risk angering already ad-weary consumers. Most people don’t want to be inter-
rupted regularly by advertising, so marketers must be smart about how they engage people on 
mobile devices. The key is to provide genuinely useful information and offers that will make 
consumers want to engage. And many marketers target mobile ads on an opt-in-only basis.

In all, digital direct marketing—online, social media, and mobile marketing—offers 
both great promise and many challenges for the future. Its most ardent apostles still envi-
sion a time when the internet and digital marketing will replace magazines, newspapers, 
and even stores as sources for information, engagement, and buying. Most marketers, 
however, hold a more realistic view. For most companies, digital and social media market-
ing will remain just one important approach to the marketplace that works alongside other 
approaches in a fully integrated marketing mix.

Kiip now boasts a network of 2,500 apps 
and 60 million users across games, fitness, 
productivity, music, and cooking categories. It 
showcases more than 500 million reward mo-
ments every month for clients like McDonald’s, 
Propel, Sour Patch Kids, P&G, and 
MasterCard. For fitness apps like MapMyRun 
and productivity apps like Any.do, Kiip ties 
rewards to real-life achievements. When users 
cross things off their to-do lists or achieve a 
running goal, they get a reward from a relevant 
brand. For example, P&G’s Secret deodorant 
recently rewarded female MapMyRun users 
with free song downloads for their workout 
playlists. And snack giant Mondelēz rewarded 
Any.do users with free packs of Trident when 
they set new personal records.

Kiip helps marketers reach targeted users 
at positive moments with rewards relevant to 
their real-time doings and accomplishments. 
Readers who finish a certain number of pages 
in a reading app receive a free magazine sub-
scription. People using a couple’s app to stay 
in touch receive credits toward a purchase 
from 1-800-Flowers. Kiip is even working with 
connected-car company Mojio, whose 4G 
telematic device plugs into a car’s diagnostic 
port, tracks information about the car’s sta-
tus, and keeps the owner connected to favor-
ite people, places, and things. Through Mojio, 
Kiip helps clients—from insurance companies 

and car repair shops to parking meter and 
garage operators—provide rewards tied to 
specific driver locations and behaviors.

Unlike typical banner ads, pop-ups, or 
emails, Kiip offers enhance a user’s regu-
lar activities rather than interrupting them. 
According to Kiip’s founder and CEO, Kiip 
“is less about real-time marketing and more 
about real-time-needs addressing.” In fact, 
he asserts, Kiip isn’t really in the mobile ad 
business at all—it’s in the happiness busi-
ness. “We want to capitalize on happiness,” 
he says. “Everything’s better when you’re 
happy.” Mobile timeliness, relevance, and 
happiness pay off in terms of consumer re-
sponse. Users redeem Kiip’s mobile promo-
tions at a 22-percent clip compared with the 

0.3 percent for typical app ad engagement. 
Kiip’s offers also increase mobile app revisits 
by 30 percent and more than double average 
app length of use.

Many consumers are initially skepti-
cal about mobile marketing. But they often 
change their minds if mobile offers deliver 
useful brand and shopping information, en-
tertaining content, or timely coupons and 
discounted prices. Most mobile efforts tar-
get only consumers who voluntarily opt in 
or download apps. In the increasingly clut-
tered mobile marketing space, customers just 
won’t do that unless they see real value in it. 
The challenge for marketers: develop valued 
mobile offers, ads, and apps that make cus-
tomers come calling.

Sources: Denise Restauri, “With the Getaround App, Your Idle Car Can Pay for Itself,” Forbes, February 25, 2016, 
www.forbes.com/sites/deniserestauri/2016/02/25/this-millennial-is-upending-the-transportation-industry-and-
she-needs-your-car/#616b02e843f4; Lindsay Harrison, “Kiip: For Making Mobile Ads That People Want,” Fast 
Company, February 11, 2013, www.fastcompany.com/most-innovative-companies/2013/kiip; Christina Chaey, 
“How Kiip Ties Brand Rewards to Game and Life Achievements to Make Mobile Ads Engaging,” Fast Company, 
July 23, 2012, www.fastcocreate.com/1681287; Neil Undgerleider, “Advertisers Are about to Enter Your Connected 
Car,” Fast Company, April 11, 2014, www.fastcompany.com/3028744/most-innovative-companies/advertisers-
are-about-to-enter-your-connected-car; Katherine Dunkin, “Building a Peer-to-Peer Car Sharing Network at Age 
27,” Entrepreneur, August 20, 2014, www.entrepreneur.com/article/236473; “Digital Ad Spending to Surpass 
TV Next Year,” eMarketer, March 8, 2016, www.emarketer.com/Article/Digital-Ad-Spending-Surpass-TV-Next-
Year/1013671; and www.powderproject.com/, www.kiip.com/me, www.getaround.com/mobile, www.getaround . 
com/tour, and www.getaround.com/tour/benefits, accessed October 2016.
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Traditional Direct Marketing Forms
Although the fast-growing digital marketing tools have grabbed most of the headlines 
lately, traditional direct marketing tools are very much alive and still heavily used. We now 
examine the traditional direct marketing approaches shown on the right side of Figure 17.1.

The major traditional forms of direct marketing are face-to-face or personal selling, di-
rect-mail marketing, catalog marketing, telemarketing, direct-response television (DRTV) 
marketing, and kiosk marketing. We examined personal selling in depth in Chapter 16. 
Here, we look into the other forms of traditional direct marketing.

Direct-Mail Marketing
Direct-mail marketing involves sending an offer, announcement, reminder, or other 
item to a person at a particular address. Using highly selective mailing lists, direct market-
ers send out millions of mail pieces each year—letters, catalogs, ads, brochures, samples, 
videos, and other “salespeople with wings.” U.S. marketers spend an estimated $47 billion 
annually on direct mail (including both catalog and noncatalog mail), which accounts for 
30 percent of all direct marketing spending.36

Direct mail is well suited to direct, one-to-one communication. It permits high target-
market selectivity, can be personalized, is flexible, and allows the easy measurement of re-
sults. Although direct mail costs more per thousand people reached than mass media such 
as television or magazines, the people it reaches are much better prospects. Direct mail has 
proved successful in promoting all kinds of products, from books, insurance, travel, gift 
items, gourmet foods, clothing, and other consumer goods to industrial products of all 
kinds. Charities also use direct mail heavily to raise billions of dollars each year.

Some analysts predict a decline in the use of traditional forms of direct mail in the com-
ing years as marketers switch to newer digital forms, such as email and online, social media, 
and mobile marketing. The newer digital direct marketing approaches deliver messages at 
incredible speeds and lower costs compared to the U.S. Post Office’s “snail mail” pace.

However, even though new digital forms of direct marketing are bursting onto the scene, 
traditional direct mail is still heavily used by most marketers. Mail marketing offers some 
distinct advantages over digital forms. It provides something tangible for people to hold and 
keep, and it can be used to send samples. “Mail makes it real,” says one analyst. It “creates an 
emotional connection with customers that digital cannot. They hold it, view it, and engage 
with it in a manner entirely different from their [digital] experiences.” According to the U.S. 
Postal Service, 98 percent of people check their physical mailboxes every day. In contrast, email 
and other digital forms are easily ignored, filtered, or trashed. With spam filters and ad block-
ers filtering out email and mobile ads these days, says a direct marketer, “sometimes you have 
to lick a few stamps.”37

Traditional direct mail can be an effective component of a broader integrated marketing 
campaign. For example, GEICO relies heavily on TV advertising to establish broad cus-
tomer awareness and positioning. However, it also uses lots of good old direct mail to break 
through the glut of insurance advertising clutter on TV. GEICO uses direct mail offers that 

invite carefully targeted customers act immediately to 
save money on their auto insurance by visiting geico.com, 
calling 1-800-947-AUTO, or contacting a local GEICO 
agent. GEICO makes its direct mailers as unskippable as 
its TV and digital ads.  For example, potential custom-
ers might receive a personally addressed mail piece with 
a “save money” message and scannable code on the front 
of the envelope, inviting them to look inside or simply 
scan the code with their smartphone. Scanning the code 
takes them directly to GEICO’s mobile site where they 
received additional information and calls to action.

Direct mail may be resented as junk mail if sent to 
people who have no interest in it. For this reason, smart 
marketers are targeting their direct mail carefully so as not 
to waste their money and recipients’ time. They are design-
ing permission-based programs that send direct mail only 
to those who want to receive it.

Direct-mail marketing
Marketing that occurs by sending an 
offer, announcement, reminder, or other 
item directly to a person at a particular 
address.

Although online, social 
media, and mobile direct 

marketing seem to be getting much 
of the attention these days, traditional 
direct media still carry a lot of the direct 
marketing freight. Just think about your 
often overstuffed mailbox.

Author
Comment

 Direct-mail marketing: GEICO uses lots of good old direct mail to break 
through the glut of insurance advertising clutter.
All text and images are copywritten with permission from GEICO.
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Catalog Marketing
Advances in technology, along with the move toward personalized, one-to-one marketing, 
have resulted in exciting changes in catalog marketing. Catalog Age magazine used to 
define a catalog as “a printed, bound piece of at least eight pages, selling multiple products, 
and offering a direct ordering mechanism.” Today, the definition must be revamped to 
meet the changing times.

With the stampede to the internet and digital marketing, more and more catalogs are 
going digital. A variety of online-only catalogers have emerged, and most print catalog-
ers have added web-based catalogs and mobile catalog shopping apps to their marketing 
mixes. For example, catalogs from retailers such as Macy’s, Anthropologie, L.L. Bean, 
Hammacher Schlemmer, or West Elm are only a swipe of the finger away on a smartphone 
or tablet. And days before the latest Eddie Bauer catalog arrives in the mail, customers can 
access it digitally on a laptop or mobile device at eddiebauer.com or catch highlights via 
social media outlets such as Pinterest. Eddie Bauer’s mobile catalog gives customers the 
convenience of on-the-go browsing and purchasing.

Digital catalogs eliminate printing and mailing costs. They also allow real-time mer-
chandising: Products and features can be added or removed as needed and prices can be 
adjusted instantly to match demand. And whereas space is limited in a print catalog, online 
catalogs can offer an almost unlimited amount of merchandise. Customers can carry digital 
catalogs anywhere they go, even when shopping at physical stores. Online catalogs also 
offer a broader assortment of presentation formats, including search and video. Finally, 
digital catalogs can be interactive. For example, IKEA’s catalog app allows customers to 
experiment with room designs and colors schemes to see how an IKEA product might look 
in their own space and to share product and design ideas with others via social media.

Despite the advantages of digital catalogs, however, as your overstuffed mailbox 
may suggest, printed catalogs are still thriving. U.S. direct marketers mailed out some 
12 billion catalogs last year—more than 97 per American household.38 Why aren’t com-

panies ditching their old-fashioned paper catalogs in this new digital era? 
For one thing, printed catalogs are one of the best ways to drive online 
and mobile sales, making them more important than ever in digital time. 
For example, one survey found that 75 percent of Lands’ End shoppers 
say they look at a catalog before heading to the retailer’s online or mobile 
site to buy. And menswear company Bonobos discovered that 30 percent 
of its first-time online customers are inspired to shop there after receiv-
ing a catalog, and these buyers spend 50 percent more than catalog-free 
Bonobos shoppers.39

But beyond their ability to drive immediate sales, paper catalogs create 
emotional connections with customers. Somehow, turning actual catalog 
pages engages consumers in a way that digital images simply can’t. And 
many sellers are revamping their catalogs, making them much more than just 
big books full of product pictures and prices. For example, Anthropologie 
calls its catalogs “journals” and fills them with lifestyle images. “Of course 
we’re trying to sell clothes and accessories,” says Anthropologie’s CMO, “but 
it’s more to inspire and engage.”

Similarly, in addition to the 10 or so traditional catalogs that it publishes 
each year, Patagonia sends out other catalogs built around themes.  One 
recent catalog featured falconry, with images of children with condors in Chile 
and wildlife volunteers in California releasing rehabilitated red-tailed hawks.

The catalog included only a handful of products, placed on the last four 
pages of the 43-page book. Such catalogs are “a way we’re speaking to our 
closest friends and people who know the brand really well,” says a Patagonia 
marketer. “Years ago, [a catalog] was a selling tool, and now it’s become an 
inspirational source,” says another direct marketer. “We know our customers 
love a tactile experience.”40

Telemarketing
Telemarketing involves using the telephone to sell directly to consumers 
and business customers. U.S. marketers will spend an estimated $44 billion 

Catalog marketing
Direct marketing through print, video, or 
digital catalogs that are mailed to select 
customers, made available in stores, or 
presented online.

Telemarketing
Using the telephone to sell directly to 
customers.

 Catalogs: Even in the digital era, printed catalogs 
are still thriving. In addition to its traditional catalogs, 
Patagonia sends out catalogs built around lifestyle 
themes, as “a way we’re speaking to our closest 
friends and people who know the brand really well.”
Patagonia
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on telemarketing this year, almost as much as on direct mail.41 We’re all familiar with tele-
phone marketing directed toward consumers, but business-to-business (B-to-B) marketers 
also use telemarketing extensively. Marketers use outbound telephone marketing to sell 
directly to consumers and businesses. They also use inbound toll-free numbers to receive 
orders from television and print ads, direct mail, or catalogs.

Properly designed and targeted telemarketing provides many benefits, including 
purchasing convenience and increased product and service information. However, the 
explosion in unsolicited outbound telephone marketing over the years annoyed many 
consumers, who objected to the almost daily “junk phone calls.” In 2003, U.S. lawmakers 
responded with the National Do Not Call Registry, which is managed by the Federal Trade 
Commission (FTC). The legislation bans most telemarketing calls to registered phone num-
bers (although people can still receive calls from nonprofit groups, politicians, and compa-
nies with which they have recently done business). Consumers responded enthusiastically. 
To date, more than 222 million home and mobile phone numbers have been registered at 
www.donotcall.gov or by calling 888-382-1222.42 Businesses that break do-not-call laws can 
be fined up to $16,482 per violation. As a result, the program has been very successful.

Do-not-call legislation has hurt parts of the consumer telemarketing industry. 
However, two major forms of telemarketing—inbound consumer telemarketing and out-
bound B-to-B telemarketing—remain strong and growing. Telemarketing also remains a 
major fundraising tool for nonprofit and political groups. Interestingly, do-not-call regula-
tions appear to be helping some direct marketers more than they’re hurting them. Rather 
than making unwanted calls, many of these marketers are developing “opt-in” calling sys-
tems, in which they provide useful information and offers to customers who have invited 
the company to contact them by phone or email. The opt-in model provides better returns 
for marketers than the formerly invasive one.

Direct-Response Television Marketing
Direct-response television (DRTV) marketing takes one of two major forms: direct-
response television advertising and interactive TV (iTV) advertising. Using direct-response 
television advertising, direct marketers air television spots, often 60 or 120 seconds in length, 
which persuasively describe a product and give customers a toll-free number or an online 
site for ordering. It also includes full 30-minute or longer advertising programs, called info-
mercials, for a single product.

Successful direct-response television advertising campaigns can ring up big sales. 
For example, little-known infomercial maker Guthy-Renker has helped propel its Proactiv 
Solution acne treatment and other “transformational” products into power brands that 
pull in $1.8 billion in sales annually to 5 million active customers (compare that to only 
about $150 million in annual drugstore sales of acne products in the United States). Guthy-
Renker now combines DRTV with social media campaigns using Facebook, Pinterest, 
Google+, Twitter, and YouTube to create a powerful integrated direct marketing channel 
that builds consumer involvement and buying.43

DRTV ads are often associated with somewhat loud or questionable pitches for clean-
ers, stain removers, kitchen gadgets, and nifty ways to stay in shape without working very 
hard at it. For example, over the past few years yell-and-sell TV pitchmen like Anthony 
Sullivan (Swivel Sweeper, Awesome Auger) and Vince Offer (ShamWow, SlapChop) have 
racked up billions of dollars in sales of “As Seen on TV” products. Brands like OxiClean, 
ShamWow, and the Snuggie (a blanket with sleeves) have become DRTV cult classics. 
And direct marketer Beachbody brings in more than $570 million annually via an army of 
workout videos—from P90X and T-25 to Insanity and Hip Hop Abs—that it advertises on 
TV using before-and-after stories, clips of the workout, and words of encouragement from 
the creators.44

In recent years, however, a number of large companies—from P&G, Disney, Revlon, 
and Apple to Toyota, Coca-Cola, Sears, Home Depot, and even the U.S. Navy—have begun 
using infomercials to sell their wares, refer customers to retailers, recruit members, or at-
tract buyers to their online, mobile, and social media sites.

A more recent form of direct-response television marketing is interactive TV (iTV), 
which lets viewers interact with television programming and advertising. Thanks to tech-
nologies such as interactive cable systems, internet-ready smart TVs, and smartphones and 
tablets, consumers can now use their TV remotes, phones, or other devices to obtain more 

Direct-response television (DRTV) 
marketing
Direct marketing via television, including 
direct-response television advertising (or 
infomercials) and interactive television 
(iTV) advertising.
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information or make purchases directly from TV ads. For example, fashion retailer H&M 
recently ran ads that let viewers with certain Samsung smart TVs use their remotes to in-
teract directly with the commercials. A small pop-up menu, shown as the ads ran, offered 
product information, the ability to send that information to another device, and the option 
to buy directly.45

Also, increasingly, as the lines continue to blur between TV and other screens, inter-
active ads and infomercials are appearing not just on TV, but also on mobile, online, and 
social media platforms, adding even more TV-like interactive direct marketing venues. 
Also, most TV ads these days routinely feature web, mobile, and social media links that 
let multiscreen consumers connect in real time to obtain and share more information about 
advertised brands.

Kiosk Marketing
As consumers become more and more comfortable with digital and touchscreen technolo-
gies, many companies are placing information and ordering machines—called kiosks (good 
old-fashioned vending machines but so much more)—in stores, airports, hotels, college 
campuses, and other locations. Kiosks are everywhere these days, from self-service hotel 

and airline check-in devices, to unmanned product and information 
kiosks in malls, to in-store ordering devices that let you order merchan-
dise not carried in the store. Many modern “smart kiosks” are now 
wireless-enabled. And some machines can even use facial recognition 
software that lets them guess gender and age and make product recom-
mendations based on those data.

In Japan, everything—from flying fish soup and self-freezing bot-
tled Coke to underwear and live puppies—is available via kiosks. 
Consumers can expand their Lego collections at German train sta-
tions, get the latest trainers from London’s Carnaby Street, drink 
freshly ground coffee in the United States, eat hot mashed potatoes 
in Singapore, and purchase live crabs in subway stations in China, all 
from kiosks open 24/7.  Even gold is available in kiosks; Gold to Go, 
a company operating ATM machines that dispense gold coins and bars, 
started in Germany and has now expanded throughout the Middle East.

ZoomSystems creates small, freestanding kiosks called ZoomShops 
for retailers ranging from Apple, Sephora, and The Body Shop to 
Macy’s and Best Buy. For example, 100 Best Buy Express ZoomShop 
kiosks across the  country—conveniently located in airports, busy malls, 
military bases, retail stores, and resorts—automatically dispense an as-
sortment of portable media players, digital cameras, gaming consoles, 
headphones, phone chargers, travel gadgets, and other popular prod-

ucts. According to ZoomSystems, today’s automated retailing  “offers [consumers] the con-
venience of online shopping with the immediate gratification of  traditional retail.”46

Public Policy Issues in Direct and Digital Marketing
Direct marketers and their customers usually enjoy mutually rewarding relationships. 
Occasionally, however, a darker side emerges. The aggressive and sometimes shady tac-
tics of a few direct marketers can bother or harm consumers, giving the entire industry a 
black eye. Abuses range from simple excesses that irritate consumers to instances of unfair 
practices or even outright deception and fraud. The direct marketing industry has also 
faced growing privacy concerns, and online marketers must deal with internet and mobile 
security issues.

Irritation, Unfairness, Deception, and Fraud
Direct marketing excesses sometimes annoy or offend consumers. For example, most of 
us dislike direct-response TV commercials that are too loud, long, and insistent. Our mail-
boxes fill up with unwanted junk mail, our email inboxes bulge with unwanted spam, and 
our computer, phone, and tablet screens flash with unwanted online or mobile display ads, 
pop-ups, or pop-unders.

Although we mostly benefit 
from direct and digital 

marketing, like most other things in 
life, they have a dark side as well. 
Marketers and customers alike must 
guard against irritating or harmful direct 
and digital marketing practices.

Author
Comment

 Kiosk marketing: This Gold-to-go machine is a vending 
machine that dispenses items made of pure gold.
Marijan Murat/dpa picture alliance archive/Alamy Stock Photo
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Beyond irritating consumers, some direct marketers have been 
 accused of taking unfair advantage of impulsive or less-sophisticated buy-
ers. Television shopping channels, enticing websites, and program-long 
infomercials targeting television-addicted shoppers seem to be the worst 
culprits. They feature smooth-talking hosts, elaborately staged demonstra-
tions, claims of drastic price reductions, “while they last” time limitations, 
and unequaled ease of purchase to inflame buyers who have low sales 
resistance.

Fraudulent schemes, such as investment scams or phony collections 
for charity, have also multiplied in recent years. Internet fraud, includ-
ing identity theft and financial scams, has become a serious problem.  

 According to the Internet Crime Complaint Center, since 2005, internet 
scam complaints have more than tripled to almost 275,000 per year. Last 
year, the monetary loss of scam complaints exceeded $800 million.47

One common form of internet fraud is phishing, a type of identity theft 
that uses deceptive emails and fraudulent online sites to fool users into di-
vulging their personal data. For example, consumers may receive an email, 
supposedly from their bank or credit card company, saying that their ac-
count’s security has been compromised. The sender asks them to log on to 
a provided web address and confirm their account number, password, and 
perhaps even their Social Security number. If they follow the instructions, 
users are actually turning this sensitive information over to scam artists. 
Although many consumers are now aware of such schemes, phishing can 
be extremely costly to those caught in the net. It also damages the brand 
identities of legitimate online marketers who have worked to build user 
confidence in web, email, and other digital transactions.

Many consumers also worry about online and digital security. They fear 
that unscrupulous snoopers will eavesdrop on their online transactions 
and social media postings, picking up personal information or intercepting 

credit and debit card numbers. Although online shopping is now commonplace, one recent 
study indicated that 70 percent of participants were still concerned about identity theft. 
Such concerns are often justified in this age of mass consumer data breaches by organiza-
tions ranging from retailers, telecommunications services, and banks to health-care pro-
viders and the government. According to one source, there were 781 major data security 
breaches in the United States last year alone.48

Another internet marketing concern is that of access by vulnerable or unauthorized 
groups. For example, marketers of adult-oriented materials and sites have found it difficult 
to restrict access by minors. Although Facebook, Snapchat, Twitter, Instagram, and other 
social networks allow no children under age 13 to have profiles, all have significant num-
bers of underage users. Young social media users can be especially vulnerable to identity 
theft schemes, revealing personal information, negative experiences, and other online dan-
gers. Concerned state and national lawmakers are currently debating bills that would help 
better protect children online. Unfortunately, this requires the development of technology 
solutions, and as Facebook puts it, “That’s not so easy.”49

Consumer Privacy
Invasion of privacy is perhaps the toughest public policy issue now confronting the di-
rect marketing industry. Consumers often benefit from database marketing; they receive 
more offers that are closely matched to their interests. However, many critics worry that 
marketers may know too much about consumers’ lives and that they may use this knowl-
edge to take unfair advantage of consumers. At some point, they claim, the extensive use 
of databases intrudes on consumer privacy. Consumers, too, worry about their privacy. 
Although they are now much more willing to share personal information and preferences 
with marketers via digital and social media, they are still nervous about it. One recent 
survey found that 92 percent of U.S. internet users worry about their privacy online. 
Another found that more than 90 percent of Americans feel they have lost control over 
the collection and use by companies of their personal data and information they share on 
social media sites.50

In these days of “big data,” it seems that almost every time consumers post something 
on social media or send a tweet, visit a website, enter a sweepstakes, apply for a credit 

 Internet fraud has multiplied in recent years. The 
FBI’s Internet Crime Complaint Center provides 
consumers with a convenient way to alert authorities 
to suspected violations.
FBI
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card, or order products by phone or online, their names are entered into some company’s 
already bulging database. Using sophisticated big data analytics, direct marketers can 
mine these databases to “microtarget” their selling efforts. Most marketers have become 
highly skilled at collecting and analyzing detailed consumer information both online 
and offline. Even the experts are sometimes surprised by how much marketers can learn. 
Consider this account by one Advertising Age reporter:51

I’m no neophyte when it comes to targeting—not only do I work at Ad Age, but I cover direct 
marketing. Yet even I was taken aback when, as an experiment, we asked the database-marketing 
company to come up with a demographic and psychographic profile of me. Was it ever spot-on. 
Using only publicly available information, it concluded my date of birth, home phone number, 
and political-party affiliation. It gleamed that I was a college graduate, that I was married, and 
that one of my parents had passed away. It found that I have several bank, credit, and retail cards 
at “low-end” department stores. It knew not just how long I’ve lived at my house but how much 
it cost, how much it was worth, the type of mortgage that’s on it, and—within a really close 
ballpark guess—how much is left to pay on it. It estimated my household income—again nearly 
perfectly—and determined that I am of British descent.

But that was just the beginning. The company also nailed my psychographic profile. It 
correctly placed me into various groupings such as: someone who relies more on their own 
opinions than the recommendations of others when making a purchase; someone who is turned 
off by loud and aggressive advertising; someone who is family-oriented and has an interest in 
music, running, sports, computers, and is an avid concert-goer; someone who is never far from 
an internet connection, generally used to peruse sports and general news updates; and someone 
who sees health as a core value. Scary? Certainly.

Some consumers and policy makers worry that the ready availability of information 
may leave consumers open to abuse. For example, they ask, should credit card compa-
nies be allowed to make data on their millions of cardholders worldwide available to 
merchants who accept their cards? Is it right for states to sell the names and addresses of 
driver’s license holders, along with height, weight, and gender information, allowing ap-
parel retailers to target tall or overweight people with special clothing offers? Or is it right 
for telecommunications companies to make mobile phone usage data available to data ana-
lytics firms that then sell customer insights to marketers? For example, SAP’s Consumer 
Insight 365 unit gleans and sells customer insights from up to 300 mobile call, web surfing, 
and text messaging events per day for each of 20 million to 25 million mobile subscribers 
from data supplied by mobile operators.52

A Need for Action
To curb direct marketing excesses, various government agencies are investigating not only 
do-not-call lists but also do-not-mail lists, do-not-track-online lists, and Can Spam legisla-
tion. In response to online privacy and security concerns, the federal government has con-
sidered numerous legislative actions to regulate how online, social media, and mobile op-
erators obtain and use consumer information. For example, Congress is drafting legislation 
that would give consumers more control over how online information is used. In addition, 
the FTC is taking a more active role in policing online privacy.

All of these concerns call for strong actions by marketers to monitor and prevent pri-
vacy abuses before legislators step in to do it for them. For example, to head off increased 
government regulation, six advertiser groups—the American Association of Advertising 
Agencies, the American Advertising Federation, the Association of National Advertisers, 
the Direct Marketing Association, the Interactive Advertising Bureau, and the Network 
Advertising Initiative—issued a set of online advertising principles through the Digital 
Advertising Alliance. Among other measures, the self-regulatory principles call for online 
and mobile marketers to provide transparency and choice to consumers if online viewing 
data are collected or used for targeting interest-based advertising.  The ad industry uses 
an advertising option icon—a little “i” inside a triangle—that it adds to behaviorally tar-
geted online ads to tell consumers why they are seeing a particular ad and allowing them 
to opt out.53

Of special concern are the privacy rights of children. In 2000, Congress passed the 
Children’s Online Privacy Protection Act (COPPA), which requires online operators 
targeting children to post privacy policies on their sites. They must also notify parents 
about any information they’re gathering and obtain parental consent before collecting 
personal information from children under age 13. With the subsequent advent of online 

 Consumer privacy: The 
ad industry has agreed on an 
advertising option icon that will 
tell consumers why they are 
seeing a particular ad and allow 
them to opt out.
Digital Advertising Alliance
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social media, mobile phones, and other digital technologies, Congress in 2013 extended 
COPPA to include “identifiers such as cookies that track a child’s activity online, as well 
as geolocation information, photos, videos, and audio recordings.” The main concern is 
the amount of data mined by third parties from social media as well as social media’s own 
hazy privacy policies.54

Many companies have responded to consumer privacy and security concerns with 
actions of their own. Still others are taking an industry-wide approach. For example, 
TRUSTe, a nonprofit self-regulatory organization, works with many large corporate spon-
sors, including Microsoft, Yahoo!, AT&T, Facebook, Disney, and Apple, to audit privacy 
and security measures and help consumers navigate the internet safely. According to the 
company’s website, “TRUSTe believes that an environment of mutual trust and openness 
will help make and keep the internet a free, comfortable, and richly diverse community for 
everyone.” To reassure consumers, the company lends its TRUSTe privacy seal to websites, 
mobile apps, email marketing, and other online and social media channels that meet its 
privacy and security standards.55

The direct marketing industry as a whole is also addressing public policy issues. 
For example, in an effort to build consumer confidence in shopping direct, the Direct 
Marketing Association—the largest association for businesses practicing direct, database, 
and interactive marketing, including nearly half of the Fortune 100 companies—launched 
a “Privacy Promise to American Consumers.” The Privacy Promise requires that all DMA 
members adhere to a carefully developed set of consumer privacy rules. Members must 
agree to notify customers when any personal information is rented, sold, or exchanged 
with others. They must also honor consumer requests to opt out of receiving further so-
licitations or having their contact information transferred to other marketers. Finally, they 
must abide by the DMA’s Preference Service by removing the names of consumers who do 
not wish to receive mail, phone, or email offers.56

Direct marketers know that, if left untended, such direct marketing abuses will lead 
to increasingly negative consumer attitudes, lower response and engagement rates, and 
calls for more restrictive state and federal legislation. Most direct marketers want the same 
things that consumers want: honest and well-designed marketing offers targeted only 
toward consumers who will appreciate and respond to them. Direct marketing is just too 
expensive to waste on consumers who don’t want it.

17  Reviewing and Extending the Concepts
OBJECTIVES REVIEW AND KEY TERMS

Objectives Review
This chapter is the last of four chapters covering the final mar-
keting mix element—promotion. The previous chapters dealt 
with advertising, public relations, personal selling, and sales 
promotion. This one investigates the burgeoning field of direct 
and digital marketing, including online, social media, and mobile 
marketing.

OBJECTIVE 17-1  Define direct and digital marketing 
and discuss their rapid growth and benefits to 
customers and companies. (pp 512–514)

Direct and digital marketing involve engaging directly with care-
fully targeted individual consumers and customer communities 
to both obtain an immediate response and build lasting cus-
tomer relationships. Companies use direct marketing to tailor 
their offers and content to the needs and interests of narrowly 
defined segments or individual buyers to build direct customer 

engagement, brand community, and sales. Today, spurred by 
the surge in internet usage and buying and by rapid advances in 
digital technologies—from smartphones, tablets, and other digi-
tal devices to the spate of online social and mobile media—direct 
marketing has undergone a dramatic transformation.

For buyers, direct and digital marketing are convenient, 
easy to use, and private. They give buyers anywhere, anytime 
access to an almost unlimited assortment of products and 
buying information. Direct marketing is also immediate and in-
teractive, allowing buyers to create exactly the configuration of 
information, products, or services they desire and then order 
them on the spot. Finally, for consumers who want it, digital 
marketing through online, mobile, and social media provides a 
sense of brand engagement and community—a place to share 
brand information and experiences with other brand fans. For 
sellers, direct and digital marketing are powerful tools for build-
ing customer engagement and close, personalized, interactive 
customer relationships. They also offer greater flexibility, letting 
marketers make ongoing adjustments to prices and programs 
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brands—large and small—have set up shop on a host of social 
media sites. Some of the major social networks are huge; other 
niche social media cater to the needs of smaller communities of 
like-minded people. Beyond these independent social media, 
many companies have created their own online brand communi-
ties. More than making just scattered efforts and chasing “Likes” 
and tweets, most companies are integrating a broad range of di-
verse media to create brand-related social sharing, engagement, 
and customer community.

Using social media presents both advantages and chal-
lenges. On the plus side, social media are targeted and personal, 
interactive, immediate and timely, and cost-effective. Perhaps 
the biggest advantage is their engagement and social sharing 
capabilities, making them ideal for creating customer community. 
On the down side, consumers’ control over social media content 
makes social media difficult to control.

Mobile marketing features marketing messages, promotions, 
and other content delivered to on-the-go consumers through 
their mobile devices. Marketers use mobile marketing to engage 
customers anywhere, anytime during the buying and relation-
ship-building processes. The widespread adoption of mobile 
devices and the surge in mobile web traffic have made mobile 
marketing a must for most brands, and almost every major mar-
keter is now integrating mobile marketing into its direct marketing 
programs. Many marketers have created their own mobile online 
sites. Others have created useful or entertaining mobile apps to 
engage customers with their brands and help them shop.

OBJECTIVE 17-5  Identify and discuss the traditional 
direct marketing forms and overview the public  
policy and ethical issues presented by direct 
marketing.  (pp 528–534)

Although the fast-growing digital marketing tools have grabbed 
most of the headlines lately, traditional direct marketing tools 
are very much alive and still heavily used. The major forms are 
face-to-face or personal selling, direct-mail marketing, catalog 
marketing, telemarketing, direct-response television (DRTV) mar-
keting, and kiosk marketing.

Direct-mail marketing consists of the company sending an of-
fer, announcement, reminder, or other item to a person at a spe-
cific address. Some marketers rely on catalog marketing—selling 
through catalogs mailed to a select list of customers, made avail-
able in stores, or accessed online. Telemarketing consists of us-
ing the telephone to sell directly to consumers. DRTV marketing 
has two forms: direct-response advertising (or infomercials) and 
interactive television (iTV) marketing. Kiosks are information and 
ordering machines that direct marketers place in stores, airports, 
hotels, and other locations.

Direct marketers and their customers usually enjoy mutually 
rewarding relationships. Sometimes, however, direct marketing 
presents a darker side. The aggressive and sometimes shady 
tactics of a few direct marketers can bother or harm consum-
ers, giving the entire industry a black eye. Abuses range from 
simple excesses that irritate consumers to instances of unfair 
practices or even outright deception and fraud. The direct mar-
keting industry has also faced growing concerns about invasion-
of-privacy and internet security issues. Such concerns call for 
strong action by marketers and public policy makers to curb 
direct marketing abuses. In the end, most direct marketers want 
the same things that consumers want: honest and well-designed 
marketing offers targeted only toward consumers who will ap-
preciate and respond to them. 

or make immediate, timely, and personal announcements  
and offers.

OBJECTIVE 17-2  Identify and discuss the major forms 
of direct and digital marketing. (pp 514–515)

The main forms of direct and digital marketing include tradi-
tional direct marketing tools and the new digital marketing tools. 
Traditional direct approaches are face-to-face personal selling, 
direct-mail marketing, catalog marketing, telemarketing, DRTV 
marketing, and kiosk marketing. These traditional tools are still 
heavily used and very important in most firms’ direct marketing 
efforts. In recent years, however, a dazzling new set of direct digi-
tal marketing tools has burst onto the marketing scene, including 
online marketing (websites, online ads and promotions, email, 
online videos, and blogs), social media marketing, and mobile 
marketing. The chapter first discusses the fast-growing new digi-
tal direct marketing tools and then examines the traditional tools.

OBJECTIVE 17-3  Explain how companies have 
responded to the internet and the digital age with 
various online marketing strategies.  (pp 515–521)

The internet and digital age have fundamentally changed cus-
tomers’ notions of convenience, speed, price, product informa-
tion, service, and brand interactions. As a result, they have given 
marketers a whole new way to create customer value, engage 
customers, and build customer relationships. The internet now 
influences a large proportion of total sales—including sales 
transacted online plus those made in stores but encouraged by 
online research. To reach this burgeoning market, most compa-
nies now market online.

Online marketing takes several forms, including company 
websites, online advertising and promotions, email marketing, 
online video, and blogs. Social media and mobile marketing also 
take place online. But because of their special characteristics, we 
discuss these fast-growing digital marketing approaches in sepa-
rate sections. For most companies, the first step in conducting 
online marketing is to create a website. The key to a successful 
website is to create enough value and engagement to get con-
sumers to come to the site, stick around, and come back again.

Online advertising has become a major promotional me-
dium. The main forms of online advertising are display ads and 
search-related ads. Email marketing is also an important form of 
digital marketing. Used properly, email lets marketers send highly 
targeted, tightly personalized, relationship-building messages. 
Another important form of online marketing is posting digital video 
content on brand websites or social media. Marketers hope that 
some of their videos will go viral, engaging consumers by the tens 
of millions. Finally, companies can use blogs as effective means of 
reaching customer communities. They can create their own blogs 
and advertise on existing blogs or influence content there.

OBJECTIVE 17-4  Discuss how companies use social 
media and mobile marketing to engage consumers 
and create brand community.  (pp 521–527)

In the digital age, countless independent and commercial so-
cial media have arisen that give consumers online places to 
congregate, socialize, and exchange views and information. 
Most marketers are now riding this huge social media wave. 
Brands can use existing social media or they can set up their 
own. Using existing social media seems the easiest. Thus, most 
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DISCUSSION AND CRITICAL THINKING

Key Terms

OBJECTIVE 17-1
Direct and digital  

marketing (p 512)

OBJECTIVE 17-2
Digital and social media  

marketing (p 515)

OBJECTIVE 17-3
Omni-channel retailing (p 516)

Online marketing (p 516)
Marketing website (p 516)
Branded community  

website (p 516)
Online advertising (p 517)
Email marketing (p 518)
Spam (p 519)
Viral marketing (p 519)
Blogs (p 520)

OBJECTIVE 17-4
Social media (p 521)
Mobile marketing (p 525)

OBJECTIVE 17-5
Direct-mail marketing (p 528)
Catalog marketing (p 529)
Telemarketing (p 529)
Direct-response television (DRTV) mar-

keting (p 530)

MyLab Marketing
Go to mymktlab.com to complete the problems marked with this icon .

17-1  Discuss the benefits of direct and digital marketing to 
buyers and sellers. (AACSB: Communication)

17-2  What are the main purposes of a marketing website? 
(AACSB: Communication)

17-3  How does viral marketing work? Is it effective? Are there 
aspects about it that mean that the business cannot 
control it? Is this a problem? (AACSB: Communication)

Discussion Questions
17-4  With a dominant internet presence, is there still a place 

for catalog marketing? (AACSB: Communication)

17-5  What is phishing, and how does it affect internet mar-
keting? (AACSB: Communication; Reflective Thinking)

17-6  In a small group, search the internet to locate a con-
troversial or failed social media campaign. Present an 
analysis of the failed campaign. Make a recommenda-
tion on how to address the controversy. (AACSB: Use 
of IT; Communication; Reflective Thinking)

17-7  Review the Telephone Consumer Protection Act and 
discuss a recent case in which a marketer was fined for 
violating the act. (AACSB: Communication; Use of IT; 
Reflective Thinking)

Critical Thinking Exercises
17-8  Although mobile advertising makes up a small percent-

age of online advertising, it is one of the fastest-growing 
advertising channels. But one obstacle is measuring re-
turn on investment in mobile. How are marketers mea-
suring the return on investment in mobile advertising? 
Develop a presentation suggesting metrics marketers 
should use to measure effectiveness of mobile adver-
tising. (AACSB: Communication; Use of IT; Reflective 
Thinking)

According to Google’s Consumer Barometer, an interactive digi-
tal consumer insights tool, some 35 percent of UAE and Saudi 
Arabian under-35s go online using either smartphones or tab-
lets. The 2016 data suggests that 30 percent of UAE residents 
prefer mobile devices compared to traditional desktops; in Saudi 
Arabia, this is 32 percent. In both countries, over 70 percent of 

APPLICATIONS AND CASES

Online, Mobile, and Social Media Marketing On the Move
smartphone owners prefer to carry out tasks, including product 
searches and purchases, using their smartphones. Despite some 
continued reluctance over online security and product quality, 24 
percent of the population of the United Arab Emirates had re-
cently made a purchase online. In Saudi Arabia, this figure was 
33 percent. Consumers in both countries use mobile internet 
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17-9  What local businesses in your community are using 
online, social media, or mobile marketing? Interview 
the owner or manager of one of the businesses to 
learn how he or she uses these marketing activities and 
how satisfied he or she is with the activities. (AACSB: 
Communication; Reflective Thinking)

17-10  Mobile marketing can be confusing for a small business 
owner. Develop a presentation for small business own-
ers that describes mobile marketing, its advantages and 
disadvantages, and examples of how small businesses 
are using mobile marketing. (AACSB: Communication; 
Reflective Thinking)

connections to search for information and reviews of local busi-
nesses in addition to making enquiries and purchases abroad. In 
the United Arab Emirates, 54 percent of users searched for prices 
of local products online; in Saudi Arabia this was lower, at 45 per-
cent. It does mean that local as well as international businesses 
have potential opportunities in the United Arab Emirates and Sau-
di Arabia. Typically, consumers were interested in contact infor-
mation, location, and business hours.  For businesses, there are 
encouraging signs in the younger generations. Some 85 percent 
of under-25s in Saudi Arabia researched a recent purchase using 
their smartphone. In the United Arab Emirates, this figure was 57 
percent but showed all signs of future growth.

According to one survey, 92 percent of U.S. companies now 
claim that social media marketing is important for their business-
es. Fashion designer Kenneth Cole took advantage of the trend 
in 2011 by posting the following tweet: “Millions are in uproar in 
#Cairo. Rumor is they heard our new spring collection is now 
available online at http://bit.ly/KCairo -KC.” Kenneth Cole was 
criticized on social media for capitalizing on the strife of the Egyp-
tian revolution to promote his website. The offensive tweet was 
deleted, and Cole apologized by tweeting: “Re Egypt tweet: we 
weren’t intending to make light of a serious situation. We under-
stand the sensitivity of this historic moment -KC.”

Most marketers would not make the same mistake twice. 
However, in September 2013, as the United States deliberated 
military action in Syria, Cole tweeted the following: “‘Boots on the 
ground’ or not, let’s not forget about sandals, pumps and loaf-
ers. #Footwear.” To justify this action, Cole told Details magazine, 
“Billions of people read my inappropriate, self-promoting tweet. I 
got a lot of harsh responses, and we hired a crisis management 
firm. If you look at lists of the biggest Twitter gaffes ever, we’re 

Marketing Ethics #Fail
always one through five. But our stock went up that day, our e-
commerce business was better, the business at every one of our 
stores improved, and I picked up 3,000 new followers on Twitter. 
So on what criteria is this a gaffe? Within hours, I tweeted an ex-
planation, which had to be vetted by lawyers. I’m not even sure I 
used the words I’m sorry—because I wasn’t sorry.”

17-11  Kenneth Cole believes that his controversial tweets im-
prove business and provoke conversation and aware-
ness. Is this an effective use of social media to engage 
customers with the brand? Why or why not? (AACSB: 
Communication, Reflective Thinking)

17-12  Many marketers are still learning how to use social me-
dia platforms effectively to engage customers in mean-
ingful relationships. Locate three social media platforms 
used by the Kenneth Cole brand to engage customers. 
Is the brand’s marketing message consistent across all 
platforms? Explain. (AACSB: Communication; Use of 
IT; Reflective Thinking)

Many companies are realizing the efficiency of telemarketing 
in the face of soaring sales force costs. Whereas an average 
business-to-business sales call by an outside salesperson costs 
$600, the cost of a telemarketing sales call can be as little as $20 
to $30. And telemarketers can make 20 to 33 decision-maker 
contacts per day to a salesperson’s four per day. This has got-
ten the attention of many business-to-business marketers, where 
telemarketing can be very effective.

17-13  Refer to Appendix 2, Marketing by the Numbers, to de-
termine the marketing return on sales (marketing ROS) 
and return on marketing investment (marketing ROI) 
for Company A and Company B in the chart at right. 
Which company is performing better? Explain. (AACSB: 
Communication; Analytical Reasoning; Reflective 
Thinking)

Marketing by the Numbers Field Sales versus Telemarketing

Company A  
(sales force only)

Company B  
(telemarketing only)

Net sales $1,000,000 $850,000

Cost of goods  
 sold

$   500,000 $425,000

Sales expenses $   300,000 $100,000

17-14  Should all companies consider reducing their sales 
forces in favor of telemarketing? Discuss the pros and 
cons of this action. (AACSB: Communication; Reflective 
Thinking)

You’ve probably heard of Nutrisystem, a company that produced 
$800 million in revenues last year by selling weight-loss products. 
What started as a small effort based on an e-commerce market-
ing plan has evolved into a multipronged marketing campaign 

Video Case Nutrisystem
that not only has expanded the business but also provides sub-
stantial return-on-investment potential.

The key to Nutrisystem’s efforts is its direct-to-consumer 
platform. Using various advertising outlets, from magazines 
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to television, Nutrisystem’s promotions all have one thing in 
common—they let customers make direct contact with the 
company. Inserting a unique URL or 800 number in every ad 
also lets Nutrisystem track the success of each and every 
effort.

After viewing the video featuring Nutrisystem, answer the fol-
lowing questions:

17-15  In what different ways does Nutrisystem engage in di-
rect marketing?

17-16  What advantages does Nutrisystem’s marketing cam-
paign have over selling through intermediary channels?

17-17  In addition to its direct-to-consumer distribution and 
promotional efforts, what is essential to the success of 
Nutrisystem?

There’s a new king of e-commerce, and it dwarfs Amazon. Intro-
ducing Alibaba, the China-based behemoth that sold more than 
$485 billion worth of goods and services last year and is rapidly 
building an online empire that will include businesses ranging from 
a traditional online marketplace to online investment services. As 
successful as Amazon has been, its annual sales of $107 billion 
are but a fraction of what Alibaba pulled in. In fact, with last year’s 
take, Alibaba surpassed Walmart to become the largest company 
on the planet. How is this Chinese upstart pulling off such a star-
tling internet and retailing feat? Let’s start by looking at Alibaba’s 
founder, Jack Ma.

Unlikely Beginnings
Jack Ma is an unlikely figure to be atop of one of the world’s most 
powerful companies. Time and again, U.S. tech start-ups have 
emerged from California garages. However, perhaps none of those 
start-ups were founded by individuals as seemingly unprepared as 
Ma. Growing up in Shanghai, Ma did poorly in school. He failed 
the college entrance exam twice before getting in and completing 
a teaching degree. He learned to speak English by hanging out 
around tourists and listening to radio broadcasts. Ma was rejected 
for a number of jobs—including being a manager for KFC—before 
finally landing a job teaching English for $12 a month.

But Ma was animated and energetic, and he had lofty goals 
and ambitions, a combination that earned him the nickname 
“Crazy Jack.” During China’s export boom in the 1990s, Ma 
started a translation company. On a business trip to the United 
States, he was exposed to the World Wide Web and was sur-
prised to find almost no Chinese content. After a failed attempt at 
starting an internet company in China, Ma corralled 17 friends in 
his apartment in 1999 and set out to build an online marketplace. 
Substituting vision and charisma for coding skills, Ma started 
Alibaba.com only a few years after legendary e-commerce mar-
keters Amazon and eBay got their starts.

Feeding the Masses
It’s difficult to examine Alibaba without making comparisons to 
the more globally familiar online sellers. In fact, Alibaba is often 
referred to as the “Amazon of China.” But it’s the differences be-
tween Alibaba and the Amazons, eBays, Googles, Walmarts, 
Costcos, Sears, and thousands of other successful e-tailers that 
explain how the Chinese company has grown so big and will 
grow so much bigger in the future.

For starters, consider the respective domestic markets. Amazon 
and the others got their starts in the United States, home to roughly 
320 million people. This market serves up the most developed retail 
industry and the highest standard of living in the world. As the tech 
boom took off, numerous ambitious upstarts competed fiercely 
to transfer America’s retail businesses into the quickly developing 
space. Tech-savvy U.S. consumers scrambled to convert some of 
their buying from brick-and-mortar stores to online purchases.

Company Case Alibaba: The World’s Largest E-tailer Is Not Amazon
Contrast this with China. With 1.3 billion people and the 

fastest-growing economy in the world, the Chinese market has 
tremendous power and potential. But perhaps more important, 
China’s retail sector was still in the Dark Ages when Alibaba got 
its start. “E-commerce in the United States is like a dessert. It’s 
just supplementary to your main business,” Ma said recently. “In 
China, because the infrastructure of [traditional retail] commerce 
is [so] bad, e-commerce becomes the main course.”

As many Chinese moved from poverty to middle-class status, 
their exposure to buying online coincided with their exposure 
to any kind of buying. Relative to the U.S. market, there were 
relatively few competitors. The size and nature of China’s mar-
ket have Alibaba boasting more than 420 million active users, a 
base that comfortably exceeds the size of the entire population 
of the United States. And internet penetration in China is still only 
52 percent compared with the much more saturated 88 percent 
in the United States, providing enormous growth potential.

In adapting traditional retail to an online environment, Amazon 
and the other U.S. e-tailers operate a “managed marketplace”—
they own their own distribution centers, sell a majority of their 
products directly, and even market their own brands, all charac-
teristics that mimic traditional retail structures. This allows U.S. 
e-tailers to benefit from established distribution channels and to 
maintain a great deal of control over their operations. But it also 
requires massive investments in infrastructure and armies of em-
ployees, both of which result in wafer-thin profit margins. In fact, 
for two of the past four years, Amazon has lost money. For the 
other two years, the biggest profit it could muster was only 0.5 
percent of sales. Walmart’s profit margin percentages for both 
online and offline sales are typically in the low single digits.

But Alibaba does not own or operate massive distribution 
centers. It doesn’t own the items sold on its sites. And it only 
employs about 36,000 people, a fraction of Amazon’s 230,000 
employees. Instead, Alibaba’s open market platform simply 
connects buyers with sellers. That might sound like an eBay 
approach, but Ma insists that it is not. “Amazon and eBay are 
e-commerce companies, and Alibaba is not an e-commerce 
company,” Ma said recently. “Alibaba helps others to do e-
commerce. We do not sell things.” While this gives Alibaba less 
control over the customer experience, Ma sleeps easier at night 
without the burden of obsessing over keeping prices low. As 
market forces work to set price points, Alibaba sits back and 
watches the cash pour in. Its profit margin over the past three 
years averaged about 40 percent.

A Little of Everything
The continuous influx of cash has allowed Alibaba to invest in just 
about every kind of business imaginable. In its infancy,  Alibaba.
com primarily matched Chinese exporters with businesses 
throughout the rest of the world. But the company quickly shifted 
focus, catering to the growing purchasing power of its domestic 
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seen how Alibaba will attack global markets, one analyst recently 
predicted a future marriage down the road of Alibaba and eBay.

At the same time, U.S. companies such as Netflix and 
Amazon are exploring ways to expand their small presence in 
China. However, although the massive markets on both sides of 
the pond represent opportunities too tempting to pass up, only 
time will tell whether any of these U.S. companies can export the 
models they have applied so successfully in their home markets.

As U.S. competitors try to counter Alibaba, they will face one 
more big hurdle. The Chinese love Jack Ma. For their own part, 
U.S. tech founders such as Bezos, Zuckerberg, Brin and Page, 
and the late Steve Jobs are considered visionaries who have 
shaped the world’s digital ecosystem. But the Chinese revere Mr. 
Ma, the man who turned a local underdog into a dominant giant 
with revenues bigger than Amazon, Facebook, Google, and Apple 
combined. Those kinds of patriotic emotions will be tough to crack.

Questions for Discussion
17-18  As a digital retailer, how does Alibaba provide value to 

Chinese consumers? What sets of values are unique to 
the Chinese market?

17-19  Given that Alibaba does not own or distribute any of the 
merchandise exchanged on its sites, describe what fac-
tors had to develop for the company to succeed.

17-20  Analyze Alibaba’s business model relative to all the dif-
ferent forms of digital and online marketing covered in 
this chapter.

17-21  Can Alibaba succeed in countries outside of China? 
Why or why not?

Sources: Melanie Lee, “Alibaba Breaks 3 Trillion RMB Milestone,” Forbes, 
March 21, 2016, www.forbes.com/sites/melanieleest/2016/03/21/
alibaba-groups-3-trillion-rmb-breakthrough/#78cf4ba22a43; Jason Lim, 
“Alibaba Group FY2016 Revenue Jumps 33%,” Forbes, May 5, 2016, 
www.forbes.com/sites/jlim/2016/05/05/alibaba-fy2016-revenue-jumps-
33-ebitda-up-28/#25890c0e61a9; Kathy Chu and Sarah Nassauer, 
“Alibaba Acknowledges Looming Challenges,” Wall Street Journal, March 
21, 2016, www.wsj.com/articles/alibaba-to-announce-transaction-volume- 
milestone-3-trillion-yuan-1458539799; Aaron Back, “Alibaba Dreams of 
E-commerce Globally but Acts Locally,” Wall Street Journal (Eastern 
Edition), June 24, 2015, p. C12; Jillian D’Onfro, “How Jack Ma Went 
from Being a Poor School Teacher to Turning Alibaba into a $160 Billion 
Behemoth,” Business Insider, September 14, 2014, www.businessinsider.
com/the-story-of-jack-ma-founder-of-alibaba-2014-9#ixzz3dqFm4M9B; 
Charles Riley, “Alibaba Is Not the Amazon of China,” CNNMoney, 
September 16, 2014, http://money.cnn.com/2014/09/15/investing/ 
alibaba-amazon-china/; Mohanbir Sawhney and Sanjay Khosla, “Alibaba 
vs. Amazon: Who Will Win the Global E-Commerce War?” Forbes, 
September 22, 2014, www.forbes.com/sites/forbesleadershipforum 
/2014/09/22/alibaba-vs-amazon-who-will-win-the-global-e-commerce-
war/; and Paul Carsten, “Alibaba’s Singles’ Day Sales Surge 60 Percent 
to $14.3 Billion,” Reuters, November 11, 2015, www.reuters.com/article/
us-alibaba-singles-day-idUSKCN0SZ34J20151112.

market. Unlike its Western counterparts, Alibaba developed and 
acquired different online sites and established major divisions. For 
example, Taobao.com is a site that helps small businesses and 
private parties sell merchandise to customers. But unlike eBay’s 
commission structure, Taobao sellers pay only for the advertised 
promotion. From a shopping standpoint, Alibaba’s Tmall.com is 
more similar to Amazon, pairing customers with big corporations, 
including many global corporations such as Nike, P&G, Apple, 
and even retailers like Costco.

But Alibaba’s development has taken it down numerous other 
paths as well. And although it may seem that the surging Chinese 
conglomerate is simply playing copycat, Ma’s vision plays out cre-
atively in every case. For example, Alipay is similar to PayPal. But 
starved for investment opportunities in an environment dominated 
by state-run banks, Alipay customers have access to financial 
products that pay attractive returns. In the first year of making 
such options available, Alipay customers tucked away $82 billion.

In another example of “follow the Silicon Valley guru,” the 
soon-to-be-launched Tmall Box Office—or TBO—“aims to be-
come [the equivalent] of Netflix in the U.S.,” including plans to 
run original content produced by Alibaba’s own Alibaba Pictures. 
But in an environment where TV viewers aren’t accustomed to 
the pay-to-watch model, Alibaba is a true pioneer. And that pio-
neering effort extends to a crowdsourced film investment fund, a 
model that threatens to upend traditional film financing in China 
by allowing regular folks to become producers with less risk.

Alibaba has spent billions investing in start-up firms. Today, the 
Alibaba Group spreads out over a constellation of services and 
technologies, including music, gaming, blogs, social networks, 
event ticket sales, shipping, ridesharing, wearables, and smart-
phones. On well-known U.S. interests, Alibaba has invested $200 
million in Snapchat and $1 billion in Lyft, and it recently bought 
up 5.6 percent of languishing Groupon. Apparently, Mr. Ma sees 
something in the daily deals market that others don’t.

As Alibaba’s list of businesses grows, Ma’s vision and innova-
tion seem unbounded. After all, how many U.S. internet veterans 
can say they started their own holiday? Just seven years ago, 
Ma enthusiastically launched Singles Day on November 11. 
What started as a sort of anti-Valentine’s Day for single people is 
now one of the biggest blockbuster sales holidays in the world. 
Last year, it resulted in $14.3 billion in sales in a 24-hour period, 
almost five times what fanatical U.S. residents spent on Cyber 
Monday across all ecommerce companies combined.

With a goal of doubling its current revenues by 2020, one 
frontier looms large for Alibaba—global expansion. Although 
China’s biggest dot.com success certainly has global ambitions, 
it has so far chosen to focus on the massive potential of its home 
market. That will change. “We plan to invest more in [the U.S. and 
U.K. markets] to get more traffic and…build brand awareness,” 
says Joe Yan, director of international B2C at Alibaba’s export 
division. “Our biggest advantage is abundance—with 100 million 
products, we have more options for customers who can buy our 
products cheaper and at high quality.” And while it remains to be 

MyLab Marketing
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17-22  What public policy issues are related to direct and digital marketing?
17-23  Compare and contrast a marketing website and a branded community 
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In previous chapters, you explored the basics of mar-
keting. You learned that the aim of marketing is to en-
gage customers and to create value for them in order 
to capture value from them in return. Good marketing 
companies win, keep, and grow customers by under-

standing customer needs, designing customer-driven marketing 
strategies, constructing value-delivering marketing programs, en-
gaging customers, and building customer and marketing partner 
relationships. In the final three chapters, we’ll extend this concept 
to three special areas: creating competitive advantage, global 
marketing, and social and environmental marketing sustainability.

To start, let’s dig into the competitive strategy of Microsoft, 
the technology giant that dominated the computer software world 
throughout the 1990s and much of the 2000s. Its Windows and 
Office products have long been must-haves in the PC market. 
But with the decline in standalone personal computers and the 
surge in digitally connected devices—everything from smart-
phones and tablets to internet-connected TVs—mighty Microsoft 
recently found itself struggling to revamp its competitive market-
ing strategy in a fast-changing digital environment. The tech giant 
is now reinventing itself as a relevant brand that consumers can’t 
live without in the post-PC era.

MICROSOFT: A New Competitive Marketing Strategy for the Post-PC Era

Creating Competitive Advantage

started with iPods and smartphones and evolved rapidly into 
a full complement of digital devices—from e-readers, tablets, 
and sleek new laptops to internet-connected TVs and game 
consoles. These devices are connected and mobile, not station-
ary standalones like the old PCs. They link users to an ever-
on, head-spinning new world of information, entertainment, 

and socialization options. And, for 
the most part, these new devices 
were coming to market without 
the need for Microsoft’s tried-
and-true products. Increasingly, 
even the trusty old PC became a 
digital-connection device—a gate-
way to the web, social media, and 
cloud computing. And much of 
that could be done without once-
indispensable Microsoft software.

In this new digitally con-
nected world, Microsoft found 
itself lagging behind new, more-

glamorous competitors such as Google, Apple, Samsung, and 
even Amazon and Facebook, which seemed to provide all 
things digital—the smart devices, the connecting technologies, 
and even the digital destinations. In the new competitive envi-
ronment, although still financially strong and still the world’s 

F ifteen years ago, talking high-tech meant talking 
about the almighty personal computer. Intel pro-
vided the PC microprocessors, and manufacturers 
such as Dell and HP built and marketed the ma-

chines. But it was Microsoft that really drove the PC indus-
try—it made the operating systems that made most PCs go. 
As the dominant software devel-
oper, Microsoft put its Windows 
operating system and Office pro-
ductivity suite on almost every 
computer sold.

The huge success of Windows 
drove Microsoft’s revenues, prof-
its, and stock price to dizzying 
heights. By the start of 2000, the to-
tal value of Microsoft’s stock had 
hit a record $619 billion, making 
it the most valuable company in 
history. In those heady days, no 
company was more relevant than 
Microsoft. And from a  competitive standpoint, no company 
was more powerful.

But moving through the first decade of the new millen-
nium, PC sales growth flattened as the world fell in love with 
a rush of alluring new digital devices and technologies. It 
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Microsoft is undergoing dramatic 
transformation in its competitive 
marketing strategy to align itself better 
with the new digital world order in the 
post-PC era. More than just making the 
software that makes PCs run, Microsoft 
now wants to be a full-line digital devices 
and services company that connects 
people to communication, productivity, 
entertainment, and one another.
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standalone software. With an annual subscription, you get the 
latest version of Office, a terabyte of cloud storage on OneDrive, 
60 minutes of Skype calls per month, free updates and new 
features, and free tech support by phone or chat through the 
Microsoft Answer Desk. Microsoft also released an Office version 
for Apple devices. So Office now works across devices, operating 
systems, and the cloud, making it easier than ever to stay con-
nected with others and to create and share documents on the go.

Perhaps Microsoft’s biggest about-face is the development 
of its own hardware devices. In the past, the company has relied 
on partners like Dell, HP, and Nokia to develop the PCs, tablets, 
and phones that run its software. But to gain better control in 
today’s superheated digital and mobile markets, Microsoft is 
now doing its own development of Windows-enabled devices.

For starters, Microsoft developed the cutting-edge Surface 
tablet, a unique combination of tablet and mini-laptop. More 
recently, it released its first dedicated laptop, the Surface 
Book, which goes head-to-head with the Apple MacBook Pro. 
Microsoft is also dabbling seriously with mobile phones, first 
buying then selling phone maker Nokia and now rumored to 
soon be introducing a Windows-based Surface phone of its 
own. The Surface line, along with Xbox, will give Microsoft bet-
ter control of access to three important digital screens beyond 
the PC—tablets, TVs, and phones.

Microsoft’s revamped competitive strategy also plays to the 
company’s long-held competitive advantage in business markets 
as the company plunges headlong into new business products and 
services. In addition to flexible bundling of its Windows, Office, 
and Enterprise Mobility Suite for business customers, Microsoft 
now offers Azure, a “cloud for modern business.” And it recently 
acquired Yammer, a web-services provider and hip maker of busi-
ness social networking tools—a sort of Facebook for businesses. 
Finally, Microsoft is now exploring a wide range of futuristic digi-
tal technologies, from intelligent chatbots, machine learning, and 
augmented/virtual reality to Internet of Things applications.

dominant PC software maker, Microsoft lost some of its luster. 
In the year 2000—due largely to the collapse of the stock mar-
ket technology bubble—Microsoft’s value plummeted by 60 
percent. And whereas other tech stocks recovered, Microsoft’s 
share price and profits languished at early 2000’s levels for a 
dozen years or more.

Over the past few years, however, in an attempt to align 
itself better with the new digital world order and the host of 
new competitors, Microsoft has undergone a dramatic trans-
formation in its vision and competitive strategy. Microsoft 
now wants to be a full-line digital devices and services com-
pany that delivers “delightful, seamless technology experi-
ences” that connect people to communication, productivity, 
entertainment, and one another.

Under this new competitive strategy, Microsoft has un-
leashed a flurry of new, improved, or acquired digital prod-
ucts and services. Over the past few years, it has introduced 
new versions of Windows and Office that serve not just com-
puters but also tablets and smartphones, a next-generation 
Xbox console that doubles as a TV, a music and movie service 
to rival iTunes and Google Play, an upgraded version of Skype, 
the OneDrive cloud storage solution, and even innovative new 
digital hardware—the Microsoft Surface tablet and Microsoft 
Surface Book laptop—that it hopes will lead the way to even 
more innovative Windows devices.

But these new individual offerings don’t begin to tell the 
full story of Microsoft’s transformation. More important is 
the way that these software, hardware, and service offerings 
work together to deliver a full digital experience. It all revolves 
around Windows 10, a dramatic digital-age metamorphosis 
from previous Windows versions. Windows 10 employs color-
ful, interactive tiles and touchscreen navigation, with interac-
tive features that compete head-on with the systems of rivals 
Apple, Google, and Amazon. Best of all, Windows 10 works 
seamlessly across desktops and laptops, tablets, phones, and 
even the company’s own Xbox, providing the cloud-based con-
nectivity that today’s users covet.

Using Windows 10 software and apps with Windows-
based devices and cloud computing services, you can select 
a movie from a tablet, start playing it on the TV or Xbox, and 
finish watching it on your phone, pausing to call or text a friend 
using Skype. What you do on one Windows device is automati-
cally updated on other devices. Playlists created or songs and 
TV programs purchased from a mobile device will be waiting 
for you on your home PC or laptop. And Windows 10 is a social 
creature; for example, it updates contacts automatically with 
tweets and photos from friends. The new Windows seems to 
be pushing all the right digital buttons for customers. In its first 
eight months, it was placed on 270 million active devices, mak-
ing it the most successful launch in Windows’s nearly 30-year 
history.

The latest version of Microsoft Office—Office 365—has also 
been transformed for the connected age. Office 365 positions 
Microsoft’s venerable productivity suite as a service, not just 

In the fast-changing digital environment, Microsoft is revamping its 
competitive strategy to make itself a brand that consumers can’t live 
without in the post-PC world.
VESA MOILANEN/Stringer/Getty Images
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TODAY’S COMPANIES FACE THEIR toughest competition ever. In previous 
 chapters, we argued that to succeed in today’s fiercely competitive marketplace, companies 
must move from a product-and-selling philosophy to a customer-and-marketing philosophy.

This chapter spells out in more detail how companies can go about outperforming 
competitors to win, keep, and grow customers. To win in today’s marketplace, companies 
must become adept not only in managing products but also in managing customer rela-
tionships in the face of determined competition and a difficult marketing environment. 
Understanding customers is crucial, but it’s not enough. Building profitable customer 
relationships and gaining competitive advantage require delivering more value and 
satisfaction to target customers than competitors do. Customers will see competitive ad-
vantages as customer advantages, giving the company an edge over its competitors.

In this chapter, we examine competitive marketing strategies—how companies ana-
lyze their competitors and develop successful, customer value–based strategies for engag-
ing customers and building profitable customer relationships. The first step is competitor 
analysis, the process of identifying, assessing, and selecting key competitors. The second 
step is developing competitive marketing strategies that strongly position the com-
pany against competitors and give the company the strongest possible strategic advantage.

Competitor Analysis
To plan effective marketing strategies, a company needs to find out all it can about its com-
petitors. It must constantly compare its marketing strategies, products, prices, channels, 
and promotions with those of close competitors. In this way, the company can find areas of 
potential competitive advantage and disadvantage. As shown in Figure 18.1, competi-
tor analysis involves first identifying and assessing competitors and then selecting which 
competitors to attack or avoid.

Identifying Competitors
Normally, identifying competitors would seem to be a simple task. At the narrowest level, 
a company can define its competitors as other companies offering similar products and 

Competitive advantage
An advantage over competitors gained by 
offering consumers greater value.

Competitor analysis
Identifying key competitors; assessing 
their objectives, strategies, strengths and 
weaknesses, and reaction patterns; and 
selecting which competitors to attack or 
avoid.

Competitive marketing strategies
Strategies that strongly position the 
company against competitors and give 
it the greatest possible competitive 
advantage.

OBJECTIVES OUTLINE

OBJECTIVE 18-1  Discuss the need to understand competitors as well as customers through competitor analysis.

Competitor Analysis (pp 542–549)

OBJECTIVE 18-2  Explain the fundamentals of competitive marketing strategies based on creating value for 
customers.

Competitive Strategies (pp 549–559)

OBJECTIVE 18-3  Illustrate the need for balancing customer and competitor orientations in becoming a truly 
market-centered organization.

Balancing Customer and Competitor Orientations (pp 559–560)

Creating competitive 
advantage begins with a 

thorough understanding of competitors’ 
strategies. But before a company can 
analyze its competitors, it must first 
identify them—a task that’s not as 
simple as it seems.

Author
Comment

Thus, Microsoft’s sweeping competitive strategy transfor-
mation is well under way and the company seems to be mak-
ing the right moves to stay ahead of the times. The company’s 
sales have trended strongly upward over the past few years, 
and Microsoft is confident that it’s now on the right track. Still, 

continued success will depend on the Microsoft’s ability to effec-
tively adapt to—or even lead—the lightning-quick changes oc-
curring in the marketing environment. “The opportunity ahead 
for Microsoft is vast,” says Microsoft’s CEO, “but to seize it, we 
must focus clearly, move faster, and continue to transform.”1
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services to the same customers at similar prices. Thus, Forever 21 might see H&M as a ma-
jor competitor, but not Nordstrom or Target. The Ritz-Carlton might see the Four Seasons 
hotels as a major competitor, but not Holiday Inn, Hampton Inn, or any of the thousands of 
bed-and-breakfasts that dot the nation.

However, companies actually face a much wider range of competitors. The company 
might define its competitors as all firms with the same product or class of products. Thus, 
the Ritz-Carlton would see itself as competing against all other hotels. Even more broadly, 
competitors might include all companies making products that supply the same service. 
Here the Ritz-Carlton would see itself competing not only against other hotels but also 
against anyone who supplies rooms for busy travelers. Finally, and still more broadly, com-
petitors might include all companies that compete for the same consumer dollars. Here 
the Ritz-Carlton would see itself competing with travel and leisure products and services, 
from cruises and summer homes to vacations abroad.

Companies must avoid “competitor myopia.” A company is more likely to be “bur-
ied” by its latent competitors than its current ones. For example, Kodak didn’t lose out to 
competing film makers such as Fuji; it fell to the makers of digital cameras that use no film 
at all (see Real Marketing 18.1). And once-blazing-hot video-rental superstore Blockbuster 
didn’t go bankrupt at the hands of other traditional brick-and-mortar retailers. It fell victim 
first to unexpected competitors such as direct marketer Netflix and kiosk marketer Redbox 
and then to a host of new digital video streaming services and technologies. By the time 
Blockbuster recognized and reacted to these unforeseen competitors, it was too late.

Companies can identify their competitors from an industry point of view. They might 
see themselves as being in the oil industry, the pharmaceutical industry, or the beverage 
industry. A company must understand the competitive patterns in its industry if it hopes to 
be an effective player in that industry. Companies can also identify competitors from a mar-
ket point of view. Here they define competitors as companies that are trying to satisfy the 

same customer need or build relationships with the same 
customer group.

From an industry point of view, Google once defined 
its competitors as other search engine providers such as 
Yahoo! or Microsoft’s Bing. Now, Google takes a broader 
view of serving market needs for online and mobile access 
to the digital world. Under this market definition, Google 
squares off against once-unlikely competitors such as Apple, 
Samsung, Microsoft, and even Amazon and Facebook.

In general, the market concept of competition opens the 
company’s eyes to a broader set of actual and potential com-
petitors.  For example, from an industry view, Cinnabon 
long defined itself as a mall- and airport-based fresh baked 

Selecting which
competitors to attack

or avoid

Assessing competitors’
objectives, strategies,

strengths and weaknesses,
and reaction patterns

Identifying the
company’s
competitors

Identifying competitors isn’t as easy as it seems. For 
example, Kodak saw other camera film makers as its 
major competitors. But its real competitors turned out 
to be the makers of digital cameras that used no film 
at all. Kodak fell behind in digital technologies and 
ended up declaring bankruptcy.

  FIGURE | 18.1 
Steps in Analyzing Competitors 

Market-based competitive definition: By changing to a market 
concept of competition—selling “irresistible indulgence”—Cinnabon 
has grown into a much broader competitive arena. Some 75 percent 
of the brand’s total revenues now come from licensed consumer 
packaged goods.
FOCUS Brands

goods chain. Adopting a market view, however, let the 
brand grow into a much broader competitive arena against 
consumer packaged goods competitors:2

Cinnabon has long been known for its ginormous “World 
Famous Cinnamon Rolls,” creations that radiate that entic-
ing Cinnabon aroma at your local mall or airport. But from 
a broader market view, Cinnabon realized that it doesn’t 
just sell cinnamon rolls in malls. Instead, it sells “irresist-
ible indulgence,” with attributes such as “aroma,” “soft,” 
“moist,” and “indulgent.” Cinnabon fans “wanted the flavors 
of Cinnabon in other sorts of occasions where they indulge,” 
says the brand’s CEO. This realization led to an expansion 
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g 18.1 Kodak: The Competitor It Didn’t See Soon 

Enough—No Film

for industries ranging from health care to 
publishing, throughout the twentieth century, 
cameras and film remained the company’s 
massive cash cow.

Interestingly, way back in 1975, Kodak 
engineers invented the first digital camera—
a toaster-sized image sensor that captured 
rough hues of black and white. However, 
failing to recognize the mass-market potential 
of digital photography and fearing that digital 
technology would cannibalize its precious film 
business, Kodak shelved the digital project. 
Company managers simply could not envi-
sion a filmless world. So Kodak held fast to 
film and focused its innovation and com-
petitive energies on making better film and 
out-innovating other film producers. When 
the company later realized its mistake, it was 
too late.

Blinded by its film fixation, Kodak failed to 
see emerging competitive trends associated 
with capturing and sharing images. Kodak’s 
culture became bound up in its history and 
the nostalgia that accompanied it. “They were 
a company stuck in time,” says one analyst. 
“Their history was so important to them—this 
rich century-old history when they made a 
lot of amazing things and a lot of money 

along the way. [Then,] their history [became] 
a liability.”

By the time Kodak finally introduced a line 
of pocket-sized digital cameras in the late 
1990s, the market was already crowded with 
digital products from Sony, Canon, Nikon, 
Samsung, and a dozen other camera mak-
ers. That was soon followed by a completely 
new category of competitors, as more and 
more people began pointing and clicking their 
phones and other mobile devices and shar-
ing photos instantly via texting, email, and 
online photo-sharing social networks. Late 
to the digital game, Kodak became a relic of 
the past and an also-ran to a host of new-age 
digital competitors that hadn’t even existed a 
decade or two earlier.

Somewhere along the way, swelled with 
success, once-mighty Kodak lost sight of 
founder George Eastman’s visionary knack 
for defining customer needs and competi-
tor dynamics. According to one biographer, 
Eastman’s legacy was not film; it was innova-
tion. “George Eastman never looked back. 
He always looked forward to doing some-
thing better than what he had done, even if 
he had the best on the market at the time.” If 
it had retained Eastman’s philosophy, Kodak 

Kodak. That venerable brand name 
has been a household word for 
generations worldwide. For more 
than a century, people relied on 
Kodak for products to help them 
capture “Kodak moments”—impor-
tant personal and family events to 

be shared and recorded for posterity. The 
Hollywood movie industry evolved around 
Kodak technology. In 1972, Paul Simon 
even had a number-two hit single called 
“Kodachrome,” a song that put into words the 
emotional role that Kodak products played in 
people’s lives.

In 2012, however, Kodak fell into bank-
ruptcy. Today, the brand that once monop-
olized the consumer photography industry, 
capturing 85 percent of all camera sales and 
90 percent of a huge film market, doesn’t 
even sell consumer cameras and film any-
more. Once among the bluest of blue chips 
and rolling in cash, a completely transformed 
Kodak now struggles with declining sales and 
year-after-year losses. Of the roughly 200 
buildings that once stood on Kodak’s sprawl-
ing business park in Rochester, New York, 
109 have been demolished or sold off.

How could such a storied brand—
as mighty in its day as Apple or Microsoft 
 today—fall so far so fast? Kodak fell victim to 
marketing and competitor myopia—focusing 
on a narrow set of current products and com-
petitors rather than on underlying customer 
needs and emerging market dynamics. It 
wasn’t competing film makers that brought 
Kodak down. It was the competitor Kodak 
didn’t see soon enough—digital photography 
and cameras that used no film at all. All along, 
Kodak continued to make the very best film. 
But in an increasingly digital world, customers 
no longer needed film. Clinging to its legacy 
products, Kodak lagged behind competitors 
in making the shift to digital.

In 1880, George Eastman founded Kodak 
based on a method for dry-plate photog-
raphy. In 1888, he introduced the Kodak 
camera, which used glass plates for captur-
ing images. Looking to expand the market, 
Eastman next developed film and the in-
novative little Kodak Brownie film camera. 
He sold the camera for only $1 but reaped 
massive profits from the sale of film, along 
with the chemicals and paper required to 
produce photographs. Although Kodak also 
developed innovative imaging technologies 

Competitor myopia: It wasn’t competing film makers that brought Kodak down. 
It was the competitor Kodak didn’t see soon enough—digital photography and 
cameras that used no film at all.
© Finnbarr Webster/Alamy
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into consumer products through licensing partnerships with companies ranging from Pillsbury 
and Green Mountain Coffee to Taco Bell, Air Wick, and even Pinnacle vodka. Each partner now 
makes products that capture the irresistible Cinnabon taste and smell. Cinnabon now captures 
more than $1 billion annually in consumer packaged goods sales, accounting for 75 percent of 
the brand’s total revenues.

Assessing Competitors
Having identified the main competitors, marketing management now asks: What are the 
competitors’ objectives? What does each seek in the marketplace? What is each competi-
tor’s strategy? What are various competitors’ strengths and weaknesses, and how will each 
react to actions the company might take?

Determining Competitors’ Objectives
Each competitor has a mix of objectives. The company wants to know the relative im-
portance that a competitor places on current profitability, market share growth, cash 
flow, technological leadership, service leadership, and other goals. Knowing a com-
petitor’s mix of objectives reveals whether the competitor is satisfied with its current 
situation and how it might react to different competitive actions. For example, a com-
pany that pursues low-cost leadership will react much more strongly to a competitor’s 
cost-reducing manufacturing breakthrough than to the same competitor’s increase in 
advertising.

A company also must monitor its competitors’ objectives for various segments. If the 
company finds that a competitor has discovered a new segment, this might be an oppor-
tunity. If it finds that competitors plan new moves into segments now served by the com-
pany, it will be forewarned and, hopefully, forearmed.

Identifying Competitors’ Strategies
The more that one firm’s strategy resembles another firm’s strategy, the more the two firms 
compete. In most industries, the competitors can be sorted into groups that pursue differ-
ent strategies. A strategic group is a group of firms in an industry following the same 
or a similar strategy in a given target market. For example, in the auto industry, Ford and 
Toyota belong to the same strategic group. Each produces a full line of low- to medium-
price mainstream vehicles supported by great warranties and broad dealership networks. 
BMW, Audi, and Mercedes belong to a different strategic group that focuses more on 
luxury performance. In contrast, Ferrari, Lamborghini, and McLaren produce narrower 
lines of very high-performance, premium-priced sports cars through a highly exclusive 
distribution and support network.

Some important insights emerge from identifying strategic groups. For example, if 
a company enters a strategic group, the members of that group become its key competi-
tors. Thus, if the company enters a group against Ford and Toyota, it can succeed only 
if it develops strategic advantages over these two companies. Tesla is doing this by in-
troducing more mainstream all-electric cars such as the Tesla Model 3. Tesla can succeed 
only if its models outperform and outclass the hybrid and electric models of the major 
automakers.

Strategic group
A group of firms in an industry following 
the same or a similar strategy.

graphic arts, commercial print, publishing, 
packaging, electronic displays, and entertain-
ment and commercial films. So, along with 

might well have been the market leader in 
digital technologies. We might all still be cap-
turing “Kodak moments” on Kodak digital 
cameras and smartphones and sharing them 
on social media and Kodak-run online sites.

As Kodak emerged from bankruptcy, it 
stopped making cameras and discontinued 
its famous Kodachrome color film. Instead, it 
now licenses its name to other manufactur-
ers that will make cameras under the Kodak 
brand. Almost all of its revenues now come 
from commercial imaging and printing prod-
ucts and services for business customers in 

Kodak’s illustrious fortunes, it looks as though 
the famed “Kodak moment” has now passed 
into history.

Sources: Questin Hardy, “At Kodak, Clinging to a Future beyond Film,” New York Times, March 22, 2015, p. 
BU1; Ernest Scheyder, “Focus on Past Glory Kept Kodak from Digital Win,” Reuters, January 19, 2012, www.
reuters .com/article/2012/01/19/us-kodak-bankruptcy-idUSTRE80I1N020120119; Dawn McCarty and Beth Jink, 
“Kodak Files for Bankruptcy as Digital Era Spells End to Film,” Bloomberg Businessweek, January 25, 2012, www . 
 businessweek.com/news/2012-01-25/kodak-files-for-bankruptcy-as-digital-era-spells-end-to-film.html; Michael 
Hiltzik, “Kodak’s Long Fade to Black,” Los Angeles Times, December 4, 2011; “Kodak to Stop Making Digital 
Cameras,” Digital Photography Review, February 9, 2012, www.dpreview.com/news/2012/02/09/Kodak_exits_
camera_ business; and www.kodak.com/ek/us/en/corp/aboutus/heritage/milestones/default.htm, http://investor . 
kodak.com/annuals.cfm, and www.kodak.com, accessed October 2016.
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Although competition is most intense within a strategic 
group, there is also rivalry among groups. First, some strategic 
groups may appeal to overlapping customer segments. For 
example, no matter what their strategy, most automobile man-
ufacturers offer high-performance vehicle models. Second, 
customers may not see much difference in the offerings of 
different groups; they may see little difference in quality be-
tween a high-end Ford and a Mercedes. Finally, members of 
one strategic group might expand into new strategy segments. 
Thus, Toyota’s Lexus division offered a bespoke Lexus LFA 
“Supercar” model that rivals a Ferrari or Lamborghini, with a 
starting price of $375,000. And Ford returns to that segment 
with a limited-production, ultra-high performance, $400,000 
Ford GT road car developed alongside a successful racing pro-
gram to showcase its innovation and technological prowess.3

The company needs to look at all the dimensions that 
identify strategic groups within the industry. It must under-
stand how each competitor delivers value to its customers. 
It needs to know each competitor’s product quality, features, 
and mix; customer services; pricing policy; distribution cov-
erage; sales force strategy; and advertising, sales promotion, 
and online and social media programs. And it must study the 

details of each competitor’s research and development (R&D), manufacturing, purchasing, 
financial, and other strategies.

Assessing Competitors’ Strengths and Weaknesses
Marketers need to carefully assess each competitor’s strengths and weaknesses to answer a 
critical question: What can our competitors do? As a first step, companies can gather data on 
each competitor’s goals, strategies, and performance over the past few years. Admittedly, 
some of this information will be hard to obtain. For example, business-to-business (B-to-B) 
marketers find it hard to estimate competitors’ market shares because they do not have the 
same syndicated data services that are available to consumer packaged-goods companies.

Companies normally learn about their competitors’ strengths and weaknesses 
through secondary data, personal experience, and word of mouth. They can also conduct 
primary marketing research with customers, suppliers, and dealers. They can check com-
petitors’ online and social media sites. Or they can try benchmarking themselves against 
other firms, comparing the company’s products and processes to those of competitors 
or leading firms in other industries to identify best practices and find ways to improve 
quality and performance. Benchmarking is a powerful tool for increasing a company’s 
competitiveness.

Estimating Competitors’ Reactions
Next, the company wants to know: What will our competitors do? A competitor’s objec-
tives, strategies, and strengths and weaknesses go a long way toward explaining its likely 
actions. They also suggest its likely reactions to company moves, such as price cuts, pro-
motion increases, or new product introductions. In addition, each competitor has a certain 
philosophy of doing business, a certain internal culture and guiding beliefs. Marketing 
managers need a deep understanding of a competitor’s mentality if they want to anticipate 
how that competitor will act or react.

Each competitor reacts differently. Some do not react quickly or strongly to a competi-
tor’s move. They may feel their customers are loyal, they may be slow in noticing the move, 
or they may lack the funds to react. Some competitors react only to certain types of moves and 
not to others. Other competitors react swiftly and strongly to any action. Thus, P&G does not 
allow a competitor’s new product to come easily into the market. Many firms avoid direct 
competition with P&G and look for easier prey, knowing that P&G will react fiercely if it is 
challenged. Knowing how major competitors react gives the company clues on how best to 
attack competitors or how best to defend its current positions.

In some industries, competitors live in relative harmony; in others, competitors are 
more openly combative. For example, competitors in the U.S. wireless industry have been 

Benchmarking
Comparing the company’s products and 
processes to those of competitors or 
leading firms in other industries to identify 
best practices and find ways to improve 
quality and performance.

Strategic groups: Brands sometimes cross strategic 
groups. For example, Ford sells a limited-production, ultra-high 
performance, $400,000 Ford GT road car that showcases its 
innovation and technological prowess. The Ford GT is “The very 
definition of aerodynamic.”
Ford Motor Company
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Competitor reactions: In the U.S. wireless 
industry, T-Mobile, AT&T, and Verizon Wireless 
have attacked each other aggressively in 
comparative ads, as in T-Mobile’s recent 
#BallBusterChallenge campaign.
T-Mobile, USA Inc. 

at each other’s throats for years. Verizon Wireless, AT&T, and T-Mobile have ag-
gressively attacked each other in comparative ads:

Verizon started the most recent round of attacks with TV ads using colorful balls to il-
lustrate its supposed network dominance over specifically named competitors. AT&T, 
T-Mobile, and Sprint responded with vigorous counterattacks debunking Verizon’s 
claims. For example, T-Mobile launched a #BallBusterChallenge campaign inviting con-
sumers and media to make side-by-side comparisons of T-Mobile’s full network against 
Verizon’s, claiming that its LTE network is not just the nation’s fastest, it’s also the na-
tion’s fastest growing. The challenge traveled across the country, urging Verizon users to 
match T-Mobile’s network head-on, testing data speeds, texting, and calls. If a custom-
er’s Verizon network beat out T-Mobile’s two out of three times, the customer received 
$100.  When customers lost, they posed for a photo with sign such as “T-Mobile’s 
network was just as good as Verizon’s #BallBusterChallenge” or “Verizon’s network 
just got spanked by T-Mobile #BallBusterChallenge.” At the same time, T-Mobile ran 
its own “balls” ad on the Super Bowl correcting Verizon’s dated facts, complete with a 
#Ballogize hashtag.4

In some cases, such competitive exchanges can provide useful information to 
consumers and advantages for brands. In other cases, they can reflect unfavorably 
on the entire industry.

Selecting Competitors to Attack and Avoid
A company has already largely selected its major competitors through prior deci-
sions on customer targets, positioning, and its marketing mix strategy. Management 
now must decide which competitors to compete against most vigorously.

Strong or Weak Competitors
A company can focus on one of several classes of competitors. Most companies prefer 
to compete against weak competitors. This requires fewer resources and less time. But 

in the process, the firm may gain little. You could argue that a firm also should compete with 
strong competitors to sharpen its abilities. And sometimes, a company can’t avoid its largest 
competitors, as in the case of T-Mobile, Verizon, and AT&T. But even strong competitors have 
some weaknesses, and succeeding against them often provides greater returns.

A useful tool for assessing competitor strengths and weaknesses is customer value 
analysis. The aim of customer value analysis is to determine the benefits that target cus-
tomers value and how customers rate the relative value of various competitors’ offers. In 
conducting a customer value analysis, the company first identifies the major attributes that 
customers value and the importance customers place on these attributes. Next, it assesses 
its performance against competitors on those valued attributes.

The key to gaining competitive advantage is to examine how a company’s offer com-
pares to that of its major competitors in each customer segment. The company wants to 
find the place in the market where it meets customers’ needs in a way rivals can’t. If the 
company’s offer delivers greater value than the competitor’s offer on important attributes, 
it can charge a higher price and earn higher profits, or it can charge the same price and gain 
more market share. But if the company is seen as performing at a lower level than its major 
competitors on some important attributes, it must invest in strengthening those attributes 
or finding other important attributes where it can build a lead.

Good or Bad Competitors
A company really needs and benefits from competitors. The existence of competitors results 
in several strategic benefits. Competitors may share the costs of market and product devel-
opment and help legitimize new technologies. They may serve less-attractive segments or 
lead to more product differentiation. Finally, competitors may help increase total demand.

For example, you might think that Apple’s introduction of its iPad tablet would 
have spelled trouble for Amazon’s smaller, dowdier Kindle e-reader, which had been 
on the market for three years prior to the iPad’s debut. Many analysts thought that 
Apple had created the “Kindle killer.” However, as it turns out, the competing iPad cre-
ated a stunning surge in tablet demand that benefited both companies. Kindle e-reader 
sales increased sharply with the iPad introduction, and new tablet demand spurred 
Amazon to introduce its own full line of Kindle tablets. As an added bonus, the surge 

Customer value analysis
An analysis conducted to determine what 
benefits target customers value and how 
they rate the relative value of various 
competitors’ offers.
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in iPad usage increased Amazon’s sales of e-books and other digital content, 
which can be read on the iPad  using a free Kindle for iPad app. Burgeoning tab-
let demand following the iPad introduction also opened the market to a host of 
new competitors, such as Samsung, Google, and Microsoft.

However, a company may not view all its competitors as beneficial. An indus-
try often contains good competitors and bad competitors. Good competitors play by the 
rules of the industry. Bad competitors, in contrast, break the rules. They try to buy 
share rather than earn it, take large risks, and play by their own rules.

For example, the nation’s traditional newspapers face a lot of bad competi-
tors these days. Digital services that overlap with traditional newspaper content are 
bad competitors because they offer for free real-time content that subscription-based 
newspapers printed once a day can’t match. An example is the Huffington Post, the 
Pulitzer Prize–winning online newspaper started in 2005 by Arianna Huffington as 
an outlet for liberal commentary. The publication has since expanded and is now 
owned by AOL, which is in turn owned by Verizon. The site offers news, blogs, and 
original content and covers politics, business, entertainment, technology, popular me-
dia, lifestyle, culture, comedy, healthy living, women’s interest, and local news. The 
ad-supported site is free to users versus the subscription rates charged by traditional 
newspapers, and that’s about as bad as a competitor can get. HuffingtonPost.com 
is currently the 38th most visited site in the United States.5 Such digital competitors 
have helped to drive many traditional newspapers into bankruptcy in recent years.

Finding Uncontested Market Spaces
Rather than competing head-to-head with established competitors, many compa-
nies seek out unoccupied positions in uncontested market spaces. They try to create 
products and services for which there are no direct competitors. Called a “blue-
ocean strategy,” the goal is to make competition irrelevant.6

Companies have long engaged in head-to-head competition in search of profit-
able growth. They have fought for competitive advantage, battled over market share, and 
struggled for differentiation. Yet in today’s overcrowded industries, competing head-on 
results in nothing but a bloody “red ocean” of rivals fighting over a shrinking profit pool. 
In their book Blue Ocean Strategy, two strategy professors contend that although most com-
panies compete within such red oceans, the strategy isn’t likely to create profitable growth 
in the future. Tomorrow’s leading companies will succeed not by battling competitors but 
by creating “blue oceans” of uncontested market space. Such strategic moves—termed 
value  innovation—create powerful leaps in value for both the firm and its buyers, creating 
all-new demand and rendering rivals obsolete. By creating and capturing blue oceans, 
companies can largely take rivals out of the picture.

Apple has long practiced this strategy, introducing prod-
uct firsts such as the iPod, iTunes, iPhone, App Store, and 
iPad that created whole new categories. Similarly, Redbox 
reinvented the DVD-rental category via kiosks in convenient 
locations. And rather than competing against traditional cof-
fee maker brands such as Hamilton Beach and Mr. Coffee 
that brew coffee by the pot, Keurig reinvented the process 
with innovative cup-at-a-time, pod-based coffee makers. As a 
result, Keurig has achieved annual sales of coffee makers and 
pods exceeding $4.5 billion and captures 60 percent of the U.S. 
single-serve market.7

Another example is Cirque du Soleil, which rein-
vented the circus as a higher form of modern entertainment 
targeting adults rather than children. At a time when the 
circus industry was declining, Cirque du Soleil innovated 
by eliminating high-cost and controversial elements such as 
animal acts and bearded ladies, instead focusing on artistic 
theatrical experiences. Cirque du Soleil did not compete with 
then–market leader Ringling Bros. and Barnum & Bailey; 
it was altogether different from anything that preceded it. 
Instead, it created an uncontested new market space that 

Blue-ocean strategy: Cirque du Soleil reinvented the circus, 
finding uncontested new market space that made existing 
competitors irrelevant.
Paul Marotta/Getty Images

Good and bad competitors: Rather than 
spelling trouble for Amazon’s Kindle, Apple’s 
iPad introduction created a surge in tablet 
demand that benefited not only Amazon but 
other tablet competitors as well.
Victor J. Blue/Bloomberg via Getty Images
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made existing competitors irrelevant. The results have been spectacular. Thanks to its 
blue-ocean strategy, Cirque du Soleil is now the undisputed leader in the redefined circus 
industry. In only its first 20 years, the company achieved more revenues than Ringling 
Brothers and Barnum & Bailey achieved in its first 100 years. Recently, however, as tra-
ditional circuses have updated their acts and smaller Cirque-like rivals have emerged, 
Cirque du Soleil’s blue ocean “is now full of sharks,” says a company executive. Cirque 
du Soleil must continue to find innovative new ways to separate itself from competitors in 
bringing value to customers.8

Designing a Competitive Intelligence System
We have described the main types of information that companies need about their com-
petitors. This information must be collected, interpreted, distributed, and used. Gathering 
competitive intelligence can cost much money and time, so the company must design a 
cost-effective competitive intelligence system.

The competitive intelligence system first identifies the vital types of competitive in-
formation needed and the best sources of this information. Then the system continuously 
collects information from the field (sales force, channels, suppliers, market research firms, 
internet and social media sites, online monitoring, and trade associations) and published 
data (government publications, speeches, and online databases). Next the system checks 
the information for validity and reliability, interprets it, and organizes it in an appropriate 
way. Finally, it sends relevant information to decision makers and responds to inquiries 
from managers about competitors.

With this system, company managers receive timely intelligence about competitors 
in the form of reports and assessments, posted bulletins, newsletters, and email and mo-
bile alerts. Managers can also connect when they need to interpret a competitor’s sudden 
move, know a competitor’s weaknesses and strengths, or assess how a competitor will 
respond to a planned company move.

Competitive Strategies
Having identified and evaluated its major competitors, a company now must design broad 
marketing strategies by which it can gain competitive advantage. But what broad com-
petitive marketing strategies might the company use? Which ones are best for a particular 
company or for the company’s different divisions and products?

Approaches to Marketing Strategy
No one strategy is best for all companies. Each company must determine what makes 
the most sense given its position in the industry and its objectives, opportunities, and 
resources. Even within a company, different strategies may be required for different 
businesses or products. Johnson & Johnson uses one marketing strategy for its lead-
ing brands in stable consumer markets, such as BAND-AID, Tylenol, Listerine, or 
J&J’s baby products, and a different marketing strategy for its high-tech health-care 
businesses and products, such as Monocryl surgical sutures or NeuFlex finger joint 
implants.

Companies also differ in how they approach the strategy-planning process. Many 
large firms develop formal competitive marketing strategies and implement them reli-
giously. However, other companies develop strategy in a less formal and orderly fashion. 
Some companies, such as Harley-Davidson, Red Bull, and Shinola, succeed by breaking 
many of the rules of marketing strategy. Such companies don’t operate large marketing 
departments, conduct expensive marketing research, spell out elaborate competitive 
strategies, and spend huge sums on advertising. Instead, they sketch out strategies on the 
fly, stretch their limited resources, live close to their customers, and create more satisfy-
ing solutions to customer needs. They form buyers’ clubs, use buzz marketing, engage 
customers up close, and focus on winning customer loyalty. It seems that not all mar-
keting must follow in the footsteps of marketing giants such as P&G, McDonald’s, and 
Microsoft.

Now that we’ve identified 
competitors and know 

all about them, it’s time to design 
a strategy for gaining competitive 
advantage.

Author
Comment
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In fact, approaches to marketing strategy and practice often 
pass through three stages—entrepreneurial marketing, formu-
lated marketing, and intrapreneurial marketing:

Entrepreneurial marketing. Most companies are started by indi-
viduals who live by their wits. They visualize an opportunity, 
construct flexible strategies on the backs of envelopes, and 
knock on every door to gain attention. Jim Koch, founder 
of Boston Beer Company, whose Samuel Adams Boston Lager 
beer has become the top-selling craft beer in America, started 
out in 1984 brewing a cherished family beer recipe in his 
kitchen. For marketing, Koch carried bottles of Samuel Adams 
in a suitcase from bar to bar, telling his story, educating con-
sumers about brewing quality and ingredients, getting people 
to taste the beer, and persuading bartenders to carry it. For 10 
years, he couldn’t afford advertising; he sold his beer through 
direct selling and grassroots public relations. “It was all gue-
rilla marketing,” says Koch. “The big guys were so big, we 
had to do innovative things like that.” Today, however, his 
business pulls in more than $1 billion a year, making it the 
leader over more than 1,000 competitors in the craft brewery 
market.9

Entrepreneurial marketing: Boston Beer Company founder Jim 
Koch first marketed his Samuel Adams beer by carrying bottles in 
a suitcase from bar to bar, telling his story, educating consumers, 
getting people to taste the beer, and persuading bartenders 
to carry it. The company is now the leading craft brewery in 
America.
Bloomberg/Getty Images

Formulated marketing. As small companies achieve success, they inevitably move toward 
more-formulated marketing. They develop formal marketing strategies and adhere to 
them closely. Boston Beer now employs a large sales force and has a marketing depart-
ment that carries out market research and plans strategy. Although Boston Beer is far less 
formal and sophisticated in its strategy than $43-billion mega-competitor Anheuser-Busch 
Inbev, it has adopted some of the tools used in professionally run marketing companies.
Intrapreneurial marketing. Many large and mature companies get stuck in formulated 
marketing. They pore over the latest Nielsen numbers, scan market research reports, 
and try to fine-tune their competitive strategies and programs. These companies 
sometimes lose the marketing creativity and passion they had at the start. They now 
need to build more marketing initiative and “intrapreneurship”—encouraging em-
ployees to be more entrepreneurial within the larger corporation—recapturing some 
of the spirit and action that made them successful in the first place.

Some companies build intrapreneurship into their core marketing operations. For 
example, IBM encourages employees at all levels to interact on their own with customers 
through blogs, social media, and other platforms. Google’s Innovation Time-Off program 
encourages all of its engineers and developers to spend 20 percent of their time developing 
“cool and wacky” new product ideas—blockbusters such as Google News, Gmail, Google 
Maps, and AdSense are just a few of the resulting products. And Facebook sponsors regu-
lar “hackathons,” during which it encourages internal teams to come up with and present 
intrapreneurial ideas. One of the most important innovations in the company’s history—
the “Like button”—resulted from such a hackathon.10

The bottom line is that there are many approaches to developing effective competitive 
marketing strategies. There will be a constant tension between the formulated side of mar-
keting and the creative side. It is easier to learn the formulated side of marketing, which has 
occupied most of our attention in this book. But we have also seen how marketing creativity 
and passion in the strategies of many of the companies studied—whether small or large, 
new or mature—have helped to build and maintain success in the marketplace. With this in 
mind, we now look at the broad competitive marketing strategies companies can use.

Basic Competitive Strategies
More than three decades ago, Michael Porter suggested four basic competitive positioning 
strategies that companies can follow—three winning strategies and one losing one.11 The 
three winning strategies are as follows:

Overall cost leadership. Here the company works hard to achieve the lowest production 
and distribution costs. Low costs let the company price lower than its competitors and 
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win a large market share. Walmart, Lenovo, and Spirit Airlines are leading practitio-
ners of this strategy.
Differentiation. Here the company concentrates on creating a highly differentiated 
product line and marketing program so that it comes across as the class leader in the 
industry. Most customers would prefer to own this brand if its price is not too high. 
Nike and Caterpillar follow this strategy in apparel and heavy construction equip-
ment, respectively.
Focus. Here the company focuses its effort on serving a few market segments well 
rather than going after the whole market. For example, Ritz-Carlton focuses on the top 
5 percent of corporate and leisure travelers. Bose concentrates on very high-quality 
electronics products that produce better sound. Hohner owns a stunning 85 percent of 
the harmonica market.

Companies that pursue a clear strategy—one of the above—will likely perform well. 
The firm that carries out that strategy best will make the most profits. But firms that do 
not pursue a clear strategy—middle-of-the-roaders—do the worst. Sears, Levi-Strauss, and 
Holiday Inn encountered difficult times because they did not stand out as the lowest in 
cost, highest in perceived value, or best in serving some market segment. Middle-of-the-
roaders try to be good on all strategic counts but end up being not very good at anything.

Two marketing consultants, Michael Treacy and Fred Wiersema, offer a more customer-
centered classification of competitive marketing strategies.12 They suggest that companies 
gain leadership positions by delivering superior value to their customers. Companies can pur-
sue any of three strategies—called value disciplines—for delivering superior customer value:

Operational excellence. The company provides superior value by leading its industry in price 
and convenience. It works to reduce costs and create a lean and efficient value delivery 
system. It serves customers who want reliable, good-quality products or services but want 
them cheaply and easily. Examples include Walmart, IKEA, Zara, and Southwest Airlines.
Customer intimacy. The company provides superior value by precisely segmenting its 
markets and tailoring its products or services to exactly match the needs of targeted cus-
tomers. It specializes in satisfying unique customer needs through a close relationship 
with and intimate knowledge of the customer. It empowers its people to respond quickly 
to customer needs. Customer-intimate companies serve customers who are willing to pay 

Product leadership: Tesla makes the ultimate in 
cutting-edge electric vehicles, here the Tesla Model X 
crossover SUV with futuristic falcon-wing doors.
© Bai Xuefei/Xinhua/Alamy Live News

a premium to get precisely what they want. They will do almost anything 
to build long-term customer loyalty and to capture customer lifetime value. 
For example, Emirates has clearly followed the strategy of differentia-
tion and has emerged as one of the biggest airlines in the world (see Real 
Marketing 18.2). Other companies that practice customer intimacy include 
Lexus, Zappos, L.L. Bean, and Ritz-Carlton hotels.
Product leadership. The company provides superior value by offering a 
continuous stream of leading-edge products or services. It aims to make 
its own and competing products obsolete. Product leaders are open to 
new ideas, relentlessly pursue new solutions, and work to get new prod-
ucts to market quickly. They serve customers who want state-of-the-art 
products and services regardless of the costs in terms of price or incon-
venience. One example of a product leader is Tesla Motors:13

A Tesla automobile—any model—doesn’t come cheap, and you’ll have to 
wait a while to get one. But it’s the ultimate in cutting-edge electric vehicles. 
The Tesla Model S goes from 0 to 60 in under 3 seconds when driven in 
“Ludicrous Mode” and offers a host of innovative features, such as retract-
able door handles, a 17-inch touchscreen, a sound system that rivals a 
recording studio, and a host of safety features. Best of all: It needs no oil 
changes and has no gas tank to fill.  The Tesla Model X crossover SUV 
even features futuristic falcon-wing doors.

Tesla’s product leadership has sparked the imaginations of people who 
want to stay ahead of the curve in auto ownership. For example, within only 
days of unveiling the more affordable yet still incredibly stylish $35,000 Tesla 
Model 3, Tesla was swamped with 400,000 reservation deposits of $1,000, 
even though the cars wouldn’t be delivered for a year or more. Auto research 
site Edwards sums it up this way: “Tesla has found success not because they 
built an electric vehicle, but because they built a sports car that happens to 
have an innovative electric powertrain. It is a vehicle that customers love.”
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the personal entertainment screens on many 
of its planes. The airline’s ICE entertainment 
system is one of the strongest competitive 
edges that Emirates possesses, offering a vast 
range of over 2,500 information, communica-
tion, and entertainment channels that offer an 
unmatched experience in the air. The ICE sys-
tem has won the best In-Flight Entertainment 
Skytrax award for 11 consecutive years. 
Emirates Airline has also been ranked among 
the top five in the world by Skytrax, whose 
World Airline Awards are an important bench-
marking tool in the aviation industry.

Adding to its competitive advantage of 
superior customer experience, Emirates of-
fers world-class cuisine on its flights that 
is regionally inspired, with flavorful menu 
items from the flights’ destinations. The on-
board meals are prepared with fresh, locally 
sourced ingredients. The airline also offers 
meals prepared just for children. Additionally, 
Emirates takes special care to provide com-
fort and convenience for traveling families and 
makes sure that they board first. At the Dubai 
International Airport, there are special family 
check-in desks, and families are provided 
with complimentary strollers. The airline also 
has a chauffeur-drive service for its first-class 
and business-class passengers in over 70 
selected cities in Africa, Asia, Australia, New 
Zealand, Europe, North and South America, 
and the Middle East. 

At both regional and global levels, Emirates 
has been a game changer in the aviation 

sector over the last three decades. Another 
of its competitive strengths is its modern and 
continuously upgraded fleet. Emirates has one 
of the youngest fleets in the world, with an av-
erage aircraft age of 6.4 years. This is consid-
erably low compared to the global average of 
more than 13 years. Emirates flies the world’s 
biggest fleets of Airbus A380s and Boeing 
777s, offering its customers the comforts of 
the latest and most efficient wide-body air-
crafts. These younger and newer planes also 
burn less fuel and have engines that are 30 
to 40 percent more efficient than older ones. 
Emirates has more than 80 iconic double-
decker A380s that fly to more than 42 destina-
tions. The airline says that its A380 experience 
is as close as it gets to flying one’s own private 
jet. There are private suites and shower spas 
in first class, flat-bed seats in business class, 
and extra room and inflight Wi-Fi throughout 
the aircraft. The A380 on-board lounge is 
exclusive for its first-class and business-class 
customers, serving premium spirits, exclu-
sive wines, champagne, cocktails, and beers 
alongside hot and cold beverages. 

Emirates was named the world’s most 
valuable airline brand in the 2016 Brand 
Finance Global 500 report and has also re-
tained its well-established position as the 
most valuable brand in the Middle East. As 
it reached its 30-year milestone in 2015, 
Emirates continued to invest in technology to 
reinforce its core competencies and to mod-
ernize its customer experience, like adding 

Emirates Airline’s story of success 
in the global aviation industry spans 
barely over 30 years: an airline that 
started off with two planes in 1985 
now operates some of the fanciest 
and biggest planes on some of the 
longest routes around the world. 
Based out of Dubai in the United 
Arab Emirates, the airline competes 

with Qatar Airways, Etihad Airways, Gulf Air, 
Turkish Airlines, British Airways, Singapore 
Airlines, Cathay Pacific, Lufthansa, and Delta 
Airlines. Emirates operates over 3,600 flights 
per week to more than 154 cities in 81 coun-
tries across six continents. It draws its com-
petitive advantage from its locational hub in 
Dubai and has a dedicated modern terminal 
at the Dubai International Airport. Dubai is 
located within 4 hours of a third of the world’s 
population and within 8 hours, flight time of 
the other two-thirds. Emirates’ international 
hub in Dubai gives it a big competitive edge. 
Dubai, which also a popular tourist destina-
tion, provides a perfect air link and a short 
holiday stopover for travelers from North 
America, Europe, Asia, and Australia, who fly 
Emirates even though they have no plans to 
visit the Middle East and for whom Dubai is 
only a layover. 

Over the last five years, Dubai Airport has 
become one the busiest and largest in the 
world in terms of passenger traffic and con-
necting flights. Emirates’ Dubai hub works on 
a hub-and-spoke model, which is a system 
of connections arranged like a chariot wheel, 
where all traffic moves along spokes (destina-
tions) connected to the hub at the center (the 
Dubai International Airport). It allows efficient 
use of resources, like using a small number 
of aircraft and pilots for many destinations. 
Many of the airline’s complicated operations, 
like cargo sorting, accounting, and passenger 
switching, is done at the central Dubai hub 
instead of at multiple airports. 

Emirates has adopted innovative strate-
gies to achieve differentiation and aggres-
sive strategies for expansion, including new 
routes and more and better planes. The airline 
maintains a strong focus on the customer 
experience to ensure satisfaction. Passengers 
can feel the difference as soon as they enter 
an Emirates plane. Passengers are greeted 
by a friendly cabin crew and get a newspa-
per of their choice as they board, hot towels 
soon after take-off, a light snack within the 
first hour of flight, and custom lighting for 
each seat. Emirates offers free Wi-Fi and al-
lows passengers to send texts and emails via 

Emirates focuses on differentiation through outstanding service to 
drive its expansion.
Iain Masterton/Alamy Stock Photo
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Some companies successfully pursue more than one value discipline at the same 
time. For example, FedEx excels at both operational excellence and customer intimacy. 
However, such companies are rare; few firms can be the best at more than one of these 
disciplines. By trying to be good at all value disciplines, a company usually ends up being 
best at none.

Thus, most excellent companies focus on and excel at a single value discipline while 
meeting industry standards on the other two. Such companies design their entire value 
delivery network to single-mindedly support the chosen discipline. For example, Walmart 
knows that customer intimacy and product leadership are important. Compared with 
other discounters, it offers good customer service and an excellent product assortment. 
Still, it purposely offers less customer service and less product depth than does Nordstrom 
or Williams-Sonoma, which pursue customer intimacy. Instead, Walmart focuses obses-
sively on operational excellence—on reducing costs and streamlining its order-to-delivery 
process to make it convenient for customers to buy just the right products at the lowest 
prices.

By the same token, Equinox Fitness Clubs wants to be efficient and employ the lat-
est operations technologies. But what really sets the luxury gym apart is its customer 
intimacy. Equinox coddles its customers with an app to sign up for classes ahead of time, 
refrigerated eucalyptus towels, and Kiehl’s products in the locker rooms. In addition, each 
location has a spa and snack bar filled with organic selections. “Epic workouts demand 
unexpected luxuries. Exclusive Kiehl’s products. Eco-chic amenities. Spaces that inspire 
and ignite,” says Equinox. “Equinox isn’t just a fitness club, it’s a temple of well-being. It’s 
not fitness. It’s life.”

Classifying competitive strategies as value disciplines is appealing. It defines 
marketing strategy in terms of the single-minded pursuit of delivering superior value 
to customers. Each value discipline defines a specific way to build lasting customer 
relationships.

Competitive Positions
Firms competing in a given target market at any point in time differ in their objectives and 
resources. Some firms are large; others are small. Some have many resources; others are 
strapped for funds. Some are mature and established; others new and fresh. Some strive for 

improvements to its mobile sites and apps 
to simplify the customer journey. Emirates 
also unveiled its newest version of ICE, which 
includes the largest in-seat screens in the in-
dustry for first and economy class. 

Emirates’ promotional strategies effec-
tively communicate its brand image as the 
best airline in the world. Between 2015 and 
2016, Emirates released two highly antici-
pated television commercials for A380 featur-
ing Hollywood celebrity Jennifer Aniston that 
quickly went viral.  Emirates also continued 
to sponsor many sporting events, including 
football, cricket, rugby, golf, and the U.S. 
Open championship. The airline invigorated 
fans’ love of football through its “benfica 
safety video,” which created tremendous 
buzz on social media. The video showed a 
group of Emirates’ female cabin crew smartly 
dressed in their uniforms enter the football 
field and give match and safety information 
with a twist—the physical movements and 
actions were like the safety instructions given 
on an Emirates flight. 

Emirates has one of the most active and 
engaged social communities, with a combined 
following of 11 million across Facebook, Twitter, 
Instagram, LinkedIn, and Google+. Emirates 
was the first airline to have 1 million followers 
and is becoming the largest transportation 
brand on the popular social media platforms. 

Although the majority of the world’s big 
airlines are members of one of the top three 
alliances, namely Star Alliance, Oneworld or 
SkyTeam, Emirates has not joined any of 
them. However, Emirates has developed bi-
lateral and codeshare agreements with many 
other airlines to gain access to foreign mar-
kets. Such partnerships allow its customers 
to plan a seamless travel  experience—they 

can book their whole journey with Emirates 
and connect to destinations in other coun-
tries via other airlines with one ticket. 
Emirates’ partnership with Qantas has been 
hugely successful and set the standard for 
many such partnerships. Emirates now has 
more than 20 such partnerships, including 
ones with Air Malta, Air Mauritius, EasyJet, 
Jet Airways, Korean Air, Malaysia Airlines, 
Oman Air, Thai Air, and Virgin Airline America. 

Emirates’ dominance in international air 
travel continues to grow, with the airline 
rounding off another year of growth in 2016, 
supported by its fleet and network expansion 
as well as customer-focused product invest-
ments and enhancements.

Sources: Justice Bachman, “Why Emirates Is Always Buying New Airplanes,” Businessweek, October 28, 2013, 
http://www.bloomberg.com/bw/articles/2013-10-28/why-emirates-is-always-buying-new-airplanes, accessed 
January 7, 2016; Emirates website, “The Milestones in Emirates’ Incredible Journey,” http://www.emirates.com/eng-
lish/about/the_emirates_story.aspx, accessed January 7 2016; Emirates website, “The Emirates Experience,” 2016, 
https://www.emirates.com/english/flying, accessed January 8, 2016. IATA, “Airlines Expect 31% Rise in Passenger 
Demand by 2017,” 2013, http://www.iata.org/pressroom/pr/Pages/2013-12-10-01.aspx, accessed January 8, 2017; 
Emirates Benfica Safety video, 2015, https://www.youtube.com/watch?v=jAF2hZxdFRE.
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rapid market share growth; others for long-term profits. And these firms occupy different 
competitive positions in the target market.

We now examine competitive strategies based on the roles firms play in the target 
market—leader, challenger, follower, or nicher. Suppose that an industry contains the 
firms shown in Figure 18.2. As you can see, 40 percent of the market is in the hands 
of the market leader, the firm with the largest market share. Another 30 percent is in the 
hands of market challengers, runner-up firms that are fighting hard to increase their 
market share. Another 20 percent is in the hands of market followers, other runner-up 
firms that want to hold their share without rocking the boat. The remaining 10 percent is 
in the hands of market nichers, firms that serve small segments not being pursued by 
other firms.

Table 18.1 shows specific marketing strategies that are available to market lead-
ers, challengers, followers, and nichers.14 Remember, however, that these classifications 
often do not apply to a whole company but only to its position in a specific industry. 
Large companies such as GE, Microsoft, Google, P&G, or Disney might be leaders in 
some markets and nichers in others. For example, Amazon leads the online retailing 
market but challenges Apple and Samsung in smartphones and tablets. P&G leads in 
many segments, such as laundry detergents and shampoo, but it challenges Unilever 
in hand soaps and Kimberly-Clark in facial tissues. Such companies often use different 
strategies for different business units or products, depending on the competitive situa-
tions of each.

Market Leader Strategies
Most industries contain an acknowledged market leader. The leader has the largest mar-
ket share and usually leads the other firms in price changes, new product introductions, 
distribution coverage, and promotion spending. The leader may or may not be admired 
or respected, but other firms concede its dominance. Competitors focus on the leader as 
a company to challenge, imitate, or avoid. Some of the best-known market leaders are 
Walmart (retailing), Amazon (online retailing), McDonald’s (fast food), Verizon (wireless), 
Coca-Cola (beverages), Caterpillar (earth-moving equipment), Nike (athletic footwear and 
apparel), Facebook (social media), and Google (internet search).

A leader’s life is not easy. It must maintain a constant watch. Other firms keep chal-
lenging its strengths or trying to take advantage of its weaknesses. The market leader can 
easily miss a turn in the market and plunge into second or third place. A product innova-
tion may come along and hurt the leader (as when Netflix’s direct marketing and video 
streaming unseated then-market leader Blockbuster or when Apple developed the iPod 
and iTunes and took the market lead from Sony’s Walkman portable audio devices). The 
leader might grow arrogant or complacent and misjudge the competition (as when Sears 
lost its lead to Walmart). Or the leader might look old-fashioned against new and peppier 
rivals (as when Abercrombie & Fitch lost ground to stylish or lower-cost brands such as 
Zara, H&M, and Forever 21).

To remain number one, leading firms can take any of three actions. First, they can find 
ways to expand total demand. Second, they can protect their current market share through 
good defensive and offensive actions. Third, they can try to expand their market share fur-
ther, even if market size remains constant.

Expanding Total Demand
The leading firm normally gains the most when the total market expands. If Americans 
eat more fast food, McDonald’s stands to gain the most because it holds a much larger 
fast-food market share than competitors such as Subway, Burger King, or Taco Bell. If 

Market leader
The firm in an industry with the largest 
market share.

Market challenger
A runner-up firm that is fighting hard to 
increase its market share in an industry.

Market follower
A runner-up firm that wants to hold its 
share in an industry without rocking the 
boat.

Market nicher
A firm that serves small segments that 
the other firms in an industry overlook 
or ignore.

40% 10%20%30%

Market
leader

Market
nichers

Market
followers

Market
challengers

Each market position calls for a different competitive strategy. For example,
the market leader wants to expand total demand and protect or expand its
share. Market nichers seek market segments that are big enough to be
profitable but small enough to be of little interest to major competitors.

 FIGURE | 18.2 
Competitive Market Positions and Roles 



CHAPTER 18 | Creating Competitive Advantage   555

 Table 18.1   Strategies for Market Leaders, Challengers, 
Followers, and Nichers

Market Leader 
Strategies

Market Challenger 
Strategies

Market Follower 
Strategies

Market Nicher 
Strategies

Expand total market

Protect market share

Expand market share

Full frontal attack

Indirect attack

Follow closely

Follow at a distance

By customer,  
market, quality, 
price, service

Multiple niching

Promoting new uses: The WD-40 Company’s knack for finding 
new uses has made this popular substance one of the truly essential 
survival items in most American homes.
WD-40® is a registered trademark of WD-40 Company.

McDonald’s can convince more Americans that fast food is the best eating-out choice, it 
will benefit more than its competitors.

Market leaders can expand the market by developing new users, new uses, and 
more usage of its products. They usually can find new users or untapped market segments 
in many places. For example, traditionally boy-focused LEGOs—the world’s biggest 
 toymaker—now successfully targets girls. Based on extensive research into differences 
between how boys and girls play, in 2011 the company introduced the LEGO Friends line 
for girls. The line features pastel color bricks and construction sets that encourage girls to 
build everything from Olivia’s House or Emma’s Pet Salon to Andrea’s City Park Café. 
LEGO Friends has become one of the most successful lines in LEGO history, helping to 
triple LEGO’s sales to girls within only one year. Last year alone, sales of the Friends line 
were up 30 percent over the previous year.15

Marketers can expand markets by discovering and promoting new uses for the prod-
uct. For example, The WD-40 Company’s knack for expanding the market by finding new 
uses has made this popular substance one of the truly essential survival items in most 
American homes:16

Some years ago, the company launched a search to uncover 2,000 unique uses for WD-40. 
After receiving 300,000 individual submissions, it narrowed the list to the best 2,000, which are 
now posted on the company’s website. Some consumers suggested simple and practical uses, 
such as keeping wicker chairs from squeaking, freeing stuck LEGO bricks, or cleaning crayon 
marks from just about anywhere.  And, it seems, lots of people use WD-40 to make squir-
rels slide off birdfeeder poles. Others, however, reported some pretty unusual applications. 
One man uses WD-40 to polish his glass eye; another uses it to remove a prosthetic leg. A bus 
driver in Asia used WD-40 to remove a python that had coiled itself around the undercarriage 
of his vehicle. And did you hear about the nude burglary suspect who had wedged himself 

in a vent at a café in Denver? The fire department extracted him 
with a large dose of WD-40. Or how about the Mississippi naval 
officer who used WD-40 to repel an angry bear? Then there’s the 
college student who wrote to say that a friend’s nightly amorous 
activities in the next room were causing everyone in his dorm to 
lose sleep—he solved the problem by treating the squeaky bed-
springs with WD-40. As the company concludes: “You often hear 
it said, ‘You only need two things in life: duct tape and WD-40. 
If it moves and shouldn’t, use duct tape. If it doesn’t move and 
should, use WD-40.’ Surely there’s a reason for that.”

Finally, market leaders can encourage more usage by con-
vincing people to use the product more often or use more per 
occasion. For example, Campbell’s urges people to eat soup 
and other Campbell’s products more often by running ads 
containing new recipes. At the Campbell’s Kitchen website 
(www.campbellskitchen.com), visitors can search for or ex-
change recipes, create their own personal recipe box, learn 
ways to eat healthier, and sign up for a daily or weekly Meal 
Mail program. At the Campbell’s Facebook, Pinterest, and 
Twitter sites, consumers can join in and share on Campbell’s 
Kitchen Community conversations.
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Protecting market share: P&G’s researchers push the boundaries of science 
and style to keep a technological edge over disposable diaper challengers. Thanks 
to relentless innovation and brand building, P&G maintains a commanding market 
share lead.
Bloomberg via Getty Images

Protecting Market Share
While trying to expand total market size, the leading firm also must protect its current 
business against competitors’ attacks. Walmart must constantly guard against Target and 
Costco; Caterpillar against Komatsu; Apple’s iPad and iPhone against Samsung; and 
McDonald’s against Wendy’s and Burger King.

What can the market leader do to protect its position? First, it must prevent or fix 
weaknesses that provide opportunities for competitors. It must always fulfill its value 
promise and work tirelessly to engage valued customers in strong relationships. Its prices 
must remain consistent with the value that customers see in the brand. The leader should 
“plug holes” so that competitors do not jump in.

But the best defense is a good offense, and the best response is continuous innovation. 
The market leader refuses to be content with the way things are and leads the industry in 
new products, customer services, distribution effectiveness, promotion, and cost cutting. It 
keeps increasing its competitive effectiveness and value to customers. And when attacked 
by challengers, the market leader reacts decisively. For example, in the $53 billion global 
disposable diaper market, market leader P&G—with its Pampers and Luvs brands—has 
been relentless in its offense against challengers such as Kimberly-Clark’s Huggies:17

P&G invests huge resources in disposable diaper and baby-care R&D, seeking to build the 
ultimate diaper that yields “zero leakage, ultimate dryness, ultimate comfort, with an under-
wear-like fit,” says a P&G baby-care research manager.  At five baby-care centers around the 
globe, P&G’s researchers push the boundaries of science and style to keep a technological edge 
over challengers. P&G’s baby-care division now has more than 5,000 diaper patents granted or 
pending. For instance, in 2010 P&G introduced Dry Max Pampers, perhaps the biggest diaper 

innovation in 25 years—20 percent thinner yet 
twice as absorbent as before. More recently, it 
introduced Pamper Premium Care Pants, dia-
pers with all-around elastic that can be pulled 
on like underwear. Next up in diaper innova-
tion: smart diapers with imbedded sensors 
that alert parents through smartphone apps 
when their babies wet a diaper or even notify 
parents if they detect the wearer catching a 
disease. Beyond its push for technological 
superiority, P&G employs its hefty market-
ing clout to engage consumers and persuade 
them that its diapers are best for their babies. 
In all, thanks to its relentless innovation and 
brand building, in the United States P&G 
holds a 42.9-percent-and-growing market 
share versus challenger Kimberly-Clark’s 37 
percent. In the huge Chinese diaper market, it 
holds a 42 percent share to Kimberly Clark’s 
11 percent.

Expanding Market Share
Market leaders also can grow by increasing their market shares further. In many markets, 
small market share increases mean very large sales increases. For example, in the U.S. 
shampoo market, a 1 percent increase in market share is worth $70 million in annual sales; 
in carbonated soft drinks, almost $1 billion!18

Studies have shown that, on average, profitability rises with increasing market share. 
Because of these findings, many companies have sought expanded market shares to improve 
profitability. GE, for example, declared that it wants to be at least number one or two in each 
of its markets or else get out. GE shed its computer, air-conditioning, small appliances, and 
television businesses because it could not achieve top-dog position in those industries.

However, some studies have found that many industries contain one or a few highly 
profitable large firms, several profitable and more focused firms, and a large number 
of medium-sized firms with poorer profit performance. It appears that profitability in-
creases as a business gains share relative to competitors in its served market. For example, 
Lexus holds only a small share of the total car market, but it earns a high profit because it 
is a leading brand in the luxury-performance car segment. And it has achieved this high 
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share in its served market because it does other things right, such as producing high-
quality products, creating outstanding service experiences, and building close customer 
relationships.

Companies must not think, however, that gaining increased market share will 
automatically improve profitability. Much depends on their strategy for gaining in-
creased share. There are many high-share companies with low profitability and many 
low-share companies with high profitability. The cost of buying higher market share 
may far exceed the returns. Higher shares tend to produce higher profits only when 
unit costs fall with increased market share or when the company offers a superior-
quality product and charges a premium price that more than covers the cost of offering 
higher quality.

Market Challenger Strategies
Firms that are second, third, or lower in an industry are sometimes quite large, such as 
PepsiCo, Ford, Lowe’s, Hertz, Target, and AT&T. These runner-up firms can adopt one of 
two competitive strategies: They can challenge the market leader and other competitors in 
an aggressive bid for more market share (market challengers), or they can play along with 
competitors and not rock the boat (market followers).

A market challenger must first define which competitors to challenge and its strategic 
objective. The challenger can attack the market leader, a high-risk but potentially high-gain 
strategy. Its goal might be to take over market leadership. Or the challenger’s objective 
may simply be to wrest more market share.

Although it might seem that the market leader has the most going for it, challeng-
ers often have what some strategists call a “second-mover advantage.” The challenger 
 observes what has made the market leader successful and improves on it. For example, 
The Home Depot invented the home-improvement superstore. However, after observing 
The Home Depot’s success, number-two Lowe’s, with its brighter stores, wider aisles, and 
arguably more helpful salespeople, has positioned itself as the friendly alternative to Big 
Bad Orange. Over the past decade, follower Lowe’s has substantially closed the gap in 
sales and market share with The Home Depot.

In fact, challengers often become market leaders by imitating and improving on the 
ideas of pioneering processors. For example, McDonald’s first imitated and then mas-
tered the fast-food system first pioneered by White Castle. And founder Sam Walton 
admitted that Walmart borrowed most of its practices from discount pioneer Sol Price’s 
FedMart and Price Club chains and then perfected them to become today’s dominant 
retailer.

Alternatively, the challenger can avoid the leader and instead challenge firms its own 
size or smaller local and regional firms. These smaller firms may be underfinanced and 
not serving their customers well. Several of the major beer companies grew to their pres-
ent size not by challenging large competitors but by gobbling up small local or regional 
competitors. For example, SABMiller became the world’s number-two brewer by acquiring 
brands such as Miller, Molson, Coors, and dozens of others. If the challenger goes after a 
small local company, its objective may be to put that company out of business. The impor-
tant point remains: The challenger must choose its opponents carefully and have a clearly 
defined and attainable objective.

How can the market challenger best attack the chosen competitor and achieve its 
strategic objectives? It may launch a full frontal attack, matching the competitor’s prod-
uct, advertising, price, and distribution efforts. It attacks the competitor’s strengths 
rather than its weaknesses. The outcome depends on who has the greater strength 
and endurance. PepsiCo challenges Coca-Cola in this way, and Ford challenges Toyota 
frontally.

If the market challenger has fewer resources than the competitor, however, a frontal 
attack makes little sense. Thus, many new market entrants avoid frontal attacks, know-
ing that market leaders can head them off with ad blitzes, price wars, and other retalia-
tions. Rather than challenging head-on, the challenger can make an indirect attack on the 
competitor’s weaknesses or on gaps in the competitor’s market coverage. It can carve out 
toeholds using tactics that established leaders have trouble responding to or choose to 
ignore.
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For example, consider how challenger Red Bull first entered the U.S. soft drink market 
against market leaders Coca-Cola and PepsiCo. Red Bull tackled the leaders indirectly by 
selling a high-priced niche product in nontraditional distribution points. It began by sell-
ing Red Bull via unconventional outlets that were under the radar of the market leaders, 
such as nightclubs and bars where young revelers gulped down their caffeine fix so they 
could go all night. Once it had built a core customer base, the brand expanded into more 
traditional outlets, where it now sits within arm’s length of Coke and Pepsi. Finally, Red 
Bull used a collection of guerilla marketing tactics rather than the high-cost traditional 
media used by the market leaders. The indirect approach worked for Red Bull. Despite 
ever-intensifying competition in the United States, Red Bull is now a $6.5 billion brand that 
captures a 43 percent share of the energy drink market versus a combined energy drink 
share of about 4 percent for Coca-Cola and Pepsi.19

Market Follower Strategies
Not all runner-up companies want to challenge the market leader. The leader never takes 
challenges lightly. If the challenger’s lure is lower prices, improved service, or additional 
product features, the market leader can quickly match these to defuse the attack. The 
leader probably has more staying power in an all-out battle for customers. For example, 
a few years ago, when Kmart launched its renewed low-price “bluelight special” cam-
paign, directly challenging Walmart’s everyday low prices, it started a price war that it 
couldn’t win. Walmart had little trouble fending off Kmart’s challenge, leaving Kmart 
worse off for the attempt. Thus, many firms prefer to follow rather than challenge the 
market leader.

A follower can gain many advantages. The market leader often bears the huge ex-
penses of developing new products and markets, expanding distribution, and educating 
the market. By contrast, as with challengers, the market follower can learn from the market 
leader’s experience. It can copy or improve on the leader’s products and programs, usually 
with much less investment. Although the follower will probably not overtake the leader, it 
often can be as profitable.

Following is not the same as being passive or a carbon copy of the market leader. A fol-
lower must know how to hold current customers and win a fair share of new ones. It must 
find the right balance between following closely enough to win customers from the market 
leader and following at enough of a distance to avoid retaliation. Each follower tries to 
bring distinctive advantages to its target market—location, services, financing. A follower 
is often a major target of attack by challengers. Therefore, the market follower must keep 
its manufacturing costs and prices low or its product quality and services high. It must also 
enter new markets as they open up.

Market Nicher Strategies
Almost every industry includes firms that specialize in serving market niches. Instead 
of pursuing the whole market or even large segments, these firms target subsegments. 
Nichers are often smaller firms with limited resources. But smaller divisions of larger firms 
also may pursue niching strategies. Firms with low shares of the total market can be highly 
successful and profitable through smart niching.

Why is niching profitable? The main reason is that the market nicher ends up know-
ing the target customer group so well that it meets their needs better than other firms that 
casually sell to that niche. As a result, the nicher can charge a substantial markup over costs 
because of the added value. Whereas the mass marketer achieves high volume, the nicher 
achieves high margins.

Nichers try to find one or more market niches that are safe and profitable. An ideal 
market niche is big enough to be profitable and has growth potential. It is one that the firm 
can serve effectively. Perhaps most important, the niche is of little interest to major com-
petitors. And the firm can build the skills and customer goodwill to defend itself against a 
major competitor as the niche grows and becomes more attractive.

The key idea in niching is specialization. Nichers thrive by meeting in depth the 
special needs of well-targeted customer groups. For example, when it comes to online 
dating sites, general sites such as eHarmony.com and Match.com get the most notice. But 
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hard to find understanding partners. He cites an example in which a country girl and her city 
boyfriend discussed marriage. Their relationship went to seed when she said that she wanted 
to raise horses; he said they could keep the horses in the garage. At that point, says Miller, “She 
knew they were not compatible.” Hence the dating service’s popular tagline: FarmersOnly.com, 
because “City folks just don’t get it.”

A market nicher can specialize along any of several market, customer, product, or 
marketing mix lines. For example, it can specialize in serving one type of end user, as when 
a law firm specializes in the criminal, civil, or business law markets. The nicher can special-
ize in serving a given customer-size group. Many nichers specialize in serving small and 
midsize customers who are neglected by the majors.

Some nichers focus on one or a few specific customers, selling their entire output to a 
single company, such as Walmart or General Motors. Still other nichers specialize by geo-
graphic market, selling only in a certain locality, region, or area of the world. For example, 
Vegemite is primarily sold and consumed in Australia. Quality-price nichers operate at the 
low or high end of the market. For example, Manolo Blahnik specializes in the high-quality, 
high-priced women’s shoes. Finally, service nichers offer services not available from other 
firms. For example, LendingTree provides online lending and realty services, connecting 
homebuyers and sellers with national networks of mortgage lenders and realtors who 
compete for the customer’s business. “When lenders compete,” it proclaims, “you win.”

Niching carries some major risks. For example, the market niche may dry up, or it 
might grow to the point that it attracts larger competitors. That is why many companies 
practice multiple niching. By developing two or more niches, a company increases its 
chances for survival. Even some large firms prefer a multiple niche strategy to serving the 
total market. For example, apparel maker VF Corporation markets more than 30 premium 
lifestyle brands in niche markets ranging from jeanswear, sportswear, and contemporary 
styles to outdoor gear and imagewear (workwear). For example, VF’s Vans unit cre-
ates footwear, apparel, and accessories for skate-, surf-, and snowboarders. Its 7 for All 
Mankind brand offers premium denim and accessories sold in boutiques and high-end 
department stores. The North Face and Timberland brands offer top-of-the-line gear and 
apparel for outdoor enthusiasts. In contrast, the company’s Red Kap, Bulwark, and Chef 
Designs workwear brands provide an array of uniforms and protective apparel for busi-
nesses and public agencies, whether it’s outfitting a police force or a chef’s crew. Together, 
these separate niche brands combine to make VF a $12.4-billion apparel powerhouse. No 
matter who you are, says the company, “We fit your life.”21

Balancing Customer and Competitor Orientations
Whether a company is the market leader, challenger, follower, or nicher, it must watch 
its competitors closely and find the competitive marketing strategy that positions it most 
effectively. And it must continually adapt its strategies to the fast-changing competitive 

Market nichers: FarmersOnly.com pairs country folk with  
like-minded others because “City folks just don’t get it.”
FarmersOnly Media Inc. Photo: Caiaimage/Agnieszka Olek/Getty Images.

recently, there’s been an explosion of niche dating sites that 
focus on the narrower preferences of small but well-defined 
audiences:20

PURRsonals.com pairs cat lovers—it’s where “cat lovers meet 
and greet.” SeaCaptainDate.com helps lovers of the ocean “find 
your first mate.” Faith-focused ChristianMingle.com is “where 
good people find great relationships.” And TallFriends.com 
brings tall people nose to nose (there’s even a choice for 
people taller than 6’11”!). If that’s not nichie enough for you, 
maybe you need a super-nicher such as GlutenfreeSingles.
com, with 4,000 love-seeking gluten-free users. There’s even 
a dating site for mustache wearers and people who love them 
(StachePassions.com).

Although some of these niche sites seem a bit extreme, they 
can be ideal for people who think they know precisely what 
kind of person they want.  For example, FarmersOnly.com 
serves hundreds of thousands of country-folk members every 
day seeking like-minded mates with rural persuasions. Farmers 
Only founder Jerry Miller started the dating site after noticing 
that the isolated and demanding farming lifestyle makes it 
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environment. This question now arises: Can the company spend too much time and energy 
tracking competitors, damaging its customer orientation? The answer is yes. A company 
can become so competitor centered that it loses its even more important focus on maintain-
ing profitable customer relationships.

A competitor-centered company is one that spends most of its time tracking com-
petitors’ moves and market shares and trying to find strategies to counter them. This ap-
proach has some pluses and minuses. On the positive side, the company develops a fighter 
orientation, watches for weaknesses in its own position, and searches out competitors’ 
weaknesses. On the negative side, the company becomes too reactive. Rather than carrying 
out its own customer relationship strategy, it bases its own moves on competitors’ moves. 
As a result, it may end up simply matching or extending industry practices rather than 
seeking innovative new ways to create more value for customers.

A customer-centered company, by contrast, focuses more on customer develop-
ments in designing its strategies. Clearly, the customer-centered company is in a better 
position to identify new opportunities and set long-run strategies that make sense. By 
watching customer needs evolve, it can decide what customer groups and what emerging 
needs are the most important to serve. Then it can concentrate its resources on delivering 
superior value to target customers.

In practice, today’s companies must be market-centered companies, watching 
both their customers and their competitors. But they must not let competitor watching 
blind them to customer focusing.

Figure 18.3 shows that companies might have any of four orientations. First, they 
might be product oriented, paying little attention to either customers or competitors. Next, 
they might be customer oriented, paying attention to customers. In the third orientation, 
when a company starts to pay attention to competitors, it becomes competitor oriented. 
Today, however, companies need to be market oriented, paying balanced attention to both 
customers and competitors. Rather than simply watching competitors and trying to beat 
them on current ways of doing business, they need to watch customers and find innovative 
ways to build profitable customer relationships by delivering more customer value than 
competitors do.

Competitor-centered company
A company whose moves are mainly 
based on competitors’ actions and 
reactions.

Customer-centered company
A company that focuses on customer 
developments in designing its marketing 
strategies and delivering superior value to 
its target customers.

Market-centered company
A company that pays balanced attention 
to both customers and competitors in 
designing its marketing strategies.
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Market-centered companies
understand both customers
and competitors. They
build profitable customer
relationships by delivering
more customer value than
competitors do.

 FIGURE | 18.3 
Evolving Company Orientations 

OBJECTIVE 18-1  Discuss the need to understand 
competitors as well as customers through competitor 
analysis. (pp 542–549)

To prepare an effective marketing strategy, a company must 
consider its competitors as well as its customers. Building 
profitable customer relationships requires satisfying target 
consumer needs better than competitors do. A company 
must continuously analyze competitors and develop com-
petitive marketing strategies that position it effectively against 

OBJECTIVES REVIEW AND KEY TERMS

Objectives Review
Today’s companies face their toughest competition ever. 
Understanding customers is an important first step in develop-
ing strong customer relationships, but it’s not enough. To gain 
competitive advantage, companies must use this understanding 
to design market offers that deliver more value than the offers of 
competitors seeking to win over the same customers. This chap-
ter examines how firms analyze their competitors and design 
effective competitive marketing strategies.

18 Reviewing and Extending the Concepts



CHAPTER 18 | Creating Competitive Advantage   561

the leader, other runner-up companies, or smaller firms in the 
industry. The challenger can select from a variety of direct or 
indirect attack strategies.

A market follower is a runner-up firm that chooses not to 
rock the boat, usually from fear that it stands to lose more than 
it might gain. But the follower is not without a strategy and seeks 
to use its particular skills to gain market growth. Some followers 
enjoy a higher rate of return than the leaders in their industry. A 
market nicher is a smaller firm that is unlikely to attract the atten-
tion of larger firms. Market nichers often become specialists in 
some end use, customer size category, specific customer group, 
geographic area, or service.

OBJECTIVE 18-3  Illustrate the need for balancing 
customer and competitor orientations in becoming a 
truly market-centered organization. (pp 559–560)

A competitive orientation is important in today’s markets, 
but companies should not overdo their focus on competi-
tors. Companies are more likely to be hurt by emerging con-
sumer needs and new competitors than by existing competitors. 
Market-centered companies that balance customer and com-
petitor considerations are practicing a true market orientation.

competitors and give it the strongest possible competitive 
advantage.

Competitor analysis first involves identifying the company’s 
major competitors, using both an industry-based and a mar-
ket-based analysis. The company then gathers information 
on competitors’ objectives, strategies, strengths and weak-
nesses, and reaction patterns. With this information in hand, 
it can select competitors to attack or avoid. Competitive intel-
ligence must be collected, interpreted, and distributed continu-
ously. Company marketing managers should be able to obtain 
full and reliable information about any competitor affecting their 
decisions.

OBJECTIVE 18-2  Explain the fundamentals of 
competitive marketing strategies based on creating 
value for customers. (pp 549–559)

Which competitive marketing strategy makes the most sense de-
pends on the company’s industry and on whether it is the market 
leader, challenger, follower, or nicher. The market leader has 
to mount strategies to expand the total market, protect market 
share, and expand market share. A market challenger is a firm 
that tries aggressively to expand its market share by attacking 

OBJECTIVE 18-1
Competitive advantage  

(p 542)
Competitor analysis (p 542)
Competitive marketing strategies  

(p 542)
Strategic group (p 545)

Benchmarking (p 546)
Customer value analysis  

(p 547)

OBJECTIVE 18-2
Market leader (p 554)
Market challenger (p 554)

Market follower (p 554)
Market nicher (p 554)

OBJECTIVE 18-3
Competitor-centered company (p 560)
Customer-centered company (p 560)
Market-centered company (p 560)

Key Terms

DISCUSSION AND CRITICAL THINKING

Discussion Questions
18-1  Define competitive advantage. How do companies go 

about finding their competitive advantage? (AASCB: 
Communication)

18-2  How does a company identify its competitors? What do 
marketing managers want to know about the compa-
nies identified as competitors? (AACSB: Communication; 
Reflective Thinking)

18-3  Describe the strategies that a market follower might 
adopt, and explain why they might never challenge the 
market leader. (AACSB: Communication)

18-4  How can a market leader retain their position against 
competition? (AACSB: Communication)

18-5  Is there no alternative for a business than market orienta-
tion? (AACSB: Communication; Reflective Thinking)

MyLab Marketing
Go to mymktlab.com to complete the problems marked with this icon .
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Critical Thinking Exercises
18-6  Form a small group and conduct a customer value analy-

sis for your college or university. What are the strong and 
weak competitors? For the strong competitors, what are 
their vulnerabilities? (AACSB: Communication; Reflective 
Thinking)

18-7  Using the internet, find one company market nicher in 
each of three different industries. Identify the competitive 

strategy each one uses. (AACSB: Communication; 
Reflective Thinking)

18-8  The chapter describes Apple, Redbox, and Keurig as 
examples of companies that have been successful with 
a Blue Ocean strategy. Find another example of a com-
pany that has successfully pursued a blue ocean strategy. 
Explain. (AACSB: Communication; Reflective Thinking)

APPLICATIONS AND CASES

Online, Mobile, and Social Media Marketing I’ll Eat My Hat
The online resource www.veravo.com offers a fascinating insight 
into the minds of Internet users in the United Arab Emirates. The 
service tracked the top 20 Google AdWords that appear at the 
top, bottom, or alongside the regular list. Advertisers pay when 
their advertisements are clicked. The advertiser creates an ac-
count with Google and sets the maximum bid they are willing to 
pay per click. The position of the advertisement is worked out 
as a combination of the pay-per-click bid and the quality of the 
“landing page.” In effect, the position is auctioned off by Google. 
As a result, advertisers will fight over the top spot by outbidding 
one another. The most expensive AdWords was found to be fe-
dora, referring to the hat of the same name, worth an incred-
ible $17.40 per click. At $8.62 was the phrase “hair transplant in 
Dubai.” Running about equal in terms of cost per click were “Gu-
cci,” “blonde hair,” and “liposuction.” Also valued in excess of $7 
were “rhinoplasty,” “breast augmentation,” “Dubai investments,” 

“laser hair removal,” “diamond sizes,” and perhaps most bizarre-
ly, the U.S. professional wrestler “Daniel Bryan.” As a snapshot 
of the obsessions of a nation, Google AdWords is not a strictly 
 scientific measure, but it does give a very different insight into 
what is hot and what is not in the search engine world.

18-9  What do you think the identified AdWords tell us about 
the United Arab Emirates? Are the words really repre-
sentative of the interests of the country’s population? 
(AACSB: Written and Oral Communication; Reflective 
Thinking)

18-10  Globally, Google AdWords is worth 68 percent of 
Google’s income. Google is making over $120 million 
a day. What are the advantages and disadvantages of 
AdWords? (AACSB: Written and Oral Communication; 
Reflective Thinking)

“clean diesel” marketing and advertising. To mitigate the damage, 
Volkswagen created a “Customer Goodwill Package” in which it 
doled out $1,000 in cash and dealership purchases to VW diesel 
owners along with access to free 24-hour roadside assistance 
for three years. It also reached a more than $15 billion settlement 
with U.S. regulators to cover the costs of possible vehicle buy-
backs and other remedial actions. The full long-run harm to VW’s 
reputation and market performance remains to be seen.

18-11  Is Volkswagen a competitor-centered company, cus-
tomer-centered company, or market-centered com-
pany? Explain your answer. (AACSB: Communication, 
Reflective Thinking)

18-12  What competitive thinking moved Volkswagen, one of 
the world’s major automakers, to cheat on emission 
standards rather than comply with them? How could 
Volkswagen have prevented this scandal, and what are 
the lessons for other firms? (AACSB: Ethical Reasoning, 
Communication)

Marketing Ethics Creating Competitive Advantage . . . to What End?
In late September 2015, Volkswagen found itself in the midst of 
a firestorm. The company, which captures 70 percent of the U.S. 
diesel-powered passenger-car market, was caught cheating on 
diesel emissions tests. Over the past many years, Volkswagen 
had installed software on more than half a million diesel cars in the 
United States—and roughly 10.5 million more  worldwide—that 
detected when the cars were undergoing emissions tests and 
triggered so-called “defeat devices” that temporarily switched 
operating modes and allowed them to pass the tests. VW diesel 
autos were found to actually be emitting up to 40 times the allow-
able levels of nitrogen oxide pollutants.

Volkswagen has long pitched its diesel cars as efficient, non-
polluting vehicles. But in 2008, when U.S. rules on diesel exhaust 
became stricter, VW faced difficulties meeting the new standards 
and living up to its “clean diesel” advertising promises and im-
age. So, under competitive pressures, it covertly installed the 
secret “defeat devices.” When the scandal broke, Volkswagen’s 
global sales plunged along with its reputation. The company 
halted sales of affected diesel models and suspended all of its 

was the top-selling brand with sales of $1.18 billion, but the 
company’s other brands make up an additional $1.6 billion, giv-
ing the company total overall sales of almost $3 billion. Nestlé 
saw opportunity in this market and launched a new brand 

Marketing by the Numbers Market Share
Bottled water is a hot industry with sales of $11.8 billion in 
the United States. Big players in this industry include Nestlé, 
PepsiCo, and Coca-Cola. Nestlé is the market leader with four 
brands in the top 10 leading brands. Nestlé’s Pure Life brand 
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But under all these bells and whistles lies the core of what 
makes Umpqua so different: a rigorous service culture where ev-
ery branch and each employee gets measured on how well they 
serve customers. That’s why every customer feels like he or she 
gets the help and attention needed from employees.

After viewing the video featuring Umpqua Bank, answer the 
following questions about creating competitive advantage:

18-15  With what companies does Umpqua compete?

18-16  What is Umpqua’s competitive advantage?

18-17  Do you think that Umpqua will be able to maintain this 
advantage in the long run? Why or why not?

Video Case Umpqua Bank
The retail banking industry has become very competitive. And 
with a few powerhouses that dominate the market, how is a small 
bank to thrive? By differentiating itself through a competitive ad-
vantage that the big guys can’t touch.

That’s exactly what Umpqua has done. One step inside 
a branch of this Oregon-based community bank and it is im-
mediately apparent that this is not your typical Christmas club 
savings account/free toaster bank. Umpqua has created a busi-
ness model that has transformed banking from retail drudgery 
to a holistic experience. Umpqua has created an environment 
where people just love to hang out. It not only has its own music 
download service featuring local artists, it even has its own blend 
of coffee.

Wallet, Chromebooks, and Google+ and suddenly Google and 
its competitors lock horns in more ways than one. Expand even 
further to the “moonshot” projects that fall under Google parent 
Alphabet’s umbrella—the Internet of Things (IoT), drones, robots, 
alternative energy production, and autonomous vehicles—and 
Google and its competitors become so intertwined that its hard 
to tease things apart.

Google knows that to be as competitive as possible, it isn’t 
enough to diversify into various businesses and product lines. 
Rather than being disjointed pieces, every piece must fit neatly 
into a holistic pie. For Google, all those projects may center 
around internet search and organizing the world’s informa-
tion. But ultimately, Google wants a big piece of consumers’ 
digital world. And perhaps nowhere is this more apparent than 
in Google’s efforts to be the leading source of streaming video 
programming, with its YouTube unit at the heart of those efforts.

“I Want My TV!”
When it comes to how people carve up their days, working and 
sleeping occupy the most ticks of the clock. But according to one 
recent study, leisure activities take a strong third place. Ameri-
cans average 5.3 hours each day of leisure time, including activi-
ties such as socializing, playing games, reading, recreation and 
exercise, and relaxing. But a whopping half of all leisure time is 
spent watching TV. Nowadays, that includes any and all video 
programing on any and all devices. And although traditional tele-
vision is still king, the average person now consumes 70 minutes 
of online video each day, a number that is growing rapidly. Most 
of that viewing time is spent on mobile devices over traditional 
computers. In fact, video will account for 80 percent of all mobile 
traffic within the next few years.

Company Case YouTube: Google’s Quest for Video Dominance
There’s no doubt about it. Google—now part of holding company 
Alphabet—is an unquestioned success. With annual revenues of 
$71.5 billion last year, only 35 U.S. companies were bigger—and 
Google is younger than every one of them. But even its rapid 
rise in revenues doesn’t capture the power and influence of this 
brash, young company. After all, Google powers a whopping 70 
percent of all desktop internet searches, a statistic that balloons 
to 95 percent on mobile devices.

But when it comes to defining its competition, the picture 
isn’t cut so clear for the undisputed sultan of search. Certainly, 
Microsoft (Bing) and Yahoo! are in Google’s crosshairs when it 
comes to search. But when it comes to keeping an eye on com-
petitors, Google is likely more concerned about Apple, Amazon, 
Facebook, and Samsung. In fact, not one of these companies 
makes a move that Google doesn’t notice and evaluate.

How do such seemingly diverse companies end up compet-
ing so fiercely with one another? It turns out that these com-
panies really aren’t so different when it comes to their ultimate 
goal—to meet the digital needs of consumers everywhere, a 
need set that is rapidly evolving and tricky to define. But as 
consumers have turned more and more of their time and atten-
tion to the connected devices they hold in their hands, Google 
has realized that capturing the biggest possible share of “time 
spent” in the digital space is what it really seeks. And although 
Google and competitors Apple, Amazon, Facebook, Microsoft, 
and Samsung each started out focusing on specific product 
categories, the quest for online dominance has blurred those 
market borders and placed the companies in direct competition 
with each other.

Consider Google’s portfolio of internet-oriented products—
Gmail, Chrome, Google Maps, Google Earth, Google Drive, 
Google Docs, and Google Photos. Throw in Android, Google 

called Resource, targeted to affluent women. Resource is forti-
fied with electrolytes and is promoted as “more than  hydration, 
it’s total electrolytenment.” Nestlé is attempting to take market 
share away from Glaceau’s Vitaminwater and Smartwater. If 
Resource attains just 3 percent market share, it will be in the 
top 10 selling brands.

18-13  Refer to Appendix 2, Marketing by the Numbers, and 
calculate Nestlé’s Pure Life and the company’s overall 

market share in the bottled water industry. (AACSB: 
Communication; Analytical Reasoning)

18-14  How much revenue does one market share point rep-
resent in this industry? Assuming total market sales re-
main the same, what sales must Resource attain to be 
in the top 10 selling brands? (AACSB: Communication; 
Reflective Thinking)
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with the NFL to live-stream Thursday night games. With Verizon, 
Yahoo!, and even Alibaba vying for the attention of eyeballs 
worldwide with their video content, the industry is red hot.

Lately, each of these players has poured money into building 
a video empire. And these days it’s all about original content. In 
that arena, Netflix is leading the way and has completely shaken 
up the competitive landscape. Many Hollywood actors, direc-
tors, and producers have jumped ship to Netflix not only for the 
money but for the lure of artistic freedom that traditional channels 
simply cannot provide. “[Competitors are] in awe of the clout 
Netflix carries with both consumers and media companies,” says 
Blair Westlake, former chairman of Universal Television and head 
of media and entertainment for Microsoft. And although they 
may not walk with Netflix’s swagger, Amazon, Hulu, and Crackle 
each hold a hand at the table of original content.

At the most recent Sundance Film Festival, it was “invitation 
only” at the iTunes Lounge, the Apple-hosted revolving door of 
A-listers at the Imperial Hotel on Park City’s main drag. Apple’s 
presence at the high-profile festival was part of its current plan to 
develop a roster of exclusive content intended to rival the options 
on Netflix—content that will be available only through iTunes and 
apps on Apple devices.

Apple is pursuing a “two-lane” approach to content develop-
ment. The first is a collection of short films, music videos, and 
documentaries built around associates of Dr. Dre and Jimmy 
Iovine—the founders of Beats Electronics, which Apple pur-
chased for $3 billion and rebranded as Apple Music, its answer 
to Spotify. In a holistic fashion, this content not only will attract 
viewers but will serve to promote Apple Music. The second lane 
is to develop original TV-style programming in the vein of Netflix, 
Amazon, and Hulu. With a stockpile of cash that exceeds $200 
billion, Apple has the funds to pave both lanes with gold.

While Apple is putting together deals behind closed doors, 
Facebook is pursuing its own path. Rumor has it that Facebook’s 
Mark Zuckerberg is obsessed with video. In fact, Facebook is 
predicting the end of the written word on its platform. In five 
years’ time, Facebook “will be definitely mobile, it will be prob-
ably all video,” says Nicola Mendelsohn, head of Facebook for 
Europe, the Middle East, and Africa. “The best way to tell stories 
in this world, where so much information is coming at us, actu-
ally is video.”

With its unparalleled reach, analytics, and targeting capa-
bilities, Facebook has been very successful in getting studios 
to use the social network as a platform for trailers and sneak 
peeks. But Facebook is currently pushing hard with its money 
and other resources to move beyond promotional partnerships 
with Hollywood. It aims to be a serious option for destination 
viewing of original content. Enter Facebook Live, a live streaming 
platform designed to house just about anything. For example, 
Whoopi Goldberg provided a behind-the-scenes play-by-play 
of the most recent Academy Awards in a series of video diaries 
that received millions of hits. But that’s just the tip of the iceberg. 
Facebook is in talks with everyone from TV producers, comedi-
ans, and musicians to athletes, chefs, politicians, and journalists 
to stream live shows, including exclusives.

Doing Video Its Own Way
So what is Google doing to surpass competitors in this very 
crowded field? You might think that it would turn Google Play into 
a Netflix or Hulu clone. Indeed, some analysts have suggested 
that Google simply purchase one of the proven video portals, 
pointing to the $75 billion pile of cash it’s sitting on. But Google 

The compelling new viewing outlets brought to us by mobile, 
on-demand, and digital technologies are part and parcel to the 
slow but inevitable fraying of traditional primetime lineups and 
cable TV bundles. All of this has sparked an intense battle to 
capture viewing audiences that have never before been more in 
play. Content that was once only consumed via long-standing 
broadcast and cable networks such as NBC, ABC, CBS, HBO, 
MTV, TNT, TBS, and ESPN is now being gobbled up through 
new venues.

The most dominant new player is Netflix. The company 
that once established itself as the leading distributor of rented 
DVDs by mail is now the leading source of streaming television 
and movie programming. More than 75 million paying Netflix 
subscribers in 190 countries have their eyes glued to 3.8 billion 
ad-free hours of streaming content every month. In the United 
States, Netflix commands more than one-third of all internet 
traffic on any given weeknight. And although most of its con-
tent originates from outside sources, Netflix is fast becoming a 
force as a producer of original content. In fact, with hit series 
such as House of Cards, Orange Is The New Black, Jessica 
Jones, and The Unbreakable Kimmy Schmidt, Netflix is winning 
Golden Globes and Emmys, not to mention adding millions of 
new subscribers to its massive user base each month. And with 
the soon-to-be-released talk show starring comedian Chelsea 
Handler, Netflix is making its first move into live television. With 
annual revenues of $6.7 billion and most of that being spent on 
content, Netflix is keeping television and cable network execu-
tives awake at night.

But Google is no shrinking violet when it comes to internet 
video. Through its Google Play media store, it rents and sells 
movies and TV programs à la iTunes. More important, its own 
YouTube unit is still far and away the leading source for streaming 
video with a whopping 77 percent share of all video site visits. 
YouTube has always generated revenue for Google, with adver-
tising accounting for the vast majority of that income—a model 
that has set a standard for internet video. In addition, YouTube 
provides viewers with a second Google option to rent or pur-
chase movies and TV programs as well as a selection of pay-
per-view subscription channels. By itself, YouTube generated an 
estimated $9 billion in revenue for Google last year.

Making more money on internet video than even Netflix, you 
might think Google would be satisfied with its offerings. But 
Google has never been satisfied with the status quo. It knows 
that it must keep doing more if it wants to remain on top of the 
online video heap.

The Competition Intensifies
As online video explodes, Netflix is hardly Google’s only con-
cern. Other premium viewing sites such as Hulu and Crackle are 
also of concern. But perhaps even more pressing, every one of 
Google’s formidable competitors poses a credible threat with its 
own online video portals. When it comes to subscription services, 
Amazon Prime is second only to Netflix with about one-third the 
number of paying subscribers. Hulu Plus is close behind. Apple 
invented the online media store with iTunes. And with more than 
a billion users, Apple certainly has a captive audience for its video 
portal through the most coveted devices in the world.

Facebook now boasts 8 billion video views a day and 
 growing—a statistic that some suggest makes the world’s larg-
est social network YouTube’s biggest threat. And with its Surface 
and Xbox interfaces, even Microsoft has a foot in the door for 
its Windows media store. Even Twitter recently signed a deal 
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and running. Offering very competitive compensation for per-
sonalities, directors, and producers, Hollywood insiders as well 
as Google’s competitors have gotten the message—YouTube 
means business.

Questions for Discussion
18-18  Define YouTube in terms of competitive advantage.

18-19  Of all Google’s competitors, which ones should it at-
tack? Which ones should it avoid?

18-20  Which basic competitive strategy does Google follow?

18-21  How would you classify Google in terms of competitive 
position? Why?

18-22  Is Google a market-centered company? Support your 
answer.

Sources: Nicole LaPorte, “Apple, Facebook, Google, and Alibaba 
Take Hollywood,” Fast Company, May, 2016, pp. 68–96; Sarah Mitroff, 
“Everything You Need to Know about YouTube Red,” Cnet, February 
17, 2016, www.cnet.com/how-to/youtube-red-details/; Cassie Werber, 
“Facebook Is Predicting the End of the Written Word,” Quartz, June 
14, 2016, www.qz.com/706461/facebook-is-predicting-the-end-of-the-
written-word/; “Mobile Spearheads Digital Video Advertising’s Growth,” 
eMarketer, February 22, 2016, www.emarketer.com/Article/Mobile-
Spearheads-Digital-Video-Advertisings-Growth/1013611; Leah Libresco, 
“Here’s How Americans Spend Their Working, Relaxing, and Parenting 
Time,” FiveThirtyEight, June 24, 2015, http://fivethirtyeight.com/data-
lab/heres-how-americans-spend-their-working-relaxing-and-parenting-
time/; Farhad Manjoo, “The Great Tech War of 2012,” Fast Company, 
November, 2011, pp. 106–146; and www.youtube.com/red, accessed 
July 2016.

doesn’t want to be Netflix. Rather, Google is out to fortify its posi-
tion as the online video leader based on its own strengths—and 
that means YouTube. Last year, YouTube launched its own paid 
subscription service, Red. For $9.99 a month, viewers receive 
ad-free access to all YouTube content across all YouTube inter-
faces. Subscribers can save videos and playlists on devices to 
be viewed offline. There is even a “music only” setting for music 
videos, integrating with YouTube Music and Google Play Music to 
make Red a commercial-free streaming music service.

Although such features are nice, YouTube Red’s biggest draw 
will likely be its recently launched Originals—original program-
ming available exclusively to Red subscribers. But unlike Netflix, 
Amazon, and even Apple, YouTube is developing content with 
its own twist. First and foremost, it’s capitalizing on the per-
sonalities made famous at home. There’s Scare PewDiePie, a 
scripted reality horror show from the producers of The Walking 
Dead and starring YouTube’s biggest celebrity, Felix Kjellberg. 
There’s A Trip to Unicorn Island, a documentary focusing on 
Lilly “Superwoman” Singh. And there’s Fight of the Living 
Dead, which puts YouTube talent in a fight to survive a zombie 
apocalypse.

But even as YouTube signs its own celebrities to star in top-
quality programs, it doesn’t have a lock on these stars. In a 
first-ever competitive move, Netflix recently signed YouTube sen-
sation Miranda Sings to star in an original comedy series, Haters 
Back Off! Although YouTube has plenty of homegrown personali-
ties to choose from, it must now add them to the list of possible 
competitive threats.

YouTube Red currently has 10 programs available. And with 
many more in the works, including more high-profile shows 
featuring high-profile industry talent, YouTube Originals is off 

MyLab Marketing
Go to mymktlab.com for the following Assisted-graded writing questions:

18-23  Explain the difference between a good and a bad competitor.
18-24  Discuss the similarities and differences between Michael Porter’s competitive 

strategies and the Treacy and Wiersema “value disciplines.” Which classifica-
tion of  competitive strategies has more appeal for marketers and why?



You’ve now learned the fundamentals of how com-
panies develop competitive marketing strategies to 
engage customers, create customer value, and build 
lasting customer relationships. In this chapter, we ex-
tend these fundamentals to global marketing. Although 

we’ve discussed global topics in each previous chapter—it’s 
difficult to find an area of marketing that doesn’t contain at least 
some international elements—here we’ll focus on special con-
siderations that companies face when they market their brands 
globally. Advances in communication, transportation, and digital 
technologies have made the world a much smaller place. Today, 

almost every firm, large or small, faces international marketing is-
sues. In this chapter, we will examine six major decisions market-
ers make in going global.

To start our exploration of global marketing, let’s look at 
Scandinavian furniture and housewares retailer IKEA. IKEA oper-
ates successfully in 51 countries, engaging consumers across 
vastly different means, languages, and cultures. IKEA follows a 
highly standardized international operating model designed to 
create good-quality, functional furniture at low prices that every-
day people can afford. However, IKEA has learned that, when it 
comes to global markets, one size rarely fits all.

IKEA: Just the Right Balance between Global Standardization and Local Adaptation

IKEA, the world’s largest furniture 
retailer, is the quintessential global 
brand. Operating in more countries than 
Walmart, IKEA is a model for global 
standardization versus local adaptation in 
international markets.

The Global Marketplace

matter where in the world you shop at IKEA, you’ll find huge 
stores, the familiar blue-and-yellow brand logo and signage, large 
selections of contemporary Scandinavian-design furnishings, and 
affordable prices. At the same time, IKEA carefully adapts its 
merchandise assortments, store operations, and marketing to 
cater to the unique needs of customers in different global markets 
characterized by vastly different means, languages, and cultures.

Many aspects of IKEA’s strategy are standard worldwide. 
For starters, all of its products are rooted in Swedish, contem-
porary design. Its classic, simple designs have a timeless, near-

universal appeal. Low prices are 
another constant in IKEA’s global 
formula. As a benchmark, every 
IKEA product is designed to sell 
for half the price of similar com-
peting products. IKEA keeps its 
prices low through a relentless fo-
cus on cost cutting. Selling largely 
standardized products worldwide 
helps keep costs down. So does 

IKEA’s space-saving “flat pack” approach—selling furniture in 
pieces to be assembled by customers at home.

IKEA’s stores around the world share a standardized design. 
All are gigantic. At an average size of 300,000 square feet, the 
average IKEA store is 50 percent larger than an average Walmart 

I KEA, the world’s largest furniture retailer, is the quint-
essential global cult brand. Last year, more than 771 mil-
lion shoppers flocked to the Scandinavian retailer’s 
368 huge stores in 51 countries, generating revenues of 

more than $37 billion. That’s an average of about $100 mil-
lion per store annually, more than double Walmart’s average 
per-store sales. IKEA is big and getting bigger—its revenues 
have doubled during the past decade.

IKEA offers a classic model for how to do business in a 
global environment. Far more than just a big furniture mer-
chant, IKEA has achieved global 
success by engaging consumers of 
all nationalities and cultures. From 
Beijing to Moscow to Middletown, 
Ohio, customers are drawn to the 
IKEA lifestyle, one built around 
trendy but simple and practical 
furniture at affordable prices. 
IKEA’s mission worldwide is to 
“create a better everyday life for 
the many people . . . by offering a wide range of well-designed, 
functional home furnishing products at prices so low that as 
many people as possible will be able to afford them.”

IKEA succeeds globally by striking just the right balance 
between global standardization and local market adaptation. No 
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Supercenter. To offset such massive size, IKEA 
stores everywhere are divided into three main sec-
tions: Showrooms display furnishings in real-room 
settings, the marketplace houses small items, and 
the warehouse makes it easy for customers to pull 
their own furniture items in flat-pack boxes and 
cart them to checkout. At any IKEA in the world, 
parents can drop off their children in the IKEA 
Småland play area and feed the entire family in 
the snack bar or the three-meal-a-day restaurant, 
making it easy to hang around and shop for hours.

Although IKEA tries to standardize its op-
erations as much as possible, however, it has 
learned that, in global marketing, one size rarely 
fits all. IKEA found this out the hard way in 
the early 1980s when it opened its first U.S. 
store in Philadelphia and stocked it by import-
ing the same goods it sold in Europe. Americans 
weren’t much impressed. For example, IKEA 
carried beds that were too small and too firm for 
American tastes. Sales suffered, and IKEA con-
sidered pulling out of the U.S. market altogether.

Instead, the company made a decision that would become 
the cornerstone for its expansions into all-new international mar-
kets—study the market intensely and adapt accordingly. “The 
more far away we go from our culture, the more we need to un-
derstand, learn, and adapt,” says IKEA’s head of research. Fueled 
by a better understanding of U.S. consumers, IKEA changed the 
composition of its mattresses and added king-size beds. After 
similar changes storewide, sales took off. The United States is 
now IKEA’s second-largest market behind only Germany.

IKEA now routinely adjusts its product designs and assort-
ments worldwide to meet the distinct needs and tastes of local 
consumers. For example, although IKEA stores in China carry 
many of the same items found in other parts of the world, they 
also heavy up on rice cookers and chopsticks. The Chinese love 
a good, hard mattress, so IKEA sells mostly firmer ones there. 
And because the average living space in China’s crowded cities 
is much smaller than in Europe and the United States, Chinese 
IKEAs stock smaller appliances and products geared toward 
saving space and organizing a household.

But there are limits to how much IKEA can adapt product de-
signs and assortments without increasing costs. Says one analyst, 
“The IKEA model, remember, is volume, volume, volume: It needs 
vast economies of scale to keep costs low, and that means creating 
one-size-fits-all solutions as often as possible.” So instead of mak-
ing wholesale product changes around the globe, IKEA often sim-
ply adapts its marketing and merchandising to show locals how 
IKEA’s standard products fit with their lives and cultures. “IKEA 
has gotten awfully good at showing how the same product can 
mesh with different regional habitats,” says the analyst.

For example, showrooms in Japan and the Netherlands may 
feature the same beds and cabinets, but the Japanese display 

No matter where in the world you shop at IKEA, you’ll find the huge and familiar 
blue-and-yellow stores and large selections of Scandinavian-design furnishings 
at affordable prices. At the same time, IKEA carefully adapts its merchandise and 
marketing to the unique needs of customers in specific global markets.
LIU JIN/Stringer/Getty Images

might show tatami mats while the Dutch room incorporates 
slanted ceilings. In the United States, those same beds will be 
covered with decorative pillows. Similarly, the heavily circulated 
IKEA catalog (more than 217 million printed each year) is cus-
tomized to show standard IKEA products in localized settings. 
IKEA publishes 67 versions of the catalog in 32 languages, each 
one carefully prepared to reflect local tastes and preferences.

Beyond adapting designs, assortments, and merchandising, 
IKEA often adjusts its basic store operations to turn local cul-
tural nuances into competitive advantages. For example, IKEA’s 
Chinese stores are a big draw for up-and-coming Chinese con-
sumers. But IKEA customers in China want a lot more from its 
stores then just affordable Scandinavian-designed furniture.

In Chinese, IKEA is known as Yi Jia. Translated, it means 
“comfortable home,” a concept taken literally by the mil-
lions of consumers who visit one of IKEA’s 20 huge Chinese 
stores each year. “Customers come on family outings, hop 
into display beds and nap, pose for snapshots with the dé-
cor, and hang out for hours to enjoy the air conditioning and 
free soda refills,” notes one observer. On a typical Saturday 
afternoon, for example, display beds and other furniture in a 
huge Chinese IKEA store are occupied, with customers of all 
ages lounging or even fast asleep. One Chinese IKEA has even 
hosted several weddings.

Whereas this might be considered as unwanted loitering in 
the United States or other Western markets, IKEA managers in 
China encourage such behavior, figuring that familiarity with 
the store will result in later purchasing when shoppers’ incomes 
eventually rise to match their aspirations. “Maybe if you’ve 
been visiting IKEA, eating meatballs, hot dogs, or ice cream 
for 10  years, then maybe you will consider IKEA when you 
get yourself a sofa,” says the company’s Asia-Pacific president. 
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OBJECTIVES OUTLINE

OBJECTIVE 19-1 Discuss how the international trade system and the economic, political-legal, and cultural 
environments affect a company’s international marketing decisions.

Global Marketing Today (pp 568–580)

OBJECTIVE 19-2 Describe three key approaches to entering international markets.

Deciding How to Enter the Market (pp 580–582)

OBJECTIVE 19-3 Explain how companies adapt their marketing strategies and mixes for international markets.

Deciding on the Global Marketing Program (pp 583–590)

OBJECTIVE 19-4 Identify the three major forms of international marketing organization.

Deciding on the Global Marketing Organization (p 590)

The rapidly changing global 
environment provides both 

opportunities and threats. It’s difficult to 
find a marketer today that isn’t affected 
in some way by global developments.

Author
Comment

In fact, that seems to be the case. Thanks to such cultural under-
standings coupled with competitively low prices, China is now 
IKEA’s fastest-growing market. Eight of the world’s 10 biggest 

IKEA stores are in China. What do Chinese consumers think of 
Swedish meatballs? “They love them,” says IKEA China’s mar-
keting director.1

IN THE PAST, U.S. COMPANIES paid little attention to international trade. If they 
could pick up some extra sales via exports, that was fine. But the big market was at home, 
and it teemed with opportunities. The home market was also much safer. Managers did 
not need to learn other languages, deal with strange and changing currencies, face political 
and legal uncertainties, or adapt their products to different customer needs and expecta-
tions. Today, however, the situation is much different. Organizations of all kinds, from 
Coca-Cola and Nike to Google, Facebook, and even the NBA, have gone global.

Global Marketing Today
The world is shrinking rapidly with the advent of faster digital communication, transporta-
tion, and financial flows. Products developed in one country— McDonald’s hamburgers, 
Netflix video service, Samsung electronics, Zara fashions, Caterpillar construction equip-
ment, German BMWs, Facebook social networking—have found enthusiastic acceptance in 
other countries. It would not be surprising to hear about a German businessman wearing 
an Italian suit meeting an English friend at a Japanese restaurant who later returns home 
to drink Russian vodka while watching The Big Bang Theory on TV and checking Facebook 
posts from friends around the world.

International trade has boomed over the past three decades. Since 1990, the number of 
multinational corporations in the world has more than doubled to more than 65,000. Some 
of these multinationals are true giants. In fact, of the largest 150 economies in the world, 
only 88 are countries. The remaining 62 are multinational corporations. Walmart, the 
world’s largest company (based on a weighted average of sales, profits, assets, and market 
value), has annual revenues greater than the gross domestic product (GDP) of all but the 
world’s 26 largest countries.2 Despite a dip in world trade caused by the recent worldwide 
recession, the global trade of products and services last year was valued at $16.5 trillion, 
about 22 percent of GDP worldwide.3

Many U.S. companies have long been successful at international marketing: Coca-
Cola, McDonald’s, Starbucks, Nike, GE, IBM, Apple, Google, Colgate, Caterpillar, Boeing, 
and dozens of other American firms have made the world their market. In the United States, 



CHAPTER 19 | The Global Marketplace   569

non-American brands such as Toyota, Samsung, 
Nestlé, IKEA, Canon, and adidas have become 
household words. Other products and services 
that appear to be American are, in fact, pro-
duced or owned by foreign companies, such as 
Ben & Jerry’s ice cream, Budweiser beer, Purina 
pet foods, 7-Eleven, GE and RCA televisions, 
Carnation milk, Universal Studios, and Motel 
6. Michelin, the oh-so-French tire manufacturer, 
now does 39 percent of its business in the 
United States; J&J, the maker of quintessentially 
all-American products such as BAND-AIDs 
and Johnson’s Baby Shampoo, does half of its 
business abroad. America’s own Caterpillar be-
longs more to the wider world, with 62 percent 
of its sales coming from outside the United 
States. Once all-American McDonald’s captures 
nearly two-thirds of its revenues in foreign mar-
kets. And with more than 3,500 products world-
wide, American favorite Coca-Cola now lets 
consumers “taste the feeling” more than 1.9 
billion times a day in more than 200 countries.4

But as global trade grows, global competition is also intensifying. Foreign firms 
are expanding aggressively into new international markets, and home markets are no 
longer as rich in opportunity. Few industries are currently safe from foreign competi-
tion. If companies delay taking steps toward internationalizing, they risk being shut out 
of growing markets in Western and Eastern Europe, China and the Pacific Rim, Russia, 
India, Brazil, and elsewhere. Firms that stay at home to play it safe might not only lose 
their chances to enter other markets but also risk losing their home markets. Domestic 
companies that never thought about foreign competitors suddenly find these competi-
tors in their own backyards.

Ironically, although the need for companies to go abroad is greater today than in the 
past, so are the risks. Companies that go global may face highly unstable governments 
and currencies, restrictive government policies and regulations, and high trade barriers. 
The   recently dampened global economic environment has also created big global chal-
lenges. In addition, corruption is an increasing problem; officials in several countries often 
award business not to the best bidder but to the highest briber.

A global firm is one that, by operating in more than one country, gains marketing, 
production, research and development (R&D), and financial advantages that are not avail-
able to purely domestic competitors. Because the global company sees the world as one 
market, it minimizes the importance of national boundaries and develops global brands. 
The global company raises capital, obtains materials and components, and manufactures 
and markets its goods wherever it can do the best job.

For example, U.S.-based Otis Elevator, the world’s largest elevator maker, is headquar-
tered in Farmington, Connecticut. However, it sells and maintains elevators and escalators 
in more than 200 countries and achieves more than 80 percent of its sales from outside the 
United States. It gets elevator door systems from France, small-geared parts from Spain, 
electronics from Germany, and special motor drives from Japan. It operates manufacturing 
facilities in the Americas, Europe, and Asia and engineering and test centers in the United 
States, Austria, Brazil, China, Czech Republic, France, Germany, India, Italy, Japan, Korea, 
and Spain. In turn, Otis Elevator is a wholly owned subsidiary of global commercial and 
aerospace giant United Technologies Corporation.5 Many of today’s global corporations—
both large and small—have become truly borderless.

This does not mean, however, that every firm must operate in dozens of countries to 
succeed. Smaller firms can practice global niching. But the world is becoming smaller, and 
every company operating in a global industry—whether large or small—must assess and 
establish its place in world markets.

The rapid move toward globalization means that all companies will have to answer 
some basic questions: What market position should we try to establish in our country, in 
our economic region, and globally? Who will our global competitors be, and what are their 

Global firm
A firm that, by operating in more than 
one country, gains R&D, production, 
marketing, and financial advantages in its 
costs and reputation that are not available 
to purely domestic competitors.

 Many American companies have now made the world their market.
Prakash Singh/AFP/Getty Images
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Major International Marketing Decisions 

As if operating within a 
company’s own borders 

wasn’t difficult enough, going global 
adds many layers of complexities. 
For example, Coca-Cola markets its 
products in hundreds of countries 
around the globe. It must understand 
the varying trade, economic, cultural, 
and political environments in each 
market.

Author
Comment

strategies and resources? Where should we produce or source our products? What strate-
gic alliances should we form with other firms around the world?

As shown in  Figure 19.1, a company faces six major decisions in international 
marketing. We discuss each decision in detail in this chapter.

Elements of the Global Marketing Environment
Before deciding whether to operate internationally, a company must understand the in-
ternational marketing environment. That environment has changed a great deal in recent 
decades, creating both new opportunities and new problems.

The International Trade System
U.S. companies looking abroad must start by understanding the international trade system. 
When selling to another country, a firm may face restrictions on trade between nations. 
Governments may charge tariffs or duties, taxes on certain imported products designed to 
raise revenue or protect domestic firms. Tariffs and duties are often used to force favorable 
trade behaviors from other nations.

For example, the European Union (EU) recently placed import duties on Chinese solar 
panels after determining that Chinese companies were selling the panels in EU countries 
at under-market prices. To retaliate, the very next day, the Chinese government placed du-
ties on EU wine exports to China. The duties targeted the wines of Spain, France, and Italy 
but spared Germany, which had taken China’s side in the solar panel dispute. The disputes 
were resolved when Chinese solar panel producers agreed to a minimum price in Europe 
and Europe agreed to help China develop its own wine industry in return for promoting 
European wines there.6

Countries may set quotas, limits on the amount of 
foreign imports that they will accept in certain product 
categories. The purpose of a quota is to conserve on 
foreign exchange and protect local industry and em-
ployment. Firms may also encounter exchange controls, 
which limit the amount of foreign exchange and the 
exchange rate against other currencies.

A company also may face nontariff trade barriers, 
such as biases against its bids, restrictive product stan-
dards, or excessive host-country regulations or enforce-
ment. For example, Walmart recently scaled down 
its once-ambitious plans to expand into India’s huge 
but fragmented retail market by opening hundreds 
of Walmart superstores there. Beyond difficult market 
conditions, such as spotty electricity and poor roads, 
India is notorious for throwing up nontariff obstacles to 
protect the nation’s own predominately mom-and-pop 
retailers, which control 96 percent of India’s $500 bil-
lion in retail sales. One such obstacle is a government 
regulation requiring foreign retailers in India to buy 30 
percent of the merchandise they sell from local small 
businesses. Such a requirement is nearly impossible for 

 Nontariff trade barriers: Because of nontariff obstacles, Walmart 
recently scaled down its once-ambitious plans to expand in India’s huge 
but fragmented retail market.
Bloomberg via Getty Images
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Walmart because small suppliers can’t produce the quantities of goods needed by the giant 
retailer. Further, India’s few large domestic retailers are not bound by the same rule, mak-
ing it difficult for Walmart to compete profitably. Walmart is now looking for a domestic 
partner that can help it crack the mammoth Indian market.7

At the same time, certain other forces can help trade between nations. Examples in-
clude the World Trade Organization (WTO) and various regional free trade agreements.

The World Trade Organization. The General Agreement 
on Tariffs and Trade (GATT), established in 1947 and modified 
in 1994, was designed to promote world trade by reducing tar-
iffs and other international trade barriers. It established the 
World Trade Organization (WTO), which replaced GATT in 1995 
and now oversees the original GATT provisions. WTO and GATT 
member nations (currently numbering 162) have met in eight 
rounds of negotiations to reassess trade barriers and establish new 
rules for international trade. The WTO also imposes international 
trade sanctions and mediates global trade disputes. Its actions 
have been productive. The first seven rounds of negotiations re-
duced the average worldwide tariffs on manufactured goods from  
45 percent to just 5 percent.8

The most recently completed negotiations, dubbed the Uruguay 
Round, took a long seven years before concluding in 1994. The ben-
efits of the Uruguay Round will be felt for many years, as the accord 

promoted long-term global trade growth, reduced the world’s remaining merchandise 
tariffs by 30 percent, extended the WTO to cover trade in agriculture and a wide range of 
services, and toughened the international protection of copyrights, patents, trademarks, 
and other intellectual property. A new round of global WTO trade talks, the Doha Round, 
began in Doha, Qatar, in late 2001 and was set to conclude in 2005; however, the discus-
sions still continued through 2016. The Doha round covers a gamut of trade issues from 
intellectual property to agriculture.9

Regional Free Trade Zones. Certain countries have formed free trade zones or 
 economic communities. These are groups of nations organized to work toward com-
mon goals in the regulation of international trade. One such community is the European 
Union (EU). Formed in 1957, the EU set out to create a single European market by reduc-
ing barriers to the free flow of products, services, finances, and labor among member 
countries and developing policies on trade with nonmember nations. Today, the EU 
represents one of the world’s largest single  markets. Currently, it has 28 member 
countries containing more than half a billion consumers and accounting for almost 16 

percent of the world’s imports and exports.10 The EU 
offers tremendous trade opportunities for U.S. and 
other non-European firms.

Over the past decade and a half, 19 EU member 
nations have adopted the euro as a common currency. 
Widespread adoption of the euro decreased much of 
the currency risk associated with doing business in 
Europe, making member countries with previously 
weak currencies more attractive markets. However, the 
adoption of a common currency has also caused prob-
lems, as European economic powers such as Germany 
and France have had to step in recently to prop up 
weaker economies such as those of Greece, Portugal, 
and Cyprus. This recent ongoing “euro crisis” has led 
some analysts to predict the possible breakup of the 
euro zone as it is now set up.11

It is unlikely that the EU will ever go against 
2,000 years of tradition and become the “United States 
of Europe.” A community with more than two dozen 
different languages and cultures and a history of 
sometimes strained relationships will always have 

Economic community
A group of nations organized to work 
toward common goals in the regulation of 
international trade.

 The WTO promotes trade by reducing tariffs and other 
international trade barriers. It also imposes international trade 
sanctions and mediates global trade disputes.
(left) Corbis Images; (right) Donald Stampfli/Associated Press

 Economic communities: The European Union represents one of the 
world’s largest single markets. It contains more than half a billion consumers 
and accounts for almost 16 percent of the world’s imports and exports.
© European Union, 2016
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difficulty coming together and acting as a single entity. For example, in a 2016 national 
referendum, the people of the United Kingdom voted to exit the European Union. 
Although actual British separation from the EU could take many forms and require 
years of negotiations, the “Brexit” vote sent aftershocks across Europe and the world, 
raising substantial concerns about the future of European economic and political unity. 
Still, with a combined annual GDP approaching $20 trillion, the EU remains a potent 
economic force.12

In 1994, the North American Free Trade Agreement (NAFTA) established a free trade zone 
among the United States, Mexico, and Canada. The agreement created a single market of 
478 million people who produce and consume $20.75 trillion worth of goods and services 
annually. Over the past 20 years, NAFTA has eliminated trade barriers and investment 
restrictions among the three countries. Total trade among the NAFTA countries nearly 
tripled from $288 billion in 1993 to more than $1.1 trillion a year.13

Following the apparent success of NAFTA, in 2005 the Central American Free Trade 
Agreement (CAFTA-DR) established a free trade zone between the United States and Costa 
Rica, the Dominican Republic, El Salvador, Guatemala, Honduras, and Nicaragua. Other 
free trade areas have formed in Latin America and South America. For example, the Union 
of South American Nations (UNASUR), modeled after the EU, was formed in 2004 and 
formalized by a constitutional treaty in 2008. Consisting of 12 countries, UNASUR makes 
up the largest trading bloc after NAFTA and the EU, with a population of more than 418 
million and a combined economy of more than $4.1 trillion. Similar to NAFTA and the EU, 
UNASUR aims to eliminate all tariffs between nations by 2019.14

Two other major world trade agreements are the Trans-Pacific Partnership (TPP) 
and the Transatlantic Trade and Investment Partnership (TTIP). The recently signed TPP 
promises to lower trade barrier and increase economic cooperation among twelve Pacific 
Rim countries: the United States, Australia, Brunei, Canada, Chile, Japan, Malaysia, 
Mexico, New Zealand, Peru, Singapore, and Vietnam. The companion TTIP agreement 
between the United States and the European Union is still under negotiation. These 
major trade agreements will have a significant and sometimes controversial economic 
and political impact. For example, the 12 TPP countries have a collective population of 
800 million people, nearly double that of the EU, and account for 40 percent of all world 
trade.15

Each nation has unique features that must be understood. A nation’s readiness for dif-
ferent products and services and its attractiveness as a market to foreign firms depend on 
its economic, political-legal, and cultural environments.

Economic Environment
The international marketer must study each country’s economy. Two economic factors 
reflect the country’s attractiveness as a market: its industrial structure and its income 
distribution.

The country’s industrial structure shapes its product and service needs, income lev-
els, and employment levels. For example, in subsistence economies, most people engage in 
simple agriculture, consume most of their output, and barter the rest for simple goods and 
services. These economies offer few market opportunities. Many African countries fall into 
this category. At the other extreme, industrial economies are major importers and export-
ers of manufactured goods and services. Their varied manufacturing activities and large 
middle classes make them rich markets for all sorts of goods. The United States, Japan, and 
the Western European countries are examples.

Emerging economies are those experiencing rapid economic growth and industrial-
ization. Examples include the BRICS countries—Brazil, Russia, India, China, and South 
Africa. Other hot emerging markets include Colombia, Indonesia, Vietnam, Egypt, and 
Turkey (CIVITS). Industrialization typically creates a new rich class and a growing middle 
class, both demanding new types of goods and services. As more-developed markets stag-
nate and become increasingly competitive, many marketers are now targeting growth op-
portunities in emerging markets.

The second economic factor is the country’s income distribution. Industrialized nations 
may have low-, medium-, and high-income households. In contrast, countries with sub-
sistence economies consist mostly of households with very low family incomes. Still other 
countries may have households with either very low or very high incomes. Even poor or 
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emerging economies may be attractive markets for all kinds of goods. In recent years, as 
the weakened global economy has slowed growth in both domestic and emerging markets, 
many companies are shifting their sights to include a new target—the so-called “bottom of 
the economic pyramid,” the vast untapped market consisting of the world’s poorest con-
sumers (see Real Marketing 19.1).

These days, companies in a wide range of industries—from cars to computers to soft 
drinks—are increasingly targeting middle-income or low-income consumers in subsis-
tence and emerging economies. For example, as soft drink sales growth has lost its fizz in 
North America and Europe, Coca-Cola has had to look elsewhere to meet its ambitious 
growth goals. So the company has set its sights on Africa, with its promising though 
challenging long-term growth opportunities. Many Western companies view Africa as an 
untamed final frontier, plagued by poverty, political instability, unreliable transportation, 
and shortages of fresh water and other essential resources. But Coca-Cola sees plenty of 
opportunity to justify the risks. The African continent has a growing population of more 
than 1.1 billion people, a just-emerging middle class, and $2.4 trillion of GDP and spend-
ing power. Six of the world’s 10 fastest-growing markets are in Africa:16

Coca-Cola has operated in Africa since 1929 and holds a dominant 29 percent market share 
in Africa and the Middle East, compared with Pepsi’s 15 percent share. However, there’s still 
plenty of room for Coca-Cola to grow there. For example, annual per capita consumption of 

Coke and other soft drinks is about 13 times less in Africa 
than in North America. Still, marketing in Africa is very dif-
ferent from marketing in more developed regions. Beyond 
just marketing through traditional channels in larger African 
cities, Coca-Cola is now invading smaller communities with 
more grassroots tactics.

Small stores play a big role in helping Coca-Cola to 
grow in Africa.  In countless poor neighborhoods across 
the continent, crowded streets are lined with shops painted 
Coke red, selling low-priced Coca-Cola products by the 
bottle out of Coke-provided, refrigerated coolers. Such 
shops are supplied by a rudimentary but effective network 
of Coca-Cola distributors, whose crews often deliver crates 
of Coke products by hand-pulled trolleys or even a crate 
at a time carried on their heads. Because of the poor roads 
crowded with traffic, moving drinks by hand is often the 
best method. The company’s first rule is to get its products 
“cold and close.” “If they don’t have roads to move prod-
ucts long distances on trucks, we will use boats, canoes, 
or trolleys,” says the president of Coca-Cola South Africa. 
For example, in Nigeria’s Makako district—a maze of stilt 
houses on the Lagos lagoon—women crisscross the water-
ways in canoes selling Coca-Cola directly to residents.

Political-Legal Environment
Nations differ greatly in their political-legal environments. In considering whether to do 
business in a given country, a company should consider factors such as the country’s at-
titudes toward international buying, government bureaucracy, political stability, and mon-
etary regulations.

Some nations are very receptive to foreign firms; others are less accommodating. 
For example, India has tended to bother foreign businesses with import quotas, currency 
restrictions, and other limitations that make operating there a challenge. In contrast, neigh-
boring Asian countries such as Singapore, Vietnam, and Thailand court foreign investors 
and shower them with incentives and favorable operating conditions. Political and regula-
tory stability is another issue. For example, Russia is consumed by corruption and gov-
ernmental red tape, which the government finds difficult to control. The country’s recent 
geopolitical conflicts with Europe, the United States, and other countries have made doing 
business in Russia difficult and risky.17

Companies must also consider a country’s monetary regulations. Sellers want to 
take their profits in a currency of value to them. Ideally, the buyer can pay in the seller’s 
currency or in other world currencies. Short of this, sellers might accept a blocked cur-
rency—one whose removal from the country is restricted by the buyer’s government—if 

 With sales stagnating in its mature markets, Coca-Cola is looking 
to emerging markets—such as Africa—to meet its ambitious growth 
goals. Its African distribution network is rudimentary but effective.
Getty Images
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Bottom of the Economic Pyramid

an R&D manager at P&G, “Delight, don’t 
dilute.” That is, the diaper needs to be priced 
low, but it also has to do what other cheap 
diapers don’t—keep a baby comfortable and 
dry for 12 hours.

Even with the right diaper at the right 
price, selling Pampers in Nigeria presents a 
challenge. In the West, babies typically go 
through numerous disposable diapers a day. 
In Nigeria, however, most babies are in cloth 
diapers. To make Pampers more acceptable 
and even more affordable for Nigerians, P&G 
markets the diapers as a one-a-day item. 
According to company ads, “One Pampers 
equals one dry night.” The campaign tells 
mothers that keeping babies dry at night 
helps them to get a good night’s sleep, which 
in turn helps them to grow and achieve. The 
message taps into a deep sentiment among 
Nigerians, unearthed by P&G researchers, 
that their children will have a better life than 
they do. Thus, thanks to affordable pric-
ing, a product that meets customers’ needs, 
and relevant positioning, Pampers sales are 
booming. In Nigeria, the name Pampers is 
now synonymous with diapers.

As P&G has learned, in most cases, sell-
ing profitably to the bottom of the pyramid 

takes much more than just developing single-
use packets and pennies-apiece pricing. It re-
quires broad-based innovation that produces 
not just lower prices but also new products 
that give people in poverty more for their 
money, not less. As another example, con-
sider how Indian appliance company Godrej 
& Boyce used customer-driven innovation to 
successfully tap the market for low-priced 
refrigerators in India:

Because of their high cost to both buy and 
operate, traditional compressor-driven refrig-
erators had penetrated only 18 percent of 
the Indian market. But rather than just pro-
duce a cheaper, stripped-down version of its 
higher-end refrigerators, Godrej assigned a 
team to study the needs of Indian consum-
ers with poor or no refrigeration. The semi-
urban and rural people the team observed 
typically earned 5,000 to 8,000 rupees (about 
$125 to $200) a month, lived in single-room 
dwellings with four or five family members, 
and changed residences frequently. Unable 
to afford conventional refrigerators, these 
consumers were making do with commu-
nal, usually second-hand ones. But even the 
shared fridges usually contained only a few 
items. Their users tended to shop daily and 
buy only small quantities of vegetables and 

Many companies are now wak-
ing up to a shocking statistic. Of 
the more than 7 billion people on 
this planet, 4 billion of them (that’s 
57 percent) live in poverty. Known 
as the “bottom of the pyramid,” 
the world’s poor might not seem 

like a promising market. However, despite 
their paltry incomes, as a group, these con-
sumers represent an eye-popping $5 tril-
lion in annual purchasing power. Moreover, 
this vast segment is largely untapped. 
The world’s poor often have little or no ac-
cess to even the most basic products and 
services taken for granted by more affluent 
consumers. As  the weakened global econ-
omy has flattened domestic markets and 
slowed the growth of emerging middle-class 
markets, companies are increasingly look-
ing to the bottom of the pyramid for fresh 
growth opportunities.

But how can a company sell profitably to 
consumers with incomes below the poverty 
level? For starters, the price has got to be 
right. And in this case, says one analyst, 
“right” means “lower than you can imag-
ine.” With this in mind, many companies 
have made their products more affordable 
simply by offering smaller package sizes or 
lower-tech versions of current products. For 
example, in Nigeria, P&G sells a Gillette razor 
for 23 cents, a 1-ounce package of Ariel de-
tergent for about 10 cents, and a 10-count 
pack of one-diaper-a-night Pampers for 
$2.30. Although there isn’t much margin on 
products selling for pennies apiece, P&G is 
succeeding through massive volume.

Consider Pampers: Nigeria alone pro-
duces some 6 million newborns each year, 
almost 50 percent more than the United 
States, a country with twice the popula-
tion. Nigeria’s astounding birthrate creates 
a huge, untapped market for Pampers dia-
pers, P&G’s top-selling brand. However, the 
typical Nigerian mother spends only about 
5,000  naira a month, about $30, on all 
household purchases. P&G’s task is to make 
Pampers affordable to this mother and to 
convince her that Pampers are worth some 
of her scarce spending. To keep costs and 
prices low in markets like Nigeria, P&G in-
vented an absorbent diaper with fewer fea-
tures. Although much less expensive, the 
diaper still functions at a high level. When 
creating such affordable new products, says 

Selling to the world’s poor: At only $69, Godrej’s ChotuKool (“little cool”) does a 
better job of meeting the needs of low-end Indian consumers at half the price of 
even the most basic conventional refrigerator.
Courtesy Godrej & Boyce Mfg. Co. Ltd.
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milk. Moreover, electricity was unreliable, put-
ting even the little food they wanted to keep 
cool at risk.

Godrej concluded that the low-end 
segment had little need for a conventional 
high-end refrigerator; it needed a funda-
mentally new product. So Godrej invented 
the ChotuKool (“little cool”), a candy red, 
top-opening, highly portable, dorm-size unit 
that has room for the few items users want 
to keep fresh for a day or two. Rather than a 
compressor and refrigerant, the miserly little 
unit uses a chip that cools when current is 
applied, and its top-opening design keeps 
cold air inside when the lid is opened. In all, 
the ChotuKool uses less than half the en-
ergy of a conventional refrigerator and can 
run on a battery during the power outages 
common in rural villages. The best part: At 
only $69, “little cool” does a better job of 
meeting the needs of low-end consumers 

at half the price of even the most basic tra-
ditional refrigerator.

Thus, the bottom of the pyramid offers 
huge untapped opportunities to companies 
that can develop the right products at the 
right prices. And companies such as P&G are 
moving aggressively to capture these oppor-
tunities. P&G has set lofty goals for acquir-
ing new customers, moving the company’s 
emphasis from the developed West, where it 

currently gets most of its revenue, to the de-
veloping economies of Asia and Africa.

But successfully tapping these new de-
veloping markets will require more than just 
shipping out cheaper versions of existing 
products. “Our innovation strategy is not just 
diluting the top-tier product for the lower-end 
consumer,” says P&G’s CEO. “You have to 
discretely innovate for every one of those 
consumers on that economic curve, and if 
you don’t do that, you’ll fail.”

Sources: See Erik Simanis and Duncan Duke, “Profits at the Bottom of the Pyramid,” Harvard Business Review, 
October 2014, pp. 87–93; Matthew J. Eyring, Mark W. Johnson, and Hari Nair, “New Business Models in Emerging 
Markets,” Harvard Business Review, January–February 2011, pp. 89–95; Mya Frazier, “How P&G Brought the 
Diaper Revolution to China,” CBS News, January 7, 2010, www.cbsnews.com/8301-505125_162-51379838/; 
David Holthaus, “Health Talk First, Then a Sales Pitch,” April 17, 2011, Cincinnati.com, http://news.cincinnati . 
com/article/20110417/BIZ01/104170344/; “Godrej & Boyce Is Getting Sexier in a Hurry,” The Economic Times, 
October 7, 2015, http://economictimes.indiatimes.com/magazines/brand-equity/godrej-boyce-is-getting-sexier-in-
a-hurry/articleshow/49241727.cms; and “The State of Consumption Today,” Worldwatch Institute, www.worldwatch . 
org/node/810, accessed October 2016.

they can buy other goods in that country that they need or can sell elsewhere for a needed 
currency. In addition to currency limits, a changing exchange rate also creates high risks for 
the seller.

Most international trade involves cash transactions. Yet many nations have too little 
hard currency to pay for their purchases from other countries. They may want to pay with 
other items instead of cash. Barter involves the direct exchange of goods or services. For 
example, Venezuela regularly barters oil, which it produces in surplus quantities, for food 
on the international market—rice from Guyana; coffee from El Salvador; cattle, sugar, cof-
fee, meat, and more from Nicaragua; and beans and pasta from the Dominican Republic. 
Venezuela has even struck a deal to supply oil to Cuba in exchange for Cuban doctors and 
medical care for Venezuelans.18

Cultural Environment
Each country has its own folkways, norms, and taboos. When designing global marketing 
strategies, companies must understand how culture affects consumer reactions in each 
of its world markets. In turn, they must also understand how their strategies affect local 
cultures.

The Impact of Culture on Marketing Strategy. Sellers must understand the ways that 
consumers in different countries think about and use certain products before planning a 
marketing program. There are often surprises. For example, the average French man uses 
almost twice as many cosmetics and grooming aids as his wife. The Germans and the 
French eat more packaged, branded spaghetti than Italians do. Some 49 percent of Chinese 
eat on the way to work. Most American women let down their hair and take off makeup at 
bedtime, whereas 15 percent of Chinese women style their hair at bedtime and 11 percent 
put on makeup.19

Companies that violate cultural norms and differences can make some very expensive 
and embarrassing mistakes. Here are just two examples:20

Nike inadvertently offended Chinese officials when it ran an ad featuring LeBron James crushing 
a number of culturally revered Chinese figures in a kung fu–themed television ad. The Chinese 
government found that the ad violated regulations to uphold national dignity and respect the 
“motherland’s culture” and yanked the multimillion-dollar campaign. With egg on its face, Nike 
released a formal apology.

Coca-Cola recently stumbled with a Christmas ad posted on Russia’s most popular social 
media site showing a map of Russia decorated with Christmas trees, snowflakes, and wrapped 
Christmas presents and the message “Ring in the New Year Together with Coca-Cola.” However, 
the map didn’t at first include Crimea, which Russia annexed controversially from Ukraine in 
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2014. When the ad drew strong criticism from Russians, Coca-Cola quickly redrew the map to in-
clude the disputed territory, saying, “We apologize . . . the map is fixed.” The new map, of course, 
set off a new flurry of protest in neighboring Ukraine, where lawmakers called for a boycott of 
Coke. Coca-Cola finally pulled the offending ad altogether.

Business norms and behaviors also vary from country to country. For example, 
American executives like to get right down to business and engage in fast and tough face-to-
face bargaining. However, Japanese and other Asian businesspeople often find this behavior 
offensive. They prefer to start with polite conversation, and they rarely say no in face-to-face 
conversations. As another example, firm handshakes are a common and expected greeting in 
most Western countries; in some Middle Eastern countries, however, handshakes might be 
refused if offered. Microsoft founder Bill Gates once set off a flurry of international contro-
versy when he shook the hand of South Korea’s president with his right hand while keeping 
his left hand in his pocket, something that Koreans consider highly disrespectful. In some 
countries, when being entertained at a meal, not finishing all the food implies that it was 
somehow substandard. In other countries, in contrast, wolfing down every last bite might be 
taken as a mild insult, suggesting that the host didn’t supply enough quantity.21 American 
business executives need to understand these kinds of cultural nuances before conducting 
business in another country.

By the same token, companies that understand cultural nuances can use them to their 
advantage in global markets. For example, when British clothing retailer Marks & Spencer 
decided to open its first standalone lingerie and beauty store, to the surprise of many it by-
passed Paris, London, and New York and instead chose Saudi Arabia. Operating in Saudi 
Arabia requires some significant but worthwhile cultural adjustments:22

The Saudi retail market is booming, and the country has a fast-growing and affluent con-
sumer class. However, the conservative Islamic kingdom has no end of restrictive cultural 

and religious rules, especially when it involves retailing to 
women. In Saudi Arabia, women cover themselves in full-
length black cloaks—called abaya—when they go out in pub-
lic and must have a male chaperone, usually a relative. 
However, because they typically wear Western clothes at 
home or when traveling abroad, Western-style fashion stores 
are still very popular.

 When selling to Saudi women, Marks & Spencer must 
adhere to rigorously enforced religious and cultural strictures. 
For example, by government decree, its lingerie stores must 
employ an exclusively female sales staff. Because women’s 
faces can’t be shown and certain public dress is prohibited, 
Marks & Spencer uses tamer in-store marketing photos and 
video displays requiring separate photo shoots. Music is for-
bidden in Saudi malls and stores, so Marks & Spencer has 
eliminated the usual background compositions. Thanks to these 
and many other cultural adaptations, Saudi Arabia has become 
one of Marks & Spencer’s highest-grossing emerging markets, 
well worth the additional costs of operating there. Marks & 
Spencer now has six lingerie and beauty stores in Saudi Arabia 
along with 16 full department stores. It has even gone so far 
as to use headless female mannequins to display its lingerie. 
“Unfortunately,” says one Marks & Spencer marketer, “even the 
mannequins are not allowed to show faces.”

Thus, understanding cultural traditions, preferences, and behaviors can help com-
panies not only avoid embarrassing mistakes but also take advantage of cross-cultural 
opportunities.

The Impact of Marketing Strategy on Cultures. Whereas marketers worry about the 
impact of global cultures on their marketing strategies, others may worry about the im-
pact of marketing strategies on global cultures. For   example, social critics contend that 
large American multinationals, such as McDonald’s, Coca-Cola, Starbucks, Nike, Google, 
Disney, and Facebook, aren’t just globalizing their brands; they are Americanizing the 
world’s cultures. Other elements of American culture have become pervasive worldwide. 
For instance, more people now study English in China than speak it in the United States. 
If you assemble businesspeople from Brazil, Germany, and China, they’ll likely transact in 

 Culture and marketing strategy: Mark & Spencer’s stores in Saudi 
Arabia require significant but worthwhile adjustments to meet the 
Islamic kingdom’s strict religious rules. Notice the headless female 
mannequin?
© 2016 Marks and Spencer plc
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English. And the thing that binds the world’s teens together in a kind of global community, 
notes one observer, “is American culture—the music, the Hollywood fare, the electronic 
games, Google, Facebook, American consumer brands. The . . . rest of the world is becom-
ing [evermore] like us—in ways good and bad.”23

“Today, globalization often wears Mickey Mouse ears, eats Big Macs, drinks Coke 
or Pepsi, and does its computing with Windows,” says Thomas Friedman in his book 
The Lexus and the Olive Tree: Understanding Globalization. “Some Chinese kids’ first English 
word [is] Mickey,” notes another writer.24

Critics worry that, under such “McDomination,” countries around the globe are losing 
their individual cultural identities. Teens in Turkey watch MTV, connect with others glob-
ally through Facebook and Twitter, and ask their parents for more Westernized clothes and 
other symbols of American pop culture and values. Grandmothers in small European villas 
no longer spend each morning visiting local meat, bread, and produce markets to gather 
the ingredients for dinner. Instead, they now shop at Walmart. Women in Saudi Arabia see 
American films, question their societal roles, and shop at any of the country’s growing num-
ber of Victoria’s Secret boutiques. In China, most people never drank coffee before Starbucks 
entered the market. Now Chinese consumers rush to Starbucks stores because it symbolizes 
a new kind of lifestyle. Similarly, in China, where McDonald’s operates more than 80 restau-
rants in Beijing alone, nearly half of all children identify the chain as a domestic brand.

Such concerns have sometimes led to a backlash against American globalization. Well-
known U.S. brands have become the targets of boycotts and protests in some international 
markets. As symbols of American capitalism, companies such as Coca-Cola, McDonald’s, 
Nike, and KFC have been singled out by protestors and governments in hot spots around 
the world, especially when anti-American sentiment peaks. For example, following Russia’s 
annexation of Crimea and the resulting sanctions by the West, Russian authorities initiated 
a crackdown on McDonald’s franchises (even though most were Russian-owned), forcing 
some to close for uncertain reasons. McDonald’s flagship store in Moscow was shut down 

for several weeks by the Russian Food Safety Authority. And the 
three McDonald’s in Crimea were permanently shuttered, with at 
least one becoming a nationalist chain outlet called Rusburger, serv-
ing “Czar Cheeseburgers” where Quarter Pounders once flowed.25

Despite such problems, defenders of globalization argue that 
concerns of Americanization and the potential damage to American 
brands are overblown. U.S. brands are doing very well internation-
ally. In the most recent Millward Brown BrandZ brand value survey 
of global consumer brands, 19 of the top 25 global brands were 
American owned, including megabrands such as Google, Apple, IBM, 
Microsoft, McDonald’s, Coca-Cola, GE, Amazon.com, and Walmart.26

Many iconic American brands are soaring globally. For exam-
ple, most international markets covet American fast food. Consider 
KFC in Japan. On the day that KFC introduced its outrageous 
Double Down sandwich—bacon, melted cheese, and a “secret 
sauce” between two deep-fried chicken patties—in one of its res-
taurants in Japan, fans formed long lines and slept on the sidewalks 
outside to get a taste. “It was like the iPhone,” says the CMO of KFC 
International, “people [were] crazy.” The U.S. limited-time item 
has since become a runaway success worldwide, from Canada to 
Australia, the Philippines, and Malaysia. More broadly, KFC has be-
come its own cultural institution in Japan.  For instance, the brand 
has long been one of Japan’s leading Christmas dining traditions, 
with the iconic Colonel Sanders standing in as a kind of Japanese 
Father Christmas:27

Japan’s KFC Christmas tradition began more than 40 years ago when 
the company unleashed a “Kentucky for Christmas” advertising cam-
paign in Japan to help the brand get off the ground. Now, eating 
Kentucky Fried Chicken has become one of the country’s most popular 
holiday traditions. Each KFC store displays a life-size Colonel Sanders 
statue, adorned in a traditional fur-trimmed red suit and Santa hat. A 
month in advance, Japanese customers order their special Christmas 
meal—a special bucket of fried chicken with wine and cake for about 

 American brands in other cultures: KFC has become one 
of Japan’s leading Christmas dining traditions, with the iconic 
Colonel Sanders standing in as a kind of Japanese Father 
Christmas.
Anthea Freshwater
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$40. Some 3.6 million Japanese households had a KFC Christmas feast last year. Those who don’t 
preorder risk standing in lines that snake around the block or having to go without KFC’s cov-
eted blend of 11 herbs and spices altogether. Christmas Eve is KFC’s most successful sales day 
of the year in Japan, and December monthly sales run as much as 10 times greater than sales in 
other months.

More fundamentally, the cultural exchange goes both ways: America gets as well as 
gives cultural influence. True, Hollywood dominates the global movie market, but British 
TV originated the programming that was Americanized into such hits as House of Cards, 
Dancing with the Stars, and Hell’s Kitchen. Although Chinese and Russian youth are donning 
NBA superstar jerseys, the increasing popularity of soccer in America has deep interna-
tional roots.

Even American childhood has been increasingly influenced by European and Asian 
cultural imports. Most kids know all about imports such as Hello Kitty, Pokemon, or any 
of a host of Nintendo or Sega game characters. And J. K. Rowling’s so-very-British Harry 
Potter books shaped the thinking of a generation of American youngsters, not to men-
tion the millions of American oldsters who fell under their spell as well. For the moment, 
English remains the dominant language of the internet, and having web and mobile access 
often means that third-world youth have greater exposure to American popular culture. 
Yet these same technologies let Eastern European students studying in the United States 
hear webcast news and music from Poland, Romania, or Belarus.

Thus, globalization is a two-way street. If globalization has Mickey Mouse ears, it is 
also talking on a Samsung smartphone, buying furniture at IKEA, driving a Toyota Camry, 
and watching a British-inspired show on a Panasonic OLED TV.

Deciding Whether to Go Global
Not all companies need to venture into international markets to survive. For example, 
most local businesses need to market well only in their local marketplaces. Operating 
domestically is easier and safer. Managers don’t need to learn another country’s language 
and laws. They don’t have to deal with unstable currencies, face political and legal un-
certainties, or redesign their products to suit different customer expectations. However, 
companies that operate in global industries, where their strategic positions in specific mar-
kets are affected strongly by their overall global positions, must compete on a regional or 
worldwide basis to succeed.

Any of several factors might draw a company into the international arena. For ex-
ample, global competitors might attack the company’s home market by offering better 
products or lower prices. The company might want to counterattack these competitors 
in their home markets to tie up their resources. The company’s customers might be ex-
panding abroad and require international servicing. Or, most likely, international markets 
might simply provide better opportunities for growth. For example, as noted previously, 
Coca-Cola has emphasized international growth in recent years to offset stagnant or de-
clining U.S. soft drink sales. Today, non–North America markets account for 80 percent of 
Coca-Cola’s unit case volume, and the company is making major pushes into 90 emerging 
markets, such as China, India, and the entire African continent.28

Before going abroad, the company must weigh several risks and answer many ques-
tions about its ability to operate globally. Can the company learn to understand the pref-
erences and buyer behavior of consumers in other countries? Can it offer competitively 
attractive products? Will it be able to adapt to other countries’ business cultures and deal 
effectively with foreign nationals? Do the company’s managers have the necessary interna-
tional experience? Has management considered the impact of regulations and the political 
environments of other countries?

Deciding Which Markets to Enter
Before going abroad, a company should try to define its international marketing objectives 
and policies. It should decide what volume of foreign sales it wants. Most companies start 
small when they go abroad. Some plan to stay small, seeing international sales as a small 
part of their business. Other companies have bigger plans, however, seeing international 
business as equal to—or even more important than—their domestic business.
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The company also needs to choose in how many countries it wants to market. 
Companies must be careful not to spread themselves too thin or expand beyond their 
capabilities by operating in too many countries too soon. Next, the company needs to de-
cide on the types of countries to enter. A country’s attractiveness depends on the product, 
geographical factors, income and population, political climate, and other considerations. 
In  recent years, many major new markets have emerged, offering both substantial oppor-
tunities and daunting challenges.

After listing possible international markets, the company must carefully evaluate each 
one. It must consider many factors. For example, Amazon’s decision to expand into India 
seems like a no-brainer. The online merchant is already doing well in such global markets as 
Germany, Japan, and the United Kingdom, which combined with the United States produce 
95 percent of Amazon’s profits. India is now the world’s fastest-growing economy, with 
a population of 1.25 billion people, four times the U.S. population and double Europe’s. 
What’s more, only one-quarter of India’s population now has access to the internet and only 
a small proportion of Indians have ever shopped online, leaving explosive room for growth 
in online shopping.

However, as Amazon considers expanding into new markets such as India, it must ask 
some important questions. Can it compete effectively with local competitors? Can it master 
the varied cultural and buying differences of Indian consumers? Will it be able to meet 
environmental and regulatory hurdles in each country? Can it overcome some daunting 
infrastructure problems?

In entering India, Amazon faces many challenges. For example, it must confront 
two established local competitors there—Flipkart and Snapdeal—plus a slew of smaller 
Indian start-ups. Flipkart, by itself, currently captures 44 percent of India’s e-commerce 
compared with Amazon’s 15 percent. Amazon also faces a tangle of Indian regulations, 
including a law that forbids foreign companies from selling directly to Indians. Thus, 

rather than buying goods and reselling them as it does in the 
United States, Amazon in India will be only a platform for 
vendors, similar to its “fulfillment by Amazon” operations 
in the West.

Package delivery is another major obstacle. India is 
characterized by muddy, potholed rural roads or congested 
city streets with arcane address systems, and there are no 
reliable delivery services such FedEx, UPS, or the postal 
service. To make speedy deliveries, Amazon has had to 
set up its own motorcycle delivery service, consisting of 
thousands of motorbike riders with large black backpacks 
who race around the country delivering packages. Still 
another concern is payment. Only 60 percent of Indians 
have bank accounts, and only a small fraction of those have 
credit cards. Most customers pay cash for home-delivered 
purchases or  when they collect their packages from local 
shops across the country that serve as pick-up and payment 
points. The small local shops also serve as online order-
ing spots for the majority of Indian consumers who have no 
internet connections. Store owners guide customers through 
Amazon’s site, write down their orders, and collect the cash 
when orders are picked up from the shop.

Thus, Amazon’s decision to enter India is, in fact, a no-brainer. “The size of the op-
portunity is so large it will be measured in trillions, not billions—trillions of dollars, that 
is, not rupees,” says Amazon’s senior vice president for international retail. But it’s also a 
very large and complex undertaking. A slogan posted on the wall in Amazon’s Hyderabad 
warehouse sums up the challenge: “Transforming the way India sells, transforming the 
way India buys.”29

Possible global markets should be ranked on several factors, including market size, 
market growth, the cost of doing business, competitive advantage, and risk level. The 
goal is to determine the potential of each market, using indicators such as those shown in 

 Table 19.1. Then the marketer must decide which markets offer the greatest long-run 
return on investment.

 Entering new global markets: Amazon’s entry into India seems like 
a no-brainer. But it’s also a very large and complex undertaking. The 
challenge is summed up by this slogan: “Transforming the way India 
sells, transforming the way India buys.”
Mint/Getty Images
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Deciding How to Enter the Market
Once a company has decided to sell in a foreign country, it must determine the best mode 
of entry. Its choices are exporting, joint venturing, and direct investment.  Figure 19.2 
shows the three market entry strategies along with the options each one offers. As the 
figure shows, each succeeding strategy involves more commitment and risk but also more 
control and potential profits.

Exporting
The simplest way to enter a foreign market is through exporting. The company may pas-
sively export its surpluses from time to time, or it may make an active commitment to 
expand exports to a particular market. In either case, the company produces all its goods in 
its home country. It may or may not modify them for the export market. Exporting involves 
the least change in the company’s product lines, organization, investments, or mission.

Companies typically start with indirect exporting, working through independent in-
ternational marketing intermediaries. Indirect exporting involves less investment because 
the firm does not require an overseas marketing organization or network. It also involves 
less risk. International marketing intermediaries bring know-how and services to the 

Exporting
Entering foreign markets by selling 
goods produced in the company’s home 
country, often with little modification.

A company has many 
options for entering an 

international market, from simply 
exporting its products to working jointly 
with foreign companies to setting up its 
own foreign-based operations.

Author
Comment

Direct investment

Amount of commitment, risk, control, and profit potential

Joint venturingExporting

Exporting is the simplest
way to enter a foreign market,
but it usually offers less
control and profit potential.

Direct investment—owning
your own foreign-based
operation—affords greater
control and profit potential,
but it’s often riskier.

Assembly facilities
Manufacturing

facilities

Licensing
Contract manufacturing

Management contracting
Joint ownership

Indirect
Direct

  FIGURE | 19.2
Market Entry Strategies 

 Table 19.1 | Indicators of Market Potential

Demographic Characteristics Sociocultural Factors
Education
Population size and growth
Population age composition

Consumer lifestyles, beliefs, and values
Business norms and approaches
Cultural and social norms
Languages

Geographic Characteristics Political and Legal Factors
Climate
Country size
Population density—urban, rural
Transportation structure and  
market accessibility

National priorities
Political stability
Government attitudes toward global trade
Government bureaucracy
Monetary and trade regulations

Economic Factors
GDP size and growth
Income distribution
Industrial infrastructure
Natural resources
Financial and human resources
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relationship, so the seller normally makes fewer mistakes. Sellers may eventually move 
into direct exporting, whereby they handle their own exports. The investment and risk are 
somewhat greater in this strategy, but so is the potential return.

Joint Venturing
A second method of entering a foreign market is by joint venturing—joining with foreign 
companies to produce or market products or services. Joint venturing differs from export-
ing in that the company joins with a host country partner to sell or market abroad. It dif-
fers from direct investment in that an association is formed with someone in the foreign 
country. There are four types of joint ventures: licensing, contract manufacturing, management 
contracting, and joint ownership.

Licensing
Licensing is a simple way for a manufacturer to enter international marketing. The com-
pany enters into an agreement with a licensee in the foreign market. For a fee or royalty 
payments, the licensee buys the right to use the company’s manufacturing process, trade-

mark, patent, trade secret, or other item of value. The com-
pany thus gains entry into a foreign market at little risk; at the 
same time, the licensee gains production expertise or a well-
known product or name without having to start from scratch.

In Japan, Budweiser beer flows from Kirin breweries, 
and Mizkan produces Sunkist lemon juice, drinks, and des-
sert items. Tokyo Disney Resort is owned and operated by 
Oriental Land Company under license from The Walt Disney 
Company. The 45-year license gives Disney licensing fees plus 
a percentage of admissions and food and merchandise sales. 
And Coca-Cola markets internationally by licensing bottlers 
around the world and supplying them with the syrup needed 
to produce the product. Its global bottling partners range from 
the Coca-Cola Bottling Company of Saudi Arabia to beer maker 
SABMiller in Africa to Europe-based Coca-Cola Hellenic, which 
bottles and markets 136 Coca-Cola brands to 593 million people 
in 28 countries, from Italy and Greece to Nigeria and Russia.30

Licensing has potential disadvantages, however. The firm 
has less control over the licensee than it would over its own 
operations. Furthermore, if the licensee is very successful, the 
firm has given up these profits, and if and when the contract 
ends, it may find it has created a competitor.

Contract Manufacturing
Another option is contract manufacturing, in which the company makes agreements 
with manufacturers in the foreign market to produce its product or provide its service. For 
example, P&G serves 650 million consumers across India with the help of nine contract manu-
facturing sites there. And Volkswagen contracts with Russia’s largest auto manufacturer, GAZ 
Group, to make Volkswagen Jettas for the Russian market as well as its Škoda (VW’s Czech 
Republic subsidiary) Octavia and Yeti models sold there.31 The drawbacks of contract manu-
facturing are decreased control over the manufacturing process and loss of potential profits on 
manufacturing. The benefits are the chance to start faster with less risk and the later opportu-
nity either to form a partnership with or buy out the local manufacturer. Contract manufactur-
ing can also reduce plant investment, transportation, and tariff costs while at the same time 
helping to meet the host country’s local manufacturing requirements.

Management Contracting
Under management contracting, the domestic firm provides the management know-
how to a foreign company that supplies the capital. In other words, the domestic firm 
exports management services rather than products. Hilton uses this arrangement in man-
aging hotels around the world. For example, the hotel chain operates DoubleTree by Hilton 
hotels in countries ranging from the UK and Italy to Peru and Costa Rica to China, Russia, 

Joint venturing
Entering foreign markets by joining with 
foreign companies to produce or market 
a product or service.

Licensing
Entering foreign markets through 
developing an agreement with a licensee 
in the foreign market.

Contract manufacturing
A joint venture in which a company 
contracts with manufacturers in a foreign 
market to produce its product or provide 
its service.

Management contracting
A joint venture in which the domestic firm 
supplies the management know-how to a 
foreign company that supplies the capital; 
the domestic firm exports management 
services rather than products.

 International licensing: The Tokyo Disney Resort is owned and 
operated by Oriental Land Company (a Japanese development 
company) under license from The Walt Disney Company.
Yuriko Nakao/Reuters
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and Tanzania. The properties are locally owned, but Hilton manages the hotels with its 
world-renowned hospitality expertise.32

Management contracting is a low-risk method of getting into a foreign market, and it 
yields income from the beginning. The arrangement is even more attractive if the contract-
ing firm has an option to buy some share in the managed company later on. The arrange-
ment is not sensible, however, if the company can put its scarce management talent to better 
uses or if it can make greater profits by undertaking the whole venture. Management con-
tracting also prevents the company from setting up its own operations for a period of time.

Joint Ownership
Joint ownership ventures consist of one company joining forces with foreign investors 
to create a local business in which they share possession and control. A company may 
buy an interest in a local firm, or the two parties may form a new business venture. Joint 
ownership may be needed for economic or political reasons. For example, the firm may 
lack the financial, physical, or managerial resources to undertake the venture alone. 
Alternatively, a foreign government may require joint ownership as a condition for en-
try. Disney’s Hong Kong Disneyland and Shanghai Disneyland are both joint ownership 
ventures with the Chinese government-owned Shanghai Shendi Group. Disney owns 

43  percent of the Shanghai resort; the Shanghai Shendi Group 
owns 57 percent.33

Often, companies form joint ownership ventures to merge 
their complementary strengths in developing a global marketing 
opportunity. For example, to increase its presence and local in-
fluence in China’s mobile phone and tablets markets, chipmaker 
Intel recently paid $1.5 billion for 20 percent ownership in China’s 
state-run Tsinghua Unigroup, which controls two domestic mobile 
chipmakers. The joint ownership investment will help Intel to bet-
ter understand Chinese consumers. It may also help to earn more 
favorable treatment from Chinese regulators. So far, Intel has gone 
untouched by China’s recent crackdown on foreign technology 
companies such as competitor Qualcomm and software makers 
Microsoft and Symantec.34

Joint ownership has certain drawbacks, however. The part-
ners may disagree over investment, marketing, or other policies. 
Whereas many U.S. firms like to reinvest earnings for growth, local 
firms often prefer to take out these earnings; whereas U.S. firms 
emphasize the role of marketing, local investors may rely on selling.

Direct Investment
The biggest involvement in a foreign market comes through direct investment—the 
development of foreign-based assembly or manufacturing facilities. For example, in addi-
tion to joint ownership ventures in China, Intel has also made substantial investments in its 
own manufacturing and research facilities there. It recently spent $1.6 billion upgrading its 
decade-old chip factory in the central Chinese city of Chengdu and another $2.5 billion to 
build a shiny new fabrication plant in Dalian, a port city in China’s northeast. “China is our 
fastest-growing major market,” says Intel’s CEO, “and we believe it’s critical that we invest 
in markets that will provide for future growth to better serve our customers.” 35

If a company has gained experience in exporting and if the foreign market is large 
enough, foreign production facilities offer many advantages. The firm may have lower 
costs in the form of cheaper labor or raw materials, foreign government investment in-
centives, and freight savings. The firm may also improve its image in the host country 
because it creates jobs. Generally, a firm develops a deeper relationship with the gov-
ernment, customers, local suppliers, and distributors, allowing it to adapt its products 
to the local market better. Finally, the firm keeps full control over the investment and 
therefore can develop manufacturing and marketing policies that serve its long-term 
international objectives.

The main disadvantage of direct investment is that the firm faces many risks, such as 
restricted or devalued currencies, falling markets, or government changes. In some cases, a 
firm has no choice but to accept these risks if it wants to operate in the host country.

Joint ownership
A cooperative venture in which a 
company creates a local business with 
investors in a foreign market who share 
ownership and control.

Direct investment
Entering a foreign market by developing 
foreign-based assembly or manufacturing 
facilities.

  Joint ownership and direct investment: To increase its 
understanding and influence in China’s huge mobile device 
market, Intel has invested heavily there in joint ownership 
ventures and its own manufacturing facilities.
ICHPL Imaginechina
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Deciding on the Global Marketing Program
Companies that operate in one or more foreign markets must decide how much, if at all, 
to adapt their marketing strategies and programs to local conditions. At one extreme are 
global companies that use standardized global marketing, essentially using the same 
marketing strategy approaches and marketing mix worldwide. At the other extreme is 
adapted global marketing. In this case, the producer adjusts the marketing strategy 
and mix elements to each target market, resulting in more costs but hopefully producing a 
larger market share and return.

The question of whether to adapt or standardize the marketing strategy and program 
has been much debated over the years. On the one hand, some global marketers believe 
that technology is making the world a smaller place, and consumer needs around the 
world are becoming more similar. This paves the way for global brands and standardized 
global marketing. Global branding and standardization, in turn, result in greater brand 
power and reduced costs from economies of scale.

On the other hand, the marketing concept holds that marketing programs will be more 
engaging if tailored to the unique needs of each targeted customer group. If this concept 
applies within a country, it should apply even more across international markets. Despite 
global convergence, consumers in different countries still have widely varied cultural 
backgrounds. They still differ significantly in their needs and wants, spending power, 
product preferences, and shopping patterns. Because these differences are hard to change, 
most marketers today adapt their products, prices, channels, and promotions to fit con-
sumer desires in each country.

However, global standardization is not an all-or-nothing proposition. It’s a matter of de-
gree. Most international marketers suggest that companies should “think globally but act lo-
cally.” They should seek a balance between standardization and adaptation, leveraging global 
brand recognition but adapting their marketing, products, and operations to specific markets.

Consider L’Oréal, the world’s biggest cosmetics 
maker. L’Oréal and its brands are truly global in scope and ap-
peal. The company’s well-known brands originated in a half-
dozen or more different cultures, including French (L’Oréal 
Paris, Garnier, Lancôme), American (Maybelline, Kiehl’s, 
SoftSheen-Carson, Ralph Lauren, Urban Decay, Clarisonic, 
Redken), British (The Body Shop), Italian (Giorgio Armani), 
and Japanese (Shu Uemura). But the company’s outstanding 
international success comes from achieving a global– local bal-
ance, one that adapts and differentiates L’Oréal’s well-known 
brands to meet local needs while also integrating them across 
world markets to optimize their global impact:36

L’Oréal digs deep to understand what beauty means to con-
sumers in different parts of the world, with research insights 
gained through everything from in-home visits to observa-
tions made in “bathroom laboratories” equipped with high-
tech gadgetry. How many minutes does a Chinese woman 
devote to her morning beauty routine? How do people wash 
their hair in Bangkok? How many brush strokes does a 
Japanese woman or a French woman use to apply mascara? 
L’Oréal then uses such detailed insights to create products 
and positioning for brands in local markets. For example, 

more than 260 scientists work in L’Oréal’s Shanghai research center, tailoring products ranging 
from lipstick to herbal cleaners to cucumber toners for Chinese tastes.

L’Oréal also adapts brand positioning and marketing to international needs and expecta-
tions. For example, more than 20 years ago, the company bought stodgy American makeup 
producer Maybelline. To reinvigorate and globalize the brand, it moved the unit’s headquarters 
from Tennessee to New York City and added “New York” to the label. The resulting urban, 
street-smart, Big Apple image played well with the midprice positioning of the workaday 
makeup brand globally. The makeover soon earned Maybelline a 20 percent market share in its 
category in Western Europe. The young urban positioning also hit the mark in Asia, where few 
women realized that the trendy “New York” Maybelline brand belonged to a French cosmetics 
giant. L’Oréal’s CEO sums up the company’s global approach this way: “We have global brands, 
but we need to adapt them to local needs.” When a former CEO once addressed a UNESCO con-
ference, nobody batted an eyelid when he described L’Oréal as “The United Nations of Beauty.”

Standardized global marketing
A global marketing strategy that basically 
uses the same marketing strategy and 
mix in all of the company’s international 
markets.

Adapted global marketing
A global marketing approach that 
adjusts the marketing strategy and mix 
elements to each international target 
market, which creates more costs but 
hopefully produces a larger market share 
and return.

The major global marketing 
decision usually boils down 

to this: How much, if at all, should a 
company adapt its marketing strategy 
and programs to local markets? How 
might the answer differ for Boeing 
versus McDonald’s?
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 Global–local balance: Cosmetics and beauty care giant L’Oréal 
balances local brand responsiveness and global brand impact, making 
it “The United Nations of Beauty.”
Marc Piasecki/Stringer/Getty images
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g 19.2 7-Eleven: Making Life a Little Easier 

for People around the Globe

then Mexico, and soon Japan and other Asian 
markets. In each global market, the chain has 
retained its key strategy elements—the small-
store format, convenience positioning, and 
global brand identity—you’ll see the familiar 
7-Eleven logo and orange, red, white, and 
green stripes on every 7-Eleven store anywhere 
in the world. At first glance, a 7-Eleven in Tokyo 
looks pretty like one in Teaneck, New Jersey. 
But true to its “retailer initiative” philosophy, 
7-Eleven skillfully adapts its operations in each 
global market to match widely differing local 
definitions of just what “convenience” means.

Consider Japan, one of 7-Eleven’s first 
international ventures. 7-Elevens are every-
where in Japan, more the 17,000 of them—
2,300 in Tokyo alone. Japan is now by far 
the company’s largest market. Once you get 
past the familiar signage on the outside of a 
Japanese 7-Eleven, you’ll find some pretty 
stark contrasts on the inside. More than just 
a place to grab a loaf of bread or a Slurpee, 
Big Gulp, or Big Bite, 7-Eleven in Japan has 
become the country’s most popular eatery.

Around mealtime, the aisles at every 
Japanese 7-Eleven are packed with long lines 
of patrons who are treated to some of the 
finest prepared foods in the world. Typical 
offerings include salmon on rice with butter 

and soy sauce, hashed beef doria in a red 
wine demi-glace, and ground chicken with 
ginger and a side of spinach coleslaw. Fresh 
sushi abounds, and the ongiri (rice balls with 
seaweed) is wrapped in a way that keeps the 
seaweed crispy and the rice moist. 7-Eleven 
in Japan also offers a wide selection of bev-
erages, including soft drinks, beer, sake, 
Champagne, single-malt scotch, wine, and 
more than 20 varieties of iced coffee.

This is not your typical American 7-Eleven. 
Stores receive several food deliveries each day, 
keeping shelves well stocked with fresh goods 
and ensuring that everything is locally made. 
Food is served in open display cases in a man-
ner that’s more Trader Joe’s than convenience 
store. Japanese customers can even order food 
and groceries online and have them delivered at 
work or home. The chain also meets other cus-
tomer service needs. At 7-Eleven, customers 
can pay their phone or utility bills, pick up their 
mail and parcel deliveries, and even buy base-
ball tickets from the copy machine.

For 7-Eleven, Japan now represents 
far more than just a booming international 
market. Since the early 1990s, Japan has 
become 7-Eleven’s home market. When 
Dallas-based 7-Eleven encountered financial 
difficulties in 1991, its own highly successful 

Americans love convenience stores. 
There’s one just around the corner, 
and they’re open long hours, seven 
days a week. Whether it’s big chains 
like 7-Eleven and Circle K or more-
local favorites like Illinois-based 
Moto-Mart, Nebraska’s Bucky’s, 

or Minnesota’s own Pump ‘N Munch, con-
venience stores have become an American 
mainstay for buying snacks, gas, or a few 
fill-in items between major grocery store trips. 
It’s hard to imagine a convenience store being 
anything else.

But as it turns out, the convenience store 
concept doesn’t translate in a standard way 
across international borders. Just ask 7-Eleven, 
a chain that’s sweeping the planet. 7-Eleven is 
America’s largest convenience store chain, with 
more than 10,000 U.S. stores in 34 states. But 
it’s also the world’s biggest convenience chain, 
with more than 56,000 stores in 16 countries 
generating nearly $85 billion in annual world-
wide sales. 7-Eleven’s global success results 
from carefully adapting its overall convenience 
format to unique market-by-market needs.

7-Eleven began in 1927 when “Uncle 
Johnny” Jefferson Green started selling 
milk, bread, and eggs from the dock of the 
Southland Ice Company where he worked, 
often on Sundays and evenings when regular 
grocery stores were closed. Within 10 years, 
Southland Ice Company had opened 60 such 
outlets selling basic staples—everything from 
canned goods to cold watermelon. As the 
chain grew, the convenience store concept 
took root—small stores in convenient loca-
tions, a limited line of high-demand products, 
speedy transactions, and friendly service.

In 1946, the fast-growing chain boldly es-
tablished longer store hours—you guessed 
it, 7 a.m. to 11 p.m.—a practice unheard of 
at the time. And to cement its convenience 
positioning, it changed its name to 7-Eleven. 
To support its breakneck expansion, 7-Eleven 
also adopted a franchise model by which fran-
chisees shared some of the financial and oper-
ational burdens of growth. In return, 7-Eleven 
granted franchisees lots of flexibility in catering 
to local tastes in their stores. The company 
calls this “retailer initiative” and considers it a 
key competitive advantage. Catering to local 
tastes would later become the cornerstone of 
7-Eleven’s international expansion.

In 1969, 7-Eleven became the first con-
venience chain to go global, first in Canada, 

 Global–local balance: At first glance, a 7-Eleven in Tokyo looks pretty 
much like one in Teaneck, New Jersey. However, 7-Eleven skillfully adapts 
its operations in each global market to match widely differing local 
definitions of just what “convenience” means.
Rodrigo Reyes Marin/AFLO/Alamy Live News
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Japanese subsidiary bailed it out, buying a 
majority stake. In 2005, 7-Eleven Japan cre-
ated Tokyo-based Seven & I Holdings, which 
acquired the remaining shares of 7-Eleven. 
Then, in a case of the student becoming 
the teacher, the new parent corporation ap-
plied its well-honed “retailer initiative” skills to 
strengthen the U.S. division.

Wherever it operates, 7-Eleven seeks to 
become a part of the local culture. Nowhere 
is that more apparent than in Indonesia, 
one of 7-Eleven’s newest markets. On a 
typical Saturday night, thousands of young 
Indonesians gather at one of the country’s 
200 7-Eleven’s to sip coffee or beer at 
outdoor café tables, listen to live music, 
and engage in their newest passion—the 
internet. Sounds more like Starbucks? That’s 
no accident. As Seven & I Holdings ana-
lyzed the Indonesian market, it learned that 
hanging out and doing nothing—some-
thing the locals refer to as “nongkrong”—is 
a favorite pastime. People gather at street 
markets, roadside food stalls, and Western 
fast-food outlets simply to pass the time 
and share stories. However, when 7-Eleven 
entered Indonesia, such hangouts were in 
short supply and few hangouts provided 

wireless connectivity. So 7-Eleven Indonesia 
adopted the Starbucks-like concept of a 
“third place”—somewhere to go that’s away 
from home and work.

7-Eleven Indonesia still offers basic con-
venience store products, such as inexpen-
sive readymade food, snacks, and a variety 
of popular beverages. And its 24-hour opera-
tions are perfect for an Indonesian culture not 
bound by time. But to appeal more strongly 
to plugged-in 18- to 35-year-old customers, 
7-Eleven Indonesia also provides hassle-free 
parking (a premium convenience in the traffic-
choked island nation), a venue for local bands, 
air-conditioning, free wireless connectivity, and 
lots and lots of space to hang out. More than a 
no-frills store where customers can grab snacks 

and everyday products, 7-Eleven Indonesia has 
become a trendy place where young people 
spend time, surf the internet, and meet friends.

Thus, 7-Eleven’s fine-tuned global market-
ing strategy has made it the world’s largest 
convenience store chain. Wherever 7-Eleven 
operates, its overall brand identity and con-
venience positioning remain constant: “At 
7-Eleven, our purpose and mission is to 
make life a little easier for our guests,” says 
the company, by “giving customers what 
they want, when and where they want it.” But 
7-Eleven knows that those whats, whens, 
and wheres can shift dramatically from mar-
ket to market. The real secret is to weave 
the global 7-Eleven strategy into the fabric of 
each local culture.

Sources: See Marleen Dieleman, Ishtiaq Mahmood, and Peter Darmawan, “7-Eleven Indonesia Innovating in 
Emerging Markets,” Ivey Publishing, September 15, 2015, www.iveycases.com/ProductView.aspx?id=73622; Taryn 
Stenvei, “What 7-Elevens in Tokyo Taught Me about Japan,” AWOL, September 11, 2014, http://awol.com .au/what-
7-elevens-in-tokyo-taught-me-about-japan/98; Justin Moyer, “In Honor of 7/11: How Japan Slurped Up 7-Eleven,” 
Washington Post, July 11, 2014, www.washingtonpost.com/news/morning-mix/wp/2014/07/11/in-honor-of-711-
how-japan-slurped-up-7-eleven/; Margot Huber, “Hangout Haven,” Business Today, May 26, 2013, http://
businesstoday.intoday.in/story/london-business-school-case-study-on-7-eleven/1/194769.html; George Martin  
Sirait and Michele Ford, “Revolutionizing Retail,” Inside Indonesia, April–June 2014, www.insideindonesia.org/ 
revolutionising-retail; and http://corp.7-eleven.com/corp/7-eleven-profile and http://franchise.7-eleven.com/ 
franchise/our-iconic-brand, accessed October 2016.

Collectively, local brands still account for the overwhelming majority of consumer 
purchases. Most consumers, wherever they live, lead very local lives. So a global brand 
must engage consumers at a local level, respecting the culture and becoming a part of it. 
For example, 7-Eleven has become the world’s largest convenience store chain by skillfully 
adapting its operations in each global market to match widely differing local definitions of 
just what “convenience” means (see Real Marketing 19.2).

Product
Five strategies are used for adapting product and marketing communication strategies to a 
global market (see  Figure 19.3).37 We first discuss the three product strategies and then 
turn to the two communication strategies.

Straight product extension means marketing a product in a foreign market without 
making significant changes to the product. Top management tells its marketing people, 
“Take the product as is and find customers for it.” The first step, however, should be to find 
out whether foreign consumers use that product and what form they prefer.

Straight extension has been successful in some cases and disastrous in others. Apple 
iPads, Gillette razors, and Black & Decker tools are all sold successfully in about the same 
form around the world. But when General Foods introduced its standard powdered 
JELL-O in the British market, it discovered that British consumers prefer a solid wafer or 

Straight product extension
Marketing a product in a foreign market 
without making any changes to the 
product.
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cake form. Likewise, Philips began to make a profit in Japan only after it reduced 
the size of its coffeemakers to fit into smaller Japanese kitchens and its shavers to fit 
smaller Japanese hands. And Panasonic’s refrigerator sales in China surged 10-fold 
in a single year after it shaved the width of its appliances by 15 percent to fit smaller 
Chinese kitchens.38 Straight extension is tempting because it involves no additional 
product development costs, manufacturing changes, or new promotion. But it can be 
costly in the long run if products fail to satisfy consumers in specific global markets.

Product adaptation involves changing the product to meet local require-
ments, conditions, or wants. For example, in the United States, Dunkin’ Donuts 
sells good old glazed, powdered sugar, jelly, cream-filled, and chocolate-covered 
doughnuts to on-the-go customers in the morning. In South Korea, however, you’ll 
find an olive oil and tapioca starch donut called a Chewisty. In China, Dunkin’ 
serves doughnuts covered in mango pudding or green tea; in Russia, it dishes up 
doughnuts filled with scalded cream. And in many major global markets, Dunkin’ 
Donuts adjusts more than just the doughnuts. In India, for example, the company 
has also adjusted its full menu, its operations, and even its name to suit the local 
culture:39

“My grandmother only recently found out what a doughnut is,” says a 20-something 
Indian business professional as she wraps her mouth around a Dunkin’ Donuts Original 
Tough Guy Chicken Burger. “I don’t think anyone would come [here] just for a doughnut.” 
As it turns out, Indian consumers don’t start their day with frosted sweets or even with an 
early breakfast on the go. People usually eat breakfast at home with their families. And un-
like Americans, they’ll maybe eat a doughnut for dessert, but they want a meal first.

So Dunkin’ Donuts has reworked its strategy for India, making a drastic shift from 
a predominantly “a.m. brand” to more of a “p.m. brand.” For starters, it changed its store 
hours, opening later in the morning and staying open later at night. It even changed its 
name, to “Dunkin’ Donuts & More.” To be sure, the chain serves a full selection of India-
inspired doughnuts—stuffed, topped, and glazed with everything from rice pudding to 
saffron to crushed pistachios. (Top sellers in India include “It’s a Mistake,” a white choco-
late doughnut topped with guava and chili.) But Dunkin’ features the doughnuts more 
as after-meal desserts. Befitting its new “& More” name, Dunkin’s all-day menu includes 

a hefty lineup of savory sandwiches, wraps, and eight varieties of burgers (all beef-free), such 
as the Brute Tough Guy Veg Burger. The adapted format is working well for Dunkin’ Donuts, 
which plans to have more than 100 outlets in India by next year.

Product invention consists of creating something new to meet the needs of consum-
ers in a given country. As markets have gone global, companies ranging from appliance 
manufacturers and carmakers to candy and soft drink producers have developed products 
that meet the special purchasing needs of low-income consumers in developing economies.

For example, Chinese appliance producer Haier developed sturdier washing machines 
for rural users in emerging markets, where it found that lighter-duty machines often be-
came clogged with mud when farmers used them to clean vegetables as well as clothes. And 
solar lighting manufacturer d.light Solar has developed affordable solar-powered home 
lighting systems for the hundreds of millions of people in the developing world who don’t 
have access to reliable power. d.light’s hanging lamps and portable lanterns require no en-
ergy source other than the sun and can last up to 15 hours on one charge. The company has 
already reached 51 million users, is adding 1 million users per month, and plans to reach 
100 million users by 2020.40

Promotion
Companies can either adopt the same communication strategy they use in the home mar-
ket or change it for each local market. Consider advertising messages. Some global com-
panies use a standardized advertising theme around the world. For example, Chevrolet 
recently swapped out its previous, American-focused “Chevy Runs Deep” positioning and 
advertising theme with a more global “Find New Roads” theme. The new theme is one 
“that works in all markets,” says a GM marketing executive. “The theme has meaning 
in mature markets like the U.S. as well as emerging markets like Russia and India, where 
the potential for continued growth is the greatest.” The time is right for a more globally 
consistent Chevy brand message. Chevrolet sells cars in more than 140 countries, and 
nearly two-thirds of its sales are now outside the United States, compared with only about 
one-third a decade ago.41

Product adaptation
Adapting a product to meet local 
conditions or wants in foreign markets.

Product invention
Creating new products or services for 
foreign markets.

 Product adaptation: In India, Dunkin’ 
Donuts serves up a full selection of India-
inspired doughnuts. But more, the company 
has adjusted its full menu, operations, and 
even its name—Dunkin’ Donuts & More—to 
suit the local culture.
Bloomberg via Getty Images
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Of course, even in highly standardized communications campaigns, 
some adjustments might be required for language and cultural differ-
ences. For example, ads for Pepsi’s youthful “Live for Now” campaign 
have a similar look worldwide but are adapted in different global mar-
kets to feature local consumers, languages, and events. Similarly, in 
Western markets, fast-casual clothing retailer H&M runs fashion ads with 
models showing liberal amounts of bare skin. But in the Middle East, 
where attitudes toward public nudity are more conservative, the retailer 
runs the same ads digitally adapted to better cover its models.

Global companies often have difficulty crossing the language bar-
rier, with results ranging from mild embarrassment to outright failure. 
Seemingly innocuous brand names and advertising phrases can take on 
unintended or hidden meanings when translated into other languages. 
For example, Interbrand of London, the firm that created household 
names such as Prozac and Acura, recently developed a brand name 
“hall of shame” list, which contained these and other foreign brand 
names you’re never likely to see inside the local Kroger supermarket: 
Krapp toilet paper (Denmark), Plopp chocolate (Scandinavia), Crapsy 
Fruit cereal (France), Poo curry powder (Argentina), and Pschitt lem-
onade (France). Similarly, advertising themes often lose—or gain—
something in the translation. In Chinese, the KFC slogan “finger-lickin’ 
good” came out as “eat your fingers off.” And Motorola’s Hellomoto 
ringtone sounds like “Hello, Fatty” in India.

Marketers must be watchful to avoid such mistakes, taking great 
care when localizing their brand names and messages to specific global 
markets. In important but culturally different markets such as China, 
finding just the right name can make or break a brand:

After a long day’s work, an average upscale Beijinger can’t wait to dash 
home, lace on a comfortable pair of Enduring and Persevering, pop the 
top on a refreshing can of Tasty Fun, then hop into his Dashing Speed and 
head to the local tavern for a frosty glass of Happiness Power with friends. 
Translation? In China, those are the brand name meanings for Nike, Coca-

Cola, Mercedes, and Heineken, respectively. To Westerners, such names sound pretty silly, but to 
brands doing business in China, they are no laughing matter. Perhaps more than anywhere else in 
the world, brand names in China take on deep significance.

Ideally, to maintain global consistency, the Chinese name should sound similar to the original 
while at the same time conveying the brand’s benefits in meaningful symbolic terms. Nike’s Chinese 
brand name, Nai ke, does this well. Not only does it sound the same when pronounced in Chinese, 
its “enduring and persevering” meaning powerfully encapsulates the “Just Do It” essence of the Nike 
brand the world over. Similarly, P&G’s Tide is Taizi in China, which translates to “gets out the dirt,” a 
perfect moniker for a tough-acting detergent. Other names that wear well on Chinese ears while also 
conveying a brand’s essence include Lay’s snack foods—Le shi (“happy things”); Reebok—Rui bu 
(“quick steps”); and Colgate—Gau lu jie (“revealing superior cleanliness”).42

Rather than standardizing their advertising globally, other companies follow a strat-
egy of communication adaptation, fully adapting their advertising messages to local 
markets. For example, in the United States and most Western countries, where running 
is accepted as a positive, healthful activity, Nike advertising focuses on products and 
personal performance. In China, however, running is viewed as a boring sport or even 
a  punishment—something rigorous and painful. It’s not something that most people in 
Asia’s polluted cities choose to do, especially on streets jammed with pedestrians, bicycles, 
cars, and even rickshaws. “The joke is that when there’s a person running in the city (and 
it’s often a Westerner), people turn to see who’s chasing him,” quips one observer.

However, China is the largest footwear market in the world, offering huge untapped 
potential for Nike. So, in China, rather than pushing products and performance, Nike’s 
advertising focuses on just trying to get more Chinese to put on running shoes. Ads and 
social media feature ordinary people who choose to run on city streets, letting them re-
late their reasons in their own words. “I run to make the hidden visible,” says one young 
woman. “I run to get lost,” says another. Salad—a stressed-out office worker who lives 
and runs in Shanghai—relates: “The city is always noisy and busy. This adds even more 
pressure to my day. I guess for me, running is about shutting down the noise.” To make 

Communication adaptation
A global communication strategy of fully 
adapting advertising messages to local 
markets.

 Communication standardization: With nearly two-
thirds of its sales now outside the United States, Chevy 
recently switched to a new, more global “Find New Roads” 
positioning and advertising theme that has meaning in all 
markets worldwide, here Russia.
General Motors, LLC 2011
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running a more social activity, Nike also sponsors nighttime “Lunar Runs” in big cities like 
Beijing and marathons in Shanghai, featuring fitness instructors, live music, and celebrities 
to introduce Chinese students and young professionals to running as a fun and rewarding 
after-class or after-work activity. The goal is to get more people to at least give running a 
try. But changing basic perceptions of the sport won’t be easy. “It’s a very long road for us,” 
says a Nike China marketer.43

Media also need to be adapted internationally because media availability and regu-
lations vary from country to country. TV advertising time is very limited in Europe, for 
instance, ranging from four hours a day in France to none in Scandinavian countries. 
Advertisers must buy time months in advance, and they have little control over airtimes. 
However, mobile phone ads are much more widely accepted in Europe and Asia than 
in the United States. Magazines also vary in effectiveness. For example, magazines are a 
major medium in Italy but a minor one in Austria. Newspapers are national in the United 
Kingdom but only local in Spain.44

Price
Companies also face many considerations in setting their international prices. For example, 
how might Makita price its power tools globally? It could set a uniform price globally, but 
this amount would be too high of a price in poor countries and not high enough in rich 
ones. It could charge what consumers in each country would bear, but this strategy ignores 
differences in the actual costs from country to country. Finally, the company could use a 
standard markup of its costs everywhere, but this approach might price Makita out of the 
market in some countries where costs are high.

Regardless of how companies go about pricing their products, their foreign prices 
probably will be higher than their domestic prices for comparable products. An Apple 
iPad Pro that sells for $799 in the United States goes for $993 in the United Kingdom. 
Why? Apple faces a price escalation problem. It must add the cost of transportation, tariffs, 
importer margin, wholesaler margin, and retailer margin to its factory price. Depending 
on these added costs, a product may have to sell for two to five times as much in another 
country to make the same profit.

To overcome this problem when selling to less-affluent consumers in develop-
ing countries, many companies make simpler or smaller versions of their products 
that can be sold at lower prices. Others have introduced new, more affordable brands 

for global markets. For example, 
Lenovo’s Motorola division developed 
the modestly priced Moto G smart-
phone. Although not a flashy, high-tech 
gadget, the latest full-function ver-
sion of the device sells for as little as 
$179.99 in the United States with no 
contract. Motorola first introduced the 
phone in Brazil, one of the largest and 
fastest-growing emerging markets, then 
in other parts of South America, the 
Middle East, India, and more of Asia. 
Intended primarily for emerging mar-
kets where consumers want low-cost 
phones, the Moto G may also sell well 
to cost-conscious consumers in major 
developed markets, such as the United 
States and Europe.

The Moto G phone puts pressure on 
Apple, which has focused on selling older 
models at reduced prices rather than de-
veloping cheaper models. The extremely 
affordable Moto G is now the most pop-
ular smartphone in Brazil, where it is 
priced at $260 versus iPhones starting at 
$1,080. The low-end phone also helped 

 International pricing: Lenovo’s Motorola division developed the ultra-cheap Moto G 
smartphone intended primarily for emerging markets where consumers want low-cost 
phones.
Photo by ChinaFotoPress/ChinaFotoPress via Getty Images
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Whole-Channel Concept for International Marketing 

catapult a then-flagging Motorola into the number-four position in the huge Indian smart-
phone market.45

Recent economic and technological forces have had an impact on global pricing. 
For example, the internet is making global price differences more obvious. When firms 
sell their wares over the internet, customers can see how much products sell for in differ-
ent countries. They can even order a given product directly from the company location 
or dealer offering the lowest price. This is forcing companies toward more standardized 
international pricing.

Distribution Channels
An international company must take a whole-channel view of the problem of distribut-
ing products to final consumers.  Figure 19.4 shows the two major links between the 
seller and the final buyer. The first link, channels between nations, moves company products 
from points of production to the borders of countries within which they are sold. The sec-
ond link, channels within nations, moves products from their market entry points to the final 
consumers. The whole-channel view takes into account the entire global supply chain and 
marketing channel. It recognizes that to compete well internationally, the company must 
effectively design and manage an entire global value delivery network.

Channels of distribution within countries vary greatly from nation to nation. There are 
large differences in the numbers and types of intermediaries serving each country market 

and in the transportation infrastructure 
serving these intermediaries. For exam-
ple, whereas large-scale retail chains dom-
inate the U.S. scene, most of the retailing 
in other countries is done by small, inde-
pendent retailers. In India or Indonesia, 
millions of retailers operate tiny shops or 
sell in open markets.

When selling in emerging markets, 
companies must often overcome distribu-
tion infrastructure and supply challenges. 
For example, in Nigeria, Domino’s Pizza 
has had to dig wells and install water-
treatment plants behind many of its res-
taurants to obtain clean water. Similarly, 
after having difficulty sourcing quality 
beef in South Africa, rather than buying 
scarce beef from scrawny cattle raised 
by local herdsmen, Burger King finally 
invested $5 million in its own local cat-
tle ranch.46 And to serve northeast 
Brazil’s Amazon River basin, which lacks 
a solid network of good roads, Nestlé 
has even launched a floating supermarket 
that takes goods directly to customers. 
The boat serves 1.5 million consumers 

Whole-channel view
Designing international channels that 
take into account the entire global supply 
chain and marketing channel, forging an 
effective global value delivery network.

 Marketing in emerging markets: To tap the growing potential in Brazil’s less developed 
regions, Nestlé’s “Ate Voce” (“Reaching You”) program includes innovative distribution 
approaches, such as this floating supermarket that serves customers in the country’s 
Amazon River basin.
Bloomberg via Getty Images
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in 27 riverside towns with 300 different Nestlé products, spending one day at each stop. 
Customers can check the floating store’s schedule at nestleatevoce.com.br, call a toll-free 
number, or text for more information and plan their shopping accordingly.47

Even in world markets containing similar types of sellers, retailing practices can vary 
widely. For example, you’ll find plenty of Walmarts, Carrefours, Tescos, and other retail 
superstores in major Chinese cities. But whereas consumer brands sold in such stores in 
Western markets rely largely on self-service, brands in China hire armies of uniformed in-
store promoters—called “promoter girls” or “push girls”—to dispense samples and pitch 
their products person to person. In a Beijing Walmart, on any given weekend, you’ll find 100 
or more such promoters acquainting customers with products from Kraft, Unilever, P&G, 
Johnson & Johnson, and a slew of local competitors. “Chinese consumers know the brand 
name through media,” says the director of a Chinese retail marketing service, “but they want 
to feel the product and get a detailed understanding before they make a purchase.”48

Deciding on the Global Marketing Organization
Companies manage their international marketing activities in at least three different ways: 
Most companies first organize an export department, then create an international division, 
and finally become a global organization.

A firm normally gets into international marketing by simply shipping out its goods. If 
its international sales expand, the company will establish an export department with a sales 
manager and a few assistants. As sales increase, the export department can expand to in-
clude various marketing services so that it can actively go after business. If the firm moves 
into joint ventures or direct investment, the export department will no longer be adequate.

Many companies get involved in several international markets and ventures. A com-
pany may export to one country, license to another, have a joint ownership venture in a 
third, and own a subsidiary in a fourth. Sooner or later it will create international divisions 
or subsidiaries to handle all its international activity.

International divisions are organized in a variety of ways. An international division’s 
corporate staff consists of marketing, manufacturing, research, finance, planning, and 
personnel specialists. It plans for and provides services to various operating units, which 
can be organized in one of three ways. They can be geographical organizations, with country 
managers who are responsible for salespeople, sales branches, distributors, and licensees 
in their respective countries. Or the operating units can be world product groups, each re-
sponsible for worldwide sales of different product groups. Finally, operating units can be 
international subsidiaries, each responsible for their own sales and profits.

Many firms have passed beyond the international division stage and are truly global 
organizations. For example, as discussed previously, despite its French origins, L’Oréal no 
longer has a clearly defined home market. Nor does it have a home-office staff. Instead, 
the company is famous for building global brand teams around managers who have deep 
backgrounds in several cultures. L’Oréal managers around the world bring diverse cul-
tural perspectives to their brands as if they were, say, German or American or Chinese—or 
all three at once. As explained by one Indian-American-French manager of a team that 
launched a men’s skin care line in Southeast Asia: “I cannot think about things one way. I 
have a stock of references in different languages: English, Hindi, and French. I read books 
in three different languages, meet people from different countries, eat food from different 
[cultures], and so on.”49

Global organizations don’t think of themselves as national marketers that sell abroad 
but as global marketers. The top corporate management and staff plan worldwide manu-
facturing facilities, marketing policies, financial flows, and logistical systems. The global 
operating units report directly to the chief executive or the executive committee of the 
organization, not to the head of an international division. Executives are trained in world-
wide operations, not just domestic or international operations. Global companies recruit 
management from many countries, buy components and supplies where they cost the 
least, and invest where the expected returns are greatest.

Today, major companies must become more global if they hope to compete. As foreign com-
panies successfully invade their domestic markets, companies must move more aggressively 
into foreign markets. They will have to change from companies that treat their international 
operations as secondary to companies that view the entire world as a single borderless market.

Many large companies, 
regardless of their “home 

country,” now think of themselves as 
truly global organizations. They view 
the entire world as a single borderless 
market. For example, although 
headquartered in Chicago, Boeing is as 
comfortable selling planes to Lufthansa 
or Air China as to American Airlines.

Author
Comment
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19 Reviewing and Extending the Concepts

OBJECTIVES REVIEW AND KEY TERMS

Objectives Review
Companies today can no longer afford to pay attention only to 
their domestic market, regardless of its size. Many industries are 
global industries, and firms that operate globally achieve lower 
costs and higher brand awareness. At the same time, global 
marketing is risky because of variable exchange rates, unstable 
governments, tariffs and trade barriers, and several other factors. 
Given the potential gains and risks of international marketing, 
companies need a systematic way to make their global market-
ing decisions.

OBJECTIVE 19-1  Discuss how the international trade 
system and the economic, political-legal, and cultural 
environments affect a company’s international 
marketing decisions. (pp 568–580)

A company must understand the global marketing environment, 
especially the international trade system. It should assess each 
foreign market’s economic, political-legal, and cultural charac-
teristics. The company can then decide whether it wants to go 
abroad and consider the potential risks and benefits. It must 
decide on the volume of international sales it wants, how many 
countries it wants to market in, and which specific markets it 
wants to enter. These decisions call for weighing the probable 
returns against the level of risk.

OBJECTIVE 19-2  Describe three key approaches 
to entering international markets. (pp 580–582)

The company must decide how to enter each chosen mar-
ket—whether through exporting, joint venturing, or direct 
investment. Many companies start as exporters, move to 
joint ventures, and finally make a direct investment in foreign 
markets. In exporting, the company enters a foreign market by 
sending and selling products through international marketing 

Key Terms

OBJECTIVE 19-1
Global firm (p 569)
Economic community (p 571)

OBJECTIVE 19-2
Exporting (p 580)
Joint venturing (p 581)
Licensing (p 581)

Contract manufacturing (p 581)
Management contracting (p 581)
Joint ownership (p 582)
Direct investment (p 582)

OBJECTIVE 19-3
Standardized global marketing (p 583)
Adapted global marketing (p 583)

Straight product  
extension (p 585)

Product adaptation (p 586)
Product invention (p 586)
Communication  

adaptation (p 587)
Whole-channel  

view (p 589)

intermediaries (indirect exporting) or the company’s own de-
partment, branch, or sales representatives or agents (direct 
exporting). When establishing a joint venture, a company en-
ters foreign markets by joining with foreign companies to pro-
duce or market a product or service. In licensing, the company 
enters a foreign market by contracting with a licensee in the 
foreign market and offering the right to use a manufacturing 
process, trademark, patent, trade secret, or other item of value 
for a fee or royalty.

OBJECTIVE 19-3  Explain how companies adapt their 
marketing strategies and mixes for international 
markets. (pp 583–590)

Companies must also decide how much their marketing strate-
gies and their products, promotion, price, and channels should 
be adapted for each foreign market. At one extreme, global 
companies use standardized global marketing worldwide. Others 
use adapted global marketing, in which they adjust the market-
ing strategy and mix to each target market, bearing more costs 
but hoping for a larger market share and return. However, global 
standardization is not an all-or-nothing proposition. It’s a matter 
of degree. Most international marketers suggest that companies 
should “think globally but act locally”—that they should seek a 
balance between globally standardized strategies and locally 
adapted marketing mix tactics.

OBJECTIVE 19-4  Identify the three major forms 
of international marketing organization. (p 590)

The company must develop an effective organization for inter-
national marketing. Most firms start with an export department 
and graduate to an international division. Large companies 
eventually become global organizations, with worldwide market-
ing planned and managed by the top officers of the company. 
Global organizations view the entire world as a single, border-
less market. 
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MyLab Marketing
Go to mymktlab.com to complete the problems marked with this icon .

DISCUSSION AND CRITICAL THINKING

Discussion Questions
19-1 What environmental factors must international market-

ers consider when enter foreign markets? (AACSB: 
Communication)

19-2 Name and explain a company’s market entry options 
for international markets. (AACSB: Communication)

19-3 Explain how licensing might work for a business wanting 
to break into a new global market. How does licens-
ing differ from other types of joint venture? (AACSB: 
Communication; Reflective Thinking)

19-4 When should a business use a standardized or an 
adapted marketing strategy in an overseas market? 
(AASCB: Communication)

19-5 Outline the specific challenges a global business faces 
in establishing itself in an emerging market. (AACSB: 
Communication; Reflective Thinking)

Critical Thinking Exercises
19-6 Visit www.transparency.org and find the most recent 

Corruption Perceptions Index (CPI) report. What is the 
most recent CPI for the following countries: Argentina, 
Denmark, Jamaica, Myanmar, New Zealand, Somalia, 
and the United States? What are the implications of 
this index for U.S.-based companies doing business in 
these countries? (AACSB: Communication; Use of IT; 
Reflective Thinking)

19-7 In a small group, identify and research an environ-
mental threat—such as a regulatory threat, a cultural 
threat, or an economic threat—posed to global mar-
keters. Analyze the issues related to this threat, dis-
cuss how affected companies are reacting, and make 

recommendations regarding how these companies 
should address the threat. (AACSB: Communication; 
Reflective Thinking)

19-8 Lush is a quintessentially British brand. Formed in 1994, 
it has a revolutionary approach to the creation and 
ethical sourcing of fresh beauty products, all made by 
hand. Lush could not be more different than the mass-
produced cosmetics most consumers buy today. Lush 
is enjoying rapid global expansion. Research how this is 
being achieved and how they go about adapting their 
key messages to each new market while retaining their 
core message. (AACSB: Communication; Use of IT; 
Reflective Thinking)

APPLICATIONS AND CASES

Online, Mobile, and Social Media Marketing China’s Great Firewall
China has emerged as an enormous social media market. With 
more than 1.35 billion people and 635 million internet users, in-
ternet usage in China is growing explosively at about 30 percent 
annually. That makes it an extremely attractive market for Western 
social media companies such as Facebook, Google, Twitter, and 
YouTube. However, under what has come to be called the “Great 
Firewall of China”—an extensive level of control and censorship of 
websites and internet activities by the Chinese government—many 
such Western social media and other online marketers have been 
largely blocked from operating in China. According to The Diplomat, 
eight of the top 25 most-visited global sites are now blocked in Chi-
na. However, even with constant government monitoring of internet 
activities, China has become one of the world’s most active social 
media environments. Chinese consumers can connect through 
carefully controlled local social networking platforms such as Ren-
ren (everyone’s website), Baidu (Google-like search engine), Youku 
(China’s answer to YouTube), WeChat (Tencent’s instant messaging 
app), Jiepang (similar to Foursquare), microblogging sites such as 
Sina Weibo (like Twitter), and Dianping (similar to Yelp).

As more marketers enter the social media landscape in China, 
strategies to reach consumers must be carefully shaped to the 
country’s culture, consumers, content, platforms, and regulations. 
Online marketers must understand Chinese culture, translations, 
and etiquette to help craft better messages and marketing content 
that will resonate with Chinese consumers. At the same time, they 
must navigate under the watchful eye of the Chinese government.

19-9 Research the Great Firewall of China. How will such gov-
ernment control affect social media marketing in China? 
Report on a Western online company now operating in 
China. How is it able to work within and around Chinese 
regulations? (AACSB: Communication; Reflective Thinking)

19-10 Suppose that your company is preparing to enter the 
Chinese market with a product line that you believe will 
have great success. What is the best mode of entry 
for your company? Review the economic and political 
climates. Is the timing right for entering China? (AACSB: 
Communication; Use of IT; Reflective Thinking)
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Marketing Ethics Cleaning Up the Chinese Pharmaceutical Market
By 2020, the Chinese pharmaceutical market will be worth $1.3 
trillion per year. Pharmaceutical businesses from around the 
world have recognized the potential of the market and, at the 
same time, existing Chinese businesses have realized the poten-
tial threats to their market share. In order to grab some market 
share and profit, some pharmaceutical companies have been 
less than honest in their dealings and have subsequently found 
themselves under intense scrutiny from China’s National Devel-
opment and Reform Commission (NDRC). In 2016, the NDRC 
fined five domestic pharmaceutical companies over $600,000 for 
fixing their prices. This was part of the continuing battle to keep 
medicine prices at affordable levels. The five companies had col-
luded between April 2014 and September 2015 to raise the price 
of a drug used to treat kidney diseases. China has 1.4 billion 
potential customers, and the drug market was growing at 20 per-
cent a year; it has now slowed to 5 percent.

The Chinese government is keen to stamp out corruption, 
but corruption is ingrained and persistent. China ranks 79th out 

of 175 countries on the Transparency International Index 2016, 
which tracks corruption across a variety of business markets. 
In one corruption case, the corruption took place outside of the 
normal parameters of business dealings; the individuals made 
deals outside the company’s systems. In this particular case, 
there was a 30 percent drop in sales as the company scaled 
back in order to ensure it had oversight of all aspects of busi-
ness operations in China. If foreign companies are found by the 
NDRC to be giving out bribes, then it is not just a question of 
business as usual after paying the fine; they must also repair their 
reputations.

19-11 Should pharmaceutical companies learn to adapt to 
paying bribes in China? Debate both sides of this issue. 
(AACSB: Communication; Ethical Reasoning)

19-12 Discuss whether multinational companies have difficul-
ties breaking into the market in your country.

Marketing by the Numbers Attracting Alternative Markets
Some 18 million tourists visited Greece during 2014—a figure ap-
proaching twice the population of Greece. Only 50 years ago, the 
country was attracting around 33,000 tourists a year. Tourism 
has wrought fundamental changes in Greece; it has had a mas-
sive social and financial impact on the country. Yet Greece still 
struggles to manage and promote its tourism industry. Accord-
ing to the Aristotle University in Thessaloniki, tourism in Greece 
peaked in 1990, about the same time as tourism worldwide 
reached a peak. Over the years, Greece has welcomed tourists 
who have been interested in very different things, culminating in 
mass tourism, which has been in decline for the past decade. 
With a poor economic outlook, Greece needs to look for alterna-
tives and seize on them quickly before their competitors do.

19-13 Develop a relevant demographic profile of a potential 
new market for a country like Greece that is looking 
to attract alternative tourist markets. (AACSB: Written 
and Oral Communication; Information Technology; 
Reflective Thinking)

19-14 Is this an attractive market for the Greek tourism sec-
tor? Refer to Appendix 2: Marketing by the Numbers 
to develop a market potential estimation of this market. 
(AACSB: Written and Oral Communication; Analytical 
Thinking; Reflective Thinking)

Video Case Monster
Monster.com is one of the most visited employment sites in the 
United States and one of the largest in the world. Now a part of 
parent company Monster Worldwide, Monster.com pioneered job 
recruiting on the internet. Today, it is the only online recruitment 
provider that can service job seekers and job posters on a truly 
global basis. With a presence in 50 countries around the world, 
Monster has unparalleled international reach. Even through tough 
economic times, Monster continued to invest heavily in order to 
maintain and expand its global presence.

Monster’s international expansion included the purchase of 
ChinaHR.com, giving it a strong presence in the world’s largest 
country. Monster already gets about 45 percent of its annual 

revenue of $1.3 billion from outside the United States. But it ex-
pects to become even more global in the coming years. To back 
that geographic expansion, Monster is also investing heavily in 
search technologies and web design in order to appeal to clients 
everywhere.

After viewing the video featuring Monster Worldwide, answer 
the following questions:

19-15 Which of the five strategies for adapting products and 
promotion for global markets does Monster employ?

19-16 Which factors in the global marketing environment have 
challenged Monster’s global marketing activities most? 
How has Monster met those challenges?

Company Case L’Oréal: The United Nations of Beauty
How does a French company successfully market an American 
version of a Korean skin beautifier under a French brand name in 
Australia? Ask L’Oréal, which sells more than $28 billion worth of 
cosmetics, hair care products, skin care concoctions, and fra-

grances each year in 130 countries, making it the world’s biggest 
cosmetics marketer. L’Oréal’s success is based on a concept 
it calls “universalisation.” It sells its brands globally by under-
standing how they appeal to varied cultural nuances of beauty 
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in specific local markets. Then it finds the best balance between 
standardizing its brands for global impact and adapting them to 
meet local needs and desires.

L’Oréal is as global as a company gets. With offices spread 
across 130 nations and more than half of its sales coming from 
markets outside Europe and North America, the company no 
longer has a clearly defined home market. L’Oréal’s well-known 
brands originated in a half-dozen or more different cultures, 
including French (L’Oréal Paris, Garnier, Lancôme), American 
(Maybelline, Kiehl’s, SoftSheen-Carson, Ralph Lauren, Urban 
Decay, Clarisonic, Redken), British (The Body Shop), Italian 
(Giorgio Armani), and Japanese (Shu Uemura). With these and 
many other well-known brands, the master global marketer is the 
uncontested world leader in makeup, skin care, and hair coloring 
and second only to P&G in hair care.

Because I’m Worth It
L’Oréal’s strategy of universalisation is tied to its mission—
“beauty for all.” If there is one thing that L’Oréal has discovered 
about women worldwide, it is that they want to feel good about 
themselves. And how they feel is inherently connected to how 
they care for themselves and their appearance. This universal 
characteristic holds true regardless of ethnicity, culture, age, 
or socioeconomic status. For this reason, “beauty for all” has 
L’Oréal focused on providing the ultimate in luxury beauty for 
the masses.

While the Paris-based giant has been peddling cosmetics 
for more than a century, the relevance of its mission became 
more apparent than ever in the 1970s. The company launched 
Superior Preference hair color with an advertisement that pre-
sented a woman’s point of view and ended with four words—
“Because I’m Worth It.” From the moment the ad hit, those words 
struck a chord with women. Here was a brand with a message 
about what a woman thought—about her self-confidence, her 
decisions, her style.

Originally just a tagline, those four words have transcended 
their intended purpose and have even become part of the social 
fabric. They have been written into global language, used by a 
woman for any situation where she wants to stand up for her-
self and proclaim her self-worth. Today, 80 percent of women 
worldwide recognize and respond to this phrase in a positive and 
powerful way. And today, “Because I’m Worth It” is translated 
into action every day by L’Oréal.

Beauty from Multiple Perspectives
To achieve “beauty for all” globally, L’Oréal’s starts with a corps 
of highly multicultural managers. The company is famous for 
building global brand teams around managers who have deep 
backgrounds in several cultures. Unlike many global corporations 
that set up an international structure composed of autonomous 
subsidiaries, divisions, and management teams in different parts 
of the world, L’Oréal knew that such a structure would not pro-
vide the balance between standardization and adaptation that is 
critical in today’s cosmetics industry. Instead, the company built 
global teams around individual managers with deep backgrounds 
in multiple cultures, allowing them to switch easily among them.

Able to see things from multiple perspectives, a truly multi-
cultural manager can think at any moment as if he or she were 
German, American, or Chinese—or all three at once. The Indian-
American-French manager of a team that launched a men’s skin 
care line in Southeast Asia explains: “I have a stock of references 
in different languages: English, Hindi, and French. I read books in 

three different languages, meet people from different countries, 
eat food from different [cultures], and so on. I cannot think about 
things one way.”

For example, a French-Irish-Cambodian manager working on 
skin care noticed that, in Europe, face creams tended to be ei-
ther “tinted” (and considered as makeup) or “lifting” (and consid-
ered as skin care). But in Asia, many face creams combined the 
two traits. Recognizing the growing popularity of Asian beauty 
trends in Europe, this manager guided his team in developing a 
tinted cream with lifting effects for the French market, a product 
that proved to be highly successful. As the global environment 
has created a greater need for this type of knowledge integration 
across cultures, L’Oréal’s strategic use of multicultural manag-
ers provides built-in shortcuts. This management structure has 
given L’Oréal a critical competitive advantage in new product 
development.

Diving Deep for Beauty
L’Oréal digs deep to understand what beauty means to consum-
ers in different parts of the world. It outspends all major competi-
tors on R&D, painstakingly researching beauty and personal care 
behaviors unique to specific locales. One of the goals of its global 
R&D efforts is to gain an in-depth understanding of the behaviors 
of women and men around the world with respect to beautifying 
and taking care of themselves. L’Oréal explains the need for this 
worldwide approach to beauty rituals:

How many minutes does a Chinese woman devote to her morning 
beauty routine? How do people wash their hair in Bangkok? How 
many brush strokes does a Japanese woman or a French woman 
use to apply mascara? These beauty rituals, repeated thousands 
of times, are inherently cultural. Passed on by tradition, influenced 
by climate and by local living conditions, they strive to achieve an 
ideal of perfection that is different from one country and from one 
continent to the next. They provide an incredibly rich source of infor-
mation for L’Oréal Research. Behind these rituals, there are physi-
ological realities: fine, straight and short eyelashes cannot be made 
up the same way as thick, curled, and long lashes.

To facilitate this major R&D effort, L’Oréal has set up centers 
all over the world, developing a science of local observation it 
calls “geocosmetics.” This science is fueled with insight gained 
through in-home visits as well as observations made in “bath-
room laboratories.” Equipped with high-tech gadgetry, these 
labs enable teams to study consumer behavior around the world.

L’Oréal’s R&D program produces very precise information 
about regional rituals of hygiene and beauty as well as local con-
ditions and constraints that affect the use of products, such as 
humidity and temperature. These insights feed R&D teams in the 
process of creating products for local markets. Combined with 
insights from global locations, such products can be adapted for 
multiple markets.

For example, consider Elséve Total Reparação, a hair care line 
initially developed at L’Oréal’s labs in Rio de Janeiro to address 
specific hair problems described by Brazilian women. In Brazil, 
more than half of all women have long, dry, dull, and very curly 
hair, resulting from the humid Brazilian climate, exposure to the 
sun, frequent washing, and smoothing and straightening treat-
ments. Elséve Total Reparação was an immediate hit in Brazil, 
and L’Oréal quickly rolled it out to other South American and 
Latin American markets. The company then tracked down 
other global locales with climate characteristics and hair care 
rituals similar to those faced by Brazilian women. Subsequently, 
L’Oréal launched the brand as Elséve Total Repair in numerous 
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European, Indian, and other South East Asian markets, where 
consumers greeted it with similar enthusiasm.

Such adaptation often plays out across multiple L’Oréal 
brands—which takes us back to that Korean skin beautifier 
sold under a French brand in Australia mentioned in the open-
ing paragraph. Blemish balm cream (BB cream) was originally 
created by dermatologists in Korea to soothe skin and hide 
minor blemishes. It quickly became a high-flying Korean brand. 
However, applying their deep knowledge of skin colors, treat-
ments, and makeup worldwide, L’Oréal researchers developed a 
successful new-generation BB cream adapted to conditions and 
skin colors in U.S. markets (where BB stands for “beauty balm”) 
and launched it under the Maybelline New York brand. Still not 
finished, L’Oréal created yet another local version for Europe 
under the Garnier brand, which it also introduced in other world 
markets, including Australia.

L’Oréal’s global R&D efforts have produced a “geography of 
skin colors”—a proprietary mapping of the world that makes it 
possible to adapt cosmetic products to the needs of women 
around the world. In a similar manner, the company has ex-
panded the traditional classification of three hair types (African, 
Asian, and European) to eight different categories, based on a 
scientific measurement of curl characteristics that includes the 
diameter of the curvature, the curl index, the number of waves, 
and tendrils.

L’Oréal doesn’t just adapt its product formulations globally. 
It also adapts brand positioning and marketing to international 
needs and expectations. For example, more than 20 years 
ago, the company bought stodgy American makeup producer 
Maybelline. To reinvigorate and globalize the brand, it moved the 
unit’s headquarters from Tennessee to New York City and added 
“New York” to the label. The resulting urban, street-smart, Big 
Apple image played well globally with the midprice positioning 
of the workaday makeup brand. The makeover soon earned 
Maybelline a 20 percent market share in its category in Western 
Europe. The young urban positioning also hit the mark in Asia, 
where few women realized that the trendy “New York” Maybelline 
brand belonged to French cosmetics giant L’Oréal.

By acquiring brands such as Maybelline, L’Oréal also gains 
brands that have immediate recognition and products already 
made for a given market. This gives the company an immediate 
point of entry to a market at a cost that is lower than building a 
brand from scratch. Such is the case with Yue-Sai Cosmetics, a 
Chinese company that uses herbs in its creams. L’Oréal bought 
it a decade ago. Sales of Yue-Sai products increased by 20 per-
cent last year.

L’Oréal and its brands are truly global, and its approach to 
providing luxury beauty for the masses is working. Total revenues 

have grown by 30 percent over the past four years. Even as the 
Western European market growth has slowed and Brazil is in a 
slump, L’Oréal’s revenues climbed by 12 percent in the past year 
alone. In the United States, L’Oréal is growing even as key rival 
Unilever has seen its revenue decline and is losing market share.

L’Oréal’s huge international success comes from achieving a 
global–local balance that adapts and differentiates brands in lo-
cal markets while optimizing their impact across global markets. 
L’Oréal is one of few companies that has achieved both local 
brand responsiveness and global brand integration. “We respect 
the differences among our consumers around the world,” says 
L’Oréal’s CEO. “We have global brands, but we need to adapt 
them to local needs.” When a former CEO once addressed a 
UNESCO conference, nobody batted an eyelid when he de-
scribed L’Oréal as “The United Nations of Beauty.”

Questions for Discussion
19-17 Of the five global product and communications strate-

gies, which best describes L’Oréal’s approach?

19-18 On a scale of 1 to 5, to what degree does L’Oréal adapt 
its offering in each global market? Support your answer.

19-19 What are the disadvantages to L’Oréal’s global 
approach?

19-20 Which strategy does L’Oréal employ for entering a 
new market? How does the company benefit from this 
approach?

19-21 Will L’Oréal continue to succeed at such a high level? 
Why or why not?

Sources: Based on information from Andrew Roberts, “L’Oréal 
Sales Beat Estimates on Accelerating Luxury Growth,” Bloomberg 
Businessweek, February 11, 2016, www.bloomberg.com/news/
articles/2016-02-11/l-oreal-sales-beat-estimates-on-accelerating-
growth-in-luxury; “Leading Global Cosmetics Company L’Oréal Saw Its 
Sales Grow 12 Percent Last Year,” US News, February 11, 2016, www.
usnews.com/news/business/articles/2016-02-11/loreal-2015-sales-
up-across-markets-net-profit-down; “Our Mission Is ‘Beauty for All,’ 
Says L’Oréal Global CEO Jean-Paul,” The Economic Times, January 
30, 2015, http://articles.economictimes.indiatimes.com/2015-01-30/
news/58625572_1_l-oreal-loreal-jean-paul-agon; Hae-Jung Hong and 
Yves Doz, “L’Oréal Masters Multiculturalism,” Harvard Business Review, 
June, 2013, pp. 114–119; Liza Lin, “L’Oréal Puts on a Happy Face 
in China,” Bloomberg Businessweek, April 1–7, 2013, pp. 25–26; 
“A Worldwide Approach to Beauty Rituals,” www.loreal.com/research-
innovation/when-the-diversity-of-types-of-beauty-inspires-science/a-
world-wide-approach-to-beauty-rituals.aspx, accessed June 2016; and 
additional information and quotes from www.lorealparisusa.com/en/
about-loreal-paris/overview.aspx, accessed June, 2016.

MyLab Marketing
Go to mymktlab.com for the following Assisted-graded writing questions:

19-22 Discuss the strategies used for adapting products to a global market. Which 
strategy is best?

19-23 Name and describe the advantages and disadvantages of  the different types of  
joint venturing when entering a foreign market.



In this final chapter, we’ll examine the concept of 
sustainable marketing, meeting the needs of con-
sumers, businesses, and society—now and in the 
 future—through socially and environmentally respon-
sible marketing actions. We’ll start by defining sus-

tainable marketing and then look at some common criticisms 
of marketing as it affects individual consumers as well as public 
actions that promote sustainable marketing. Finally, we’ll see how 
companies themselves can benefit from proactively pursuing sus-
tainable marketing practices that bring value to not only individual 
customers but also society as a whole. Sustainable marketing 

actions are more than just the right thing to do; they’re also good 
for business.

First, let’s look at an example of sustainable marketing in 
action at Unilever, the world’s third-largest consumer products 
company. For 17 years running, Unilever has been named sus-
tainability leader in the food and beverage industry by the Dow 
Jones Sustainability Indexes. The company recently launched its 
Sustainable Living Plan, by which it intends to double its size by 
2020 while at the same time reducing its impact on the planet 
and increasing the social benefits arising from its activities. That’s 
an ambitious goal.

SUSTAINABILITY AT UNILEVER: Creating a Better Future Every Day

Under Unilever’s Sustainable Living Plan, 
the consumer goods giant has set out 
to “create a better future every day for 
people around the world.” Unilever’s 
long-run commercial success depends 
on how well it manages the social and 
environmental impact of its actions.

Sustainable Marketing
Social Responsibility and Ethics

already had multiple programs in place to manage the impact 
of its products and operations. But the existing programs and 
 results—while good—simply didn’t go far enough for Polman. 
So in late 2010 Unilever launched its Sustainable Living Plan—an 
aggressive long-term plan that takes capitalism to the next level. 
Under the plan, the company set out to “create a better future 
every day for people around the world: the people who work 
for us, those we do business with, the billions of people who 
use our products, and future generations whose quality of life 

depends on the way we protect the 
environment today.” According to 
Polman, Unilever’s long-run com-
mercial success depends on how 
well it manages the social and envi-
ronmental impact of its actions.

The Sustainable Living Plan 
sets out three major social and en-
vironmental objectives to be ac-
complished by 2020: “(1) To help 
more than one billion people take 

action to improve their health and well-being; (2)  to halve the 
environmental footprint of the making and use of our prod-
ucts; and (3) to enhance the livelihoods of millions of people as 
we grow our business.” The Sustainable Living Plan pulls to-
gether all of the work Unilever had already been doing and sets 

W hen Paul Polman took over as CEO of Unilever a 
half-dozen years ago, the foods, home, and personal 
care products company was a slumbering giant. 
Despite its stable of star-studded brands—including 

the likes of Dove, Axe, Noxzema, Sunsilk, OMO, Hellmann’s, 
Knorr, Lipton, and Ben & Jerry’s—Unilever had experienced a 
decade of stagnant sales and profits. The company needed re-
newed energy and purpose. “To drag the world back to sanity, 
we need to know why we are here,” said Polman.

To answer the “why are we 
here” question and find a more en-
ergizing mission, Polman looked 
beyond the usual corporate goals 
of growing sales, profits, and 
shareholder value. Instead, he 
asserted, growth results from ac-
complishing a broader social and 
environmental mission. Unilever 
exists “for consumers, not share-
holders,” he said. “If we are in 
sync with consumer needs and the environment in which we 
operate, and take responsibility for our [societal impact], then 
the shareholder will also be rewarded.”

Evaluating and working on sustainability impact is nothing 
new at Unilever. Prior to Polman taking the reins, the company 
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ambitious new sustainability goals. These goals span the entire 
value chain, from how the company sources raw materials to 
how consumers use and dispose of its products. “Our aim is to 
make our activities more sustainable and also encourage our cus-
tomers, suppliers, and others to do the same,” says the company.

On the “upstream supply side,” more than half of Unilever’s 
raw materials come from agriculture, so the company is helping 
suppliers develop sustainable farming practices that meet its own 
high expectations for environmental and social impact. Unilever 
assesses suppliers against two sets of standards. The first is the 
Unilever Supplier Code, which calls for socially responsible actions 
regarding human rights, labor practices, product safety, and care 
for the environment. Second, specifically for agricultural suppli-
ers, the Unilever Sustainable Agriculture Code details Unilever’s 
expectations for sustainable agriculture practices so that it and its 
suppliers “can commit to the sustainability journey together.”

But Unilever’s Sustainable Living Plan goes far beyond sim-
ply creating more responsible supply and distribution chains. 
Approximately 68 percent of the total greenhouse gas footprint 
of Unilever’s products and 50 percent of the water footprint oc-
cur during consumer use. So Unilever is also working with its 
customers to improve the environmental impact of its products 
in use. About 2 billion people in 190 markets worldwide use a 
Unilever product on any given day. Therefore, small everyday 
consumer actions can add up to a big difference. Unilever sums 
it up with this equation: “Unilever brands  *  small everyday  
actions  *  billions of consumers  =  big difference.”

For example, almost one-third of households world-
wide use Unilever laundry products to do their washing—
approximately 125 billion washes every year. Therefore, under 
its Sustainable Living Plan, Unilever is both creating more 
eco-friendly laundry products and motivating consumers to 
improve their laundry habits.

Around the world, for instance, Unilever is encouraging 
consumers to wash clothes at lower temperatures and use the 
correct dosage of detergent. Unilever products such as OMO 
and Persil Small & Mighty concentrated laundry detergents 
use less packaging, making them cheaper and less polluting to 
transport. More important, they’ve been reformulated to wash 
efficiently at lower temperatures, using less energy and water. 
Unilever estimates that these changes have achieved a 15 per-
cent reduction in greenhouse gas emissions. Another Unilever 
product, Comfort One Rinse fabric conditioner, was created 
for hand-washing clothes in developing and emerging markets 
where water is often in short supply. The innovative product 
requires only one bucket of water for rinsing rather than three, 
saving consumers time, effort, and 30 liters of water per wash.

Such energy and water savings don’t show up on 
Unilever’s income statement, but they will be extremely impor-
tant to the people and the planet. “Ultimately,” says the com-
pany, “we will only succeed if we inspire people around the 
world to take small, everyday actions that can add up to a big 
difference for the world.” To meet this objective, Unilever has 

Under its Sustainable Living Plan, Unilever is working with 
billions of customers worldwide to improve the social 
and environmental impact of its products. “Small actions. 
Big difference.”
Reproduced with kind permission of Unilever PLC and group companies

identified “Five Levers for Change”—things that its marketers 
can do to inspire people to adopt specific sustainable behaviors. 
The model helps marketers identify the barriers and triggers for 
change. The levers for change are: make it understood, make it 
easy, make it desirable, make it rewarding, and make it a habit.

Will Unilever’s Sustainable Living Plan produce results 
for the company? So far, so good. Unilever is making excellent 
progress on its overall mission of “making sustainable living 
commonplace” and on its 79 aggressive Sustainable Living Plan 
goals. The company has already achieved 13 specific targets, 
is right on pace with 57 more, and is making good progress 
on the other nine. And despite volatility in its global markets, 
Unilever’s profits continue to grow.

The sustainability plan is not just the right thing to do for 
people and the environment, claims Polman, it’s also right for 
Unilever. The quest for sustainability saves money by reducing 
energy use and minimizing waste. It fuels innovation, result-
ing in new products and new consumer benefits. And it creates 
new market opportunities: More than half of Unilever’s sales 
are from developing countries, the very places that face the 
greatest sustainability challenges.
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OBJECTIVES OUTLINE

OBJECTIVE 20-1 Define sustainable marketing and discuss its importance.

Sustainable Marketing (pp 598–600)

OBJECTIVE 20-2 Identify the major social criticisms of marketing.

Social Criticisms of Marketing (pp 600–607)

OBJECTIVE 20-3 Define consumerism and environmentalism and explain how they affect marketing strategies.

Consumer Actions to Promote Sustainable Marketing (pp 607–613)

OBJECTIVE 20-4 Describe the principles of sustainable marketing.

Business Actions Toward Sustainable Marketing (pp 613–617)

OBJECTIVE 20-5 Explain the role of ethics in marketing.

Marketing Ethics and the Sustainable Company (pp 617–620)

RESPONSIBLE MARKETERS DISCOVER WHAT consumers want and re-
spond with market offerings that create value for buyers and capture value in return. The 
 marketing concept is a philosophy of customer value and mutual gain. Its practice leads the 
economy by an invisible hand to satisfy the many and changing needs of consumers.

Not all marketers follow the marketing concept, however. In fact, some companies 
use questionable marketing practices that serve their own rather than consumers’ inter-
ests. Moreover, even well-intentioned marketing actions that meet the current needs of 
some consumers may cause immediate or future harm to other consumers or the larger 
society. Responsible marketers must consider whether their actions are sustainable in the 
longer run.

This chapter examines sustainable marketing and the social and environmental effects 
of private marketing practices. First, we address the question: What is sustainable market-
ing, and why is it important?

Sustainable Marketing
Sustainable marketing calls for socially and environmentally responsible actions 
that meet the present needs of consumers and businesses while also preserving or en-
hancing the ability of future generations to meet their needs.  Figure 20.1 compares 
the sustainable marketing concept with marketing concepts we studied in earlier 
chapters.

The marketing concept recognizes that organizations thrive by determining the current 
needs and wants of target customers and fulfilling them more effectively and efficiently 

Sustainable marketing
Socially and environmentally responsible 
marketing that meets the present needs 
of consumers and businesses while also 
preserving or enhancing the ability of 
future generations to meet their needs.

Marketers must think 
beyond immediate 

customer satisfaction and business 
performance toward sustainable 
strategies that preserve the world for 
future generations.

Author
Comment

In all, Polman predicts, the sustainability plan will help 
Unilever double in size while also creating a better future for 
billions of people without increasing the environmental foot-
print. “We do not believe there is a conflict between sustain-
ability and profitable growth,” he concludes. “The daily act of 

making and selling consumer goods drives economic and social 
progress. There are billions of people around the world who 
deserve the better quality of life that everyday products like 
soap, shampoo, and tea can provide. Sustainable living is not a 
pipedream. It can be done, and there is very little downside.”1
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  FIGURE | 20.1
Sustainable Marketing 

than competitors do. It focuses on meeting the company’s short-term sales, growth, and 
profit needs by engaging customers and giving them what they want now. However, 
satisfying consumers’ immediate needs and desires doesn’t always serve the future best 
interests of either customers or the business.

For example, McDonald’s early decisions to market tasty but fat- and salt-laden 
fast foods created immediate satisfaction for customers as well as sales and profits 
for the company. However, critics assert that McDonald’s and other fast-food chains 
contributed to a longer-term national obesity epidemic, damaging consumer health 
and burdening the national health system. In turn, many consumers began looking for 
healthier eating options, causing a slump in the sales and profits of the fast-food indus-
try. Beyond issues of ethical behavior and social welfare, McDonald’s was also criticized 
for the sizable environmental footprint of its vast global operations, everything from 
wasteful packaging and solid waste creation to inefficient energy use in its stores. Thus, 
McDonald’s strategy was not sustainable in the long run in terms of either consumer or 
company benefit.

Whereas the societal marketing concept identified in Figure 20.1 considers the future 
welfare of consumers and the strategic planning concept considers future company needs, 
the sustainable marketing concept considers both. Sustainable marketing calls for socially 
and environmentally responsible actions that meet both the immediate and future needs of 
customers and the company.

For example, for more than a decade, McDonald’s has responded to these challenges 
with a more sustainable strategy of diversifying into salads, fruits, grilled chicken, low-fat 
milk, and other healthy fare. The company has also sponsored major education campaigns—
such as one called “it’s what i eat and what i do . . . i’m lovin’ it”—to help consumers bet-
ter understand the keys to living balanced, active lifestyles. And it has announced a list of 

“Commitments to Offer Improved Nutrition 
Choices,” including a continuing commitment 
to children’s well-being, expanded and im-
proved nutritionally balanced menu choices, 
and increased consumer and employee access 
to nutrition information.  McDonald’s points 
out that 80 percent of the items on its national 
menu fall into its “favorites under 400 calories” 
category—from a basic cheeseburger to prod-
ucts such as Fruit & Maple Oatmeal and the 
Egg White Delight McMuffin, made with eight 
grams of whole grain, 100 percent egg whites, 
and extra-lean Canadian bacon.2

McDonald’s sustainability initiatives also 
address environmental issues. For example, it 
calls for food-supply sustainability, reduced 
and environmentally sustainable packaging, 
reuse and recycling, and more responsible 
store designs. McDonald’s has even developed 
an environmental scorecard that rates its sup-
pliers’ performance in areas such as water 
use, energy use, and solid waste management. 
Thus, McDonald’s is now well positioned for a 
sustainably profitable future.

 Responding to sustainability challenges: Eighty percent of McDonald’s menu is 
now under 400 calories, including this Egg White Delight McMuffin, which weighs in 
at eight grams of whole grain against only 250 calories and five grams of fat.
© Michael Neelon(misc)/Alamy
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Truly sustainable marketing requires a smooth-functioning marketing system in 
which consumers, companies, public policy makers, and others work together to ensure 
socially and environmentally responsible marketing actions. Unfortunately, however, the 
marketing system doesn’t always work smoothly. The following sections examine several 
sustainability questions: What are the most frequent social criticisms of marketing? What 
steps have private citizens taken to curb marketing ills? What steps have legislators and 
government agencies taken to promote sustainable marketing? What steps have enlight-
ened companies taken to carry out socially responsible and ethical marketing that creates 
sustainable value for both individual customers and society as a whole?

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

Marketing’s Impact on Individual Consumers
Consumers have many concerns about how well the American marketing system 
serves their interests. Surveys usually show that consumers hold mixed or even slightly 
 unfavorable attitudes toward marketing practices. Consumer advocates, government 
agencies, and other critics have accused marketing of harming consumers through high 
prices, deceptive practices, high-pressure selling, shoddy or unsafe products, planned 
obsolescence, and poor service to disadvantaged consumers. Such questionable marketing 
practices are not sustainable in terms of long-term consumer or business welfare.

High Prices
Many critics charge that the American marketing system causes prices to be higher than 
they would be under more “sensible” systems. Such high prices are hard to swallow, espe-
cially when the economy gets tight. Critics point to three factors—high costs of distribution, 
high advertising and promotion costs, and excessive markups.

A long-standing charge is that greedy marketing channel members mark up prices 
beyond the value of their services. As a result, distribution costs too much and consumers 
pay for these excessive costs in the form of higher prices. Resellers respond that interme-
diaries do work that would otherwise have to be done by manufacturers or consumers. 

Their prices reflect services that consumers want—more 
convenience, larger stores and assortments, more service, 
longer store hours, return privileges, and others. In fact, 
they argue, retail competition is so intense that margins 
are actually quite low. And discounters such as Walmart, 
Costco, and others pressure their competitors to operate 
efficiently and keep their prices down.

Modern marketing is also accused of pushing up 
prices to finance unneeded advertising, sales promotion, 
and packaging.  For example, a heavily promoted na-
tional brand sells for much more than a virtually identi-
cal store-branded product. Critics charge that much of 
this promotion and packaging adds only psychological, 
not functional, value. Marketers respond that although 
advertising adds to product costs, it also adds value by in-
forming potential buyers of the availability and merits of a 
brand. Brand name products may cost more, but branding 
assures buyers of consistent quality. Moreover, although 
consumers can usually buy functional versions of prod-
ucts at lower prices, they want and are willing to pay more 
for products that also provide psychological benefits—that 
make them feel wealthy, attractive, or special.

Critics also charge that some companies mark up 
goods excessively. They point to the drug industry, where a 

In most ways, we all benefit 
greatly from marketing 

activities. However, like most other 
human endeavors, marketing has its 
flaws. Here we present both sides of 
some of the most common criticisms 
of marketing.

Author
Comment

 A heavily promoted national brand sells for much more than a 
virtually identical non-branded or store-branded product. Critics charge 
that promotion adds only psychological value to the product rather than 
functional value.
Keri Miksza
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pill costing five cents to make may cost the consumer $2 to buy, and to the high charges for 
auto repairs and other services. Marketers respond that most businesses try to price fairly 
to consumers because they want to build customer relationships and repeat business. Also, 
they assert, consumers often don’t understand the reasons for high markups. For example, 
pharmaceutical markups help cover the costs of making and distributing existing medicines 
plus the high costs of developing and testing new medicines. As pharmaceuticals company 
GlaxoSmithKline has stated in its ads, “Today’s medicines finance tomorrow’s miracles.”

Deceptive Practices
Marketers are sometimes accused of deceptive practices that lead consumers to believe 
they will get more value than they actually do. Deceptive practices fall into three groups: 
promotion, packaging, and pricing. Deceptive promotion includes practices such as mis-
representing the product’s features or performance or luring customers to the store for a 
bargain that is out of stock. Deceptive packaging includes exaggerating package contents 
through subtle design, using misleading labeling, or describing size in misleading terms.

Deceptive pricing includes practices such as falsely advertising “factory” or “whole-
sale” prices or a large price reduction from a phony high retail “list price.” For example, 
retailers the likes of JCPenney and Kohl’s were hit with lawsuits last year alleging that 
they used inflated original prices. A class-action suit against Macy’s accused the retailer of 
duping customers with a “phantom markdown scheme” and of “purporting to offer steep 
discounts off of fabricated, arbitrary, and false former or purported original, regular or 
‘compare at’ prices.”3 And Overstock.com was recently fined $6.8 million by a California 
court as a result of a fraudulent pricing lawsuit filed by the attorneys general of eight 
California counties. The suit charged that the online giant routinely advertised its prices as 
lower than fabricated “list prices.” It recites one example in which Overstock sold a patio 
set for $449 while claiming that the list price was $999. When the item was delivered, the 
customer found that it had a Walmart sticker stating a price of $247.4

Deceptive practices have led to legislation and other consumer protection actions. For 
example, in 1938 Congress enacted the Wheeler-Lea Act, which gave the Federal Trade 
Commission (FTC) power to regulate “unfair or deceptive acts or practices.” The FTC has 
since published several guidelines listing deceptive practices. Despite regulations, however, 

some critics argue that deceptive claims are still common, 
even for well-known brands.  For example, Luminosity 
recently agreed to pay $2 million to settle FTC charges that it 
deceived consumers with unsupported claims that its “brain 
training” games would protect them against cognitive decline. 
“Lumosity preyed on consumers’ fears about age-related cog-
nitive decline, suggesting their games could stave off memory 
loss, dementia, and even Alzheimer’s disease,” said the direc-
tor of the FTC’s Bureau of Consumer Protection. “But Lumosity 
simply did not have the science to back up its ads.”5

The toughest problem often is defining what is “deceptive.” 
For instance, an advertiser’s claim that its chewing gum will 
“rock your world” isn’t intended to be taken literally. Instead, 
the advertiser might claim, it is “puffery”— innocent exaggera-
tion for effect. However, others claim that puffery and alluring 
imagery can harm consumers in subtle ways. Think about the 
popular and long-running MasterCard Priceless commercials 
that once painted pictures of consumers fulfilling their priceless 
dreams despite the costs. The ads suggested that your credit 
card could make it happen. But critics charge that such imagery 
by credit card companies encouraged a spend-now-pay-later at-
titude that caused many consumers to overuse their cards.

Marketers argue that most companies avoid deceptive 
practices. Because such practices harm a company’s business in the long run, they simply 
aren’t sustainable. Profitable customer relationships are built on a foundation of value and 
trust. If consumers do not get what they expect, they will switch to more reliable products. 
In addition, consumers usually protect themselves from deception. Most consumers recog-
nize a marketer’s selling intent and are careful when they buy, sometimes even to the point 
of not believing completely true product claims.

 Deceptive advertising: Luminosity recently settled with the FTC on 
charges that it deceived consumers with unsupported claims that its 
“brain training” games would protect them against cognitive decline. 
“Lumosity simply did not have the science to back up its ads,” said 
the FTC.
Westend61/Getty Images
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High-Pressure Selling
Salespeople are sometimes accused of high-pressure selling that persuades people to buy 
goods they had no thought of buying. It is often said that insurance, real estate, and used 
cars are sold, not bought. Salespeople are trained to deliver smooth, canned talks to entice 
purchases. They sell hard because sales contests promise big prizes to those who sell the 
most. Similarly, TV infomercial pitchmen use “yell and sell” presentations that create a 
sense of consumer urgency that only those with strong willpower can resist.

But in most cases, marketers have little to gain from high-pressure selling. Although 
such tactics may work in one-time selling situations for short-term gain, most selling in-
volves building long-term relationships with valued customers. High-pressure or decep-
tive selling can seriously damage such relationships. For example, imagine a P&G account 
manager trying to pressure a Walmart buyer or an IBM salesperson trying to browbeat an 
information technology manager at GE. It simply wouldn’t work.

Shoddy, Harmful, or Unsafe Products
Another criticism concerns poor product quality or function. One complaint is that, too 
often, products and services are not made well or do not perform well. A second complaint 
concerns product safety. Product safety has been a problem for several reasons, including 
company indifference, increased product complexity, and poor quality control. A third com-
plaint is that many products deliver little benefit or may even be harmful.

For example, think about the soft drink industry. For years, industry critics have 
blamed the plentiful supply of sugar-laden, high-calorie soft drinks for the obesity epi-
demic and other health issues in the United States. They are quick to fault what they see 
as greedy beverage marketers for cashing in on vulnerable consumers, turning us into a 
nation of Big Gulpers. Although U.S. consumption of soft drinks has dropped in recent 
years, beverage companies are now looking to emerging markets for growth.  According 
to a report by the Center for Science in the Public Interest (CSPI) titled “Carbonating the 
World,” in 2008 emerging markets such as China, India, and Mexico accounted for just 
over half of global soft drink consumption. But by 2018 nearly 70 percent of soft drinks will 

be sold in such markets. The CPSI accuses beverage companies of behaving 
much like the tobacco industry, marketing their harmful products to coun-
tries already struggling to provide health care to their citizens.6

Is the soft drink industry being socially irresponsible by aggressively 
promoting overindulgence to ill-informed or unwary consumers in emerg-
ing markets? Or is it simply serving the wants of customers by offering 
products that ping consumer taste buds while letting consumers make their 
own consumption choices? Is it the industry’s job to police public tastes? As 
in many matters of social responsibility, what’s right and wrong may be a 
matter of opinion. Whereas some analysts criticize the industry, others sug-
gest that responsibility lies with consumers. Maybe companies shouldn’t 
sell Big Gulps. Then again, nobody is forced to buy and drink one.

Most manufacturers want to produce quality goods. After all, the way 
a company deals with product quality and safety problems can harm or 
help its reputation. Companies selling poor-quality or unsafe products 
risk damaging conflicts with consumer groups and regulators. Unsafe 
products can result in product liability suits and large awards for damages. 
More fundamentally, consumers who are unhappy with a firm’s products 
may avoid future purchases and talk other consumers into doing the same. 
In today’s social media and online review environment, word of poor qual-
ity can spread like wildfire. Thus, quality missteps are not consistent with 
sustainable marketing. Today’s marketers know that good quality results in 
customer value and satisfaction, which in turn create sustainable customer 
relationships.

Planned Obsolescence
Critics also have charged that some companies practice planned obsolescence, 
causing their products to become obsolete before they actually should need 
replacement. They accuse some producers of using materials and com-
ponents that will break, wear, rust, or rot sooner than they should. And if 

 Harmful products: Is the soft drink industry being 
irresponsible by promoting harmful products in 
emerging markets, or is it simply serving the wants 
of consumers while letting them make their own 
consumption choices?
Center for Science in the Public Interest
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the products themselves don’t wear out fast enough, other companies are charged with 
perceived obsolescence—continually changing consumer concepts of acceptable styles to en-
courage more and earlier buying. An obvious example is the fast-fashion industry with its 
constantly changing clothing fashions, which some critics claim creates a wasteful dispos-
able clothing culture. “Too many garments end up in landfill sites,” bemoans one designer. 
“They are deemed aesthetically redundant and get discarded at the end of the season when 
there are often years of wear left.”7

Still others are accused of introducing planned streams of new products that make 
older models obsolete, turning consumers into “serial replacers.” Critics claim that this oc-
curs in the consumer electronics industries. If you’re like most people, you probably have a 
drawer full of yesterday’s hottest technological gadgets—from mobile phones and cameras 
to iPods and flash drives—now reduced to the status of fossils. It seems that anything more 
than a year or two old is hopelessly out of date.

Marketers respond that consumers like style changes; they get tired of the old goods 
and want a new look in fashion. Or they want the latest high-tech innovations, even if 
older models still work. No one has to buy a new product, and if too few people like it, 
it will simply fail. Finally, most companies do not design their products to break down 
earlier because they do not want to lose customers to other brands. Instead, they seek 
constant improvement to ensure that products will consistently meet or exceed customer 
expectations.

Much of the so-called planned obsolescence is the working of the competitive and tech-
nological forces in a free society—forces that lead to ever-improving goods and services. 
For example, if Apple produced a new iPhone or iPad that would last 10 years, few consum-
ers would want it. Instead, buyers want the latest technological innovations. “Obsolescence 
isn’t something companies are forcing on us,” confirms one analyst. “It’s progress, and it’s 
something we pretty much demand. As usual, the market gives us exactly what we want.”8

Poor Service to Disadvantaged Consumers
Finally, the American marketing system has been accused of poorly serving disadvantaged 
consumers. For example, critics claim that the urban poor often have to shop in smaller 
stores that carry inferior goods and charge higher prices. The presence of large national 
chain stores in low-income neighborhoods would help to keep prices down. However, the 
critics accuse major chain retailers of redlining, drawing a red line around disadvantaged 
neighborhoods and avoiding placing stores there.

For example, the nation’s poor areas have 30 percent fewer supermarkets than affluent 
areas do. As a result, many low-income consumers find themselves in food deserts, which 
are awash with small markets offering frozen pizzas, Cheetos, Moon Pies, and Cokes but 
where fruits and vegetables or fresh fish and chicken are out of reach. The U.S. Department 

of Agriculture has identified more than 6,500 food deserts in 
rural and urban areas of the United States. Currently, some 
23.5 million Americans—including 6.5 million children—live 
in low-income areas that lack stores selling affordable and 
nutritious foods. In turn, the lack of access to healthy, afford-
able fresh foods has a negative impact on the health of under-
served consumers in these areas.9

Many national chains, such as Walmart, Walgreens, 
SuperValu, and even Whole Foods Market have recently 
agreed to open or expand more stores that bring nutritious 
and fresh foods to underserved communities. Other retailers 
have found that they can operate profitably by focusing on 
low-income areas ignored by other companies. Consider 
Brown’s Super Stores, Inc., in Philadelphia:10

 When Jeff Brown opened his first grocery store in a low-
income Southwest Philly neighborhood, most people thought 
he was crazy. How could he make money in a food desert? But 
Brown now operates seven profitable ShopRite stores in low-
income areas in and around Philadelphia. Brown knows that 
serving consumers in low-income areas takes more than just 
opening a store and stocking it with healthy foods. Prices have 
to be low. At the same time, food quality and service have to be 

 Serving underserved consumers: Jeff Brown’s seven ShopRite 
stores operate profitably in low-income Philadelphia neighborhoods 
by becoming a part of the communities they serve.
Steven M. Falk/Philadelphia Inquirer
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good. So Brown takes cues from high-end grocers by doing things like hand-stacking fresh fruits 
and produce to avoid bruising and make it more eye-catching. His ShopRite stores also hire 
skilled butchers, fishmongers, and in-store chefs to entice shoppers to choose healthier options, 
such as “fire-grilled chicken,” cooked right in the store.

Perhaps most important, Brown’s ShopRite stores have become parts of the communities in 
which they operate. Brown and his associates work with local leaders even before a store opens 
to learn exactly what they seek in a neighborhood grocery store. They research neighborhood 
demographics and tailor offerings to community preferences. Brown’s ShopRite stores are also 
community gathering places, providing community center space in stores for local meetings 
and events. The company even works with local nonprofits to provide free services such as 
credit unions, social workers, and health clinics. Such services help the community but also help 
Brown’s ShopRites by building a more frequent and loyal customer base. “In the end, it’s really 
about putting the supermarket at the center of the community,” concludes one food retailing 
expert.

Clearly, better marketing systems must be built to service disadvantaged consumers. 
In fact, like Brown’s, marketers in many industries profitably target such consumers with 
legitimate goods and services that create real value. In cases where marketers do not step 
in to fill the void, the government likely will. For example, the FTC has taken action against 
sellers that advertise false values, wrongfully deny services, or charge disadvantaged cus-
tomers too much.

Marketing’s Impact on Society as a Whole
The American marketing system has been accused of adding to several “evils” in American 
society at large, such as creating too much materialism, too few social goods, and a glut of 
cultural pollution.

False Wants and Too Much Materialism
Critics have charged that the marketing system urges too much interest in material pos-
sessions, and that America’s love affair with worldly possessions is not sustainable. Too 
often, people are judged by what they own rather than by who they are. The critics do 
not view this interest in material things as a natural state of mind but rather as a matter 
of false wants created by marketing. Marketers, they claim, stimulate people’s desires 
for goods and create materialistic models of the good life. Thus, marketers have cre-
ated an endless cycle of mass consumption based on a distorted interpretation of the 
“American Dream.”

In this view, marketing’s purpose is to promote con-
sumption, and the inevitable outcome of successful mar-
keting is unsustainable overconsumption. According to 
the critics, more is not always better. Some groups have 
taken their concerns straight to the public. For example, 
the Center for a New American Dream is a nonprofit 
organization founded on a mission to “help Americans 
to reduce and shift their consumption to improve qual-
ity of life, protect the environment, and promote social 
justice.”  Through educational videos and marketing 
campaigns such as “More fun! Less stuff!” the organi-
zation works with individuals, institutions, communi-
ties, and businesses to help conserve natural resources, 
counter the commercialization of culture, and promote 
positive changes in the way goods are produced and 
consumed.11

Marketers respond that such criticisms overstate 
the power of business to create needs. They claim peo-
ple have strong defenses against advertising and other 
marketing tools. Marketers are most effective when 
they appeal to existing wants rather than when they 
attempt to create new ones. Furthermore, people seek 
information when making important purchases and of-
ten do not rely on single sources. Even minor purchases 

 Materialism: A marketing campaign by the Center for a New American 
Dream urges people to reject “buy more” messages and instead say 
“More fun! Less stuff!”
Center for the New American Dream
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that may be affected by advertising messages lead to repeat purchases only if the product 
delivers the promised customer value. Finally, the high failure rate of new products shows 
that companies are not able to control demand.

On a deeper level, our wants and values are influenced not only by marketers but 
also by family, peer groups, religion, cultural background, and education. If Americans 
are highly materialistic, these values arose out of basic socialization processes that go 
much deeper than business and marketing could produce alone. Consumption patterns 
and attitudes are also subject to larger forces, such as the economy. As discussed in 
Chapter 1, the recent Great Recession put a damper on materialism and conspicuous 
spending.

These days consumers are also more supportive of environmental and social sustain-
ability efforts by companies. As a result, instead of encouraging today’s more sensible and 
conscientious consumers to overspend or spend wastefully, many marketers are work-
ing to help them find greater value with less. For example, Patagonia’s recent “conscious 
consumption” campaign actually urges its customers to buy less, telling them “Don’t buy 
what you don’t need.” and “Think twice before you buy anything.” Similarly, L.L Bean’s 
“When” campaign encourages customers to buy and hang onto products that last rather 
than always buying new ones. It asks, “When did disposable become our default?” The 
answer: “At L.L. Bean, it never did. When you buy something from us, we want you to like 
it for a long time #llasting.”12

Too Few Social Goods
Business has been accused of overselling private goods at the expense of public goods. 
As private goods increase, they require more public services that are usually not forthcom-
ing. For example, private automobile ownership (private good) requires highways, traffic 
control, parking spaces, and police services (public goods). The overselling of private goods 
results in social costs. For cars, some of the social costs include traffic congestion, gasoline 
shortages, and air pollution. For example, American travelers lose, on average, 42 hours a 
year in traffic jams, costing the United States more than $160 billion a year—$960 per com-
muter. In the process, they waste 3.1 billion gallons of fuel (enough to fill the New Orleans 
Superdome more than four times).13

A way must be found to restore a balance between private and public goods. One 
option is to make producers bear the full social costs of their operations. For example, 
the government is requiring automobile manufacturers to build cars with more efficient 
engines and better pollution-control systems. Automakers will then raise their prices to 
cover the extra costs. If buyers find the price of some car models too high, these models 
will disappear. Demand will then move to those producers that can support the sum of the 
private and social costs.

A second option is to make consumers pay the social costs. For example, many cities 
around the world are now levying congestion tolls and other charges in an effort to re-
duce traffic congestion. The island nation of Singapore—about the size of three and a half 
Washington, DCs—has taken such measures to extremes:

To control traffic congestion and pollution, Singapore’s government makes car ownership very 
expensive. New car purchases are taxed at 100 percent or more of their market value and buy-
ers must purchase a “certificate of entitlement,” which costs tens of thousands of dollars. As a 
result, a Toyota Corolla purchased in Singapore runs close to $96,000; a Toyota Prius goes for 
about $154,000. That plus the high cost of gas and “Electronic Road Pricing” tolls collected au-
tomatically as cars are driven around the country makes car ownership prohibitively expensive 
for most Singaporeans. Only about 15 percent of the population owns a car, keeping congestion, 
pollution, and other auto evils to a minimum and making Singapore one of the greenest urban 
areas in Asia.14

Cultural Pollution
Critics charge the marketing system with creating cultural pollution. They feel our senses 
are being constantly assaulted by marketing and advertising.  Commercials interrupt 
serious programs; pages of ads obscure magazines; billboards mar beautiful scenery; 
spam fills our email inboxes; flashing display ads intrude on our online and mobile 
screens. What’s more, the critics claim, these interruptions continually pollute people’s 
minds with messages of materialism, sex, power, or status. Some critics call for sweep-
ing changes.
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Marketers answer the charges of commercial noise with 
these arguments: First, they hope that their ads primarily 
reach the target audience. But because of mass-communication 
channels, some ads are bound to reach people who have no 
interest in the product and are therefore bored or annoyed. 
People who buy magazines they like or who opt in to email, 
social media, or mobile marketing programs rarely complain 
about the ads because they involve products and services of 
interest.

Second, because of ads, many television, radio, on-
line, and social media sites are free to users. Ads also help 
keep down the costs of magazines and newspapers. Many 
people think viewing ads is a small price to pay for these 
benefits. In addition, consumers find many television com-
mercials entertaining and seek them out; for example, ad 
viewership during the Super Bowl usually equals or ex-
ceeds game viewership. Finally, today’s consumers have 
alternatives. For example, they can zip or zap TV commer-
cials on recorded programs or avoid them altogether on 
many paid cable, satellite, and online streaming channels. 

Thus, to hold consumer attention, advertisers are making their ads more entertaining 
and informative.

Marketing’s Impact on Other Businesses
Critics also charge that a company’s marketing practices can harm other companies 
and reduce competition. They identify three problems: acquisitions of competitors, 
marketing practices that create barriers to entry, and unfair competitive marketing 
practices.

Critics claim that firms are harmed and competition is reduced when companies 
expand by acquiring competitors rather than by developing their own new products. 
The large number of acquisitions and the rapid pace of industry consolidation over the 
past several decades have caused concern that vigorous young competitors will be ab-
sorbed, thereby reducing competition. In virtually every major industry—retailing, en-
tertainment, financial services, utilities, transportation, automobiles, telecommunications, 
health care—the number of major competitors is shrinking.

Acquisition is a complex subject. In some cases, acquisitions can be good for society. 
The acquiring company may gain economies of scale that lead to lower costs and lower 
prices. In addition, a well-managed company may take over a poorly managed company 
and improve its efficiency. An industry that was not very competitive might become more 
competitive after the acquisition. But acquisitions can also be harmful and therefore are 
closely regulated by the government.

Critics have also charged that marketing practices bar new companies from entering 
an industry. Large marketing companies can use patents and heavy promotion spending 
or tie up suppliers or dealers to keep out or drive out competitors. Those concerned with 
antitrust regulation recognize that some barriers are the natural result of the economic 
advantages of doing business on a large scale. Existing and new laws can challenge other 
barriers. For example, some critics have proposed a progressive tax on advertising spend-
ing to reduce the role of selling costs as a major barrier to entry.

Finally, some firms have, in fact, used unfair competitive marketing practices with 
the intention of hurting or destroying other firms. They may set their prices below costs, 
threaten to cut off business with suppliers, discourage the buying of a competitor’s prod-
ucts, or use their size and market dominance to unfairly damage rivals. Although various 
laws work to prevent such predatory competition, it is often difficult to prove that the 
intent or action was really predatory. It’s often difficult to differentiate predatory practices 
from effective competitive strategy and tactics.

In recent years, search giant Google has been accused of using predatory practices at 
the expense of smaller competitors.  For example, the European Commission recently 
accused Google of abusing its web-search dominance, harming both competitors and con-
sumers in European Union markets.15 The commission also began investigating antitrust 
issues related to Google’s Android mobile operating system. Google’s web-search engine 

 Cultural pollution: People’s senses are sometimes assaulted by a 
clutter of commercial messages and noise.
Christian Science Monitor/Getty Images
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claims a commanding 92 percent European 
market share; the Android operating system 
dominates with a 71 percent share.

The European Commission formally ac-
cused Google of manipulating its search-en-
gine results to favor its own shopping ser-
vices at the expense of rivals. According to 
the commission, such “conduct may therefore 
artificially divert traffic from rival comparison 
shopping services and hinder their ability to 
compete, to the detriment of consumers, as 
well as stifling innovation.” The commission’s 
future antitrust investigations could expand 
beyond Google’s shopping services into areas 
such as online and mobile searches for travel 
services and restaurants. For its part, how-
ever, Google contends that its web-search and 
mobile operations constitute fair and effective 
competition that serves the best interests of 
consumers. If the antitrust charges stand, the 
European Commission could hit Google with 
billions of dollars in fines.

Consumer Actions to Promote Sustainable Marketing
Sustainable marketing calls for more responsible actions by both businesses and consum-
ers. Because some people view businesses as the cause of many economic and social ills, 
grassroots movements have arisen from time to time to keep businesses in line. Two major 
movements have been consumerism and environmentalism.

Consumerism
Consumerism is an organized movement of citizens and government agencies to im-
prove the rights and power of buyers in relation to sellers. Traditional sellers’ rights include 
the following:

The right to introduce any product in any size and style, provided it is not hazardous 
to personal health or safety, or, if it is, to include proper warnings and controls
The right to charge any price for the product, provided no discrimination exists 
among similar kinds of buyers
The right to spend any amount to promote the product, provided it is not defined as 
unfair competition
The right to use any product message, provided it is not misleading or dishonest in 
content or execution
The right to use buying incentive programs, provided they are not unfair or misleading

Traditional buyers’ rights include the following:

The right not to buy a product that is offered for sale
The right to expect the product to be safe
The right to expect the product to perform as claimed

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

The right to be well informed about important aspects of the product
The right to be protected against questionable products and marketing practices
The right to influence products and marketing practices in ways that will improve 
“quality of life”
The right to consume now in a way that will preserve the world for future generations 
of consumers

Consumerism
An organized movement of citizens 
and government agencies designed to 
improve the rights and power of buyers in 
relation to sellers.

 Competitive marketing practices: The European Commission recently accused 
Google of abusing its web-search dominance, harming both competitors and 
consumers in European Union markets. Google claims that its practices constitute 
fair and effective competition.
Associated Press

Sustainable marketing 
isn’t something that 

only businesses and governments 
do. Through consumerism and 
environmentalism, consumers 
themselves can play an important role.

Author
Comment
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Each proposed right has led to more specific proposals 
by consumerists and consumer protection actions by the 
government.  The right to be informed includes the right 
to know the true interest on a loan (truth in lending), the true 
cost per unit of a brand (unit pricing), the ingredients in a 
product (ingredient labeling), the nutritional value of foods 
(nutritional labeling), product freshness (open dating), and 
the true benefits of a product (truth in advertising).

Proposals related to consumer protection include 
strengthening consumer rights in cases of business fraud and 
financial protection, requiring greater product safety, ensuring 
information privacy, and giving more power to government 
agencies. Proposals relating to quality of life include control-
ling the ingredients that go into certain products and packag-
ing and reducing the level of advertising “noise.” Proposals 
for preserving the world for future consumption include 
promoting the use of sustainable ingredients, recycling and 
reducing solid wastes, and managing energy consumption.

Sustainable marketing applies not only to businesses 
and governments but also to consumers. Consumers have 
not only the right but also the responsibility to protect them-
selves instead of leaving this function to the government or 
someone else. Consumers who believe they got a bad deal 
have several remedies available, including contacting the 
company; making their case through the media or social 
media; contacting federal, state, or local agencies; and going 

to small-claims courts. Consumers should also make good consumption choices, reward-
ing companies that act responsibly while punishing those that don’t. Ultimately, the move 
from irresponsible consumption to sustainable consumption is in the hands of consumers.

Environmentalism
Whereas consumerists consider whether the marketing system is efficiently serving con-
sumer wants, environmentalists are concerned with marketing’s effects on the environment 
and the environmental costs of serving consumer needs and wants. Environmentalism is 
an organized movement of concerned citizens, businesses, and government agencies de-
signed to protect and improve people’s current and future living environment.

Environmentalists are not against marketing and consumption; they simply want peo-
ple and organizations to operate with more care for the environment. They call for doing 
away with what sustainability advocate and Unilever CEO Paul Polman calls “mindless 
consumption.” According to Polman, “The road to well-being doesn’t go via reduced con-
sumption. It has to be done via more responsible consumption.”16 The marketing system’s 
goal, environmentalists assert, should not be to maximize consumption, consumer choice, 
or consumer satisfaction but rather to maximize life quality. Life quality means not only the 
quantity and quality of consumer goods and services but also the quality of the environ-
ment, now and for future generations.

Environmentalism is concerned with damage to the ecosystem caused by global 
warming, resource depletion, toxic and solid wastes, litter, the availability of fresh water, 
and other problems. Other issues include the loss of recreational areas and the increase in 
health problems caused by bad air, polluted water, and chemically treated food.

Over the past several decades, such concerns have resulted in federal and state laws 
and regulations governing industrial commercial practices affecting the environment. 
Some companies have strongly resented and resisted such environmental regulations, 
claiming that they are too costly and have made their industries less competitive. These 
companies responded to consumer environmental concerns by doing only what was re-
quired to avert new regulations or keep environmentalists quiet.

In recent years, however, most companies have accepted responsibility for doing no 
harm to the environment. They have shifted from protest to prevention and from regulation 
to responsibility. More and more companies are now adopting policies of environmental 
sustainability. Simply put, environmental sustainability is about generating profits while 

Environmentalism
An organized movement of concerned 
citizens, businesses, and government 
agencies designed to protect and 
improve people’s current and future living 
environment.

Environmental sustainability
A management approach that involves 
developing strategies that both sustain 
the environment and produce profits for 
the company.

 Consumer desire for more information led to package labels with 
useful facts, from ingredients and nutrition facts to recycling and 
country of origin information.
E+/Getty Images
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 Environmental sustainability: adidas sets ambitious goals for 
sustainable products and operations. In creating new products, 
the company considers their environmental impact before ever 
producing them.
adidas

helping to save the planet. Today’s enlightened companies are taking action not because 
someone is forcing them to or to reap short-run profits but because it’s the right thing 
to do—because it’s for their customers’ well-being, the company’s well-being, and the 
planet’s environmental future. For example, Elevation Burger has adopted the concept of 
eating authentic and sustainably prepared food that’s good for the consumers as well as 
the environment (see Real Marketing 20.1).

 Figure 20.2 shows a grid that companies can use to gauge their progress toward 
environmental sustainability. It includes both internal and external greening activities that 
will pay off for the firm and environment in the short run and beyond greening activities that 
will pay off in the longer term.

At the most basic level, a company can practice pollution prevention. This involves more 
than pollution control—cleaning up waste after it has been created. Pollution prevention 
means eliminating or minimizing waste before it is created. Companies emphasizing prevention 
have responded with internal green marketing programs—designing and developing ecologi-

cally safer products, recyclable and biodegradable packaging, 
better pollution controls, and more energy-efficient operations.

 For example, in creating new products, athletic shoe 
and apparel maker adidas considers their environmental im-
pact before ever producing them. This results in low-waste 
footwear and apparel, such as Element Soul shoes, which 
yield both performance and sustainability benefits. With their 
simplified design—only 12 parts instead of the typical 50—the 
lightweight shoes give athletes a more natural run while at 
the same time cutting down on materials, waste, and energy 
use in production. On a broader scale, adidas has developed a 
restricted substances list for product design and manufactur-
ing: no PVCs, no materials from endangered or threatened spe-
cies, and less and less materials from non-sustainable sources. 
adidas has also set ambitious internal goals for reducing green-
house emissions and energy, water, and paper consumption 
in its operations. And it has set up Green Teams at locations 
around the world whose members promote adidas’s environ-
mental programs internally and urge their colleagues to “think 
green,” such as reducing office waste going to landfills.17

At the next level, companies can practice product 
stewardship—minimizing not only pollution from produc-
tion and product design but also all environmental impacts 

throughout the full product life cycle while at the same time reducing costs. Many compa-
nies have adopted design for environment (DFE) and cradle-to-cradle practices. This involves 
thinking ahead to design products that are easier to recover, reuse, recycle, or safely return 
to nature after usage, thus becoming part of the ecological cycle. DFE and cradle-to-cradle 
practices not only help to sustain the environment, but they can also be highly profitable for 
the company.

For example, more than a decade ago, IBM started a business—IBM Global Asset 
Recovery Services—designed to reuse and recycle parts from returned mainframe computers 
and other equipment. Last year, IBM processed more than 54.3 million pounds of end-of-life 
products and product waste worldwide, stripping down old equipment to recover chips and 
valuable metals. Since 2002 it has processed more than 1.09 billion pounds of machines, parts, 
and material. IBM Global Asset Recovery Services finds uses for more than 99 percent of what 

Sustainability vision
Developing a strategy
framework for creating

sustainable value

New clean technology
Developing new sets

of environmental
skills and capabilities

Product stewardship
Minimizing environmental

impact throughout the
entire product life cycle

Pollution prevention
Eliminating or reducing

waste before it is 
created

External

Internal

Tomorrow:
Beyond Greening

Today:
Greening

This framework addresses more than just
natural environmental challenges. It also
points to opportunities for creating
sustainable value for markets and the
firm through environmentally sustainable
strategies and practices.

   FIGURE | 20.2
Environmental Sustainability 
and Sustainable Value

Source: Based on Stuart L.  
Hart, “Sustainable Value,” www . 
stuartlhart.com/sustainablevalue . 
html, October 2016. 
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Burger to a New Level

taste than the industrial-raised, grain-fed beef 
burgers he saw everywhere but also some-
thing that he could feel good about feeding 
his children. After careful planning and R&D, 
Hans and his wife April opened the first 
Elevation Burger in 2005. After three years 
of operations, with a mission to spread or-
ganic and sustainable food, Elevation Burger 
began franchising in 2008. Introducing sus-
tainable and socially responsible eating to 
the unlikely burger category proved to be 
remarkably well-timed, for it coincided with 
the consumer demand across the globe for 
sustainable, ethical, and socially responsible 
products. 

In 2015, the global market for organic 
products was stronger than ever, having 
increased five-fold since 1999. For most 
consumers, sourcing is one of the main con-
cerns; they want to know where their food 
comes from. Such increasing demands from 
consumers has even encouraged fast-food 
giants like McDonald’s and KFC to make 
changes in their supply-chain and sourc-
ing practices. Elevation Burger has kept up 
with such demands, recognizing and rein-
forcing the high standards and ethical values 
that are important to its customers. Elevation 
Burger also recycles its waste, including the  

olive oil used to cook fries. Through its vari-
ous communications, such as on the com-
pany website, it compliments its customers’ 
high standards of eating and commits itself 
to following those high standards and us-
ing superior ingredients. Burger lovers are 
assured that the meat used for the burgers 
comes from 100-percent grass-fed cattle and 
that it has lower calories and higher levels of 
healthy Omega 3s. It says that its beef tastes 
much better than the beef from convention-
ally raised cattle, which are often given chemi-
cals for growth and are not solely fed grass. 
Instead, Elevation Burger uses free-range 
cattle that belong to their partners’ farms, 
which they believe is the only humane way to 
source beef. On these farms, the cattle graze 
on organic, chemical-free pastures. These 
pastures are also good for the environment 
as they absorb 850 pounds of CO2 every 
year. The conventional beef industry has been 
increasingly criticized due to the amount of 
chemicals and antibiotics used to bring the 
cows to slaughter-weight. Such practices re-
duce the nutritive value of the meat, trauma-
tize the animals, escalate contamination risks, 
and expose consumers to many unwanted 
chemicals. Organically raised beef, on the 
other hand, is claimed to be healthier as the 

We’ve all heard the common criti-
cisms of fast food: it is unhealthy; 
it has high calorie content but poor 
nutritional value; it is high on salt, 
spices, and preservatives; and it 
contains animal fat. Fast-food 
companies have been trying hard 

to change their junky image as consumers 
question how “good” their food is in terms 
of its sourcing. They want to make the right 
choices, and this involves consuming prod-
ucts that are not only good for them but also 
good for society, animals, and the environ-
ment.  They want food that satisfies their ap-
petites as well as their consciences. 

This would seem quite the challenge for 
the fast-food industry. But one company is 
catering specifically to the conscientious con-
sumer. Elevation Burger is a burger chain 
from the United States that has embraced 
the idea of responsible and sustainable eating 
for the fast-food category. Outside the United 
States, Elevation Burger has discovered a 
very lucrative market in the Middle East. Rich 
Arab consumers who can easily afford to 
spend more on expensive products are often 
quick to adopt popular global trends, and 
they are becoming more aware of sustainable 
and healthy eating practices.   

Elevation Burger’s value is its organic, fresh, 
flavorful burgers made from high-quality 
additive-free ingredients. The company is care-
ful in selecting the people who will run the 
restaurants; similarly, while choosing its part-
ners, Elevation Burger looks for people who 
share similar values and are concerned about 
issues like health, conscientious eating, and 
the environment. The elevated guest expe-
rience begins inside the restaurants, which 
are built and equipped using environmentally 
sustainable and non-hazardous construction 
materials and operating practices. The ex-
perience moves beyond the more apparent 
look-and-feel factors to the organic, grass-
fed, free-range, and trans-fat-less ingredients 
and sources. Elevation Burger believes that 
all of these aspects have a real meaning that 
impact consumers, the planet, and the way 
food tastes.

Elevation Burger’s origins go back to 
2002, when its founder, Han Hess, moved 
from California to Washington and could not 
find a burger that he truly enjoyed. He de-
cided to make his own, and set out to create 
a healthier burger that was not only better in 

Elevation Burger’s message of sustainability and responsibility has resonated 
internationally with conscientious consumers.
Susan Montgomery/Alamy Stock Photo
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cows are never given antibiotics and artificial 
hormones. 

Since opening its first franchise in 2008, 
the company has grown considerably, and it 
now has more than 60 locations in the United 
States, the Middle East, and Mexico. The 
international side of the business is thriving, 
particularly due to the growth of franchises 
in the Middle East; the company has opened 
than 23 outlets in Bahrain, Qatar, Kuwait, 
Saudi Arabia, and the United Arab Emirates. 
In September 2016, the company signed an 
agreement to open 20 restaurants in Egypt. 

Affluent consumers in the Middle East are 
not very price-sensitive and are happy to pay 
a higher price for something that they per-
ceive to be different from the various burger 
options available. Young Middle Eastern con-
sumers in particular are much more aware of 
global trends like organic food and sustain-
able consumption, and they want to identify 
with these issues. The organic eating con-
cept is quite in vogue for these consumers 
and this has spurred the launch of many an 
organic restaurant, especially in the United 
Arab Emirates. Elevation Burger’s biggest re-
gional outlet is on Jumeirah Beach Road, 
one of the prime coastal neighborhoods of 
Dubai, which is home to some of the highest 

revenue-earning outlets of international fran-
chises and a competitive place with regard 
to its entertainment, retail, and hospitality 
sectors. The Elevation Burger outlet in Dubai 
maintains the same principle of using mostly 
renewable and non-polluting materials, and 
its venue has breathtaking views of the sea 
and some of the iconic Dubai sites, making it 
a complete family destination. 

Elevation Burger empowers its patrons to 
make smarter burger choices and personal-
ize them with a wide range of toppings, from 
gluten-free and paleo-friendly to veggie burgers 
and multiple beef patties. In a market where 
eating out signifies prime socializing time, a 
fast-food restaurant with a sustainable and 

ethical proposition that allows the consumer 
to align their cultural and traditional values 
with modern and trendy choices definitely has 
a unique appeal. 

The success of Elevation Burger dem-
onstrates that consumers around the world 
want brands that are socially responsible and 
whose philosophy is reflected in its products 
and practices. The company’s strong ethical 
proposition has helped it win loyal custom-
ers in the markets it has served, and with 
its 100 percent organic burger concept and 
the growing consumer interest in health and 
sustainability, Elevation Burger has developed 
a meaningful differentiation that will help it to 
achieve even higher levels of success. 

Sources: AME Info, “Largest American Organic Burger Chain Elevation Burger Lands in Jumeirah,” September 
30, 2014, http://ameinfo.com/money/economy/largest-american-organic-burger-chain-elevation-burger-lands-
jumeirah; Arab News Gazette, “Elevation Burger Announces Plans For 20 New Restaurants in Egypt,” September 
5, 2016, http://arabnewsnetwork.ae/elevation-burger-announces-plans-for-20-new-restaurants-in-egypt; Elevation 
Burger website, 2016, http://elevationburger.com, accessed November 26, 2016; David Burrows, “New Demand 
Driving Sustainable Food Growth,” Marketing Week, 29 May 2015, https://www.marketingweek.com/2015/05/29/
new-demand-driving-sustainable-food-growth, accessed November 27, 2016; WAM, “UAE Organic and Natural 
Products Market Is Growing: Official,” Khaleej Times,  April 23, 2015; Dylan Essertier, “Savoir Flair’s Complete 
Guide to Eating Organic in Dubai,” Savoir Flair, July 24, 2016; World Actuality, “Top 10 Things Why Fast Food Are 
Unhealthy,” http://www.world-actuality.com/index.php/en/health/665-top-10-things-why-fast-foods-are-unhealthy, 
accessed November 25 2016; Shannon Lamoreaux, “Elevation Burger Franchise Takes ‘Junk’ out of Junk Food,” 
Small Business Trend, February 11, 2015, https://smallbiztrends.com/2015/02/elevation-burger-organic-fast-food-
franchise.html.

it takes in, sending less than 1 percent to landfills and incineration facilities. What started out 
as an environmental effort has now grown into a multibillion-dollar IBM business that profit-
ably recycles electronic equipment at 22 sites worldwide.18

Today’s greening activities focus on improving what companies already do to protect 
the environment. The beyond greening activities identified in Figure 20.2 look to the future. 
First, internally, companies can plan for new clean technology. Many organizations that have 
made good sustainability headway are still limited by existing technologies. To create fully 
sustainable strategies, they will need to develop innovative new technologies.

For example, by 2020, Coca-Cola has committed to reclaiming and recycling the 
equivalent of all the packaging it uses around the world. It has also pledged to dramati-
cally reduce its overall environmental footprint. To accomplish these goals, the company 
invests heavily in new clean technologies that address a host of environmental issues, such 
as recycling, resource usage, and distribution:19

First, to attack the solid waste problem caused by its plastic bottles, Coca-Cola invested heavily to 
build the world’s largest state-of-the-art plastic-bottle-to-bottle recycling plant. As a more permanent 
solution, Coke is researching and testing new bottles made from aluminum, corn, or bioplastics. It 
has been steadily replacing its PET plastic bottles with PlantBottle packaging, which incorporates 
30   percent plant-based materials. The company is also designing more eco-friendly distribution al-
ternatives. Currently, some 10 million vending machines and refrigerated coolers gobble up energy 
and use potent greenhouse gases called hydrofluorocarbons (HFCs) to keep Cokes cold. To eliminate 
them, the company has been installing sleek new HFC-free coolers that use 30 to 40 percent less 
 energy—so far more than 1.4 million have been installed. Coca-Cola has even developed a line of 
“eKOCool” solar-powered coolers that not only conserve energy resources but are also functional in 
rural areas of emerging economies such as India, where conventional power sources are often unreli-
able. And Coca-Cola is now almost 100 percent “water neutral,” adding back to communities and na-
ture the equivalent of all the fresh water that its bottlers use in the production of Coca-Cola beverages.

Finally, companies can develop a sustainability vision, which serves as a guide to the 
future. It shows how the company’s products and services, processes, and policies must 
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evolve and what new technologies must be developed to get there. This vision of sustain-
ability provides a framework for pollution control, product stewardship, and new environ-
mental technology for the company and others to follow. It addresses not just challenges in 
the natural environment but also strategic opportunities for using environmental strategies 
to create sustainable value for the firm and its markets.

Most companies today focus on the upper-left quadrant of the grid in Figure 20.2, invest-
ing most heavily in pollution prevention. Some forward- looking companies practice product 
stewardship and are developing new environmental technologies. However, emphasizing 
only one or two quadrants in the environmental sustainability grid can be shortsighted. 
Investing only in the left half of the grid puts a company in a good position today but leaves 
it vulnerable in the future. In contrast, a heavy emphasis on the right half suggests that a 
company has good environmental vision but lacks the skills needed to implement it. Thus, 
companies should work at developing all four dimensions of environmental sustainability.

The North Face, for example, is doing just that through its own environmental sustain-
ability actions and its impact on the actions of suppliers and consumers:20

The North Face’s new headquarters building in Alameda, California, comes complete with solar pan-
els and wind turbines that generate more electricity than the building uses. The building employs an 

evaporating cooling system that eliminates the need for 
emissions-heavy coolants. The company’s other regional 
headquarters and distribution centers also incorporate 
solar or water-saving features. In manu facturing, The 
North Face works closely with suppliers to achieve its 
goal to use polyester—which makes up 80 percent of its 
clothing lines—from 100 percent recycled content. The 
North Face also partners with suppliers to reduce waste 
and chemical, water, and energy usage in their mills. 
Since 2010, The North Face’s suppliers have removed 
more than 100 tanker trucks of chemicals and more than 
230 Olympic swimming pools of water from their manu-
facturing processes.

In addition, The North Face has dedicated itself 
to inspiring customers to reduce the waste generated 
by today’s fast-fashion era. The company’s lifetime 
apparel and gear warranty results in the return and 
repair of more than 80,000 products annually.  The 
North Face also runs a program called “Clothes the 
Loop,” by which it collects worn-out or unwanted used 
clothing of any brand from customers for recycling or 
renewal. Items dropped in its collection bins are sent to 
a recycling center where they are carefully sorted, then 
repurposed for reuse to extend their life or recycled 
into raw materials for use in making other products. 
Proceeds from the program benefit the Conservation 
Alliance, which funds community-based campaigns to 
protect shared wilderness and recreation areas.

For The North Face, being environmentally sus-
tainable is about more than just doing the right thing. It 
also makes good business sense. More efficient opera-
tions and less wasteful products not only are good for 
the environment but also save The North Face money, 
helping it to deliver more value to customers. It’s a 

winning combination. “At the heart of The North Face is a mission to inspire a global move-
ment of outdoor exploration and conservation,” says The North Face’s president. “We believe 
the success of our business is fundamentally linked to having a healthy planet.”21

Public Actions to Regulate Marketing
Citizen concerns about marketing practices will usually lead to public attention and legisla-
tive proposals. Many of the laws that affect marketing were identified in Chapter 3. The task 
is to translate these laws into a language that marketing executives understand as they make 
decisions about competitive relations, products, price, promotion, and distribution chan-
nels.  Figure 20.3 illustrates the major legal issues facing marketing management.

 Sustainability vision: At The North Face, sustainability is about more than 
just doing the right thing—it also makes good business sense. Sustainability 
efforts such as its “Clothes the Loop” program are good for the company, its 
customers, and the planet.
VF Corporation
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In the end, marketers 
themselves must take  

responsibility for sustainable 
marketing. That means operating in a 
responsible and ethical way to bring 
both immediate and future value to 
customers.

Author
Comment

Product decisions
Product additions and

deletions?
Patent protection?
Product quality and

safety?
Product warranty?  

Selling decisions
Bribing?

Stealing trade secrets?
Disparaging customers?

Misrepresenting?
Disclosure of customer

rights?
Unfair discrimination?

Advertising decisions
False advertising?

Deceptive advertising?
Bait-and-switch advertising?
Promotional allowances and

services?

Channel decisions
Exclusive dealing?
Exclusive territorial

distributorship?
Tying agreements?

Dealer’s rights?

Packaging decisions
Fair packaging and

labeling?
Excessive cost?

Scarce resources?
Pollution?

Price decisions
Price fixing?

Predatory pricing?
Price discrimination?

Minimum pricing?
Price increases?

Deceptive pricing?

Competitive relations decisions
Anticompetitive acquisition?

Barriers to entry?
Predatory competition?

  FIGURE | 20.3
Major Marketing Decision 
Areas That May Be Called into 
Question under the Law
Wavebreakmedia/Shutterstock (photo) 

Business Actions Toward Sustainable Marketing
At first, many companies opposed consumerism, environmentalism, and other elements 
of sustainable marketing. They thought the criticisms were either unfair or unimpor-
tant. But by now, most companies have grown to embrace sustainability principles as 
a way to create both immediate and future customer value and strengthen customer 
relationships.

Sustainable Marketing Principles
Under the sustainable marketing concept, a company’s marketing should support the best 
long-run performance of the marketing system. It should be guided by five sustainable 
marketing principles: consumer-oriented marketing, customer value marketing, innovative mar-
keting, sense-of-mission marketing, and societal marketing.

Consumer-Oriented Marketing
Consumer-oriented marketing means that the company should view and organize 
its marketing activities from the consumer’s point of view. It should work hard to sense, 
serve, and satisfy the needs of a defined group of customers—both now and in the future. 
The good marketing companies that we’ve discussed throughout this text have had this 
in common: an all-consuming passion for delivering superior value to carefully chosen 
customers. Only by seeing the world through its customers’ eyes can the company build 
sustainable and profitable customer relationships.

Customer Value Marketing
According to the principle of customer value marketing, the company should put most 
of its resources into customer value–building marketing investments. Many things marketers 
do—one-shot sales promotions, cosmetic product changes, direct-response advertising—
may raise sales in the short run but add less value than would actual improvements in the 
product’s quality, features, or convenience. Enlightened marketing calls for building long-
run consumer engagement, loyalty, and relationships by continually improving the value 
consumers receive from the firm’s market offering. By creating value for consumers, the 
 company can capture value from consumers in return.

Consumer-oriented marketing
A company should view and organize its 
marketing activities from the consumer’s 
point of view.

Customer value marketing
A company should put most of its 
resources into customer value–building 
marketing investments.



614   PART 4 | Extending Marketing

Innovative Marketing
The principle of innovative marketing requires that the company continuously seek real 
product and marketing improvements. The company that overlooks new and better ways 

to do things will eventually lose customers to another com-
pany that has found a better way.

Innovative marketers never stop looking for new and 
better ways to create customer value. For example, fast and 
dependable delivery is highly important to online shoppers. 
So Amazon delighted customers by being the first to innovate 
with free shipping on orders over $50. But Amazon didn’t stop 
there. It next introduced Amazon Prime, by which custom-
ers could receive their packages within only two days for no 
extra charge or in one day for a small additional fee.  Still 
not satisfied, Amazon innovated with Amazon Prime Now, 
which offers super-fast same-day delivery—or even one-hour 
delivery—on tens of thousands of items in major metropoli-
tan areas. In its never-ending quest to shorten delivery times, 
Amazon has even invested heavily in research on drones, driv-
erless vehicles, and robots. This and a seemingly endless list of 
other innovations over the years—from Recommendations for 
You, Customer Reviews, and 1-Click Ordering features to the 
Amazon Marketplace, Kindle e-readers, and Amazon Cloud 
services—have helped Amazon to enhance the shopping cus-
tomer experience and dominate online retailing.

Sense-of-Mission Marketing
Sense-of-mission marketing means that the company should define its mission in broad 
social terms rather than narrow product terms. When a company defines a social mission, em-
ployees feel better about their work and have a clearer sense of direction. Brands linked with 
broader missions can serve the best long-run interests of both the brand and consumers.

For example, successful home furnishings retailer IKEA has a deeply ingrained sense 
of mission—called The IKEA Way—to create a better everyday life for people by “offering 
well-designed, functional home furnishing products at prices so low that as many people 
as possible will be able to afford them.” Johnson & Johnson’s flagship Johnson’s Baby 
brand dedicates itself to a mission of understanding babies and the special nurturing they 
require, then uses that knowledge to provide parents with safe and effective baby-care 
products. The company’s recently launched “Our Promise” advertising and social media 
campaign—which will include some 40 videos featuring and shared by Johnson’s Baby 
brand employees—assures parents that “It’s a responsibility we take seriously as we con-
tinue to apply our knowledge and research to bring you safe, innovative products that live 
up to our pure, mild, and gentle promise.” The first “Our Promise” video states that “We 
are moms and dads just like you. We’ll always listen and be here for you. Promise.” Sense-
of-mission marketing has made Johnson’s Baby the world’s leading baby-care brand, with 
a nearly 25 percent worldwide market share.22

Some companies define their overall corporate missions in broad societal terms. For 
example, under its buy-one-give-one model, shoe maker TOMS seeks both profits and to 
make the world a better place. Thus, at TOMS, “doing good” and “doing well” go hand in 
hand. To achieve its social-change mission, TOMS has to make money. At the same time, 
the brand’s social mission gives customers a powerful reason to buy.

However, having a double bottom line of values and profits isn’t easy. Over the years, 
brands such as Ben & Jerry’s, Timberland, The Body Shop, and Burt’s Bees—all known and 
respected for putting “principles before profits”—have at times struggled with less-than-
stellar financial returns. In recent years, however, a new generation of social entrepreneurs 
has emerged, well-trained business managers who know that to do good, they must first do 
well in terms of profitable business operations.

Moreover, today, socially responsible business is no longer the sole province 
of small, socially conscious entrepreneurs. Many large, established companies and 
brands—from Walmart and Nike to Starbucks, Coca-Cola, and CVS Health—have 

Innovative marketing
A company should seek real product and 
marketing improvements.

Sense-of-mission marketing
A company should define its mission in 
broad social terms rather than narrow 
product terms.

 Innovative marketing: Amazon never stops looking for new ways 
to create customer value, such as Amazon Prime Now, which gives 
same-day—or even one-hour—delivery of customer orders.
creativep/Alamy Stock Photo
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adopted substantial social and environmental responsibility missions. Rather than be-
ing at odds with revenues and profits, purpose-driven missions can drive them. For 
example, sense-of- mission marketing and doing what’s right for customers has helped 
transform CVS into the nation’s largest health-care company (see Real Marketing 20.2).

Societal Marketing
Following the principle of societal marketing, a company makes marketing decisions 
by considering consumers’ wants, the company’s requirements, consumers’ long-run 
interests, and society’s long-run interests. Companies should be aware that neglecting 
consumer and societal long-run interests is a disservice to consumers and society. Alert 
companies view societal problems as opportunities.

Sustainable marketing calls for products that are not only pleasing but also beneficial. 
The difference is shown in  Figure 20.4. Products can be classified according to their 
degree of immediate consumer satisfaction and long-run consumer benefit.

Deficient products, such as bad-tasting and ineffective medicine, have neither im-
mediate appeal nor long-run benefits. Pleasing products give high immediate satisfac-
tion but may hurt consumers in the long run. Examples include cigarettes and junk food. 
Salutary products have low immediate appeal but may benefit consumers in the long 
run, for instance, bicycle helmets or some insurance products. Desirable products give 

both high immediate satisfaction and high long-run benefits, 
such as a tasty and nutritious breakfast food.

Companies should try to turn all of their products 
into desirable products. The challenge posed by pleasing 
products is that they sell very well but may end up hurting 
the consumer. The product opportunity, therefore, is to add 
long-run benefits without reducing the product’s pleasing 
qualities. The challenge posed by salutary products is to 
add some pleasing qualities so that they will become more 
desirable in consumers’ minds.

 Consider method, the “people against dirty” brand 
of household and personal cleaning products. Many effective 
household cleaning products contain chemicals or even toxic 
ingredients that can be harmful to people and the environ-
ment. But method products are formulated with naturally 
derived, biodegradable ingredients, nontoxic ingredients. 
“We prefer ingredients that come from plants, not chemi-
cal plants,” says the brand. Method also uses recycled and 
recyclable packaging, and it works with suppliers to reduce 
the carbon intensity of producing its products. Method uses 
renewable energy sources such as wind turbines and solar 
trees to help power its Chicago manufacturing facility. In 
all, “method cleaners put the hurt on dirt without doing 
harm to people, creatures, or the planet,” says the com-
pany. As method cofounder and “chief greenskeeper” puts 
it: “Beautiful design and environmental responsibility are 
equally important when creating a product and we shouldn’t 
have to trade functionality for sustainability.”

Societal marketing
A company should make marketing 
decisions by considering consumers’ 
wants, the company’s requirements, 
consumers’ long-run interests, and 
society’s long-run interests.

Deficient products
Products that have neither immediate 
appeal nor long-run benefits.

Pleasing products
Products that give high immediate 
satisfaction but may hurt consumers in 
the long run.

Salutary products
Products that have low immediate appeal 
but may benefit consumers in the long run.

Desirable products
Products that give both high immediate 
satisfaction and high long-run benefits.
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Desirable
products The goal? Create desirable products—

those that create both immediate customer
satisfaction and long-run benefit. For
example, Method home and personal
cleaning products “put the hurt on dirt
without doing harm to people, creatures,
or the planet.”
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 Desirable products: method’s cleaning products are both effective 
and beneficial. “method cleaners put the hurt on dirt without doing 
harm to people, creatures, or the planet,” so you can “fear no mess.”
Method Products, PBC
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prescriptions account for 71 percent of the 
chain’s retail sales. More than 1,100 CVS 
locations also house a CVS MinuteClinic, 
where medical professionals treat minor 
health conditions, give vaccinations, and 
provide other walk-in care.

CVS Health’s pursuit of its “path to bet-
ter health” mission extends well beyond 
retail pharmacies. For example, the com-
pany’s CVS Caremark division provides 
Pharmacy Benefits Management (PBM) ser-
vices that help big companies and insurers 
manage their prescription-drug programs. 
CVS Caremark helps clients to manage 
costs while improving health outcomes for 
75 million Caremark members. CVS Health 
recently acquired Coram, which provides 
home infusion services to homebound 
patients, and Omnicare, a distributor of 
prescription drugs to nursing home and 
assisted-living facilities. The company has 
also broadened its range of customer con-
tact activities to include tailored in-store 
and phone advising to customers managing 
chronic and specialty health conditions. In 
all, these days, CVS likes to think 
of itself as a kind of one-stop 
shop for health care.

Beyond these products and 
services, CVS Health also takes 
an active role in health-care man-
agement through research, con-
sumer outreach and education, 
and support of health-related 
programs and organizations. For 
example, it has joined forces with 
a variety of organizations in ef-
forts to curb tobacco use in the 
United States. It has partnered 
with the American Cancer Society 
and the National Urban League 
to lobby for anti-tobacco leg-
islation, and with the American 
Academy of Pediatrics, the 
Campaign for Tobacco-Free Kids, 
and Scholastic, Inc. on tobacco-
related education.

CVS recently launched a five-
year, $50 million “Be the First” 
campaign by which it will work 
with national health organiza-
tions and youth groups to com-
bat smoking through education, 
advocacy, tobacco control, and 
healthy behavior programming. 
“We are at a critical moment in 
our nation’s efforts to end the 

epidemic of tobacco use that . . . threatens 
the health and well-being of our next gen-
eration,” says CVS Health’s chief medical of-
ficer. “We’re partnering with experts across 
the public health community . . . to move 
us one step closer to delivering the first 
tobacco-free generation.”

So how is sense-of-mission market-
ing working for CVS Health? An interest-
ing thing happened after the company 
stopped selling tobacco products in 2014. 
Although front-of-store sales dropped that 
year, overall CVS revenues increased by 
nearly 10 percent. And in the following year, 
revenues jumped another 10 percent. It 
appears that the loss of revenues from to-
bacco products has been more than offset 
by revenues from new sources, including 
those resulting from the decision to quit sell-
ing cigarettes.

Strange as it sounds, one source of new 
sales is smokers themselves. In turns out 
that 70 percent of smokers want to quit. 
At the same time that CVS Health pulled 
cigarettes off its shelves, it launched a “Let’s 

In 2014, CVS made the bold deci-
sion to stop selling cigarettes and 
other tobacco products. It was a 
risky decision. Although it won high 
praise from health advocates and 
public officials, stubbing out cig-
arettes resulted in the immediate 
loss of $2 billion in annual tobacco 
sales, and it risked driving a sig-

nificant portion of CVS’s smoking customers 
to competitors such as Walgreens, Rite-Aid, 
Walmart, or Kroger, all of which continued to 
sell cigarettes.

But to CVS, dropping tobacco was 
pretty much a no-brainer. CVS is on an 
important mission: “Millions of times a day, 
close to home and across the country, 
we’re helping people on their path to bet-
ter health,” says CVS. Selling cigarettes 
and helping people on their path to better 
health? The two simply didn’t jibe with one 
another. So CVS pulled tobacco products 
from its shelves. “CVS quits for good,” 
the company announced. “This is the right 
thing to do.”

Stopping tobacco sales was a landmark 
moment for CVS. And it was the event that 
received most of the headlines. However, 
the ban on tobacco was only one step in 
a more sweeping purpose-driven transfor-
mation. Consistent with its broader mis-
sion, CVS has been on a decade-long shift 
from being the traditional “drug store on 
the corner” to becoming a “multi-spectrum 
health care company.” In fact, CVS no lon-
ger considers itself just a retail pharmacy. 
Rather, it sees itself as a pharmacy innova-
tion company. “We’re reinventing pharmacy 
to have a more active, supportive role in 
each person’s unique health experience and 
in the greater health care environment,” says 
the company.

Underscoring this commitment, at 
the same time that CVS suspended to-
bacco sales, it changed its name from CVS 
Caremark to CVS Health. And true to its 
mission and new name, CVS Health now 
offers a full range of products and services 
that help people on their path to better 
health. It all starts, of course, with CVS 
Health’s network of 9,600 retail pharma-
cies, which sell an extensive assortment of 
prescription and nonprescription pharma-
ceuticals, personal care products, health 
and beauty aids, and general merchandise. 
CVS/pharmacy dispenses more prescrip-
tions than any other drugstore chain, and 

Sense-of-mission marketing: CVS Health is on a 
mission of helping people on their path to better 
health. It succeeds by “delivering what’s right for 
people every day in a way that creates economic 
value for the business.”
CVS Health
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Quit Together” assistance program to help 
smokers kick the habit, complete with an 
information-packed website offering tips, tes-
timonials, and other resources. In stores, 
racks once filled with cartons of cigarettes 
now displayed signs urging customers, “We 
quit tobacco. Ask a trained pharmacist or 
[MinuteClinic] nurse practitioner to help you 
quit, too.” CVS is now poised to become the 
retailer of choice for those seeking smoking 
cessation products and services. By the end 
of the first year, CVS prescriptions for smok-
ing cessation products grew by 63 percent 
and CVS Smoking Cessation Hubs received 
nearly one million visits.

Probably more significant, however, CVS’s 
decision to purge tobacco products gave its 
reputation a boost, earning new business 
from non-smoking consumers on the one 
hand and PBM partners and clients on the 
other. Although it’s difficult to track benefits 
from such sources, in the months following 
the elimination of tobacco from its shelves, 
revenues from CVS’s pharmacy benefits ser-
vices rose by 12 percent and the company 
lined up $11 billion worth of new contracts for 
its PBM business.

The decision to quit tobacco may have 
led to another important opportunity for CVS. 
About a year later, when Target went looking 
for a partner to buy and operate the pharma-
cies in 1,700 of its stores, CVS was a natural 
choice. Target had stopped selling cigarettes 
and tobacco products almost a decade earlier. 
CVS’s new image and sense-of-mission strat-
egy fit perfectly with the like-minded “no to-
bacco” mentality of Target and its customers.

Thus, CVS Health is on a mission. Its 
genuine concern for “helping people on their 
path to better health” reaches far beyond 
just revenues and profits. But as it turns out, 
doing good and doing well are not at odds. 
To the contrary, rather than stunting sales, 
CVS’s lofty mission is driving new growth 

and profits. No longer just the “drugstore 
on the corner,” CVS Health is now a $153 
billion health-care giant, number 10 among 
the Fortune 500 and the nation’s largest 
health care–related company. Eighty-five 
percent of CVS’s revenues now come from 
health care.

As for that decision to quit tobacco? 
“I  cannot think of another example in cor-
porate America where a company sacrificed 
$2 billion of revenue for what they felt was the 
right thing to do,” says CVS’s chief marketer. 
“It’s a stunning thing, [and] it proved out for 
us in [so may] ways.” For CVS Health, he 
says, success means “delivering what’s right 
for people every day in a way that creates 
economic value for the business.”

Sources: Bruce Japsen, “CVS Kicks In Another $50 Million for Anti-Tobacco Push,” Forbes, March 10, 2016, 
www.forbes.com/sites/brucejapsen/2016/03/10/cvs-kicks-in-another-50m-to-anti-tobacco-push/#41c6eb5f11f3; 
Phil Wahba, “She Thanks You for Not Smoking,” Fortune, September 11, 2015, fortune.com/2015/09/11/cvs-
health-helena-foulkes/; “Golden Halo Winner (Business): CVS Health,” Adweek, May 25, 2015, www.adweek.com/
print/164911; Kristina Monllos, “CVS Health’s Marketing Chief on Turning the Pharmacy Brand into a Healthcare 
Player,” Adweek, March 28, 2016, www.adweek.com/print/170437; and information from cvshealth.com/about/facts-
and-company-information, http://investors.cvshealth.com, and https://cvshealth.com/about/purpose-statement,  
accessed October, 2016.

Marketing Ethics and the Sustainable Company
Marketing Ethics
Good ethics are a cornerstone of sustainable marketing. In the long run, unethical market-
ing harms customers and society as a whole. Further, it eventually damages a company’s 
reputation and effectiveness, jeopardizing its very survival. Thus, the sustainable market-
ing goals of long-term consumer and business welfare can be achieved only through ethi-
cal marketing conduct.

Conscientious marketers face many moral dilemmas. The best thing to do is often 
unclear. Because not all managers have fine moral sensitivity, companies need to develop 
corporate marketing ethics policies—broad guidelines that everyone in the organization must 
follow. These policies should cover distributor relations, advertising standards, customer 
service, pricing, product development, and general ethical standards.

The finest guidelines cannot resolve all the difficult ethical situations the marketer faces. 
 Table 20.1 lists some difficult ethical issues marketers could face during their careers. If 

marketers choose immediate-sales-producing actions in all of these cases, their marketing 
behavior might well be described as immoral or even amoral. If they refuse to go along with 
any of the actions, they might be ineffective as marketing managers and unhappy because of 
the constant moral tension. Managers need a set of principles that will help them figure out 
the moral importance of each situation and decide how far they can go in good conscience.

But what principle should guide companies and marketing managers on issues of eth-
ics and social responsibility? One philosophy is that the free market and the legal system 
should decide such issues. Under this principle, companies and their managers are not 
responsible for making moral judgments. Companies can in good conscience do whatever 
the market and legal systems allow. However, history provides an endless list of examples 
of company actions that were legal but highly irresponsible.

A second philosophy puts responsibility not on the system but in the hands of individual 
companies and managers. This more enlightened philosophy suggests that a company should 
have a social conscience. Companies and managers should apply high standards of ethics and 
morality when making corporate decisions, regardless of “what the system allows.”
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 Table 20.1 | Some Morally Difficult Situations in Marketing

1. Your R&D department has changed one of your company’s products slightly. It is not really “new and improved,” but you know 
that putting this statement on the package and in advertising will increase sales. What would you do?

2. You have been asked to add a stripped-down model to your line that could be advertised to pull customers into the store. The 
product won’t be very good but salespeople will be able to switch buyers who come into the store up to higher-priced units. You 
are asked to give the green light for the stripped-down version. What would you do?

3. You are thinking of hiring a product manager who has just left a competitor’s company. She would be more than happy to tell you 
all the competitor’s plans for the coming year. What would you do?

4. One of your top dealers in an important territory recently has had family troubles and his sales have slipped. It looks like it will take 
him a while to straighten out his family problems. Meanwhile, you are losing many sales. Legally, on performance grounds, you 
can terminate the dealer’s franchise and replace him. What would you do?

5. You have a chance to win a big account in another country that will mean a lot to you and your company. The purchasing agent 
hints that a “gift” would influence the decision. Such gifts are common in that country and some of your competitors will probably 
make one. What would you do?

6. You have heard that a competitor has a new product feature that will make a big difference in sales. The competitor will dem-
onstrate the feature in a private dealer meeting at the annual trade show. You can easily send a snooper to this meeting to learn 
about the new feature. What would you do?

7. You have to choose between three advertising and social media campaigns outlined by your agency. The first (a) is a soft-sell, 
honest, straight-information campaign. The second (b) uses sex-loaded emotional appeals and exaggerates the product’s ben-
efits. The third (c) involves a noisy, somewhat irritating commercial that is sure to gain audience attention. Pretests show that the 
campaigns are effective in the following order: c, b, and a. What would you do?

8. You are interviewing a capable female applicant for a job as salesperson. She is better qualified than the men who have been 
interviewed. Nevertheless, you know that in your industry some important customers prefer dealing with men and you will lose 
some sales if you hire her. What would you do?

Each company and marketing manager must work out a philosophy of socially re-
sponsible and ethical behavior. Under the societal marketing concept, each manager must 
look beyond what is legal and allowed and develop standards based on personal integrity, 
corporate conscience, and long-run consumer welfare.

Dealing with issues of ethics and social responsibility in a proactive, open, and forth-
right way helps to build and maintain strong customer relationships based on honesty 
and trust. For example, think about SC Johnson, maker of familiar home-products brands 
such as Pledge, Shout, Windex, Ziploc, and Saran Wrap. SC Johnson believes deeply that 
“Integrity is part of our DNA. It’s been our family way since 1886.” Based on that belief, 
the company has a long tradition of doing what’s right, even at the expense of sales. Just 
one example involves Saran Wrap, a longtime market leader and one of SC Johnson’s best-
known and biggest brands:23

For more than 50 years, Saran Wrap was made with polyvinylidene chloride (PVDC), an ingredi-
ent responsible for the product’s two major differentiating features: impenetrable odor barrier 
qualities and superior microwavability. Without PVDC, Saran Wrap would have been no better 
than competing wraps by Glad and Reynolds, which did not contain PVDC. In the early 2000s, 
however, regulators, environmentalists, and consumers began to voice concerns about materials 
containing chlorine, specifically polyvinyl chloride (PVC). In fact, SC Johnson’s own Greenlist 
analysis—by which it rates product ingredients based on their impact on environmental and 
human health—confirmed the hazards of PVCs, and the company quickly pledged to eliminate 
them from its products and packaging.

But SC Johnson took things a step further. In 2004, it also eliminated PVDCs, even though 
that important ingredient had not yet come under scrutiny. The company developed a PVDC-
free polyethylene version of Saran Wrap, an admittedly less effective product. Sure enough, 
Saran Wrap’s market share dropped from 18 percent in 2004 to only 11 percent today. Over 
the years, however, even though such decisions have sometimes hurt sales, they have helped 
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SC Johnson to earn and keep the trust of customers. “I don’t regret the decision,” says SC 
Johnson’s CEO. “Despite the cost, it was the right thing to do, and . . . I sleep better at night 
because of it. We gained a surer sense of who we are as a company and what we want SC 
Johnson to represent.”

As with environmentalism, the issue of ethics presents special challenges for interna-
tional marketers. Business standards and practices vary a great deal from one country to 
the next. For example, bribes and kickbacks are illegal for U.S. firms, and various treaties 
against bribery and corruption have been signed and ratified by more than 60 countries. 
Yet these are still standard business practices in many countries. The World Bank estimates 
that bribes totaling more than $1 trillion per year are paid out worldwide. One study 
showed that the most flagrant bribe-paying firms were from Indonesia, Mexico, China, 
and Russia. Other countries where corruption is common include Sierra Leone, Kenya, and 
Yemen. The least corrupt were companies from Australia, Denmark, Finland, and Japan.24 
The question arises as to whether a company must lower its ethical standards to compete 
effectively in countries with lower standards. The answer is no. Companies should make a 
commitment to a common set of shared standards worldwide.

Many industrial and professional associations have suggested codes of ethics, and 
many companies are now adopting their own codes. For example, the American Marketing 
Association, an international association of marketing managers and scholars, developed a 
code of ethics that calls on marketers to adopt the following ethical norms:25

Do no harm. This means consciously avoiding harmful actions or omissions by em-
bodying high ethical standards and adhering to all applicable laws and regulations in 
the choices we make.
Foster trust in the marketing system. This means striving for good faith and fair dealing 
so as to contribute toward the efficacy of the exchange process as well as avoiding de-
ception in product design, pricing, communication, and delivery or distribution.
Embrace ethical values. This means building relationships and enhancing consumer con-
fidence in the integrity of marketing by affirming these core values: honesty, responsi-
bility, fairness, respect, transparency, and citizenship.

Companies are also developing programs to teach managers about important ethical 
issues and help them find the proper responses. They hold ethics workshops and seminars 
and create ethics committees. Furthermore, most major U.S. companies have appointed 
high-level ethics officers to champion ethical issues and help resolve ethics problems and 
concerns facing employees. And most companies have established their own codes of ethi-
cal conduct.

Google is a good example.  Its official 
Google Code of Conduct is the mechanism by 
which the company puts its well-known “Don’t 
be evil” motto into practice. The detailed code’s 
core message is simple: Google employees (known 
inside as “Googlers”) must earn users’ faith and 
trust by holding themselves to the highest possible 
standards of ethical business conduct. The Google 
Code of Conduct is “about providing our users 
unbiased access to information, focusing on their 
needs, and giving them the best products and ser-
vices that we can. But it’s also about doing the right 
thing more generally—following the law, acting 
honorably, and treating each other with respect.”

Google requires all Googlers—from board 
members to the newest employee—to take per-
sonal responsibility for practicing both the spirit 
and letter of the code and encouraging other 
Googlers to do the same. It urges employees to 
report violations to their managers, to human 
resources representatives, or using an Ethics & 
Compliance hotline. “If you have a question or 
ever think that one of your fellow Googlers or the 

 Marketing ethics: Google’s Code of Conduct is the mechanism by which 
the company puts its well-known “Don’t be evil—do the right thing” motto into 
practice.
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company as a whole may be falling short of our commitment, don’t be silent,” states the 
code. “We want—and need—to hear from you.”26

Still, written codes and ethics programs do not ensure ethical behavior. Ethics and 
social responsibility require a total corporate commitment. They must be a component of 
the overall corporate culture. As the Google Code of Conduct concludes: “It’s impossible 
to spell out every possible ethical scenario we might face. Instead, we rely on one another’s 
good judgment to uphold a high standard of integrity for ourselves and our company. 
Remember . . . don’t be evil. If you see something that isn’t right, speak up!”

The Sustainable Company
At the foundation of marketing is the belief that companies that fulfill the needs and wants 
of customers will thrive. Companies that fail to meet customer needs or that intentionally 
or unintentionally harm customers, others in society, or future generations will decline.

Says one observer, “Sustainability is an emerging business megatrend, like electrifi-
cation and mass production, that will profoundly affect companies’ competitiveness and 
even their survival.” Says another, “increasingly, companies and leaders will be assessed 
not only on immediate results but also on . . . the ultimate effects their actions have on soci-
etal well-being. This trend has been coming in small ways for years but now is surging. So 
pick up your recycled cup of fair-trade coffee, and get ready.”27

Sustainable companies are those that create value for customers through socially, envi-
ronmentally, and ethically responsible actions. Sustainable marketing goes beyond caring for 
the needs and wants of today’s customers. It means having concern for tomorrow’s custom-
ers in ensuring the survival and success of the business, shareholders, employees, and the 
broader world in which they all live. It means pursuing the mission of shared value and a 
triple bottom line: people, planet, profits. Sustainable marketing provides the context in which 
companies can engage customers and build profitable relationships with them by creating 
value for customers in order to capture value from customers in return—now and in the future.

for socially and environmentally responsible actions that meet 
both the immediate and future needs of customers and the com-
pany. Truly sustainable marketing requires a smooth-functioning 
marketing system in which consumers, companies, public policy 
makers, and others work together to ensure responsible market-
ing actions.

OBJECTIVE 20-2  Identify the major social criticisms 
of marketing. (pp 600–607)

Marketing’s impact on individual consumer welfare has been 
criticized for its high prices, deceptive practices, high-pressure 
selling, shoddy or unsafe products, planned obsolescence, and 
poor service to disadvantaged consumers. Marketing’s impact 
on society has been criticized for creating false wants and too 
much materialism, too few social goods, and cultural pollu-
tion. Critics have also denounced marketing’s impact on other 
businesses for harming competitors and reducing competition 
through acquisitions, practices that create barriers to entry, and 
unfair competitive marketing practices. Some of these concerns 
are justified; some are not.

OBJECTIVES REVIEW AND KEY TERMS

Objectives Review
In this chapter, we addressed many of the important sustain-
able marketing concepts related to marketing’s sweeping im-
pact on individual consumers, other businesses, and society 
as a whole. Sustainable marketing requires socially, environ-
mentally, and ethically responsible actions that bring value to 
not only present-day consumers and businesses but also future 
generations and society as a whole. Sustainable companies 
are those that act responsibly to create value for customers in 
order to capture value from customers in return—now and in 
the future.

OBJECTIVE 20-1  Define sustainable marketing 
and discuss its importance. (pp 598–600)

Sustainable marketing calls for meeting the present needs of 
consumers and businesses while preserving or enhancing the 
ability of future generations to meet their needs. Whereas the 
marketing concept recognizes that companies thrive by fulfilling 
the day-to-day needs of customers, sustainable marketing calls 

20    Reviewing and Extending the Concepts
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OBJECTIVE 20-3  Define consumerism and 
environmentalism and explain how they affect 
marketing strategies. (pp 607–613)

Concerns about the marketing system have led to citizen action 
movements. Consumerism is an organized social movement 
intended to strengthen the rights and power of consumers rela-
tive to sellers. Alert marketers view it as an opportunity to serve 
consumers better by providing more consumer information, 
education, and protection. Environmentalism is an organized 
social movement seeking to minimize the harm done to the 
environment and quality of life by marketing practices. Most 
companies are now accepting responsibility for doing no envi-
ronmental harm. They are adopting policies of  environmental 
 sustainability—developing strategies that both sustain the en-
vironment and produce profits for the company. Both con-
sumerism and environmentalism are important components of 
sustainable marketing.

OBJECTIVE 20-4  Describe the principles of sustainable 
marketing. (pp 613–617)

Many companies originally resisted these social movements 
and laws, but most now recognize a need for positive consumer 

information, education, and protection. Under the sustainable 
marketing concept, a company’s marketing should support the 
best long-run performance of the marketing system. It should 
be guided by five sustainable marketing principles: consumer-
oriented marketing, customer value marketing, innovative mar-
keting, sense-of-mission marketing, and societal marketing.

OBJECTIVE 20-5  Explain the role of ethics 
in marketing. (pp 617–620)

Increasingly, companies are responding to the need to provide 
company policies and guidelines to help their managers deal with 
questions of marketing ethics. Of course, even the best guide-
lines cannot resolve all the difficult ethical decisions that indi-
viduals and firms must make. But there are some principles from 
which marketers can choose. One principle states that the free 
market and the legal system should decide such issues. A sec-
ond and more enlightened principle puts responsibility not on the 
system but in the hands of individual companies and managers. 
Each firm and marketing manager must work out a philosophy of 
socially responsible and ethical behavior. Under the sustainable 
marketing concept, managers must look beyond what is legal 
and allowable and develop standards based on personal integ-
rity, corporate conscience, and long-term consumer welfare. 

OBJECTIVE 20-1
Sustainable  

marketing (p 598)

OBJECTIVE 20-3
Consumerism (p 607)
Environmentalism (p 608)

Environmental  
sustainability (p 608)

OBJECTIVE 20-4
Consumer-oriented  

marketing (p 613)
Customer value  

marketing (p 613)

Innovative marketing (p 614)
Sense-of-mission  

marketing (p 614)
Societal marketing (p 615)
Deficient products (p 615)
Pleasing products (p 615)
Salutary products (p 615)
Desirable products (p 615)

Key Terms

DISCUSSION AND CRITICAL THINKING

Discussion Questions
20-1 Compare and contrast how the marketing concept, the 

societal marketing concept, and the sustainable market-
ing concept meet the needs of consumers and compa-
nies. (AASCB: Communication)

20-2 Explain how marketing can be perceived as having a neg-
ative impact on the consumer. (AACSB: Communication)

20-3 How would you distinguish between consumerism and 
environmentalism in terms of scope and influence? 
(AACSB: Communication)

20-4 What is environmental sustainability? How should 
companies gauge their progress toward achieving it? 
(AACSB: Communication)

20-5 What is sense-of-mission marketing, and how does it 
impact on a business? (AACSB: Communication)

MyLab Marketing
Go to mymktlab.com to complete the problems marked with this icon .
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Critical Thinking Exercises
20-6 Figure 20.4 outlines a societal classification of products. 

Identify two products for each of the four categories 
and explain why they are deficient, pleasing, salutary, or 
desirable products. (AACSB: Communication; Reflective 
Thinking)

20-7 Assume that you are the marketing director of a new retail 
chain. From the outset, you want to be environmentally 

sustainable. Research how other retailers achieve this, 
and create a checklist. (AACSB: Communication; Use of 
IT; Reflective Thinking)

20-8 In a small group, discuss each of the morally difficult situ-
ations in marketing presented in Table 20.1. Which ethics 
philosophy is guiding your decision in each situation? 
(AACSB: Communication; Ethical Reasoning)

APPLICATIONS AND CASES

Online, Mobile, and Social Media Marketing Teens and Social Media
Facebook recently announced that it will let teens’ posts become 
public. Before the change, Facebook would only allow 13- to 
17-year-old users’ posts to be seen by their “friends” and “friends 
of friends.” Now, however, their posts can be seen by anyone on 
the network if they choose to make their posts “public.” Twitter, 
another social medium gaining popularity with teens, has always 
let users, including teens, share tweets publicly. But because of 
Facebook’s vast reach, privacy advocates are very concerned 
about this latest development, particularly when it comes to chil-
dren’s safety. Online predators and bullying are real safety issues 
facing youth. Other criticisms of Facebook’s decision boil down 
to money—some argue that this is just about monetizing kids. 
Facebook will be able to offer a younger demographic to advertis-
ers wanting to reach them. Facebook defends its actions, saying 

the change in policy is due to teenagers wanting the ability to 
post publicly, primarily for fundraising and promoting extracur-
ricular activities such as sports and other school student orga-
nizations. Facebook has added precautions, such as a pop-up 
warning before teens can post publicly and setting “seen only by 
friends” as the default that must be changed if the teen desires 
posts to be public.

20-9 Is Facebook acting responsibly or merely trying to mon-
etize kids as critics claim? (AACSB: Communication; 
Ethical Reasoning)

20-10 Come up with creative ways marketers can reach this 
demographic on Facebook without alienating their par-
ents. (AACSB: Communication; Reflective Thinking)

Marketing Ethics Milking the International Market
Since the 1970s, Nestlé and other companies have faced criti-
cism about their marketing of infant formula to families in under-
developed countries. Their marketing has positioned formula as 
superior to breast milk and as a more modern way of feeding 
babies despite emerging research findings that breast milk usually 
led to healthier outcomes for babies. Third-world women grew 
dependent on infant formula to feed their babies but began water-
ing it down to make it last longer and save money, often with con-
taminated water. This too often resulted in child malnourishment 
and other serious health problems and even death in some cases.

Nestlé has been accused by some child watchdog groups of 
using overly aggressive marketing tactics to sell its infant formula 
products. Nestlé targeted many new mothers with tactics such as 
providing samples, promoting products directly in hospitals and 
communities, and giving gifts to health-care workers and new 
moms. Other infant formula companies even hired salesgirls in 
nurses’ uniforms to drop by homes unannounced and sell poten-
tial customers on using baby formula rather than breastfeeding.

In April 2012, Nestlé acquired Pfizer’s infant nutrition unit, 
making it the biggest player in the infant formula market. 
According to The Guardian, this business unit generates ap-
proximately 85 percent of its revenues from emerging markets, 
demonstrating that Nestlé and other infant formula companies 
are still capitalizing on consumers in emerging economies. An 
International Nestlé Boycott Committee was started in 1984 to 
address this global issue and is still active today.

20-11 In a small group, conduct research on this topic and 
formulate a sustainable, responsible marketing plan 
for marketing infant formula across the globe. Present 
your plan. (AACSB: Communication, Use of IT, Ethical 
Reasoning)

20-12 Is it wrong for marketers to create wants where none 
exist in the marketplace in order to make profits? 
Support your answer. (AACSB: Communication, Ethical 
Reasoning)

Marketing by the Numbers The Cost of Sustainability
Kroger, the country’s leading grocery-only chain, added a line 
of private-label organic and natural foods call Simple Truth to its 
stores. If you’ve priced organic foods, you know they are more 
expensive. For example, a dozen conventionally farmed grade-A 

eggs at Kroger costs consumers $1.70, whereas Simple Truth 
eggs are priced at $3.50 per dozen. One study found that, over-
all, the average price of organic foods is 85 percent more than 
conventional foods. However, if prices get too high, consumers 
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will not purchase the organic options. One element of sustainabil-
ity is organic farming, which costs much more than conventional 
farming, and those higher costs are passed on to consumers. 
Suppose that a conventional egg farmer’s average fixed costs per 
year for conventionally farmed eggs are $1 million per year, but an 
organic egg farmer’s fixed costs are three times that amount. The 
organic farmer’s variable costs of $1.80 per dozen are twice as 
much as conventional farmer’s variable costs. Refer to Appendix 
2, Marketing by the Numbers, to answer the following questions.

20-13 Most large egg farmers sell eggs directly to retailers. 
Using Kroger’s prices, what is the farmer’s price per 
dozen to the retailer for conventional and organic eggs 
if Kroger’s margin is 20 percent based on its retail 
price? (AACSB: Communication; Analytical Reasoning)

20-14 How many dozen eggs does a conventional farmer 
need to sell to break even? How many does an or-
ganic farmer need to sell to break even? (AACSB: 
Communication; Analytical Reasoning)

Video Case Honest Tea
Honest Tea, the Coca-Cola brand that produced $130 million in 
global revenues last year, got its start because cofounder Seth 
Goldman didn’t like the options in the beverage coolers at conve-
nience stores. So with the help of a former professor, he launched 
Honest Tea—the nation’s first fully organic bottled tea.

But the company’s drive for success was not based not as 
much on profits as on a desire to change the world. With social 
responsibility steeped deep into its business model, Honest Tea 
set out to help develop the economic structure of impoverished 
nations. Honest Tea purchased raw ingredients from Native 
American and South African farmers and invested in its supplier-
farmers to help them become self-reliant. Although Honest Tea 

has been a wholly owned subsidiary of the Coca- Cola Company 
since 2011, it continues to operate on the principles of social 
responsibility established by its founders.

After viewing the video featuring Honest Tea, answer the fol-
lowing questions:

20-15 List as many examples as you can showing how 
Honest Tea defies the common social criticisms of 
marketing.

20-16 How does Honest Tea practice sustainable marketing?

20-17 With all its efforts to do good, can Honest Tea continue 
to do well? Explain.

Company Case adidas: Athletic Apparel with Purpose
As CEO of the adidas Group for the past 15 years, Herbert 
Hainer has made quite a mark. Although the global athletic foot-
wear and apparel giant has established itself as a leader in just 
about every sport, Hainer’s legacy might stand in an area that 
has little to do with basketball, baseball, or even soccer. Under 
Hainer’s influence, adidas has emerged as one of the global 
leaders in sustainable practices. Last year, the Germany-based 
sports giant ranked fifth among the Global 100 Most Sustain-
able Corporations.

A Marathon, Not a Sprint
Some companies have sustainability built in to their DNA. Com-
panies such as Patagonia, Ben & Jerry’s, and Method were 
founded by folks who were more driven to create socially re-
sponsible products, companies, and business practices than 
to make money. But companies such as Unilever, BMW, and 
adidas—all current sustainability leaders—discovered over time 
that they could succeed financially in their respective indus-
tries while at the same time being kind to the environment and 
providing better working conditions. In fact, these companies 
contend that a sound strategic plan built on sustainable prac-
tices makes them better financial performers than they might 
be otherwise.

adidas came to that realization nearly 20 years ago. In 1998, 
the company issued its first official environmental statement. In 
the years that followed, it tracked its performance against social 
and environmental goals and made its progress transparent in 
an annual report. But in 2008, the company revised its sustain-
ability strategy, making it more comprehensive and ambitious 
than ever before.

These days just about every company makes claims about 
reducing its carbon footprint. But adidas’s sustainability path 
stands as a model to any company that truly wants to make a 
difference. In short, making a difference when it comes to the 
health and well-being of the planet and its inhabitants takes 
more than just lip service. For a company to make an impact, 
sustainability must be ingrained in its organizational culture.

At adidas, such a cultural commitment is apparent in the 
degree to which the company has woven sustainability into its 
core business. Using a sports analogy, adidas’s sustainability 
statement describes its efforts to become more sustainable 
and socially responsible as a marathon, not a sprint. “It’s 
about preparedness and setting the right pace, having both 
the drive and the stamina to make it the distance. And most 
of all, it is about endurance: overcoming setbacks and difficul-
ties, keeping the finishing line always in the forefront of our 
minds.”

Some time ago, adidas established a set of core values 
that have shaped its corporate culture: performance, passion, 
integrity, and diversity. If these were just words on the wall 
at corporate headquarters, they wouldn’t amount to much. 
But at adidas, these values “commit us to playing by the 
rules that society expects of a responsible company.” Such 
values create the cultural infrastructure that drives “designing 
products that are environmentally sound . . . reducing the en-
vironmental impacts of our day-to-day operations and in our 
supply chain . . . setting workplace standards for our suppliers 
to meet . . . looking after the well-being and careers of our em-
ployees . . . and making a positive contribution to the communi-
ties where we operate.”
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The Four Ps of Sustainability
To translate this culture into action, adidas sticks to the four 
Ps—but not the same four Ps that make up the marketing mix. 
Rather, adidas frames and reviews its sustainability goals and 
performance within the context of four pillars—people, prod-
uct, planet, and partnership. It’s what adidas calls its “Fair Play 
Framework.”

People. “We positively influence the lives of our employees, 
factory workers, and people living in the communities where we 
have a business presence.” To achieve a more positive impact 
on the lives of people, adidas involves itself in hundreds of com-
munity projects with either financial support or providing employ-
ees as volunteers. But the “people” pillar also teaches common 
sense in doing the right thing.

When the owners of an apparel factory in Indonesia promptly 
closed and abandoned a factory just six months after being un-
able to resolve differences with adidas regarding its operations, 
hundreds of workers were left without jobs. adidas was there 
to ensure the workers were taken care of. This included mil-
lions of dollars in humanitarian aid, placement services, and 
direct advocacy with the Indonesian government to improve 
workers’ rights. These efforts had a direct and positive impact 
on the lives of people who had been working to make adidas 
products.

Product. “We find better ways to create our products—mainly 
through efficiencies, increased use of more sustainable materi-
als, and innovation.” Among the product targets are specific 
goals, such as reducing the number of colors used in products 
by 50 percent, reducing product samples to intermediaries 
through virtualization, and increasing the use of sustainable 
materials in footwear and apparel. As the company focuses on 
these and other initiatives, compliance can be tracked, as can 
the impact on such factors as water usage, carbon emissions, 
and volume of product being disposed of in landfills.

For example, the adidas’s virtualization project has reduced 
the demand for samples by 2.4 million items over a four-year 
period. Its initiative to source 100 percent of its cotton as “sus-
tainable cotton” takes into account the use of water, health of the 
soil, and quality of the fiber. adidas is 43 percent of the way to its 
goal and ahead of schedule. And increasing the use of innova-
tive fabrics has saved 50 million liters of water by reducing the 
amount needed to launder such items.

Planet. “We reduce the environmental footprint of both our own 
operations and our suppliers’ factories.” In addition to product 
actions that reduce environmental impact, adidas also sets goals 
targeting operational facilities and human behavior. One of the 
main initiatives for this pillar is the ISO 14001 certification of com-
pany and supplier facilities. To move office buildings, factories, 
and distribution plants toward the international standards for 
certification, adidas sets specific goals and provides employees 
with specific directives.

For example, the company has a goal to reduce energy 
consumption by 15 percent. Some directives include turning off 
computers when they are not in use and turning off lights when 
people leave a room or their office. To achieve a goal of 50 per-
cent reduction in paper use, employees are encouraged to “think 
before printing” and “reuse paper for notes.” adidas has almost 
fulfilled each of these goals.

Partnership. “We engage with critical stakeholders and col-
laborate with partners to improve our industry.” The partnership 

pillar provides direction and motivation to seek out supplier, 
distributor, and relationships with other organizations that are 
trying to achieve the same sustainability goals as adidas. This 
includes working with partners to help them develop strate-
gies whereby they can get on track and make progress. As 
one example, the adidas Group is an active participant of the 
Sustainable Apparel Coalition, a trade association that has 
worked to develop an index for measuring and tracking the 
comprehensive environmental and social impact of products 
across the value chain.

Doing Well by Doing Good?
These are just a few examples of how adidas is putting sustain-
able concepts into action and achieving sustainability results. Not 
only is adidas achieving results, it is being recognized for them. 
Its recent fifth-place ranking is not its first time on the Global 
100  Index list—it the company’s 11th appearance. adidas has 
also garnered Gold Class status and Sector Leader awards from 
 RobecoSam—a well-known investment firm that focuses on sus-
tainability investing. And adidas has been included in the Dow 
Jones Sustainability Indexes for each of the past 15 years.

Although adidas is clearly succeeding at implementing sus-
tainable practices, one big question remains: Does all this do-
gooding translate into sound financial performance as many 
companies claim? Many adidas stakeholders have asked that 
question. During Hainer’s watch, superstar Nike has risen to 
such global dominance that adidas’s financial performance is 
suffering. While Nike’s revenues have shown strong gains year 
over year, adidas’s have flattened. Not only has Nike been out-
performing adidas in the United States, but Nike is getting the 
best of adidas in sales growth on its home turf in Europe. Nike 
is even stealing adidas’s thunder in soccer, a sport where the 
German company has long been the global leader.

But adidas continues to press forward in its efforts to make 
the company and the world better places. In Hainer’s own 
words, “We are not perfect and we do not always get it right. 
But as we go about our work, we aim to honor the spirit of ‘fair 
play’ in everything we do. Therefore, let me assure you that we 
continue to take serious responsibility for our actions. And we 
continue to integrate sustainability into our business strategy.”

Questions for Discussion
20-18 Give as many examples as you can for how adidas de-

fies the common social criticisms of marketing.

20-19 Of the five sustainable marketing principles discussed in 
the text, which one best describes adidas’s approach?

20-20 Analyze adidas’s business according to the Societal 
Classification of Products (Figure 20.4).

20-21 Would adidas be more financially successful if it were 
not so focused on social responsibility? Explain.

Sources: Margaret Ekblom, “Adidas’s Version of Sustainability 
Ethics—The  World Is Flat,” Stakeholderorgwed, April 14, 2016, https://
stakeholderorgwed.wordpress.com/2016/04/14/adidas-and-the-4ps-
to-achieving-sustainable-ethics/; “Spotlight on the 2016 Global 100,” 
Corporate Knights, January 20, 2016, www.corporateknights.com/reports/
global-100/spotlight-on-the-2016-global-100-14533333/; and information 
from www .adidas-group.com/en/sustainability/managing-sustainability/
general- approach/#/our-sustainability-strategy/and www .adidas-group . 
com/ en/ sustainability/reporting-policies-and-data/sustainability-reports/, 
accessed June 2016.
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MyLab Marketing
Go to mymktlab.com for the following Assisted-graded writing questions:

20-22 How can marketing practices create barriers to entry that potentially harm 
other firms? Are these barriers helpful or harmful to consumers?

20-23 Discuss the principles that will guide marketing managers to determine the 
moral importance of  each situation they face.
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The Marketing Plan: An Introduction
As a marketer, you will need a good marketing plan to provide direction and focus for your 
brand, product, or company. With a detailed plan, any business will be better prepared to 
launch a new product or build sales for existing products. Nonprofit organizations also 
use marketing plans to guide their fundraising and outreach efforts. Even government 
agencies put together marketing plans for initiatives such as building public awareness of 
proper nutrition and stimulating area tourism.

The Purpose and Content of a Marketing Plan
Unlike a business plan, which offers a broad overview of the entire organization’s mission, 
objectives, strategy, and resource allocation, a marketing plan has a more limited scope. It 
serves to document how the organization’s strategic objectives will be achieved through 
specific marketing strategies and tactics, with the customer as the starting point. It is also 
linked to the plans of other departments within the organization. Suppose, for example, a 
marketing plan calls for selling 200,000 units annually. The production department must 
gear up to make that many units, the finance department must arrange funding to cover 
the expenses, the human resources department must be ready to hire and train staff, and 
so on. Without the appropriate level of organizational support and resources, no marketing 
plan can succeed.

Although the exact length and layout will vary from company to company, a market-
ing plan usually contains the sections described in Chapter 2. Smaller businesses may cre-
ate shorter or less formal marketing plans, whereas corporations frequently require highly 
structured marketing plans. To guide implementation effectively, every part of the plan 
must be described in considerable detail. Sometimes a company will post its marketing 
plans on an intranet site, which allows managers and employees in different locations to 
consult specific sections and collaborate on additions or changes.

The Role of Research
Marketing plans are not created in a vacuum. To develop successful strategies and action 
programs, marketers need up-to-date information about the environment, the competition, 
and the market segments to be served. Often, analysis of internal data is the starting point 
for assessing the current marketing situation, supplemented by marketing intelligence 
and research investigating the overall market, the competition, key issues, and threats and 
 opportunities. As the plan is put into effect, marketers use a variety of research techniques 
to measure progress toward objectives and identify areas for improvement if results fall 
short of projections.

Finally, marketing research helps marketers learn more about their customers’ re-
quirements, expectations, perceptions, and satisfaction levels. This deeper understanding 
 provides a foundation for building competitive advantage through well-informed segment-
ing, targeting, differentiating, and positioning decisions. Thus, the marketing plan should 
outline what marketing research will be conducted and how the findings will be applied.

The Role of Relationships
The marketing plan shows how the company will establish and maintain profitable 
customer relationships. In the process, however, it also shapes a number of internal and 
external relationships. First, it affects how marketing personnel work with each other and 
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with other departments to deliver value and satisfy customers. Second, it affects how the 
company works with suppliers, distributors, and strategic alliance partners to achieve the 
objectives listed in the plan. Third, it influences the company’s dealings with other stake-
holders, including government regulators, the media, and the community at large. All of 
these relationships are important to the organization’s success, so they should be consid-
ered when a marketing plan is being developed.

From Marketing Plan to Marketing Action
Companies generally create yearly marketing plans, although some plans cover a longer 
period. Marketers start planning well in advance of the implementation date to allow 
time for marketing research, thorough analysis, management review, and coordination 
between departments. Then, after each action program begins, marketers monitor ongoing 
results, compare them with projections, analyze any differences, and take corrective steps 
as needed. Some marketers also prepare contingency plans for implementation if certain 
conditions emerge. Because of inevitable and sometimes unpredictable environmental 
changes, marketers must be ready to update and adapt marketing plans at any time.

For effective implementation and control, the marketing plan should define how 
progress toward objectives will be measured. Managers typically use budgets, schedules, 
and performance standards for monitoring and evaluating results. With budgets, they can 
compare planned expenditures with actual expenditures for a given week, month, or other 
period. Schedules allow management to see when tasks were supposed to be completed—
and when they were actually completed. Performance standards track the outcomes of 
marketing programs to see whether the company is moving toward its objectives. Some 
examples of performance standards are market share, sales volume, product profitability, 
and customer satisfaction.

Sample Marketing Plan: Chill Beverage Company
Executive Summary
The Chill Beverage Company is preparing to launch a new line of vitamin-enhanced water 
called NutriWater. Although the bottled water market is maturing, the functional water 
category—and more specifically the vitamin-enhanced water category—is still growing. 
NutriWater will be positioned by the slogan “Expect more”—indicating that the brand of-
fers more in the way of desirable product features and benefits at a competitive price. Chill 
Beverage is taking advantage of its existing experience and brand equity among its loyal 
current customer base of millennials who consume its Chill Soda soft drink. NutriWater 
will target similar millennials who are maturing and looking for an alternative to soft 
drinks and high-calorie sugared beverages.

The primary marketing objective is to achieve first-year U.S. sales of $50 million, roughly 
2 percent of the functional water market. Based on this market share goal, the company expects 
to sell more than 26 million units the first year and break even in the final quarter of the year.

Current Marketing Situation
The Chill Beverage Company—founded in 2010—markets niche and emerging products in 
the beverage industry. Rather than directly challenging established beverage giants like the 
Coca-Cola Company and PepsiCo, the Chill Beverage Company has focused on the fringes 
of the industry. Its Chill Soda soft drink brand hit the market with six unique flavors in 
glass bottles. The company now markets dozens of Chill Soda flavors, many unique to 
the brand. Over the past few years, Chill has successfully introduced new lines including 
energy drinks, natural juice drinks, and iced teas. Chill Beverage has grown its business ev-
ery year since it was founded. In the most recent year, it achieved $230 million in revenue 
and net profits of $18.6 million. As part of its future growth strategy, Chill Beverage has 
plans to introduce new lines of beverages to continue to take advantage of emerging trends 
in the industry. Currently, it is preparing to launch a line of vitamin-enhanced waters.

For years, U.S. consumers have imbibed more carbonated soft drinks than any other 
bottled beverage. But concerns over health and obesity have taken the fizz out of the soda 
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market—sales have declined for the past 11 years in a row. Meanwhile, bottled water con-
sumption is on a growth trajectory that shows no sign of slowing down. Currently, the av-
erage person in the United States consumes more than 36.5 gallons of bottled water every 
year (compared with 42 gallons for carbonated soft drinks), a 7 percent year-over-year in-
crease and more than double the figure just 15 years ago. A $15 billion market, bottled wa-
ter sales in the U.S. are expected to increase by 35 percent over the next four years. Already 
ahead of milk, beer, and coffee, experts predict that bottled water sales will surpass carbon-
ated soft drink sales within the next year.

Competition is more intense now than ever as the industry consolidates and new types of 
bottled water emerge. The U.S. market is dominated by three global corporations. With a global 
portfolio of more than 50 brands (including Poland Spring, Nestlé Pure Life, Arrowhead, Deer 
Park, and Ice Mountain), Nestlé leads the market for “plain” bottled water. However, when 
all subcategories of bottled water are included (sparkling, functional water, flavored water, 
and so on), Coca-Cola leads the U.S. market with a 22.9 percent share. Nestlé is number two at 
21.5 percent of the total bottled water market followed by PepsiCo with 16.2 percent.

While bottled water as a whole is strong, the market for the subcategory of functional 
waters is even stronger, growing by 12 percent for the most recent year. In the current market 
environment, functional waters have thrived based on the promise of incremental benefits for 
health-conscious consumers based on the infusion of ingredients such as vitamins, minerals 
(including electrolytes), herbs, and other additives. Functional waters, therefore, carry the 
standard benefits of taste and convenience with an increased appeal to lifestyle and well-
being. Most functional waters are sweetened and flavored and are distinguished from sports 
drinks that have the primary purpose of maximizing hydration by replenishing electrolytes.

To break into this market, dominated by huge global corporations and littered with 
dozens of other small players, Chill Beverage must carefully target specific segments with 
features and benefits valued by those segments.

Market Description
The bottled water market consists of many different types of water. Varieties of plain wa-
ter include spring, purified, mineral, and distilled. Although these different types of water 
are sold as consumer products, they also serve as the core ingredient for the various types 
of functional waters. The flexibility of bottled water as a category seems to be endless.

Although some consumers may not perceive much of a difference between brands, 
others are drawn to specific product features and benefits provided by different brands. 
For example, some consumers may perceive spring water as healthier than other types of 
water. Some may look for water that is optimized for hydration. Others seek additional 
nutritional benefits claimed by bottlers that enhance their brands with vitamins, miner-
als, herbs, and other additives. Still other consumers make selections based on flavor. The 
industry as a whole has positioned bottled water of all kinds as a low-calorie, healthy 
alternative to soft drinks, sports drinks, energy drinks, and other types of beverages.

Bottled water brands also distinguish themselves by size and type of container, mul-
tipacks, and refrigeration at point of sale. Chill Beverage’s market for NutriWater consists 
of consumers of single-serving-sized bottled beverages who are looking for a healthy yet 
flavorful alternative. Healthy in this context means both low-calorie and enhanced nutritional 
content. This market includes traditional soft drink consumers who want to improve their 
health as well as non–soft drink consumers who want an option other than plain bottled 
water. Specific segments that Chill Beverage will target during the first year include athletes, 
the health conscious, the socially responsible, and millennials who favor independent cor-
porations. The Chill Soda brand has established a strong base of loyal customers, primarily 
among millennials. This generational segment is becoming a prime target as it matures and 
seeks alternatives to full-calorie soft drinks.   Table A1.1 shows how NutriWater addresses 
the needs of targeted consumer segments.

Product Review
Chill Beverage’s new line of NutriWater vitamin-enhanced water offers the following 
features:

Six new-age flavors: peach mango, berry pomegranate, kiwi dragonfruit, mandarin 
orange, blueberry grape, and Key lime.
Single-serving size, 20-ounce, PET-recyclable bottles.
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Formulated for wellness, replenishment, and optimum energy.
Full recommended daily allowance (RDA) of essential vitamins and minerals (includ-
ing electrolytes).
Higher vitamin concentration—vitamin levels are 2 to 10 times higher than market-
leading products, with more vitamins and minerals than any other brand.
Additional vitamins—vitamins include A, E, and B2 as well as folic acid—none of 
which are contained in the market-leading products.
All natural—no artificial flavors, colors, or preservatives.
Sweetened with pure cane sugar and Stevia, a natural zero-calorie sweetener.
Twenty-five cents from each purchase will be donated to Vitamin Angels, a nonprofit 
organization with a mission to prevent vitamin deficiency in at-risk children.

Competitive Review
As sales of bottled waters entered a strong growth phase in the 1990s, the category  began 
to expand. In addition to the various types of plain water, new categories emerged. 
These included flavored waters—such as Aquafina’s Flavorsplash—as well as functional 
waters. Functional waters emerged to bridge the gap between soft drinks and waters, 
appealing to people who knew they should drink more water and less soft drinks 
but still wanted flavor. Initially, development of brands for this product variation oc-
curred in start-up and boutique beverage companies like SoBe and Glacéau, creator of 
Vitaminwater. In the 2000s, major beverage corporations acquired the most successful 
smaller brands, providing the bigger firms with a solid market position in this category 
and diversification in bottled waters in general. Backed by the marketing expertise and 
budgets of the leading beverage companies, functional water grew at a rate exceeding 
that of plain water.

At one point, Coca-Cola’s Vitaminwater was the fourth-largest bottled water brand, 
behind Nestlé Pure Life, Coca-Cola’s Dasani, and Pepsi’s Aquafina. After taking a hit in the 
press for the low amount of vitamins and high amount of sugar contained in most brands 
of vitamin-enhanced waters, sales for vitamin water brands temporarily slipped. But Coca-
Cola lost no ground as sales for Smartwater—Vitaminwater’s non-flavored sibling—rose 
to the fourth largest brand. Currently, functional water sales account for approximately 
20 percent of the total bottled water market, and industry insiders expect sales to outpace 
nonfunctional waters in the coming years.

 Table A1.1 | Segment Needs and Corresponding Features/Benefits of NutriWater

Targeted Segment Customer Need Corresponding Features/Benefits

Athletes

Angels

Millennials
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The fragmentation of this category, combined with domination by the market leaders, 
has created a severely competitive environment. Although there is indirect competition 
posed by all types of bottled waters and even other types of beverages (soft drinks, energy 
drinks, juices, teas, and flavor drops), this competitive analysis focuses on direct competi-
tion from leading functional water brands. Functional water brands are either sweetened 
and flavored, just flavored, or neither sweetened nor flavored. Sweetened varieties blend 
traditional sugars with zero-calorie sweeteners. The types of sweeteners used create a point 
of differentiation. The result is a range of sugar content, carbohydrates, and calories as high 
as half that of regular soft drinks and other sweetened beverages and as low as zero.

Pricing for this product is consistent across brands and varies by type of retail out-
let, with convenience stores typically charging more than grocery stores. The price for a 
20-ounce bottle ranges from $1.00 to $1.89, with some niche brands costing slightly more. 
While Smartwater is the leading functional water brand, it is a plain still water enhanced 
with electrolytes. Chill Beverage’s NutriWater will focus on competition posed by flavored 
and enhanced water brands, include the following:

Vitaminwater: Created in 2000 as a new product for Energy Brands’ Glacéau, which 
was also the developer of Smartwater (distilled water with electrolytes). Coca-Cola 
purchased Energy Brands for $4.1 billion in 2007. Vitaminwater is sold in regular and 
zero-calorie versions. With 18 bottled varieties—9 regular and 9 zero-calorie—as well 
as availability in fountain form and drops, Vitaminwater offers more options than any 
brand on the market. Whereas Vitaminwater varieties are distinguished by flavor, they 
are named to invoke perceptions of benefits such as Refresh, Power-C, Focus, and 
Revive. The brand’s current slogan is “Hydrate the Hustle.” Vitaminwater is vapor 
distilled, de-ionized, and/or filtered and is sweetened with crystalline fructose (corn 
syrup) and cane sugar or erythritol and stevia. Vitaminwater exceeds $700 million in 
annual sales and commands 34 percent of the functional water market.
Propel: Gatorade created Propel in 2000, just one year prior to PepsiCo’s purchase of this 
leading sports drink marketer. Marketed as “The Workout Water,” Propel was originally 
available in regular and zero-calorie varieties. However, it is now available only as a 
zero-calorie beverage. Propel comes in 10 varieties, each containing the same blend of 
B  vitamins, vitamin C, vitamin E, antioxidants, and electrolytes. It is sweetened with 
sucralose. Propel is available in a wide variety of sizes, with 16.9-, 20-, and 24-ounce PET 
bottles and multipacks. Propel is also marketed in powder form and as a liquid enhancer 
to be added to bottled water. With $183 million in revenues, Propel is the number-three 
functional water brand with approximately 9 percent of the functional water market.
SoBe Lifewater: PepsiCo bought SoBe in 2000. SoBe introduced Lifewater in 2008 with a hit 
Super Bowl ad as an answer to Coca-Cola’s Vitaminwater. The Lifewater line includes six 
zero-calorie varieties. Each variety is infused with a formulation of vitamins, minerals, 
and herbs designed to provide a claimed benefit. Sweetened with Stevia-based PureVia, 
Lifewater makes the claim to be “all natural.” It contains no artificial flavors or colors. 
Lifewater is sold in 20-ounce PET bottles and multipacks. With $144 million in annual 
revenues, Lifewater is the fourth-largest functional water brand with a 7 percent share.
Niche brands: The market for functional waters includes companies that market their 
wares on a small scale through independent retailers: Assure, Ex Aqua Vitamins, 
Ayala Herbal Water, and Skinny Water. Some brands feature exotic additives and/or 
artistic glass bottles.

Despite the strong competition, NutriWater believes it can create a relevant brand im-
age and gain recognition among the targeted segments. The brand offers strong points of 
differentiation with higher and unique vitamin content, all-natural ingredients, and sup-
port for a relevant social cause. With other strategic assets, Chill Beverage is confident that 
it can establish a competitive advantage that will allow NutriWater to grow in the market. 

  Table A1.2 shows a sample of competing products.

Channels and Logistics Review
With the three main brands now owned by Coca-Cola and PepsiCo, there is a huge hole in 
the independent distributor system. NutriWater will be distributed through an indepen-
dent distributor to a network of retailers in the United States. This strategy will avoid some 
of the head-on competition for shelf space with the Coca-Cola and PepsiCo brands and will 
also directly target likely NutriWater customers. As with the rollout of the core Chill Soda 
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brand, this strategy will focus on placing coolers in retail locations that will exclusively 
hold NutriWater. These retailers include:

Grocery chains: Regional grocery chains such as HyVee in the Midwest, Wegman’s in 
the East, and WinCo in the West.
Health and natural food stores: Chains such as Whole Foods as well as local health food 
co-ops.
Fitness centers: National fitness center chains such as 24 Hour Fitness, Gold’s Gym, and 
other regional chains.

As the brand gains acceptance, channels will expand into larger grocery chains, conve-
nience stores, and unique locations relevant to the target customer segment.

Strengths, Weaknesses, Opportunities, and Threat Analysis
NutriWater has several powerful strengths on which to build, but its major weakness is 
lack of brand awareness and image. Major opportunities include a growing market and 
consumer trends targeted by NutriWater’s product traits. Threats include barriers to en-
try posed by limited retail space, as well as image issues for the bottled water industry. 

 Table A1.3 summarizes NutriWater’s main strengths, weaknesses, opportunities, 
and threats.

 Table A1.2 | Sample of Competitive Products

Competitor Brand Features

e lenish + Energi e + Prote t

 Table A1.3   NutriWater’s Strengths, Weaknesses, 
Opportunities, and Threats

Strengths Weaknesses

Opportunities Threats
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Strengths
NutriWater can rely on the following important strengths:

1. Superior quality: NutriWater boasts the highest levels of added vitamins of any en-
hanced water, including full RDA levels of many vitamins. It is all natural with no 
artificial flavors, colors, or preservatives. It is sweetened with both pure cane sugar and 
the natural zero-calorie sweetener Stevia.

2. Expertise in alternative beverage marketing: The Chill Soda brand went from nothing to 
a successful and rapidly growing soft drink brand with fiercely loyal customers in a 
matter of only one decade. This success was achieved by starting small and focusing 
on gaps in the marketplace.

3. Social responsibility: Every customer will have the added benefit of helping malnour-
ished children throughout the world. Although the price of NutriWater is in line with 
other competitors, low promotional costs allow for the substantial charitable donation 
of 25 cents per bottle while maintaining profitability.

4. Antiestablishment image: The big brands have decent products and strong distribution 
relationships. But they also carry the image of the large, corporate establishments. 
Chill Beverage has achieved success with an underdog image while remaining pri-
vately held. Vitaminwater, Propel, and SoBe were built on this same image but are now 
owned by major multinational corporations.

Weaknesses
1. Lack of brand awareness: As an entirely new brand, NutriWater will enter the market 

with limited or no brand awareness. The affiliation with Chill Soda will be kept at a 
minimum in order to prevent associations between NutriWater and soft drinks. This 
issue will be addressed through promotion and distribution strategies.

2. Limited budget: As a smaller company, Chill Beverage has much smaller funds available 
for promotional and research activities.

Opportunities
1. Market growth: Functional water as a category is growing at a rate of about 12 percent 

annually. Of the top six beverage categories, soft drinks, beer, milk, and fruit drinks 
experienced declines. The growth for coffee was less than 1 percent.

2. Gap in the distribution network: The market leaders distribute directly to retailers. This 
gives them an advantage in large national chains. However, no major enhanced water 
brands are currently being sold through independent distributors.

3. Health trends: Weight and nutrition continue to be issues for consumers in the United 
States. The country has the highest obesity rate for developed countries at 34 percent, 
with well over 60 percent of the population officially “overweight.” Those numbers 
continue to rise. Additionally, Americans get 21 percent of their daily calories from 
beverages, a number that has tripled in the past three decades. Consumers still desire 
flavored beverages but look for lower-calorie alternatives.

4. Antiestablishment image. Millennials (born between 1977 and 2000) maintain a higher 
aversion to mass marketing messages and global corporations than do Gen Xers and 
baby boomers.

Threats
1. Limited shelf space: Whereas competition is generally a threat for any type of product, 

competition in retail beverages is particularly high because of limited retail space. Car-
rying a new beverage product requires retailers to reduce shelf or cooler space already 
occupied by other brands.

2. Image of enhanced waters: The image of enhanced waters took a hit as Coca-Cola recently 
fought a class-action lawsuit accusing it of violating FDA regulations by promoting the 
health benefits of Vitaminwater. The lawsuit exposed the number-one functional water 
brand as basically sugar water with minimal nutritional value. Each of the major brands 
is strengthening its zero-calorie lines. They no longer promote health benefits on the 
labels. While this is potentially a threat, it is also an opportunity for Chill to exploit.

3. Environmental issues: Environmental groups continue to educate the public on the en-
vironmental costs of bottled water, including landfill waste, carbon emissions from 
production and transportation, and harmful effects of chemicals in plastics.
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Objectives and Issues
Chill Beverage has set aggressive but achievable objectives for NutriWater for the first and 
second years of market entry.

First-Year Objectives
During the initial year on the market, Chill Beverage aims for NutriWater to achieve a 2 
percent share of the functional water market, or approximately $50 million in sales, with 
break-even achieved in the final quarter of the year. With an average retail price of $1.89, 
that equates with a sales goal of 26,455,026 bottles.

Second-Year Objectives
During the second year, Chill Beverage will unveil additional NutriWater flavors, includ-
ing zero-calorie varieties. The second-year objective is to double sales from the first year, to 
$100 million.

Issues
In launching this new brand, the main issue is the ability to establish brand awareness 
and a meaningful brand image based on positioning that is relevant to target customer 
segments. Chill Beverage will invest in nontraditional means of promotion to accomplish 
these goals and to spark word of mouth. Establishing distributor and retailer relationships 
will also be critical in order to make the product available and provide point-of-purchase 
communications. Brand awareness and knowledge will be measured in order to adjust 
marketing efforts as necessary.

Marketing Strategy
NutriWater’s marketing strategy will involve developing a “more for the same” positioning 
based on extra benefits for the price. The brand will also establish channel differentiation, 
as it will be available in locations where major competing brands are not. NutriWater will 
focus on a primary target segment of millennials, specifically young adults aged 16 to 39. 
Subsets of this generational segment include athletes, the health conscious, and the  socially 
responsible.

Positioning
NutriWater will be positioned on an “Expect more” value proposition. This will allow for 
differentiating the brand based on product features (expect more vitamin content and all 
natural ingredients), desirable benefits (expect greater nutritional benefits), and values (do 
more for a social cause). Marketing will focus on conveying that NutriWater is more than 
just a beverage: It gives customers much more for their money in a variety of ways.

Product Strategy
NutriWater will be sold with all the features described in the Product Review section. As 
awareness takes hold and retail availability increases, more varieties will be made avail-
able. A zero-calorie version will be added to the product line, providing a solid fit with the 
health benefits sought by consumers. Chill Beverage’s considerable experience in brand 
building will be applied as an integral part of the product strategy for NutriWater. All as-
pects of the marketing mix will be consistent with the brand.

Pricing
There is little price variation in the enhanced waters category, particularly among lead-
ing brands. For this reason, NutriWater will follow a competition-based pricing strategy. 
Given that NutriWater claims superior quality, it must be careful not to position itself as a 
lower-cost alternative. Manufacturers do not quote list prices on this type of beverage, and 
prices vary considerably based on type of retail outlet and whether the product is refriger-
ated. Regular prices for single 20-ounce bottles of competing products are as low as $1.00 
in discount-retailer stores and as high as $1.89 in convenience stores. Because NutriWater 
will not be targeting discount retailers and convenience stores initially, this will allow Chill 
Beverage to set prices at the average to higher end of the range for similar products in the 
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same outlets. For grocery chains, this should be approximately $1.59 per bottle, with that 
price rising to $1.99 at health food stores and fitness centers, where prices tend to be higher.

Distribution Strategy
NutriWater will employ a selective distribution strategy with well-known regional gro-
cers, health and natural food stores, and fitness centers. This distribution strategy will be 
executed through a network of independent beverage distributors, as there are no other 
major brands of enhanced water following this strategy. Chill Beverage gained success for 
its core Chill Soda soft drink line using this method. It also placed coolers with the brand 
logo in truly unique venues such as skate, surf, and snowboarding shops; tattoo and pierc-
ing parlors; fashion stores; and music stores—places that would expose the brand to target 
customers. Then the soft drink brand expanded by getting contracts with retailers such 
as Panera, Barnes & Noble, Target, and Starbucks. This same approach will be taken with 
NutriWater by starting small, then expanding into larger chains. NutriWater will not target 
all the same stores used originally by Chill Soda, as many of those outlets were unique to 
the positioning and target customer for the Chill Soda soft drink brand.

Marketing Communication Strategy
As with the core Chill Soda brand, the marketing communication strategy for NutriWater 
will not follow a strategy based on traditional mass-communication advertising. Initially, 
there will be no broadcast or print advertising. Promotional resources for NutriWater will 
focus on three areas:

Online and mobile marketing: The typical target customer for NutriWater spends more 
time online than with traditional media channels. A core component for this strat-
egy will be building web and mobile brand sites and driving traffic to those sites by 
creating a presence on social networks, including Facebook, Twitter, Instagram, and 
Snapchat. The NutriWater brand will also incorporate location-based services by 
Foursquare and Facebook to help drive traffic to retail locations. A mobile phone ad 
campaign will provide additional support to the online efforts.
Trade promotions: Like the core Chill Soda brand, NutriWater’s success will rely on re-
lationships with retailers to create product availability. Primary incentives to retailers 
will include point-of-purchase displays, branded coolers, and volume incentives and 
contests. This push marketing strategy will combine with the other pull strategies.
Event marketing: NutriWater will deploy teams in brand-labeled RVs to distribute 
product samples at events such as skiing and snowboarding competitions, golf tour-
naments, and concerts.

Marketing Research
To remain consistent with the online promotional approach, as well as using research 
methods that will effectively reach target customers, Chill Beverage will monitor online 
discussions. In this manner, the company will gauge customer perceptions of the brand, 
the products, and general satisfaction. For future development of the product and new 
distribution outlets, crowdsourcing methods will be utilized.

Action Programs
NutriWater will be introduced in February. The following are summaries of action pro-
grams that will be used during the first six months of the year to achieve the stated 
objectives.

January: Chill Beverage representatives will work with both independent distributors 
and retailers to educate them on the trade promotional campaign, incentives, and 
advantages for selling NutriWater. Representatives will also ensure that distributors 
and retailers are educated on product features and benefits as well as instructions for 
displaying point-of-purchase materials and coolers. The brand website and other sites 
such as Facebook will present teaser information about the product as well as avail-
ability dates and locations. Buzz will be enhanced by providing product samples to 
selected product reviewers, opinion leaders, influential bloggers, and celebrities.
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February: On the date of availability, product coolers and point-of-purchase displays 
will be placed in retail locations. The full brand website and social network campaign 
will launch with full efforts on Facebook, Twitter, Instagram, and Snapchat. This cam-
paign will drive the “Expect more” slogan as well as illustrate the ways that Nutri-
Water delivers more than expected on product features, desirable benefits, and values 
by donating to Vitamin Angels and the social cause of battling vitamin deficiency in 
children.

March: To enhance the online and social marketing campaign, location-based services 
Foursquare and Facebook Location Services will be employed to drive traffic to retail-
ers. Point-of-purchase displays and signage will be updated to support these efforts 
and to continue supporting retailers. The message of this campaign will focus on all 
aspects of “Expect more.”

April: A mobile ad campaign will provide additional support, driving traffic to the 
brand website and social network sites as well as driving traffic to retailers.

May: A trade sales contest will offer additional incentives and prizes to the distributors 
and retailers that sell the most NutriWater during a four-week period.

June: An event marketing campaign will mobilize a team of NutriWater representatives 
in NutriWater RVs to concerts and sports events. This will provide additional visibility 
for the brand as well as giving customers and potential customers the opportunity to 
sample products.

Budgets
Chill Beverage has set a first-year retail sales goal of $50 million with a projected average 
retail price of $1.89 per unit for a total of 26,455,026 units sold. With an average wholesale 
price of 95 cents per unit, this provides revenues of $25.1 million. Chill Beverage expects 
to break even during the final quarter of the first year. A break-even analysis assumes 
per-unit wholesale revenue of 95 cents per unit, a variable cost per unit of 22 cents, and 
estimated first-year fixed costs of $12,500,000. Based on these assumptions, the break-even 
calculation is:

+12,500,000
+0.95/unit - +0.22/unit

= 17,123,287

Controls
Chill Beverage is planning tight control measures to closely monitor product quality, brand 
awareness, brand image, and customer satisfaction. This will enable the company to react 
quickly in correcting any problems that may occur. Other early warning signals that will 
be monitored for signs of deviation from the plan include monthly sales (by segment and 
channel) and monthly expenses. Given the market’s volatility, contingency plans are also 
in place to address fast-moving environmental changes such as shifting consumer prefer-
ences, new products, and new competition.

Sources: Hadley Malcolm, “Bottled Water about to Beat Soda as Most Consumed Beverage,” USA Today, 
June 8, 2016, www.usatoday.com/story/money/2016/06/08/americans-cut-calories-drinking-more-
bottled-water/85554612/; Elizabeth Crawford, “Functional and Sparkling Bottled Water Sales Are 
‘Very Hot in the US,’ Analyst Says,” Food Navigator-USA, May 23, 2016, www.foodnavigator-usa.com/
Manufacturers/Functional-sparking-bottled-water-sales-are-very-hot-in-the-US; “Channel Check,” 
Bevnet, June 2016, p. 26; “2016 State of the Industry: Bottle Water Market Has Potential to Surpass 
CSDs,” Beverage Industry, July 11, 2016, www.bevindustry.com/articles/89424-state-of-the-industry-
bottled-water-market-has-potential-to-surpass-csds; “U.S. Bottled Water Market Grows by 6.4 Percent 
in 2015,” Beverage Industry, February 26, 2016, www.bevindustry.com/articles/89123-us-bottled-water-
market-grows-64-percent-in-2015; and product and market information obtained from www.sobe.com, 
www.vitaminwater.com, www.propelwater.com, and www.nestle-waters.com, accessed July 2016.
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Marketing managers are facing increased accountability for the financial implications of 
their actions. This appendix provides a basic introduction to measuring marketing finan-
cial performance. Such financial analysis guides marketers in making sound marketing 
decisions and in assessing the outcomes of those decisions.

The appendix is built around a hypothetical manufacturer of consumer electronics 
 products—HD. The company is introducing a device that plays videos and television 
programming streamed over the internet on multiple devices in a home, including high- 

definition televisions, tablets, and mobile phones. In this appendix, we will analyze the vari-
ous decisions HD’s marketing managers must make before and after the new-product launch.

The appendix is organized into three sections. The first section introduces pricing, 
break-even, and margin analysis assessments that will guide the introduction of HD’s new 
product. The second section discusses demand estimates, the marketing budget, and mar-
keting performance measures. It begins with a discussion of estimating market potential 
and company sales. It then introduces the marketing budget, as illustrated through a pro 
forma profit-and-loss statement followed by the actual profit-and-loss statement. Next, we 
discuss marketing performance measures, with a focus on helping marketing managers to 
better defend their decisions from a financial perspective. In the third section, we analyze 
the financial implications of various marketing tactics.

Each of the three sections ends with a set of quantitative exercises that provide you 
with an opportunity to apply the concepts you learned to situations beyond HD.

Pricing, Break-Even, and Margin Analysis
Pricing Considerations
Determining price is one of the most important marketing-mix decisions. The limiting fac-
tors are demand and costs. Demand factors, such as buyer-perceived value, set the price 
ceiling. The company’s costs set the price floor. In between these two factors, marketers 
must consider competitors’ prices and other factors such as reseller requirements, govern-
ment regulations, and company objectives.

Most current competing internet streaming products sell at retail prices between $100 
and $500. We first consider HD’s pricing decision from a cost perspective. Then, we con-
sider consumer value, the competitive environment, and reseller requirements.

Determining Costs
Recall from Chapter 10 that there are different types of costs. Fixed costs do not vary with 
production or sales level and include costs such as rent, interest, depreciation, and clerical 
and management salaries. Regardless of the level of output, the company must pay these 
costs. Whereas total fixed costs remain constant as output increases, the fixed cost per unit 
(or average fixed cost) will decrease as output increases because the total fixed costs are 
spread across more units of output. Variable costs vary directly with the level of pro-
duction and include costs related to the direct production of the product (such as costs of 
goods sold—COGS) and many of the marketing costs associated with selling it. Although 
these costs tend to be uniform for each unit produced, they are called variable because their 
total varies with the number of units produced. Total costs are the sum of the fixed and 
variable costs for any given level of production.

HD has invested $10 million in refurbishing an existing facility to manufacture the new 
video streaming product. Once production begins, the company estimates that it will incur 
fixed costs of $20 million per year. The variable cost to produce each device is estimated to 
be $125 and is expected to remain at that level for the output capacity of the facility.

Fixed costs
Costs that do not vary with production or 
sales level.

Variable costs
Costs that vary directly with the level of 
production.

Total costs
The sum of the fixed and variable costs 
for any given level of production.

APPENDIX 2  Marketing by the Numbers
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Setting Price Based on Costs
HD starts with the cost-based approach to pricing discussed in Chapter 10. Recall that 
the simplest method, cost-plus pricing (or markup pricing), simply adds a standard 
markup to the cost of the product. To use this method, however, HD must specify expected 
unit sales so that total unit costs can be determined. Unit variable costs will remain con-
stant regardless of the output, but average unit fixed costs will decrease as output increases.

To illustrate this method, suppose HD has fixed costs of $20 million, and variable costs 
of $125 per unit and expects unit sales of 1 million players. Thus, the cost per unit is given by:

Unit cost = variable cost + fixed costs
unit sales

= +125 +
+20,000,000
1,000,000

= +145

Note that we do not include the initial investment of $10 million in the total fixed cost 
figure. It is not considered a fixed cost because it is not a relevant cost. Relevant costs are 
those that will occur in the future and that will vary across the alternatives being consid-
ered. HD’s investment to refurbish the manufacturing facility was a one-time cost that will 
not reoccur in the future. Such past costs are sunk costs and should not be considered in 
future analyses.

Also notice that if HD sells its product for $145, the price is equal to the total cost per 
unit. This is the break-even price—the price at which unit revenue (price) equals unit 
cost and profit is zero.

Suppose HD does not want to merely break even but rather wants to earn a 25% 
markup on sales. HD’s markup price is:i

Markup price =
unit cost11 - desired return on sales2 =

+145
1 - 0.25

= +193.33

This is the price at which HD would sell the product to resellers such as wholesalers or 
retailers to earn a 25% profit on sales.

Another approach HD could use is called return on investment (ROI) pricing (or 
target-return pricing). In this case, the company would consider the initial $10 million in-
vestment, but only to determine the dollar profit goal. Suppose the company wants a 30% 
return on its investment. The price necessary to satisfy this requirement can be determined by:

ROI price = unit cost + ROI * investment
unit sales

= +145 +
0.3 * +10,000,000

1,000,000
= +148

That is, if HD sells its product for $148, it will realize a 30% return on its initial investment 
of $10 million.

In these pricing calculations, unit cost is a function of the expected sales, which were 
estimated to be 1 million units. But what if actual sales were lower? Then the unit cost 
would be higher because the fixed costs would be spread over fewer units, and the realized 
percentage markup on sales or ROI would be lower. Alternatively, if sales are higher than 
the estimated 1 million units, unit cost would be lower than $145, so a lower price would 
produce the desired markup on sales or ROI. It’s important to note that these cost-based 
pricing methods are internally focused and do not consider demand, competitors’ prices, or 
reseller requirements. Because HD will be selling this product to consumers through whole-
salers and retailers offering competing brands, the company must consider markup pricing 
from this perspective.

Setting Price Based on External Factors
Whereas costs determine the price floor, HD also must consider external factors when setting 
price. HD does not have the final say concerning the final price of its product to consumers—
retailers do. So it must start with its suggested retail price and work back. In doing so, HD 
must consider the markups required by resellers that sell the product to consumers.

In general, a dollar markup is the difference between a company’s selling price for a 
product and its cost to manufacture or purchase it. For a retailer, then, the markup is the 
difference between the price it charges consumers and the cost the retailer must pay for the 
product. Thus, for any level of reseller:

Dollar markup = selling price - cost

Cost-plus pricing (or markup 
pricing)
A standard markup to the cost of the 
product.

Relevant costs
Costs that will occur in the future and 
that will vary across the alternatives being 
considered.

Break-even price
The price at which total revenue equals 
total cost and profit is zero.

Return on investment (ROI) pricing 
(or target-return pricing)
A cost-based pricing method that 
determines price based on a specified 
rate of return on investment.

Markup
The difference between a company’s 
selling price for a product and its cost to 
manufacture or purchase it.
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Markups are usually expressed as a percentage, and there are two different ways to 
compute markups—on cost or on selling price:

Markup percentage on cost =
dollar markup

cost
 

Markup percentage on selling price =
dollar markup

selling price
 

To apply reseller margin analysis, HD must first set the suggested retail price and then 
work back to the price at which it must sell the product to a wholesaler. Suppose retailers 
expect a 30% margin and wholesalers want a 20% margin based on their respective sell-
ing prices. And suppose that HD sets a manufacturer’s suggested retail price (MSRP) of 
$299.99 for its product.

HD selected the $299.99 MSRP because it is lower than most competitors’ prices but 
is not so low that consumers might perceive it to be of poor quality. And the company’s 
research shows that it is below the threshold at which more consumers are willing to pur-
chase the product. By using buyers’ perceptions of value and not the seller’s cost to deter-
mine the MSRP, HD is using value-based pricing. For simplicity, we will use an MSRP of 
$300 in further analyses.

To determine the price HD will charge wholesalers, we must first subtract the retailer’s 
margin from the retail price to determine the retailer’s cost (+300 - (+300 * 0.30) = +210).  
The retailer’s cost is the wholesaler’s price, so HD next subtracts the wholesaler’s margin 
(+210 - (+210 * 0.20) = +168). Thus, the markup chain representing the sequence of 
markups used by firms at each level in a channel for HD’s new product is:

Suggested retail price: $300
 minus retail margin (30%): -$90
Retailer’s cost/wholesaler’s price: $210
 minus wholesaler’s margin (20%): -$42
Wholesaler’s cost/HD’s price: $168

By deducting the markups for each level in the markup chain, HD arrives at a price for 
the product to wholesalers of $168.

Break-Even and Margin Analysis
The previous analyses derived a value-based price of $168 for HD’s product. Although 
this price is higher than the break-even price of $145 and covers costs, that price assumed 
a demand of 1 million units. But how many units and what level of dollar sales must HD 
achieve to break even at the $168 price? And what level of sales must be achieved to real-
ize various profit goals? These questions can be answered through break-even and margin 
analysis.

Determining Break-Even Unit Volume and Dollar Sales
Based on an understanding of costs, consumer value, the competitive environment, and 
reseller requirements, HD has decided to set its price to wholesalers at $168. At that price, 
what sales level will be needed for HD to break even or make a profit on its product? 
Break-even analysis determines the unit volume and dollar sales needed to be profitable 
given a particular price and cost structure. At the break-even point, total revenue equals 
total costs and profit is zero. Above this point, the company will make a profit; below it, 
the company will lose money. HD can calculate break-even volume using the following 
formula:

Break@even volume =
fixed costs

price - unit variable cost
 

The denominator 1price - unit variable cost2  is called unit contribution (sometimes 
called contribution margin). It represents the amount that each unit contributes to covering 

Value-based pricing
Offering just the right combination of 
quality and good service at a fair price.

Markup chain
The sequence of markups used by firms 
at each level in a channel.

Break-even analysis
Analysis to determine the unit volume and 
dollar sales needed to be profitable given 
a particular price and cost structure.

Unit contribution
The amount that each unit contributes 
to covering fixed costs—the difference 
between price and variable costs.
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fixed costs. Break-even volume represents the level of output at which all  (variable and 
fixed) costs are covered. In HD’s case, break-even unit volume is:

Break@even volume =
fixed cost

price - variable cost
=

+20,000,000
+168 - +125

= 465,116.2 units

Thus, at the given cost and pricing structure, HD will break even at 465,117 units.
To determine the break-even dollar sales, simply multiply unit break-even volume by 

the selling price:

BE sales = BEvol * price = 465,117 * +168 = +78,139,656

Another way to calculate dollar break-even sales is to use the percentage contribution mar-
gin (hereafter referred to as contribution margin), which is the unit contribution divided 
by the selling price:

Contribution margin =
price - variable cost

price
=

+168 - +125
+168

= 0.256 or 25.6,

Then,

Break@even sales =
fixed costs

contribution margin
=

+20,000,000
0.256

= +78,125,000

Note that the difference between the two break-even sales calculations is due to rounding.
Such break-even analysis helps HD by showing the unit volume needed to cover costs. 

If production capacity cannot attain this level of output, then the company should not 
launch this product. However, the unit break-even volume is well within HD’s capacity. 
Of course, the bigger question concerns whether HD can sell this volume at the $168 price. 
We’ll address that issue a little later.

Understanding contribution margin is useful in other types of analyses as well, par-
ticularly if unit prices and unit variable costs are unknown or if a company (say, a retailer) 
sells many products at different prices and knows the percentage of total sales variable 
costs represent. Whereas unit contribution is the difference between unit price and unit 
variable costs, total contribution is the difference between total sales and total variable 
costs. The overall contribution margin can be calculated by:

Contribution margin =
total sales - total variable costs

total sales
 

Regardless of the actual level of sales, if the company knows what percentage of sales 
is represented by variable costs, it can calculate contribution margin. For example, HD’s 
unit variable cost is $125, or 74% of the selling price (+125 , +168 = 0.74). That means for 
every $1 of sales revenue for HD, $0.74 represents variable costs, and the difference ($0.26) 
represents contribution to fixed costs. But even if the company doesn’t know its unit price 
and unit variable cost, it can calculate the contribution margin from total sales and total 
variable costs or from knowledge of the total cost structure. It can set total sales equal to 
100% regardless of the actual absolute amount and determine the contribution margin:

Contribution margin =
100, - 74,

100,
=

1 - 0.74
1

= 1 - 0.74 = 0.26 or 26,

Note that this matches the percentage calculated from the unit price and unit variable cost 
information. This alternative calculation will be very useful later when analyzing various 
marketing decisions.

Determining “Breakeven” for Profit Goals
Although it is useful to know the break-even point, most companies are more interested in 
making a profit. Assume HD would like to realize a $5 million profit in the first year. How 
many must it sell at the $168 price to cover fixed costs and produce this profit? To deter-
mine this, HD can simply add the profit figure to fixed costs and again divide by the unit 
contribution to determine unit sales:

Unit volume =
fixed cost + profit goal

price - variable cost
=

+20,000,000 + +5,000,000
+168 - +125

= 581,395.3 units

Contribution margin
The unit contribution divided by the 
selling price.
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Thus, to earn a $5 million profit, HD must sell 581,396 units. Multiply by price to determine 
dollar sales needed to achieve a $5 million profit:

Dollar sales = 581,396 units * +168 = +97,674,528

Or use the contribution margin:

Sales =
fixed cost + profit goal

contribution margin
=

+20,000,000 + +5,000,000
0.256

= +97,656,250

Again, note that the difference between the two break-even sales calculations is due to 
rounding.

As we saw previously, a profit goal can also be stated as a return on investment goal. 
For example, recall that HD wants a 30% return on its $10 million investment. Thus, its ab-
solute profit goal is $3 million (+10,000,000 * 0.30). This profit goal is treated the same way 
as in the previous example:ii

Unit volume =
fixed cost + profit goal

price - variable cost
=

+20,000,000 + +3,000,000
+168 - +125

= 534,884 units

Dollar sales = 534,884 units * +168 = +89,860,512

Or

Dollar sales =
fixed cost + profit goal

contribution margin
=

+20,000,000 + +3,000,000
0.256

= +89,843,750

Finally, HD can express its profit goal as a percentage of sales, which we also saw in 
previous pricing analyses. Assume HD desires a 25% return on sales. To determine the unit 
and sales volume necessary to achieve this goal, the calculation is a little different from the 
previous two examples. In this case, we incorporate the profit goal into the unit contribution 
as an additional variable cost. Look at it this way: If 25% of each sale must go toward profits, 
that leaves only 75% of the selling price to cover fixed costs. Thus, the equation becomes:

Unit volume =
fixed cost

price - variable cost - (0.25 * price)
  or  

fixed cost
(0.75 * price) - variable cost

 

So,

Unit volume =
+20,000,000

(0.75 * +168) - +125
= 20,000,000 units

Dollar sales necessary = 20,000,000 units * +168 = +3,360,000,000

Thus, HD would need more than $3 billion in sales to realize a 25% return on sales 
given its current price and cost structure! Could it possibly achieve this level of sales? The 
major point is this: Although break-even analysis can be useful in determining the level of 
sales needed to cover costs or to achieve a stated profit goal, it does not tell the company 
whether it is possible to achieve that level of sales at the specified price. To address this is-
sue, HD needs to estimate demand for this product.

Before moving on, however, let’s stop here and practice applying the concepts covered 
so far. Now that you have seen pricing and break-even concepts in action as they relate to 
HD’s new product, here are several exercises for you to apply what you have learned in 
other contexts.

Marketing by the Numbers Exercise Set One
Now that you’ve studied pricing, break-even, and margin analysis as they relate to HD’s 
new product launch, use the following exercises to apply these concepts in other contexts.

1.1  Elkins, a manufacturer of ice makers, realizes a cost of $250 for every unit it produces. 
Its total fixed costs equal $5 million. If the company manufactures 500,000 units, com-
pute the following:
a. unit cost
b. markup price if the company desires a 10% return on sales
c. ROI price if the company desires a 25% return on an investment of $1 million
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1.2 A gift shop owner purchases items to sell in her store. She purchases a chair for $125 
and sells it for $275. Determine the following:
a. dollar markup
b. markup percentage on cost
c. markup percentage on selling price

1.3 A consumer purchases a coffee maker from a retailer for $90. The retailer’s markup is 
30%, and the wholesaler’s markup is 10%, both based on selling price. For what price 
does the manufacturer sell the product to the wholesaler?

1.4 A lawn mower manufacturer has a unit cost of $140 and wishes to achieve a margin 
of 30% based on selling price. If the manufacturer sells directly to a retailer who then 
adds a set margin of 40% based on selling price, determine the retail price charged to 
consumers.

1.5 Advanced Electronics manufactures DVDs and sells them directly to retailers who 
typically sell them for $20. Retailers take a 40% margin based on the retail selling price. 
Advanced’s cost information is as follows:

DVD package and disc $2.50/DVD
Royalties $2.25/DVD
Advertising and promotion $500,000
Overhead $200,000

Calculate the following:
a. contribution per unit and contribution margin
b. break-even volume in DVD units and dollars
c. volume in DVD units and dollar sales necessary if Advanced’s profit goal is 20% 

profit on sales
d. net profit if 5 million DVDs are sold

Demand Estimates, the Marketing Budget, and Marketing 
Performance Measures
Market Potential and Sales Estimates
HD has now calculated the sales needed to break even and to attain various profit goals 
on its new product. However, the company needs more information regarding demand in 
order to assess the feasibility of attaining the needed sales levels. This information is also 
needed for production and other decisions. For example, production schedules need to be 
developed and marketing tactics need to be planned.

The total market demand for a product or service is the total volume that would be 
bought by a defined consumer group in a defined geographic area in a defined time period 
in a defined marketing environment under a defined level and mix of industry marketing 
effort. Total market demand is not a fixed number but a function of the stated conditions. For 
example, next year’s total market demand for this type of product will depend on how much 
other producers spend on marketing their brands. It also depends on many environmental 
factors, such as government regulations, economic conditions, and the level of consumer 
confidence in a given market. The upper limit of market demand is called market potential.

One general but practical method that HD might use for estimating total market 
demand uses three variables: (1) the number of prospective buyers, (2) the quantity pur-
chased by an average buyer per year, and (3) the price of an average unit. Using these num-
bers, HD can estimate total market demand as follows:

Q = n * q * p

where

Q = total market demand
n = number of buyers in the market
q = quantity purchased by an average buyer per year
p = price of an average unit

Total market demand
The total volume that would be bought 
by a defined consumer group in a defined 
geographic area in a defined time period 
in a defined marketing environment 
under a defined level and mix of industry 
marketing effort.

Market potential
The upper limit of market demand.
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A variation of this approach is the chain ratio method. This method involves mul-
tiplying a base number by a chain of adjusting percentages. For example, HD’s product 
is designed to stream high-definition video on high-definition televisions as well as play 
other video content streamed from the internet to multiple devices in a home. Thus, con-
sumers who do not own a high-definition television will not likely purchase this player. 
Additionally, only households with broadband internet access will be able to use the prod-
uct. Finally, not all HDTV-owning internet households will be willing and able to purchase 
this product. HD can estimate U.S. demand using a chain of calculations like the following:

Total number of U.S. households *  
The percentage of HDTV-owning U.S. households with broadband internet access *  

The percentage of these households willing and able to buy this device

The U.S. Census Bureau estimates that there are approximately 115 million households 
in the United States.iii HD’s research indicates that 60 percent of U.S. households own at 
least one HDTV and have broadband internet access. Finally, the company’s research also 
revealed that 30 percent of households possess the discretionary income needed and are 
willing to buy a product such as this. Then the total number of households willing and able 
to purchase this product is:

115 million households * 0.60 * 0.30 = 20.7 million households

Households only need to purchase one device because it can stream content to other 
devices throughout the household. Assuming the average retail price across all brands is 
$350 for this product, the estimate of total market demand is as follows:

20.7 million households * 1 device per household * +350 = +7,245,000,000

This simple chain of calculations gives HD only a rough estimate of potential demand. 
However, more detailed chains involving additional segments and other qualifying factors 
would yield more accurate and refined estimates. Still, these are only estimates of market 
potential. They rely heavily on assumptions regarding adjusting percentages, average 
quantity, and average price. Thus, HD must make certain that its assumptions are reason-
able and defendable. As can be seen, the overall market potential in dollar sales can vary 
widely given the average price used. For this reason, HD will use unit sales potential to 
determine its sales estimate for next year. Market potential in terms of units is 20.7 million 
(20.7 million households * 1 device per household).

Assuming that HD forecasts it will have a 3.6% market share in the first year after launch-
ing this product, then it can forecast unit sales at 20.7 million units * 0.036 = 745,200 units.  
At a selling price of $168 per unit, this translates into sales of $125,193,600 (745,200 units *
+168 per unit). For simplicity, further analyses will use forecasted sales of $125 million.

This unit volume estimate is well within HD’s production capacity and exceeds 
not only the break-even estimate (465,117 units) calculated earlier but also the volume 
necessary to realize a $5 million profit (581,396 units) or a 30% return on investment 
(534,884 units). However, this forecast falls well short of the volume necessary to realize 
a 25% return on sales (20 million units!) and may require that HD revise expectations.

To assess expected profits, we must now look at the budgeted expenses for launching 
this product. To do this, we will construct a pro forma profit-and-loss statement.

The Profit-and-Loss Statement and Marketing Budget
All marketing managers must account for the profit impact of their marketing strategies. A 
major tool for projecting such profit impact is a pro forma (or projected) profit-and-loss 
statement (also called an income statement or operating statement). A pro forma 
statement shows projected revenues less budgeted expenses and estimates the projected net 
profit for an organization, product, or brand during a specific planning period, typically a 
year. It includes direct product production costs, marketing expenses budgeted to attain a 
given sales forecast, and overhead expenses assigned to the organization or product. A profit-
and-loss statement typically consists of several major components (see  Table A2.1):

Net sales—gross sales revenue minus returns and allowances (for example, trade, cash, 
quantity, and promotion allowances). HD’s net sales for 2017 are estimated to be $125 
million, as determined in the previous analysis.

Chain ratio method
Estimating market demand by multiplying 
a base number by a chain of adjusting 
percentages.

Pro forma (or projected) profit- 
and-loss statement (or income 
statement or operating statement)
A statement that shows projected 
revenues less budgeted expenses and 
estimates the projected net profit for an 
organization, product, or brand during a 
specific planning period, typically a year.
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 Table A2.1   Pro Forma Profit-and-Loss Statement for the 12-Month Period Ended 
December 31, 2017

% of Sales

Net Sales $125,000,000 100%

Cost of Goods Sold 62,500,000 50%

Gross Margin $62,500,000 50%

Marketing Expenses

 Sales expenses $17,500,000

 Promotion expenses 15,000,000

 Freight 12,500,000 45,000,000 36%

General and Administrative Expenses

 Managerial salaries and expenses $2,000,000

 Indirect overhead 3,000,000 5,000,000 4%

Net Profit Before Income Tax $12,500,000 10%

Cost of goods sold—(sometimes called cost of sales)—the actual cost of the merchandise 
sold by a manufacturer or reseller. It includes the cost of inventory, purchases, and 
other costs associated with making the goods. HD’s cost of goods sold is estimated to 
be 50% of net sales, or $62.5 million.
Gross margin (or gross profit)—the difference between net sales and cost of goods sold. 
HD’s gross margin is estimated to be $62.5 million.
Operating expenses—the expenses incurred while doing business. These include all 
other expenses beyond the cost of goods sold that are necessary to conduct business. 
Operating expenses can be presented in total or broken down in detail. Here, HD’s 
estimated operating expenses include marketing expenses and general and administrative 
expenses.

Marketing expenses include sales expenses, promotion expenses, and distribution expenses. 
The new product will be sold through HD’s sales force, so the company budgets $5 million 
for sales salaries. However, because sales representatives earn a 10% commission on sales, HD 
must also add a variable component to sales expenses of $12.5 million (10% of $125 million net 
sales), for a total budgeted sales expense of $17.5 million. HD sets its advertising and promo-
tion to launch this product at $10 million. However, the company also budgets 4% of sales, or 
$5 million, for cooperative advertising allowances to retailers who promote HD’s new product 
in their advertising. Thus, the total budgeted advertising and promotion expenses are $15 mil-
lion ($10 million for advertising plus $5 million in co-op allowances). Finally, HD budgets 10% 
of net sales, or $12.5 million, for freight and delivery charges. In all, total marketing expenses 
are estimated to be +17.5 million + +15 million + +12.5 million = +45 million.

General and administrative expenses are estimated at $5 million, broken down into 
$2 million for managerial salaries and expenses for the marketing function and $3  million of 
indirect overhead allocated to this product by the corporate accountants (such as deprecia-
tion, interest, maintenance, and insurance). Total expenses for the year, then, are estimated 
to be $50 million ($45 million marketing expenses + $5  million in general and administra-
tive expenses).

Net profit before taxes—profit earned after all costs are deducted. HD’s estimated net 
profit before taxes is $12.5 million.

In all, as Table A2.1 shows, HD expects to earn a profit on its new product of 
$12.5 million in 2017. Also note that the percentage of sales that each component of the 
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profit-and-loss statement represents is given in the right-hand column. These percentages 
are determined by dividing the cost figure by net sales (that is, marketing expenses repre-
sent 36% of net sales determined by +45 million , +125 million). As can be seen, HD proj-
ects a net profit return on sales of 10% in the first year after launching this product.

Marketing Performance Measures
Now let’s fast-forward a year. HD’s product has been on the market for one year and man-
agement wants to assess its sales and profit performance. One way to assess this perfor-
mance is to compute performance ratios derived from HD’s profit-and-loss statement 
(or income statement or operating statement).

Whereas the pro forma profit-and-loss statement shows projected financial perfor-
mance, the statement given in  Table A2.2 shows HD’s actual financial performance 
based on actual sales, cost of goods sold, and expenses during the past year. By compar-
ing the profit-and-loss statement from one period to the next, HD can gauge performance 
against goals, spot favorable or unfavorable trends, and take appropriate corrective action.

The profit-and-loss statement shows that HD lost $1 million rather than making the 
$12.5 million profit projected in the pro forma statement. Why? One obvious reason is that 
net sales fell $25 million short of estimated sales. Lower sales translated into lower vari-
able costs associated with marketing the product. However, both fixed costs and the cost 
of goods sold as a percentage of sales exceeded expectations. Hence, the product’s contri-
bution margin was 21% rather than the estimated 26%. That is, variable costs represented 
79% of sales (55% for cost of goods sold, 10% for sales commissions, 10% for freight, and 
4% for co-op allowances). Recall that contribution margin can be calculated by subtracting 
that fraction from one (1 - 0.79 = 0.21). Total fixed costs were $22 million, $2 million more 
than estimated. Thus, the sales that HD needed to break even given this cost structure can 
be calculated as:

Break@even sales =
fixed costs

contribution margin
=

+22,000,000
0.21

= +104,761,905

If HD had achieved another $5 million in sales, it would have earned a profit.
Although HD’s sales fell short of the forecasted sales, so did overall industry sales for this 

product. Overall industry sales were only $2.5 billion. That means that HD’s market share 
was 4, (+100 million , +2.5 billion = 0.04 = 4,), which was higher than forecasted. 

Profit-and-loss statement (or 
income statement or operating 
statement)
A statement that shows actual revenues 
less expenses and net profit for an 
organization, product, or brand during a 
specific planning period, typically a year.

Market share
Company sales divided by market sales.

 Table A2.2   Profit-and-Loss Statement for the 12-Month Period  
Ended December 31, 2017

% of Sales

Net Sales $100,000,000 100%

Cost of Goods Sold 55,000,000 55%

Gross Margin $45,000,000 45%

Marketing Expenses

 Sales expenses $15,000,000

 Promotion expenses 14,000,000

 Freight 10,000,000 39,000,000 39%

General and Administrative Expenses

 Managerial salaries and expenses $2,000,000

 Indirect overhead 5,000,000 7,000,000 7%

Net Profit Before Income Tax -$1,000,000 -1,
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Thus, HD attained a higher-than-expected market share but the overall market sales were not 
as high as estimated.

Analytic Ratios
The profit-and-loss statement provides the figures needed to compute some crucial 
 operating ratios—the ratios of selected operating statement items to net sales. These ra-
tios let marketers compare the firm’s performance in one year to that in previous years (or 
with industry standards and competitors’ performance in that year). The most commonly 
used operating ratios are the gross margin percentage, the net profit percentage, and the 
operating expense percentage. The inventory turnover rate and return on investment (ROI) 
are often used to measure managerial effectiveness and efficiency.

The gross margin percentage indicates the percentage of net sales remaining after 
cost of goods sold that can contribute to operating expenses and net profit before taxes. The 
higher this ratio, the more a firm has left to cover expenses and generate profit. HD’s gross 
margin ratio was 45%:

Gross margin percentage =
gross margin

net sales
=

+45,000,000
+100,000,000

= 0.45 = 45,

Note that this percentage is lower than estimated, and this ratio is seen easily in the 
percentage of sales column in Table A2.2. Stating items in the profit-and-loss statement as 
a percent of sales allows managers to quickly spot abnormal changes in costs over time. 
If there was previous history for this product and this ratio was declining, management 
should examine it more closely to determine why it has decreased (that is, because of a 
decrease in sales volume or price, an increase in costs, or a combination of these). In HD’s 
case, net sales were $25 million lower than estimated, and cost of goods sold was higher 
than estimated (55% rather than the estimated 50%).

The net profit percentage shows the percentage of each sales dollar going to profit. 
It is calculated by dividing net profits by net sales:

Net profit percentage =
net profit
net sales

=
-+1,000,000
+100,000,000

= -0.01 = -1.0,

This ratio is easily seen in the percent of sales column. HD’s new product generated neg-
ative profits in the first year, not a good situation given that before the product launch 
net profits before taxes were estimated at more than $12 million. Later in this appendix, 
we will discuss further analyses the marketing manager should conduct to defend the 
product.

The operating expense percentage indicates the portion of net sales going to op-
erating expenses. Operating expenses include marketing and other expenses not directly 
related to marketing the product, such as indirect overhead assigned to this product. It is 
calculated by:

Operating expense percentage =
total expenses

net sales
=

+46,000,000
+100,000,000

= 0.46 = 46,

This ratio can also be quickly determined from the percent of sales column in the profit-
and-loss statement by adding the percentages for marketing expenses and general and 
administrative expenses (39, + 7,). Thus, 46 cents of every sales dollar went for opera-
tions. Although HD wants this ratio to be as low as possible, and 46% is not an alarming 
amount, it is of concern if it is increasing over time or if a loss is realized.

Another useful ratio is the inventory turnover rate (also called stockturn 
rate for resellers). The inventory turnover rate is the number of times an inventory 
turns over or is sold during a specified time period (often one year). This rate tells 
how quickly a business is moving inventory through the organization. Higher rates 
indicate that lower investments in inventory are made, thus freeing up funds for other 
investments. It may be computed on a cost, selling price, or unit basis. The formula 
based on cost is:

Inventory turnover rate =
cost of goods sold

average inventory at cost
 

Operating ratios
The ratios of selected operating 
statement items to net sales.

Gross margin percentage
The percentage of net sales remaining 
after cost of goods sold—calculated by 
dividing gross margin by net sales.

Net profit percentage
The percentage of each sales dollar 
going to profit—calculated by dividing net 
profits by net sales.

Operating expense percentage
The portion of net sales going to 
operating expenses—calculated by 
dividing total expenses by net sales.

Inventory turnover rate (or stock-
turn rate)
The number of times an inventory turns 
over or is sold during a specified time 
period (often one year)—calculated based 
on costs, selling price, or units.
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Assuming HD’s beginning and ending inventories were $30 million and $20 million, re-
spectively, the inventory turnover rate is:

Inventory turnover rate =
+55,000,000

(+30,000,000 + +20,000,000)/2
=

+55,000,000
+25,000,000

= 2.2

That is, HD’s inventory turned over 2.2 times in 2017. Normally, the higher the turnover rate, 
the higher the management efficiency and company profitability. However, this rate should be 
compared to industry averages, competitors’ rates, and past performance to determine if HD is 
doing well. A competitor with similar sales but a higher inventory turnover rate will have fewer 
resources tied up in inventory, allowing it to invest in other areas of the business.

Companies frequently use return on investment (ROI) to measure managerial effec-
tiveness and efficiency. For HD, ROI is the ratio of net profits to total investment required 
to manufacture the new product. This investment includes capital investments in land, 
buildings, and equipment (here, the initial $10 million to refurbish the manufacturing 
 facility) plus inventory costs (HD’s average inventory totaled $25 million), for a total of 
$35 million. Thus, HD’s ROI for this product is:

Return on investment =
net profit before taxes

investment
=

-+1,000,000
+35,000,000

= - .0286 = -2.86,

ROI is often used to compare alternatives, and a positive ROI is desired. The alternative 
with the highest ROI is preferred to other alternatives. HD needs to be concerned with the 
ROI realized. One obvious way HD can increase ROI is to increase net profit by reducing 
expenses. Another way is to reduce its investment, perhaps by investing less in inventory 
and turning it over more frequently.

Marketing Profitability Metrics
Given the above financial results, you may be thinking that HD should drop this new 
product. But what arguments can marketers make for keeping or dropping this product? 
The obvious arguments for dropping the product are that first-year sales were well below 
expected levels and the product lost money, resulting in a negative return on investment.

So what would happen if HD did drop this product? Surprisingly, if the company drops 
the product, the profits for the total organization will decrease by $4 million! How can that 
be? Marketing managers need to look closely at the numbers in the profit-and-loss state-
ment to determine the net marketing contribution for this product. In HD’s case, the net mar-
keting contribution for the product is $4 million, and if the company drops this product, that 
contribution will disappear as well. Let’s look more closely at this concept to illustrate how 
marketing managers can better assess and defend their marketing strategies and programs.

Net Marketing Contribution
Net marketing contribution (NMC), along with other marketing metrics derived from 
it, measures marketing profitability. It includes only components of profitability that are 
controlled by marketing. Whereas the previous calculation of net profit before taxes from 
the profit-and-loss statement includes operating expenses not under marketing’s control, 
NMC does not. Referring back to HD’s profit-and-loss statement given in Table A2.2, we 
can calculate net marketing contribution for the product as:

NMC = net sales - cost of goods sold - marketing expenses

= +4 million = +100 million - +55 million - +41 million

The marketing expenses include sales expenses ($15 million), promotion expenses 
($14 million), freight expenses ($10 million), and the managerial salaries and expenses of 
the marketing function ($2 million), which total $41 million.

Thus, the product actually contributed $4 million to HD’s profits. It was the $5  million 
of indirect overhead allocated to this product that caused the negative profit. Further, the 
amount allocated was $2 million more than estimated in the pro forma profit-and-loss 
statement. Indeed, if only the estimated amount had been allocated, the product would 
have earned a profit of $1 million rather than losing $1 million. If HD drops the product, 
the $5 million in fixed overhead expenses will not disappear—it will simply have to be 
 allocated elsewhere. However, the $4 million in net marketing contribution will disappear.

Return on investment (ROI)
A measure of managerial effectiveness 
and efficiency—net profit before taxes 
divided by total investment.

Net marketing contribution (NMC)
A measure of marketing profitability that 
includes only components of profitability 
controlled by marketing.
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Marketing Return on Sales and Investment
To get an even deeper understanding of the profit impact of marketing strategy, we’ll now 
examine two measures of marketing efficiency—marketing return on sales (marketing ROS) 
and marketing return on investment (marketing ROI).iv

Marketing return on sales (or marketing ROS) shows the percent of net sales at-
tributable to the net marketing contribution. For our product, ROS is:

Marketing ROS =
net marketing contribution

net sales
=

+4,000,000
+100,000,000

= 0.04 = 4,

Thus, out of every $100 of sales, the product returns $4 to HD’s bottom line. A high market-
ing ROS is desirable. But to assess whether this is a good level of performance, HD must 
compare this figure to previous marketing ROS levels for the product, the ROSs of other 
products in the company’s portfolio, and the ROSs of competing products.

Marketing return on investment (or marketing ROI) measures the marketing 
productivity of a marketing investment. In HD’s case, the marketing investment is repre-
sented by $41 million of the total expenses. Thus, marketing ROI is:

Marketing ROI =
net marketing contribution

marketing expenses
=

+4,000,000
+41,000,000

= 0.0976 = 9.76,

As with marketing ROS, a high value is desirable, but this figure should be compared with 
previous levels for the given product and with the marketing ROIs of competitors’ products. 
Note from this equation that marketing ROI could be greater than 100%. This can be achieved 
by attaining a higher net marketing contribution and/or a lower total marketing expense.

In this section, we estimated market potential and sales, developed profit-and-loss 
statements, and examined financial measures of performance. In the next section, we dis-
cuss methods for analyzing the impact of various marketing tactics. However, before mov-
ing on to those analyses, here’s another set of quantitative exercises to help you apply what 
you’ve learned to other situations.

Marketing by the Numbers Exercise Set Two
2.1 Determine the market potential for a product that has 20 million prospective buyers 

who purchase an average of 2 per year and price averages $50. How many units must 
a company sell if it desires a 10% share of this market?

2.2 Develop a profit-and-loss statement for the Westgate division of North Industries. This 
division manufactures light fixtures sold to consumers through home-improvement 
and hardware stores. Cost of goods sold represents 40% of net sales. Marketing ex-
penses include selling expenses, promotion expenses, and freight. Selling expenses 
include sales salaries totaling $3 million per year and sales commissions (5% of sales). 
The company spent $3 million on advertising last year, and freight costs were 10% of 
sales. Other costs include $2 million for managerial salaries and expenses for the mar-
keting function and another $3 million for indirect overhead allocated to the division.
a. Develop the profit-and-loss statement if net sales were $20 million last year.
b. Develop the profit-and-loss statement if net sales were $40 million last year.
c. Calculate Westgate’s break-even sales.

2.3 Using the profit-and-loss statement you developed in question 2.2b, and assuming 
that Westgate’s beginning inventory was $11 million, ending inventory was $7 million, 
and total investment was $20 million including inventory, determine the following:
a. gross margin percentage
b. net profit percentage
c. operating expense percentage
d. inventory turnover rate
e. return on investment (ROI)
f. net marketing contribution
g. marketing return on sales (marketing ROS)
h. marketing return on investment (marketing ROI)
i. Is the Westgate division doing well? Explain your answer.

Marketing return on sales  
(or marketing ROS)
The percent of net sales attributable 
to the net marketing contribution—
calculated by dividing net marketing 
contribution by net sales.

Marketing return on investment  
(or marketing ROI)
A measure of the marketing productivity 
of a marketing investment—calculated 
by dividing net marketing contribution by 
marketing expenses.
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Financial Analysis of Marketing Tactics
Although the first-year profit performance for HD’s new product was less than desired, 
management feels that this attractive market has excellent growth opportunities. Although 
the sales of HD’s product were lower than initially projected, they were not unreasonable 
given the size of the current market. Thus, HD wants to explore new marketing tactics to 
help grow the market for this product and increase sales for the company.

For example, the company could increase advertising to promote more awareness 
of the new product and its category. It could add salespeople to secure greater product 
distribution. HD could decrease prices so that more consumers could afford its product. 
Finally, to expand the market, HD could introduce a lower-priced model in addition to the 
higher-priced original offering. Before pursuing any of these tactics, HD must analyze the 
financial implications of each.

Increase Advertising Expenditures
HD is considering boosting its advertising to make more people aware of the benefits of 
this device in general and of its own brand in particular. What if HD’s marketers recom-
mend increasing national advertising by 50% to $15 million (assume no change in the 
variable cooperative component of promotional expenditures)? This represents an increase 
in fixed costs of $5 million. What increase in sales will be needed to break even on this 
$5  million increase in fixed costs?

A quick way to answer this question is to divide the increase in fixed cost by the con-
tribution margin, which we found in a previous analysis to be 21%:

Increase in sales =
increase in fixed cost
contribution margin

=
+5,000,000

0.21
= +23,809,524

Thus, a 50% increase in advertising expenditures must produce a sales increase of almost 
$24 million to just break even. That $24 million sales increase translates into an almost 
1 percentage point increase in market share (1% of the $2.5 billion overall market equals 
$25 million). That is, to break even on the increased advertising expenditure, HD would 
have to increase its market share from 4% to 4.95% ($123,809,524 , +2.5 billion = 0.0495 
or 4.95% market share). All of this assumes that the total market will not grow, which 
might or might not be a reasonable assumption.

Increase Distribution Coverage
HD also wants to consider hiring more salespeople in order to call on new retailer ac-
counts and increase distribution through more outlets. Even though HD sells directly 
to wholesalers, its sales representatives call on retail accounts to perform other func-
tions in addition to selling, such as training retail salespeople. Currently, HD employs 
60 sales reps who earn an average of $50,000 in salary plus 10% commission on sales. 
The product is currently sold to consumers through 1,875 retail outlets. Suppose HD 
wants to increase that number of outlets to 2,500, an increase of 625 retail outlets. How 
many additional salespeople will HD need, and what sales will be necessary to break 
even on the increased cost?

One method for determining what size sales force HD will need is the workload 
method. The workload method uses the following formula to determine the sales-force size:

NS =
NC * FC * LC

TA
 

where

NS = number of salespeople
NC = number of customers
FC = average frequency of customer calls per customer
LC = average length of customer call
TA = time an average salesperson has available for selling per year

Workload method
An approach to determining sales force 
size based on the workload required and 
the time available for selling.
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HD’s sales reps typically call on accounts an average of 20 times per year for about 2 hours 
per call. Although each sales rep works 2,000 hours per year (50 weeks per year * 40 hours
per week), they spent about 15 hours per week on nonselling activities such as administra-
tive duties and travel. Thus, the average annual available selling time per sales rep per year 
is 1,250 hours (50 weeks * 25 hours per week). We can now calculate how many sales reps 
HD will need to cover the anticipated 2,500 retail outlets:

NS =
2,500 *  20 *  2

1,250
= 80 salespeople

Therefore, HD will need to hire 20 more salespeople. The cost to hire these reps will be 
$1 million (20 salespeople * +50,000 salary per sales person).

What increase in sales will be required to break even on this increase in fixed costs? 
The 10% commission is already accounted for in the contribution margin, so the contribu-
tion margin remains unchanged at 21%. Thus, the increase in sales needed to cover this 
increase in fixed costs can be calculated by:

Increase in sales =
increase in fixed cost
contribution margin

=
+1,000,000

0.21
= +4,761,905

That is, HD’s sales must increase almost $5 million to break even on this tactic. So, 
how many new retail outlets will the company need to secure to achieve this sales increase? 
The average revenue generated per current outlet is $53,333 ($100 million in sales divided 
by 1,875 outlets). To achieve the nearly $5 million sales increase needed to break even, HD 
would need about 90 new outlets (+4,761,905 , +53,333 = 89.3 outlets), or about 4.5 outlets 
per new rep. Given that current reps cover about 31 outlets apiece (1,875 outlets , 60 reps), 
this seems very reasonable.

Decrease Price
HD is also considering lowering its price to increase sales revenue through increased 
volume. The company’s research has shown that demand for most types of consumer 
electronics products is elastic—that is, the percentage increase in the quantity demanded is 
greater than the percentage decrease in price.

What increase in sales would be necessary to break even on a 10% decrease in price? 
That is, what increase in sales will be needed to maintain the total contribution that HD re-
alized at the higher price? The current total contribution can be determined by multiplying 
the contribution margin by total sales:v

Current total contribution = contribution margin * sales = 0.21 * +100 million
= +21 million

Price changes result in changes in unit contribution and contribution margin. Recall 
that the contribution margin of 21% was based on variable costs representing 79% of sales. 
Therefore, unit variable costs can be determined by multiplying the original price by this 
percentage: +168 * 0.79 = +132.72 per unit. If price is decreased by 10%, the new price is 
$151.20. However, variable costs do not change just because price decreased, so the contri-
bution and contribution margin decrease as follows:

Old New (reduced 10%)

Price $168 $151.20
- Unit variable cost $132.72 $132.72
= Unit contribution $35.28 $18.48
Contribution margin $35.28/$168 = 0.21 or 21, $18.48/$151.20 = 0.12 or 12,
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So a 10% reduction in price results in a decrease in the contribution margin from 21% to 
12%.vi To determine the sales level needed to break even on this price reduction, we calcu-
late the level of sales that must be attained at the new contribution margin to achieve the 
original total contribution of $21 million:

New contribution margin * new sales level = original total contribution

So,

New sales level =
original contribution

new contribution margin
=

+21,000,000
0.12

= +175,000,000

Thus, sales must increase by $75 million (+175 million - +100 million) just to break 
even on a 10% price reduction. This means that HD must increase market share to 7% 
(+175 million , +2.5 billion) to achieve the current level of profits (assuming no increase in 
the total market sales). The marketing manager must assess whether or not this is a reason-
able goal.

Extend the Product Line
As a final option, HD is considering extending its product line by offering a lower-priced 
model. Of course, the new, lower-priced product would steal some sales from the higher-
priced model. This is called cannibalization—the situation in which one product sold by 
a company takes a portion of its sales from other company products. If the new product 
has a lower contribution than the original product, the company’s total contribution will 
decrease on the cannibalized sales. However, if the new product can generate enough new 
volume, it is worth considering.

To assess cannibalization, HD must look at the incremental contribution gained by 
having both products available. Recall in the previous analysis we determined that unit 
variable costs were $132.72 and unit contribution was just over $35. Assuming costs remain 
the same next year, HD can expect to realize a contribution per unit of approximately $35 
for every unit of the original product sold.

Assume that the first model offered by HD is called HD1 and the new, lower-priced 
model is called HD2. HD2 will retail for $250, and resellers will take the same markup 
percentages on price as they do with the higher-priced model. Therefore, HD2’s price to 
wholesalers will be $140 as follows:

Retail price: $250

 minus retail margin (30%): - $75

Retailer’s cost/wholesaler’s price: $175

 minus wholesaler’s margin (20%): - $35

Wholesaler’s cost/HD’s price $140

If HD2’s variable costs are estimated to be $120, then its contribution per unit will 
equal $20 (+140 - +120 = +20). That means for every unit that HD2 cannibalizes 
from HD1, HD will lose $15 in contribution toward fixed costs and profit (that is, 
contributionHD2 - contributionHD1 = +20 - +35 = -+15). You might conclude that HD 
should not pursue this tactic because it appears as though the company will be worse off 
if it introduces the lower-priced model. However, if HD2 captures enough additional sales, 
HD will be better off even though some HD1 sales are cannibalized. The company must 
examine what will happen to total contribution, which requires estimates of unit volume 
for both products.

Originally, HD estimated that next year’s sales of HD1 would be 600,000 units. 
However, with the introduction of HD2, it now estimates that 200,000 of those sales 
will be cannibalized by the new model. If HD sells only 200,000 units of the new HD2 
model (all cannibalized from HD1), the company would lose $3 million in total contribu-
tion (200,000 units * -+15 per cannibalized unit = -+3 million)—not a good outcome. 

Cannibalization
The situation in which one product sold 
by a company takes a portion of its sales 
from other company products.
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However, HD estimates that HD2 will generate the 200,000 of cannibalized sales plus an 
additional 500,000 unit sales. Thus, the contribution on these additional HD2 units will be 
$10 million (i.e., 500,000 units * +20 per unit = +10 million). The net effect is that HD will 
gain $7 million in total contribution by introducing HD2.

The following table compares HD’s total contribution with and without the introduc-
tion of HD2:

HD1 only HD1 and HD2

HD1 contribution 600,000 units * $35 400,000 units * $35
= $21,000,000 = $14,000,000

HD2 contribution 0 700,000 units * $20
= $14,000,000

Total contribution $21,000,000 $28,000,000

The difference in the total contribution is a net gain of $7 million (+28 million -
+21 million). Based on this analysis, HD should introduce the HD2 model because it results 
in a positive incremental contribution. However, if fixed costs will increase by more than $7 
million as a result of adding this model, then the net effect will be negative and HD should 
not pursue this tactic.

Now that you have seen these marketing tactic analysis concepts in action as they 
related to HD’s new product, here are several exercises for you to apply what you have 
learned in this section in other contexts.

Marketing by the Numbers Exercise Set Three
3.1 Alliance, Inc. sells gas lamps to consumers through retail outlets. Total industry sales 

for Alliance’s relevant market last year were $100 million, with Alliance’s sales rep-
resenting 5% of that total. Contribution margin is 25%. Alliance’s sales force calls on 
retail outlets and each sales rep earns $50,000 per year plus 1% commission on all 
sales. Retailers receive a 40% margin on selling price and generate average revenue of 
$10,000 per outlet for Alliance.
a. The marketing manager has suggested increasing consumer advertising by 

$200,000. By how much would dollar sales need to increase to break even on this 
expenditure? What increase in overall market share does this represent?

b. Another suggestion is to hire two more sales representatives to gain new consumer 
retail accounts. How many new retail outlets would be necessary to break even on 
the increased cost of adding two sales reps?

c. A final suggestion is to make a 10% across-the-board price reduction. By how much 
would dollar sales need to increase to maintain Alliance’s current contribution? 
(See endnote 13 to calculate the new contribution margin.)

d. Which suggestion do you think Alliance should implement? Explain your recom-
mendation.

3.2 PepsiCo sells its soft drinks in approximately 400,000 retail establishments, 
such as supermarkets, discount stores, and convenience stores. Sales repre-
sentatives call on each retail account weekly, which means each account is 
called on by a sales rep 52 times per year. The average length of a sales call is 
75 minutes (or 1.25 hours). An average salesperson works 2,000 hours per year 
(50 weeks per year * 40 hours per week), but each spends 10 hours a week on non-
selling activities, such as administrative tasks and travel. How many sales people 
does PepsiCo need?
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3.3 Hair Zone manufactures a brand of hair-styling gel. It is considering adding a modi-
fied version of the product—a foam that provides stronger hold. Hair Zone’s variable 
costs and prices to wholesalers are:

Current Hair Gel New Foam Product

Unit selling price $2.00 $2.25
Unit variable costs $0.85 $1.25

Hair Zone expects to sell 1 million units of the new styling foam in the first year after 
introduction, but it expects that 60% of those sales will come from buyers who normally 
purchase Hair Zone’s styling gel. Hair Zone estimates that it would sell 1.5 million units of 
the gel if it did not introduce the foam. If the fixed cost of launching the new foam will be 
$100,000 during the first year, should Hair Zone add the new product to its line? Why or 
why not?
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You may have decided you want to pursue a marketing career because it offers constant 
challenge, stimulating problems, the opportunity to work with people, and excellent ad-
vancement opportunities. But you still may not know which part of marketing best suits 
you—marketing is a very broad field offering a wide variety of career options.

This appendix helps you discover what types of marketing jobs best match your spe-
cial skills and interests, shows you how to conduct the kind of job search that will get you 
the position you want, describes marketing career paths open to you, and suggests other 
information resources.

Marketing Careers Today
The marketing field is booming, with nearly a third of all working Americans now em-
ployed in marketing-related positions. Marketing salaries may vary by company, position, 
and region, and salary figures change constantly. In general, entry-level marketing salaries 
usually are only slightly below those for engineering and chemistry but equal or exceed 
starting salaries in economics, finance, accounting, general business, and the liberal arts. 
Moreover, if you succeed in an entry-level marketing position, it’s likely that you will 
be promoted quickly to higher levels of responsibility and salary. In addition, because of 
the consumer and product knowledge you will gain in these jobs, marketing positions 
 provide excellent training for the highest levels in an organization.

Overall Marketing Facts and Trends
In conducting your job search, consider the following facts and trends that are changing 
the world of marketing:

Focus on customers. More and more, companies are realizing that they win in the mar-
ketplace only by creating superior value for customers. To capture value from custom-
ers, they must first find new and better ways to engage customers, solve customer 
problems, and improve customer brand experiences. This increasing focus on the cus-
tomer puts marketers at the forefront in many of today’s companies. As the primary 
customer-facing function, marketing’s mission is to get all company departments to 
“think customer.”

Technology. Technology is changing the way marketers work. For example, internet, 
social media, mobile, and other digital technologies are rapidly changing the ways 
marketers interact with and service customers. They are also changing everything from 
the ways marketers create new products and advertise them to how marketers access 
information and recruit personnel. Whereas advertising firms have traditionally re-
cruited “generalists” in account management, generalist has now taken on a whole new 
meaning—advertising account executives must now have both broad and specialized 
knowledge.

Diversity. The number of women and minorities in marketing continues to grow, and 
women and minorities also are advancing rapidly into marketing management. For 
example, women now outnumber men by nearly two to one as advertising account 
executives. As marketing becomes more global, the need for diversity in marketing 
positions will continue to increase, opening new opportunities.

Global. Companies such as Coca-Cola, McDonald’s, Google, IBM, Facebook, Walmart, 
and Procter & Gamble have become multinational, with manufacturing and market-
ing operations in hundreds of countries. Indeed, such companies often make more 
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profit from sales outside the United States than from within. And it’s not just the big 
companies that are involved in international marketing. Organizations of all sizes have 
moved into the global arena. Many new marketing opportunities and careers will be 
directly linked to the expanding global marketplace. The globalization of business also 
means that you will need more cultural, language, and people skills in the marketing 
world of the twenty-first century.

Not-for-profit organizations. Increasingly, colleges, arts organizations, libraries, hospitals, 
and other not-for-profit organizations are recognizing the need for effectively market-
ing their “products” and services to various publics. This awareness has led to new 
marketing positions—with these organizations hiring their own marketing directors 
and marketing vice presidents or using outside marketing specialists.

Looking for a Job in Today’s Marketing World
To choose and find the right job, you will need to apply the marketing skills you’ve learned 
in this course, especially marketing analysis and planning. Follow these eight steps for 
marketing yourself: (1) Conduct a self-assessment and seek career counseling; (2) examine 
job descriptions; (3) explore the job market, follow up, and assess opportunities; (4) develop 
search strategies; (5) prepare résumés; (6) write a cover letter and assemble supporting 
documents; (7) interview for jobs; and (8) take a follow-up interview.

Conduct a Self-Assessment and Seek Career Counseling
If you’re having difficulty deciding what kind of marketing position is the best fit for you, 
start out by doing some self-testing or seeking career counseling. Self-assessments require 
that you honestly and thoroughly evaluate your interests, strengths, and weaknesses. 
What do you do well (your best and favorite skills) and not so well? What are your favorite 
interests? What are your career goals? What makes you stand out from other job seekers?

The answers to such questions may suggest which marketing careers you should 
seek or avoid. For help in completing an effective self-assessment, look for the following 
books in your local bookstore or online: Nicholas Lore, The Pathfinder: How to Choose or 
Change Your Career for a Lifetime of Satisfaction and Success (Touchstone, 2012); and Richard 
Bolles, What Color Is Your Parachute? 2017 (Ten Speed Press, 2016; also see www.eparachute.
com). Many online sites also offer self-assessment tools, such as the Keirsey Temperament 
Theory and the Temperament Sorter, a free but broad assessment available at Keirsey.
com. For a more specific evaluation, CareerLeader.com offers a complete online business 
career self-assessment program designed by the Directors of MBA Career Development at 
Harvard Business School. You can use this for a fee.

For help in finding a career counselor to guide you in making a career assessment, 
Richard Bolles’s What Color Is Your Parachute? 2017 contains a useful state-by-state sam-
pling. CareerLeader.com also offers personal career counseling. (Some counselors can help 
you in your actual job search, too.) You can also consult the career counseling, testing, and 
placement services at your college or university.

Examine Job Descriptions
After you have identified your skills, interests, and desires, you need to see which market-
ing positions are the best match for them. Two U.S. Labor Department publications avail-
able in your local library or online—the Occupation Outlook Handbook (www.bls.gov/ooh) 
and the Dictionary of Occupational Titles (www.occupationalinfo.org)—describe the duties 
involved in various occupations, the specific training and education needed, the availabil-
ity of jobs in each field, possibilities for advancement, and probable earnings.

Your initial career shopping list should be broad and flexible. Look for different ways 
to achieve your objectives. For example, if you want a career in marketing management, 
consider the public as well as the private sector, and local and regional as well as national 
and international firms. Be open initially to exploring many options, then focus on specific 
industries and jobs, listing your basic goals as a way to guide your choices. Your list might 
include “a job in a start-up company, near a big city on the West Coast, doing new-product 
planning with a computer software firm.”
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Explore the Job Market and Assess Opportunities
At this stage, you need to look at the market and see what positions are actually available. 
You do not have to do this alone. Any of the following may assist you.

Career Development Centers
Your college’s career development center and its website are excellent places to start. For 
example, the websites of the undergraduate career services center provide lists of career 
links that can help to focus your job search. Most schools also provide career coaches and 
career education courses. Also check the National Association of Colleges and Employers 
website (www.naceweb.org). It publishes a national forecast of hiring intentions of em-
ployers as they relate to new college graduates (search: “Job Outlook”).

In addition, find out everything you can about the companies that interest you by 
consulting company websites, business magazine articles and online sites, annual reports, 
business reference books, faculty, career counselors, and others. Try to analyze the indus-
try’s and the company’s future growth and profit potential, advancement opportunities, 
salary levels, entry positions, travel time, and other factors of significance to you.

Job Fairs
Career development centers often work with corporate recruiters to organize on-campus 
job fairs. You might also use the internet to check on upcoming career fairs in your region. 
For example, visit National Career Fairs at www.nationalcareerfairs.com or Coast to Coast 
Career Fairs listings at www.coasttocoastcareerfairs.com.

Networking
Networking—asking for job leads from friends, family, people in your community, and 
 career centers—is one of the best ways to find a marketing job. Studies estimate that 60 to 
90 percent of jobs are found through networking. The idea is to spread your net wide, con-
tacting anybody and everybody.

Internships
An internship is filled with many benefits, such as gaining experience in a specific field 
of interest and building up a network of contacts. The biggest benefit: the potential of be-
ing offered a job shortly before or soon after graduation. According to a recent survey by 
the National Association of Colleges and Employers, employers converted 51.2 percent of 
last year’s interns into full-time hires. In addition, 63 percent of the seniors who had paid 
internship experience and applied for a job received at least one job offer. Conversely, only 
35.2 percent of seniors without internship experience who applied for a job received an of-
fer. In addition, survey results show that the median accepted salary offer for seniors with 
a paid internship was 40 percent higher than the median accepted salary offered to non-
intern seniors.

Many company internet sites have separate internship areas. For example, check 
out Internships.com, InternshipPrograms.com, MonsterCollege (college.monster.com/ 
education), CampusCareerCenter.com, InternJobs.com, and GoAbroad.com (www.
goabroad.com/intern-abroad). If you know of a company for which you wish to work, go 
to that company’s corporate website, enter the human resources area, and check for intern-
ships. If none are listed, try emailing the human resources department, asking if internships 
are offered.

Job Hunting on the Internet
A constantly increasing number of sites on the internet deal with job hunting. You can also 
use the internet to make contacts with people who can help you gain information on and 
research companies that interest you. The Riley Guide offers a great introduction to what 
jobs are available (www.rileyguide.com). CareerBuilder.com, Monster.com, and Beyond.
com are good general sites for seeking job listings. Other helpful sites are Disability.gov 
and Diversity.com, which contain information on opportunities for African Americans, 
Hispanic Americans, Asian Americans, and Native Americans.

Most companies have their own online sites on which they post job listings. This may 
be helpful if you have a specific and fairly limited number of companies that you are keep-
ing your eye on for job opportunities. But if this is not the case, remember that to find out 
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what interesting marketing jobs the companies themselves are posting, you may have to 
visit hundreds of corporate sites.

Professional Networking Sites
Many companies have now begun to take advantage of social networking sites to find 
talented applicants. From LinkedIn to Facebook to Google+, social networking has become 
professional networking. For example, companies ranging from P&G to BASF have career 
pages on LinkedIn (www.linkedin.com/company/procter-&-gamble/careers and www.
linkedin.com/company/basf/careers) to find potential candidates for entry-level posi-
tions. For job seekers, online professional networking offers more efficient job targeting 
and reduces associated costs as compared with traditional interaction methods such as 
traveling to job fairs and interviews, printing résumés, and other expenses.

However, although the internet offers a wealth of resources for searching for the 
perfect job, be aware that it’s a two-way street. Just as job seekers can search the internet 
to find job opportunities, employers can search for information on job candidates. Jobs 
searches can sometimes be derailed by information mined by potential employers from on-
line social networking sites that reveals unintended or embarrassing anecdotes and photos. 
Internet searches can sometimes also reveal inconsistencies and résumé inflation. A recent 
study found that more than half of recruiters surveyed have reconsidered a candidate 
based on their social profile.

Develop Search Strategies
Once you’ve decided which companies you are interested in, you need to contact them. 
One of the best ways is through on-campus interviews. However, not every company you 
are interested in will visit your school. In such instances, you can write, email, or phone the 
company directly or ask marketing professors or school alumni for contacts.

Prepare Résumés
A résumé is a concise yet comprehensive written summary of your qualifications, includ-
ing your academic, personal, and professional achievements, that showcases why you are 
the best candidate for the job. Because an employer will spend on average only 15 to 20 
seconds reviewing your résumé, you want to be sure that you prepare a good one.

In preparing your résumé, remember that all information on it must be accurate and 
complete. Résumés typically begin with the applicant’s full name, telephone number, and 
mail and email addresses. A simple and direct statement of career objectives generally 
appears next, followed by work history and academic data (including awards and intern-
ships), and then by personal activities and experiences applicable to the job sought.

The résumé sometimes ends with a list of references the employer may contact (at other 
times, references may be listed separately). If your work or internship experience is limited, 
nonexistent, or irrelevant, then it is a good idea to emphasize your academic and nonaca-
demic achievements, showing skills related to those required for excellent job performance.

There are three main types of résumés. Reverse chronological résumés, which empha-
size career growth, are organized in reverse chronological order, starting with your most 
recent job. They focus on job titles within organizations, describing the responsibilities and 
accomplishments for each job. Functional résumés focus less on job titles and work history 
and more on assets and achievements. This format works best if your job history is scanty 
or discontinuous. Mixed, or combination, résumés take from each of the other two formats. 
First, the skills used for a specific job are listed, then the job title is stated. This format 
works best for applicants whose past jobs are in other fields or seemingly unrelated to the 
position. For further explanation and examples of these types of résumés, see the Résumé 
Resource format page (www.resume-resource.com/format.html).

Many books can assist you in developing your résumé. A popular guide is Molly 
Mapes, Cracking the Code: A Practical Guide to Getting You Hired (Difference Press: 2016). 
Websites such as MyPerfectResume (www.myperfectresume.com) provide sample résu-
més and ready-to-use phrases while guiding you through the résumé preparation process. 
CareerOneStop (www.careeronestop.org/resumeguide/introduction.aspx) offers a step-
by-step résumé tutorial, and Monster (http://career-advice.monster.com) offers résumé 
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advice and writing services. Finally, you can even create your own personalized online 
résumé at sites such as optimalresume.com.

Online Résumés
The internet is now a widely used job-search environment, so it’s a good idea to have your 
résumé ready for the online environment. You can forward it to networking contacts or re-
cruiting professionals through email. You can also post it in online databases with the hope 
that employers and recruiters will find it.

Successful internet-ready résumés require a different strategy than that for paper 
résumés. For instance, when companies search résumé banks, they search key words and 
industry buzz words that describe a skill or the core work required for each job, so nouns 
are much more important than verbs. Two good resources for preparing internet-ready 
résumés are Goodwill Community Foundation (www.gcflearnfree.org/resumewriting/9/
print) and the Riley Guide (www.rileyguide.com/eresume.html).

After you have written your internet-ready résumé, you need to post it. The follow-
ing sites may be good locations to start: Monster (www.monster.com), LinkedIn (www. 
linkedin.com/job/home), and CareerBuilder.com (www.careerbuilder.com/jobseeker/
postnewresume.aspx). However, use caution when posting your résumé on various sites. 
In this era of identity theft, you need to select sites with care so as to protect your privacy. 
Limit access to your personal contact information, and don’t use sites that offer to “blast” 
your résumé into cyberspace.

Résumé Tips
Communicate your worth to potential employers in a concrete manner, citing exam-
ples whenever possible.
Be concise and direct.
Use active verbs to show you are a doer.
Do not skimp on quality or use gimmicks. Spare no expense in presenting a profes-
sional résumé.
Have someone critique your work. A single typo can eliminate you from being 
considered.
Customize your résumé for specific employers. Emphasize your strengths as they per-
tain to your targeted job.
Keep your résumé compact, usually one page.
Format the text to be attractive, professional, and readable. Times New Roman is often 
the font of choice. Avoid too much “design” or gimmicky flourishes.

Write Cover Letter, Follow Up, and Assemble Supporting Documents
Cover Letter
You should include a cover letter informing the employer that a résumé is enclosed. But a 
cover letter does more than this. It also serves to summarize in one or two paragraphs the 
contents of the résumé and explains why you think you are the right person for the posi-
tion. The goal is to persuade the employer to look at the more detailed résumé. A typical 
cover letter is organized as follows: (1) the name and position of the person you are con-
tacting; (2) a statement identifying the position you are applying for, how you heard of the 
vacancy, and the reasons for your interest; (3) a summary of your qualifications for the job; 
(4) a description of what follow-ups you intend to make, such as phoning in two weeks to 
see if the résumé has been received; and (5) an expression of gratitude for the opportunity 
of being a candidate for the job. CareerOneStop (www.careeronestop.org/ResumeGuide/
Writeeffectivecoverletters.aspx) offers a step-by-step tutorial on how to create a cover let-
ter, and Susan Ireland’s website contains more than 50 cover letter samples (susanireland.
com/letter/cover-letter-examples). Another popular guide is Jeremy Schifeling, Get It 
Done: Write a Cover Letter (Adams Media, 2016).

Follow Up
Once you send your cover letter and résumé to prospective employers via the method they 
prefer—email, their website, or regular mail—it’s often a good idea to follow up. In today’s 
market, job seekers can’t afford to wait for interviews to find them. A quality résumé and 
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an attractive cover letter are crucial, but a proper follow-up may be the key to landing an 
interview. However, before you engage your potential employer, be sure to research the 
company. Knowing about the company and understanding its place in the industry will 
help you shine. When you place a call, send an email, or mail a letter to a company contact, 
be sure to restate your interest in the position, check on the status of your résumé, and ask 
employers about any questions they may have.

Letters of Recommendation
Letters of recommendation are written references by professors, former and current em-
ployers, and others that testify to your character, skills, and abilities. Some companies 
may request letters of recommendation, to be submitted either with the résumé or at the 
interview. Even if letters of recommendation aren’t requested, it’s a good idea to bring 
them with you to the interview. A good reference letter tells why you would be an excel-
lent candidate for the position. In choosing someone to write a letter of recommendation, 
be confident that the person will give you a good reference. In addition, do not assume the 
person knows everything about you or the position you are seeking. Rather, provide the 
person with your résumé and other relevant data. As a courtesy, allow the reference writer 
at least a month to complete the letter and enclose a stamped, addressed envelope with 
your materials.

In the packet containing your résumé, cover letter, and letters of recommendation, you 
may also want to attach other relevant documents that support your candidacy, such as 
academic transcripts, graphics, portfolios, and samples of writing.

Interview for Jobs
As the old saying goes, “The résumé gets you the interview; the interview gets you the 
job.” The job interview offers you an opportunity to gather more information about 
the organization, while at the same time allowing the organization to gather more in-
formation about you. You’ll want to present your best self. The interview process con-
sists of three parts: before the interview, the interview itself, and after the interview. If 
you pass through these stages successfully, you will be called back for the follow-up 
interview.

Before the Interview
In preparing for your interview, do the following:

1. Understand that interviewers have diverse styles, including the “chitchat,” let’s-get-
to-know-each-other style; the interrogation style of question after question; and the 
tough-probing “why, why, why” style, among others. So be ready for anything.

2. With a friend, practice being interviewed and then ask for a critique. Or videotape 
yourself in a practice interview so that you can critique your own performance. Your 
college placement service may also offer “mock” interviews to help you.

3. Prepare at least five good questions whose answers are not easily found in the com-
pany literature, such as “What is the future direction of the firm?” “How does the firm 
differentiate itself from competitors?” or “Do you have a new-media division?”

4. Anticipate possible interview questions, such as “Why do you want to work for this 
company?” or “Why should we hire you?” Prepare solid answers before the interview. 
Have a clear idea of why you are interested in joining the company and the industry 
to which it belongs.

5. Avoid back-to-back interviews—they can be exhausting, and it is unpredictable how 
long each will last.

6. Prepare relevant documents that support your candidacy, such as academic transcripts, 
letters of recommendation, graphics, portfolios, and samples of writing. Bring multiple 
copies to the interview.

7. Dress conservatively and professionally. Be neat and clean.
8. Arrive 10 minutes early to collect your thoughts and review the major points you in-

tend to cover. Check your name on the interview schedule, noting the name of the 
interviewer and the room number. Be courteous and polite to office staff.

9. Approach the interview enthusiastically. Let your personality shine through.
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During the Interview
During the interview, do the following:

1. Shake hands firmly in greeting the interviewer. Introduce yourself, using the same 
form of address that the interviewer uses. Focus on creating a good initial impression.

2. Keep your poise. Relax, smile when appropriate, and be upbeat throughout.
3. Maintain eye contact and good posture, and speak distinctly. Don’t clasp your hands or 

fiddle with jewelry, hair, or clothing. Sit comfortably in your chair.
4. Along with the copies of relevant documents that support your candidacy, carry extra 

copies of your résumé with you.
5. Have your story down pat. Present your selling points. Answer questions directly. 

Avoid either one-word or too-wordy answers.
6. Let the interviewer take the initiative but don’t be passive. Find an opportunity to 

direct the conversation to things about yourself that you want the interviewer to hear.
7. To end on a high note, make your most important point or ask your most pertinent 

question during the last part of the interview.
8. Don’t hesitate to “close.” You might say, “I’m very interested in the position, and I have 

enjoyed this interview.”
9. Obtain the interviewer’s business card or address and phone number so that you can 

follow up later.

A tip for acing the interview: Before you open your mouth, find out what it’s like to be 
a brand manager, sales representative, market researcher, advertising account executive, or 
other position for which you’re interviewing. See if you can find a “mentor”—someone in 
a position similar to the one you’re seeking, perhaps with another company. Talk with this 
mentor about the ins and outs of the job and industry.

After the Interview
After the interview, do the following:

1. Record the key points that arose. Be sure to note who is to follow up and when a deci-
sion can be expected.

2. Analyze the interview objectively, including the questions asked, the answers to them, 
your overall interview presentation, and the interviewer’s responses to specific points.

3. Immediately send a thank-you letter or email, mentioning any additional items and 
your willingness to supply further information.

4. If you do not hear from the employer within the specified time, call, email, or write the 
interviewer to determine your status.

Follow-Up Interview
If your first interview takes place off-site, such as at your college or at a job fair, and if you 
are successful with that initial interview, you will be invited to visit the organization. The in-
company interview will probably run from several hours to an entire day. The organization 
will examine your interest, maturity, enthusiasm, assertiveness, logic, and company and 
functional knowledge. You should ask questions about issues of importance to you. Find 
out about the working environment, job role, responsibilities, opportunities for advance-
ment, current industrial issues, and the company’s personality. The company wants to dis-
cover if you are the right person for the job, whereas you want to find out if it is the right job 
for you. The key is to determine if the right fit exists between you and the company.

Marketing Jobs
This section describes some of the key marketing positions.

Advertising
Advertising is one of the most exciting fields in marketing, offering a wide range of career 
opportunities.
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Job Descriptions
Key advertising positions include copywriter, art director, production manager, account 
executive, account planner, and media planner/buyer.

Copywriters write advertising copy and help find the concepts behind the written 
words and visual images of advertisements.
Art directors, the other part of the creative team, help translate the copywriters’ ideas 
into dramatic visuals called “layouts.” Agency artists develop print layouts, package 
designs, television and video layouts (called “storyboards”), corporate logotypes, 
trademarks, and symbols.
Production managers are responsible for physically creating ads, either in-house or by 
contracting through outside production houses.
Account development executives research and understand clients’ markets and customers 
and help develop marketing and advertising strategies to affect them.
Account executives serve as liaisons between clients and agencies. They coordinate the 
planning, creation, production, and implementation of an advertising campaign for 
the account.
Account planners serve as the voice of the consumer in the agency. They research con-
sumers to understand their needs and motivations as a basis for developing effective 
ad campaigns.
Digital content managers plan and place digital and social media marketing and adver-
tising content and coordinate it with traditional media content.
Media planners (or buyers) determine the best mix of television, radio, newspaper, 
magazine, digital, and other media for the advertising campaign.

Skills Needed, Career Paths, and Typical Salaries
Work in advertising requires strong people skills in order to interact closely with an often-
difficult and demanding client base. In addition, advertising attracts people with strong 
skills in planning, problem solving, creativity, communication, initiative, leadership, and 
presentation. Advertising involves working under high levels of stress and pressure cre-
ated by unrelenting deadlines. Advertisers frequently have to work long hours to meet 
deadlines for a presentation. But work achievements are very apparent, with the results of 
creative strategies observed by thousands or even millions of people.

Positions in advertising sometimes require an MBA. But most jobs only require a busi-
ness, graphic arts, or liberal arts degree. Advertising positions often serve as gateways to 
higher-level management. Moreover, with large advertising agencies opening offices all 
over the world, there is the possibility of eventually working on global campaigns.

Starting advertising salaries are relatively low compared to those of some other mar-
keting jobs because of strong competition for entry-level advertising jobs. Compensation 
will increase quickly as you move into account executive or other management positions. 
For more facts and figures, see the online pages of Advertising Age, a key ad industry 
publication (www.adage.com, click on the Jobs link) and the American Association of 
Advertising Agencies (www.aaaa.org).

Brand and Product Management
Brand and product managers plan, direct, and control business and marketing efforts for 
their products. They are involved with research and development, packaging, manufactur-
ing, sales and distribution, advertising, promotion, market research, and business analysis 
and forecasting.

Job Descriptions
A company’s brand management team consists of people in several positions:

Brand managers guide the development of marketing strategies for a specific brand.
Assistant brand managers are responsible for certain strategic components of the brand.
Product managers oversee several brands within a product line or product group.
Product category managers direct multiple product lines in the product category.
Market analysts research the market and provide important strategic information to the 
project managers.
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Project directors are responsible for collecting market information on a marketing or 
product project.
Research directors oversee the planning, gathering, and analyzing of all organizational 
research.

Skills Needed, Career Paths, and Typical Salaries
Brand and product management requires high problem-solving, analytical, presentation, 
communication, and leadership skills as well as the ability to work well in a team. Product 
management requires long hours and involves the high pressure of running large projects. 
In consumer goods companies, the newcomer—who usually needs an MBA—joins a brand 
team as an assistant and learns the ropes by doing numerical analyses and assisting senior 
brand people. This person eventually heads the team and later moves on to manage a 
larger brand, then several brands.

Many industrial goods companies also have product managers. Product management 
is one of the best training grounds for future corporate officers. Product management also 
offers good opportunities to move into international marketing. Product managers com-
mand relatively high salaries. Because this job category encourages or requires a master’s 
degree, starting pay tends to be higher than in other marketing categories such as advertis-
ing or retailing.

Sales and Sales Management
Sales and sales management opportunities exist in a wide range of profit and not-for-profit 
organizations and in product and service organizations, including financial, insurance, 
consulting, and government organizations.

Job Descriptions
Key jobs include consumer sales, industrial sales, national account managers, service sup-
port, sales trainers, and sales management

Consumer sales involves selling consumer products and services through retailers.
Industrial sales involves selling products and services to other businesses.
National account managers (NAMs) oversee a few very large accounts.
Service support personnel support salespeople during and after the sale of a product.
Sales trainers train new hires and provide refresher training for all sales personnel.
Sales management includes a sequence of positions ranging from district manager to 
vice president of sales.

Salespeople enjoy active professional lives, working outside the office and interacting 
with others. They manage their own time and activities. And successful salespeople can 
be very well paid. Competition for top jobs can be intense. Every sales job is different, but 
some positions involve extensive travel, long workdays, and working under pressure. You 
can also expect to be transferred more than once between company headquarters and re-
gional offices. However, most companies are now working to bring good work–life balance 
to their salespeople and sales managers.

Skills Needed, Career Paths, and Typical Salaries
Selling is a people profession in which you will work with people every day, all day long. 
In addition to people skills, sales professionals need sales and communication skills. Most 
sales positions also require strong problem-solving, analytical, presentation, and leadership 
abilities as well as creativity and initiative. Teamwork skills are increasingly important.

Career paths lead from salesperson to district, regional, and higher levels of sales 
management and, in many cases, to the top management of the firm. Today, most entry-
level sales management positions require a college degree. Increasingly, people seeking 
selling jobs are acquiring sales experience in an internship capacity or from a part-time 
job before graduating. Sales positions are great springboards to leadership positions, with 
more CEOs starting in sales than in any other entry-level position. This might explain why 
competition for top sales jobs is intense.

Starting base salaries in sales may be moderate but compensation is often supple-
mented by significant commission, bonus, or other incentive plans. In addition, many sales 
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jobs include a company car or car allowance. Successful salespeople are among most com-
panies’ highest paid employees.

Other Marketing Jobs
Retailing
Retailing provides an early opportunity to assume marketing responsibilities. Key jobs 
include store manager, regional manager, buyer, department manager, and salesperson. 
Store managers direct the management and operation of an individual store. Regional manag-
ers manage groups of stores across several states and report performance to headquarters. 
Buyers select and buy the merchandise that the store carries. The department manager acts 
as store manager of a department, such as clothing, but on the department level. The sales-
person sells merchandise to retail customers. Retailing can involve relocation, but generally 
there is little travel, unless you are a buyer. Retailing requires high people and sales skills 
because retailers are constantly in contact with customers. Enthusiasm, willingness, and 
communication skills are very helpful for retailers, too.

Retailers work long hours, but their daily activities are often more structured than in 
some types of marketing positions. Starting salaries in retailing tend to be low, but pay in-
creases as you move into management or a retailing specialty job.

Marketing Research
Marketing researchers interact with managers to define problems and identify the informa-
tion needed to resolve them. They design research projects, prepare questionnaires and 
samples, analyze data, prepare reports, and present their findings and recommendations 
to management. They must understand statistics, data analytics tools, consumer behavior, 
psychology, and sociology. As more and more marketing research goes digital, they must 
also understand the ins and outs of obtaining and managing online information. A mas-
ter’s degree helps. Career opportunities exist with manufacturers, retailers, some wholesal-
ers, trade and industry associations, marketing research firms, advertising agencies, and 
governmental and private nonprofit agencies.

New Product Planning
People interested in new product planning can find opportunities in many types of organi-
zations. They usually need a good background in marketing, marketing research, and sales 
forecasting; they need organizational skills to motivate and coordinate others; and they 
may need a technical background. Usually, these people work first in other marketing posi-
tions before joining the new product department.

Marketing Logistics (Physical Distribution)
Marketing logistics, or physical distribution, is a large and dynamic field, with many career 
opportunities. Major transportation carriers, manufacturers, wholesalers, and retailers all 
employ logistics specialists. Increasingly, marketing teams include logistics specialists, and 
marketing managers’ career paths include marketing logistics assignments. Coursework in 
quantitative methods, finance, accounting, and marketing will provide you with the neces-
sary skills for entering the field.

Public Relations
Most organizations have a public relations staff to anticipate problems with various pub-
lics, handle complaints, deal with media, and build the corporate image. People interested 
in public relations should be able to speak and write clearly and persuasively, and they 
should have a background in journalism, communications, or the liberal arts. The chal-
lenges in this job are highly varied and very people-oriented.

Not-for-Profit Services
The key jobs in not-for-profits include marketing director, director of development, event 
coordinator, publication specialist, and intern/volunteer. The marketing director is in charge 
of all marketing activities for the organization. The director of development organizes, man-
ages, and directs the fundraising campaigns that keep a not-for-profit in existence. An event 
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coordinator directs all aspects of fundraising events, from initial planning through imple-
mentation. The publication specialist oversees publications designed to promote awareness 
of the organization.

Although typically an unpaid position, the intern/volunteer performs various market-
ing functions, and this work can be an important step to gaining a full-time position. The 
not-for-profit sector is typically not for someone who is money-driven. Rather, most not-
for-profits look for people with a strong sense of community spirit and the desire to help 
others. Therefore, starting pay is usually lower than in other marketing fields. However, 
the bigger the not-for-profit, the better your chance of rapidly increasing your income 
when moving into upper management.

Other Resources
Professional marketing associations and organizations are another source of information 
about careers. Marketers belong to many such societies. You may want to contact some of 
the following in your job search:

Advertising Women of New York, 28 West 44th Street, Suite 912, New York, NY 10036. 
(212) 221-7969 (www.awny.org)

American Advertising Federation, 1101 Vermont Avenue, NW, Washington, DC 20005. 
(202) 898-0089 (www.aaf.org)

American Marketing Association, 130 E Randolph Street, 22nd Floor, Chicago, IL 60601. 
(800) AMA-1150 (www.marketingpower.com)

The Association of Women in Communications, 1717 E Republic Road, Suite A, Springfield, 
MO 65804. (417) 886-8606 (www.womcom.org)

Market Research Association, 1156 15th Street NW, Suite 302, Washington, DC 20005. 
(202) 800-2545 (www.marketingresearch.org)

National Association of Sales Professionals, 555 Friendly Street, Bloomfield Hills, MI 
48341. (866) 365-1520 (www.nasp.com)

National Management Association, 2210 Arbor Boulevard, Dayton, OH 45439. 
(937) 294-0421 (www.nma1.org)

National Retail Federation, 1101 New York Avenue NW, Washington, DC 20005. 
(800) 673-4692 (www.nrf.com)

Product Development and Management Association, 330 Wabash Avenue, Suite 2000, 
Chicago, IL 60611. (312) 321-5145 (www.pdma.org)

Public Relations Society of America, 33 Maiden Lane, Eleventh Floor, New York, NY 
10038. (212) 460-1400 (www.prsa.org)

Sales and Marketing Executives International, PO Box 1390, Sumas, WA, 98295. 
(312) 893-0751 (www.smei.org)
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Adapted global marketing A global market-
ing approach that adjusts the marketing strat-
egy and mix elements to each international 
target market, which creates more costs but 
hopefully produces a larger market share and 
return.

Administered VMS A vertical marketing 
system that coordinates successive stages of 
production and distribution through the size 
and power of one of the parties.

Adoption process The mental process 
through which an individual passes from first 
hearing about an innovation to final adoption.

Advertising Any paid form of nonpersonal 
presentation and promotion of ideas, goods, 
or services by an identified sponsor.

Advertising agency A marketing services 
firm that assists companies in planning, pre-
paring, implementing, and evaluating all or 
portions of their advertising programs.

Advertising budget The dollars and other re-
sources allocated to a product or a company 
advertising program.

Advertising media The vehicles through 
which advertising messages are delivered to 
their intended audiences.

Advertising objective A specific communica-
tion task to be accomplished with a specific 
target audience during a specific period of 
time.

Advertising strategy The strategy by which 
the company accomplishes its advertising 
objectives. It consists of two major elements: 
creating advertising messages and selecting 
advertising media.

Affordable method Setting the promotion 
budget at the level management thinks the 
company can afford.

Agent A wholesaler who represents buyers 
or sellers on a relatively permanent basis, per-
forms only a few functions, and does not take 
title to goods.

Age and life-cycle segmentation Dividing 
a market into different age and life-cycle 
groups.

Allowance Promotional money paid by man-
ufacturers to retailers in return for an agree-
ment to feature the manufacturer’s products 
in some way.

Alternative evaluation The stage of the buyer 
decision process in which the consumer uses 
information to evaluate alternative brands in 
the choice set.

Approach The sales step in which a salesper-
son meets the customer for the first time.

Attitude A person’s consistently favorable 
or unfavorable evaluations, feelings, and ten-
dencies toward an object or idea.

B-to-B digital and social media marketing  
Using digital and social media marketing ap-
proaches to engage business customers and 
manage customer relationships anywhere, 
anytime.

Baby boomers The 78 million people born 
during the years following World War II and 
lasting until 1964.

Basing-point pricing Pricing in which the 
seller designates some city as a basing point 
and charges all customers the freight cost 
from that city to the customer.

Behavioral segmentation Dividing a market 
into segments based on consumer knowledge, 
attitudes, uses of a product, or responses to a 
product.

Behavioral targeting Using online consumer 
tracking data to target advertisements and 
marketing offers to specific consumers.

Belief A descriptive thought that a person 
holds about something.

Benchmarking Comparing the company’s 
products and processes to those of competi-
tors or leading firms in other industries to 
identify best practices and find ways to im-
prove quality and performance.

Benefit segmentation Dividing the market 
into segments according to the different ben-
efits that consumers seek from the product.

Big data The huge and complex data sets 
generated by today’s sophisticated informa-
tion generation, collection, storage, and analy-
sis technologies.

Blogs Online forums where people and com-
panies post their thoughts and other content, 
usually related to narrowly defined topics.

Brand A name, term, sign, symbol, or design, 
or a combination of these, that identifies the 
products or services of one seller or group of 
sellers and differentiates them from those of 
competitors.

Brand community website A website that 
presents brand content that engages consum-
ers and creates customer community around 
a brand.

Brand equity The differential effect that 
knowing the brand name has on customer re-
sponse to the product or its marketing.

Brand extension Extending an existing brand 
name to new product categories.

Brand value The total financial value of a 
brand.

Break-even pricing (target return pricing)  
Setting price to break even on the costs of 
making and marketing a product or setting 
price to make a target return.

Broker A wholesaler who does not take title 
to goods and whose function is to bring buyers 
and sellers together and assist in negotiation.

Business analysis A review of the sales, 
costs, and profit projections for a new product 
to find out whether these factors satisfy the 
company’s objectives.

Business buyer behavior The buying be-
havior of organizations that buy goods and 
services for use in the production of other 
products and services that are sold, rented, or 
supplied to others.

Business buying process The decision process 
by which business buyers determine which 
products and services their organizations need 
to purchase and then find, evaluate, and choose 
among alternative suppliers and brands.

Business portfolio The collection of business-
es and products that make up the company.

Business promotions Sales promotion tools 
used to generate business leads, stimulate 
purchases, reward customers, and motivate 
salespeople.

Buyer-readiness stages The stages consum-
ers normally pass through on their way to 
a purchase: awareness, knowledge, liking, 
preference, conviction, and, finally, the actual 
purchase.

Buyers People in an organization’s buying 
center who make an actual purchase.

Buying center All the individuals and units 
that play a role in the purchase decision-mak-
ing process.

Buzz marketing Cultivating opinion lead-
ers and getting them to spread information 
about a product or a service to others in their 
communities.

By-product pricing Setting a price for by-
products to help offset the costs of disposing 
of them and help make the main product’s 
price more competitive.

Captive-product pricing Setting a price for 
products that must be used along with a main 
product, such as blades for a razor and games 
for a video-game console.

Catalog marketing Direct marketing through 
print, video, or digital catalogs that are mailed 
to select customers, made available in stores, 
or presented online.

Category killer A giant specialty store that car-
ries a very deep assortment of a particular line.

667   
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selling the product plus a fair rate of return 
for effort and risk.

Cost-plus pricing (markup pricing) Adding 
a standard markup to the cost of the product.

Creative concept The compelling “big idea” 
that will bring an advertising message strat-
egy to life in a distinctive and memorable way.

Crowdsourcing Inviting broad communities 
of people—customers, employees, indepen-
dent scientists and researchers, and even the 
public at large—into the new product innova-
tion process.

Cultural environment Institutions and other 
forces that affect society’s basic values, per-
ceptions, preferences, and behaviors.

Culture The set of basic values, perceptions, 
wants, and behaviors learned by a member 
of society from family and other important 
institutions.

Customer (or market) sales force structure A 
sales force organization in which salespeople 
specialize in selling only to certain customers 
or industries.

Customer equity The total combined cus-
tomer lifetime values of all of the company’s 
customers.

Customer insights Fresh marketing infor-
mation-based understandings of customers 
and the marketplace that become the basis 
for creating customer value, engagement, and 
relationships.

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

Customer relationship management The 
overall process of building and maintaining 
profitable customer relationships by deliver-
ing superior customer value and satisfaction.

Customer relationship management (CRM)  
Managing detailed information about indi-
vidual customers and carefully managing 
customer touch points to maximize customer 
loyalty.

Customer satisfaction The extent to which a 
product’s perceived performance matches a 
buyer’s expectations.

Customer value analysis An analysis con-
ducted to determine what benefits target cus-
tomers value and how they rate the relative 
value of various competitors’ offers.

Customer value marketing A company 
should put most of its resources into customer 
value–building marketing investments.

Customer value–based pricing Setting price 
based on buyers’ perceptions of value rather 
than on the seller’s cost.

Customer-centered company A company 
that focuses on customer developments in de-
signing its marketing strategies and deliver-
ing superior value to its target customers.

Consumer buyer behavior The buying be-
havior of final consumers—individuals and 
households that buy goods and services for 
personal consumption.

Consumer market All the individuals and 
households that buy or acquire goods and 
 services for personal consumption.

Consumer product A product bought by fi-
nal consumers for personal consumption.

Consumer promotions Sales promotion tools 
used to boost short-term customer buying and 
engagement or enhance long-term customer 
relationships.

Consumer-generated marketing Brand ex-
changes created by consumers themselves—
both invited and uninvited—by which con-
sumers are playing an increasing role in 
shaping their own brand experiences and 
those of other consumers.

Consumer-oriented marketing A company 
should view and organize its marketing ac-
tivities from the consumer’s point of view.

Consumerism An organized movement of 
citizens and government agencies designed 
to improve the rights and power of buyers in 
relation to sellers.

Content marketing Creating, inspiring, and 
sharing brand messages and conversations 
with and among consumers across a fluid mix 
of paid, owned, earned, and shared channels.

Contract manufacturing A joint venture in 
which a company contracts with manufactur-
ers in a foreign market to produce its product 
or provide its service.

Contractual VMS A vertical marketing sys-
tem in which independent firms at different 
levels of production and distribution join to-
gether through contracts.

Convenience product A consumer product 
that customers usually buy frequently, im-
mediately, and with minimal comparison and 
buying effort.

Convenience store A small store, located 
near a residential area, that is open long hours 
seven days a week and carries a limited line of 
high-turnover convenience goods.

Conventional distribution channel A chan-
nel consisting of one or more independent 
producers, wholesalers, and retailers, each 
a separate business seeking to maximize its 
own profits, perhaps even at the expense of 
profits for the system as a whole.

Corporate chains Two or more outlets that 
are commonly owned and controlled.

Corporate VMS A vertical marketing system 
that combines successive stages of production 
and distribution under single ownership—
channel leadership is established through 
common ownership.

Cost-based pricing Setting prices based 
on the costs of producing, distributing, and 

Causal research Marketing research to test hy-
potheses about cause-and-effect relationships.

Channel conflict Disagreements among mar-
keting channel members on goals, roles, and 
rewards—who should do what and for what 
rewards.

Channel level A layer of intermediaries 
that performs some work in bringing the 
product and its ownership closer to the final 
buyer.

Closing The sales step in which a salesperson 
asks the customer for an order.

Co-branding The practice of using the estab-
lished brand names of two different compa-
nies on the same product.

Cognitive dissonance Buyer discomfort 
caused by postpurchase conflict.

Commercialization Introducing a new prod-
uct into the market.

Communication adaptation A global com-
munication strategy of fully adapting adver-
tising messages to local markets.

Competition-based pricing Setting prices 
based on competitors’ strategies, prices, costs, 
and market offerings.

Competitive advantage An advantage over 
competitors gained by offering greater cus-
tomer value either by having lower prices or 
providing more benefits that justify higher 
prices.

Competitive marketing intelligence The 
systematic monitoring, collection, and analy-
sis of publicly available information about 
consumers, competitors, and developments in 
the marketing environment.

Competitive marketing strategies Strategies 
that strongly position the company against 
competitors and give it the greatest possible 
competitive advantage.

Competitive-parity method Setting the pro-
motion budget to match competitors’ outlays.

Competitor analysis Identifying key com-
petitors; assessing their objectives, strate-
gies, strengths and weaknesses, and reaction 
 patterns; and selecting which competitors to 
attack or avoid.

Competitor-centered company A company 
whose moves are mainly based on competi-
tors’ actions and reactions.

Complex buying behavior Consumer buying 
behavior in situations characterized by high 
consumer involvement in a purchase and sig-
nificant perceived differences among brands.

Concentrated (niche) marketing A market-
coverage strategy in which a firm goes after a 
large share of one or a few segments or niches.

Concept testing Testing new product con-
cepts with a group of target consumers to 
find out if the concepts have strong consumer 
appeal.
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Environmental sustainability A manage-
ment approach that involves developing strat-
egies that both sustain the environment and 
produce profits for the company.

Environmental sustainability Developing strat-
egies and practices that create a world economy 
that the planet can support indefinitely.

Environmentalism An organized movement 
of concerned citizens, businesses, and gov-
ernment agencies designed to protect and 
improve people’s current and future living 
environment.

Ethnographic research A form of observa-
tional research that involves sending trained 
observers to watch and interact with consum-
ers in their “natural environments.”

Event marketing (or event sponsorships)  
Creating a brand-marketing event or serving 
as a sole or participating sponsor of events 
created by others.

Exchange The act of obtaining a desired ob-
ject from someone by offering something in 
return.

Exclusive distribution Giving a limited num-
ber of dealers the exclusive right to distribute 
the company’s products in their territories.

Execution style The approach, style, tone, 
words, and format used for executing an ad-
vertising message.

Experience curve (learning curve) The drop in 
the average per-unit production cost that comes 
with accumulated production experience.

Experimental research Gathering primary 
data by selecting matched groups of subjects, 
giving them different treatments, controlling 
related factors, and checking for differences in 
group responses.

Exploratory research Marketing research to 
gather preliminary information that will help 
define problems and suggest hypotheses.

Exporting Entering foreign markets by sell-
ing goods produced in the company’s home 
country, often with little modification.

Factory outlet An off-price retailing opera-
tion that is owned and operated by a manu-
facturer and normally carries the manufactur-
er’s surplus, discontinued, or irregular goods.

Fad A temporary period of unusually high 
sales driven by consumer enthusiasm and im-
mediate product or brand popularity.

Fashion A currently accepted or popular 
style in a given field.

Fixed costs (overhead) Costs that do not vary 
with production or sales level.

FOB-origin pricing Pricing in which goods 
are placed free on board a carrier; the cus-
tomer pays the freight from the factory to the 
destination.

Focus group interviewing Personal inter-
viewing that involves inviting small groups of 

email, and blogs to engage consumers any-
where, at any time, via their digital devices.

Direct and digital marketing Engaging di-
rectly with carefully targeted individual con-
sumers and customer communities to both 
obtain an immediate response and build last-
ing customer relationships.

Direct investment Entering a foreign mar-
ket by developing foreign-based assembly or 
manufacturing facilities.

Direct marketing channel A marketing chan-
nel that has no intermediary levels.

Direct-mail marketing Marketing that oc-
curs by sending an offer, announcement, re-
minder, or other item directly to a person at a 
particular address.

Direct-response television (DRTV) market-
ing Direct marketing via television, includ-
ing direct-response television advertising (or 
infomercials) and interactive television (iTV) 
advertising.

Discount A straight reduction in price on 
purchases during a stated period of time or of 
larger quantities.

Discount store A retail operation that sells 
standard merchandise at lower prices by ac-
cepting lower margins and selling at higher 
volume.

Disintermediation The cutting out of mar-
keting channel intermediaries by product 
or service producers or the displacement of 
traditional resellers by radical new types of 
intermediaries.

Dissonance-reducing buying behav-
ior Consumer buying behavior in situations 
characterized by high involvement but few 
perceived differences among brands.

Distribution center A large, highly automat-
ed warehouse designed to receive goods from 
various plants and suppliers, take orders, fill 
them efficiently, and deliver goods to custom-
ers as quickly as possible.

Diversification Company growth through 
starting up or acquiring businesses out-
side the company’s current products and 
markets.

Dynamic pricing Adjusting prices continu-
ally to meet the characteristics and needs of 
individual customers and situations.

E-procurement Purchasing through electron-
ic connections between buyers and sellers—
usually online.

Economic community A group of nations or-
ganized to work toward common goals in the 
regulation of international trade.

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

Email marketing Sending highly targeted, 
highly personalized, relationship-building 
marketing messages via email.

Customer-centered new product develop-
ment New product development that focuses 
on finding new ways to solve customer prob-
lems and create more customer-satisfying 
experiences.

Customer-engagement marketing Making 
the brand a meaningful part of consumers’ 
conversations and lives by fostering direct 
and continuous customer involvement in 
shaping brand conversations, experiences, 
and community.

Customer-perceived value The customer’s 
evaluation of the difference between all the 
benefits and all the costs of a marketing offer 
relative to those of competing offers.

Deciders People in an organization’s buying 
center who have formal or informal power to 
select or approve the final suppliers.

Decline stage The PLC stage in which a prod-
uct’s sales fade away.

Deficient products Products that have nei-
ther immediate appeal nor long-run benefits.

Demand curve A curve that shows the num-
ber of units the market will buy in a given 
time period, at different prices that might be 
charged.

Demands Human wants that are backed by 
buying power.

Demographic segmentation Dividing the 
market into segments based on variables such 
as age, life-cycle stage, gender, income, oc-
cupation, education, religion, ethnicity, and 
generation.

Demography The study of human popula-
tions in terms of size, density, location, age, 
gender, race, occupation, and other statistics.

Department store A retail store that carries a 
wide variety of product lines, each operated 
as a separate department managed by special-
ist buyers or merchandisers.

Derived demand Business demand that ul-
timately comes from (derives from) the de-
mand for consumer goods.

Descriptive research Marketing research to 
better describe marketing problems, situa-
tions, or markets, such as the market potential 
for a product or the demographics and atti-
tudes of consumers.

Desirable products Products that give both 
high immediate satisfaction and high long-
run benefits.

Differentiated (segmented) marketing A 
market-coverage strategy in which a firm de-
cides to target several market segments and 
designs separate offers for each.

Differentiation Actually differentiating the 
market offering to create superior customer 
value.

Digital and social media marketing Using 
digital marketing tools such as websites, so-
cial media, mobile apps and ads, online video, 
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Intensive distribution Stocking the product 
in as many outlets as possible.

Interactive marketing Training service em-
ployees in the fine art of interacting with cus-
tomers to satisfy their needs.

Intermarket (cross-market) segmentation  
Forming segments of consumers who have 
similar needs and buying behaviors even 
though they are located in different countries.

Internal databases Collections of consumer 
and market information obtained from data 
sources within the company network.

Internal marketing Orienting and motivat-
ing customer-contact employees and support-
ing service employees to work as a team to 
provide customer satisfaction.

Introduction stage The PLC stage in which 
a new product is first distributed and made 
available for purchase.

Joint ownership A cooperative venture in 
which a company creates a local business with 
investors in a foreign market who share own-
ership and control.

Joint venturing Entering foreign markets by 
joining with foreign companies to produce or 
market a product or service.

Learning Changes in an individual’s behav-
ior arising from experience.

Licensing Entering foreign markets through 
developing an agreement with a licensee in 
the foreign market.

Lifestyle A person’s pattern of living as ex-
pressed in his or her activities, interests, and 
opinions.

Line extension Extending an existing brand 
name to new forms, colors, sizes, ingredients, 
or flavors of an existing product category.

Local marketing Tailoring brands and mar-
keting to the needs and wants of local custom-
er segments—cities, neighborhoods, and even 
specific stores.

Macroenvironment The larger societal forces 
that affect the microenvironment—demo-
graphic, economic, natural, technological, po-
litical, and cultural forces.

Madison & Vine A term that has come to 
represent the merging of advertising and en-
tertainment in an effort to break through the 
clutter and create new avenues for reaching 
customers with more engaging messages.

Management contracting A joint venture in 
which the domestic firm supplies the manage-
ment know-how to a foreign company that 
supplies the capital; the domestic firm exports 
management services rather than products.

Manufacturers’ and retailers’ branches and 
offices Wholesaling by sellers or buyers 
themselves rather than through independent 
wholesalers.

Market The set of all actual and potential buy-
ers of a product or service.

terms of market growth rate and relative mar-
ket share.

Habitual buying behavior Consumer buying 
behavior in situations characterized by low 
consumer involvement and few significant 
perceived brand differences.

Handling objections The sales step in which 
a salesperson seeks out, clarifies, and over-
comes any customer objections to buying.

Horizontal marketing system A channel ar-
rangement in which two or more companies 
at one level join together to follow a new mar-
keting opportunity.

Idea generation The systematic search for 
new product ideas.

Idea screening Screening new product ideas 
to spot good ones and drop poor ones as soon 
as possible.

Income segmentation Dividing a market into 
different income segments.

Independent off-price retailer An off-price 
retailer that is independently owned and oper-
ated or a division of a larger retail corporation.

Indirect marketing channel A marketing 
channel containing one or more intermediary 
levels.

Individual marketing Tailoring products and 
marketing programs to the needs and prefer-
ences of individual customers.

Industrial product A product bought by indi-
viduals and organizations for further process-
ing or for use in conducting a business.

Influencers People in an organization’s buy-
ing center who affect the buying decision; they 
often help define specifications and also pro-
vide information for evaluating alternatives.

Information search The stage of the buyer 
decision process in which the consumer is mo-
tivated to search for more information.

Innovative marketing A company should seek 
real product and marketing improvements.

Inside sales force Salespeople who conduct 
business from their offices via telephone, on-
line and social media interactions, or visits 
from prospective buyers.

Institutional market Schools, hospitals, nurs-
ing homes, prisons, and other institutions 
that provide goods and services to people in 
their care.

Integrated logistics management The logis-
tics concept that emphasizes teamwork—both 
inside the company and among all the market-
ing channel organizations—to maximize the 
performance of the entire distribution system.

Integrated marketing communications (IMC)  
Carefully integrating and coordinating the 
company’s many communications channels 
to deliver a clear, consistent, and compel-
ling message about the organization and its 
 products.

people to gather for a few hours with a trained 
interviewer to talk about a product, service, or 
organization. The interviewer “focuses” the 
group discussion on important issues.

Follow-up The sales step in which a salesper-
son follows up after the sale to ensure custom-
er satisfaction and repeat business.

Franchise A contractual association between 
a manufacturer, wholesaler, or service orga-
nization (a franchisor) and independent busi-
nesspeople (franchisees) who buy the right 
to own and operate one or more units in the 
franchise system.

Franchise organization A contractual vertical 
marketing system in which a channel mem-
ber, called a franchisor, links several stages in 
the production-distribution process.

Freight-absorption pricing Pricing in which 
the seller absorbs all or part of the freight 
charges in order to get the desired business.

Gatekeepers People in an organization’s 
buying center who control the flow of infor-
mation to others.

Gender segmentation Dividing a market 
into different segments based on gender.

General need description The stage in the 
business buying process in which a buyer de-
scribes the general characteristics and quan-
tity of a needed item.

Generation X The 49 million people born be-
tween 1965 and 1976 in the “birth dearth” fol-
lowing the baby boom.

Generation Z People born after 2000 (al-
though many analysts include people born 
after 1995) who make up the kids, tweens, and 
teens markets.

Geographic segmentation Dividing a market 
into different geographical units, such as na-
tions, states, regions, counties, cities, or even 
neighborhoods.

Geographical pricing Setting prices for cus-
tomers located in different parts of the coun-
try or world.

Global firm A firm that, by operating in more 
than one country, gains R&D, production, 
marketing, and financial advantages in its 
costs and reputation that are not available to 
purely domestic competitors.

Good-value pricing Offering just the right 
combination of quality and good service at a 
fair price.

Government market Governmental units—
federal, state, and local—that purchase or rent 
goods and services for carrying out the main 
functions of government.

Group Two or more people who interact to 
accomplish individual or mutual goals.

Growth stage The PLC stage in which a prod-
uct’s sales start climbing quickly.

Growth-share matrix A portfolio-planning 
method that evaluates a company’s SBUs in 
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Marketing strategy development Designing 
an initial marketing strategy for a new prod-
uct based on the product concept.

Marketing website A website that engages 
consumers to move them closer to a direct 
purchase or other marketing outcome.

Maturity stage The PLC stage in which a 
product’s sales growth slows or levels off.

Merchant wholesaler An independently owned 
wholesale business that takes title to the mer-
chandise it handles.

Microenvironment The actors close to the 
company that affect its ability to serve its 
 customers—the company, suppliers, market-
ing intermediaries, customer markets, com-
petitors, and publics.

Micromarketing Tailoring products and 
marketing programs to the needs and wants 
of specific individuals and local customer seg-
ments; it includes local marketing and indi-
vidual marketing.

Millennials (or Generation Y) The 83 million 
children of the baby boomers born between 
1977 and 2000.

Mission statement A statement of the orga-
nization’s purpose—what it wants to accom-
plish in the larger environment.

Mobile marketing Marketing messages, pro-
motions, and other content delivered to on- 
 the-go consumers through their mobile devices.

Modified rebuy A business buying situation 
in which the buyer wants to modify product 
specifications, prices, terms, or suppliers.

Motive (drive) A need that is sufficiently 
pressing to direct the person to seek satisfac-
tion of the need.

Multichannel distribution system A distri-
bution system in which a single firm sets up 
two or more marketing channels to reach one 
or more customer segments.

Multimodal transportation Combining two 
or more modes of transportation.

Native advertising Advertising or other brand-
produced online content that looks in form 
and function like the other natural content sur-
rounding it on a web or social media platform.

Natural environment The physical environ-
ment and the natural resources that are need-
ed as inputs by marketers or that are affected 
by marketing activities.

Need recognition The first stage of the buyer 
decision process, in which the consumer rec-
ognizes a problem or need.

Needs States of felt deprivation.

New product A good, service, or idea that is 
perceived by some potential customers as new.

New product development The develop-
ment of original products, product improve-
ments, product modifications, and new 

customer needs, setting channel objectives, 
identifying major channel alternatives, and 
evaluating those alternatives.

Marketing channel management Selecting, 
managing, and motivating individual channel 
members and evaluating their performance 
over time.

Marketing concept A philosophy in which 
achieving organizational goals depends on 
knowing the needs and wants of target mar-
kets and delivering the desired satisfactions 
better than competitors do.

Marketing control Measuring and evaluat-
ing the results of marketing strategies and 
plans and taking corrective action to ensure 
that the objectives are achieved.

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

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

Marketing information system (MIS) People 
and procedures dedicated to assessing infor-
mation needs, developing the needed infor-
mation, and helping decision makers to use 
the information to generate and validate ac-
tionable customer and market insights.

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

Marketing logistics (physical distribution)  
Planning, implementing, and controlling the 
physical flow of materials, final goods, and 
related information from points of origin to 
points of consumption to meet customer re-
quirements at a profit.

Marketing management The art and science 
of choosing target markets and building prof-
itable relationships with them.

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

Marketing myopia The mistake of paying 
more attention to the specific products a com-
pany offers than to the benefits and experi-
ences produced by these products.

Marketing research The systematic design, 
collection, analysis, and reporting of data rel-
evant to a specific marketing situation facing 
an organization.

Marketing return on investment (marketing 
ROI) The net return from a marketing invest-
ment divided by the costs of the marketing 
investment.

Marketing strategy The marketing logic 
by which the company hopes to create cus-
tomer value and achieve profitable customer 
relationships.

Market challenger A runner-up firm that is 
fighting hard to increase its market share in 
an industry.

Market development Company growth by 
identifying and developing new market seg-
ments for current company products.

Market follower A runner-up firm that 
wants to hold its share in an industry without 
rocking the boat.

Market leader The firm in an industry with 
the largest market share.

Market nicher A firm that serves small seg-
ments that the other firms in an industry over-
look or ignore.

Market offerings Some combination of prod-
ucts, services, information, or experiences of-
fered to a market to satisfy a need or want.

Market penetration Company growth by 
increasing sales of current products to cur-
rent market segments without changing the 
product.

Market segment A group of consumers who 
respond in a similar way to a given set of mar-
keting efforts.

Market segmentation Dividing a market into 
distinct groups of buyers who have different 
needs, characteristics, or behaviors and who 
might require separate marketing strategies 
or mixes.

Market targeting (targeting) Evaluating each 
market segment’s attractiveness and selecting 
one or more segments to serve.

Market-centered company A company that 
pays balanced attention to both customers 
and competitors in designing its marketing 
strategies.

Market-penetration pricing Setting a low price 
for a new product in order to attract a large 
number of buyers and a large market share.

Market-skimming pricing (price skim-
ming) Setting a high price for a new product 
to skim maximum revenues layer by layer 
from the segments willing to pay the high 
price; the company makes fewer but more 
profitable sales.

Marketing The process by which companies 
engage customers, build strong customer rela-
tionships, and create customer value in order 
to capture value from customers in return.

Marketing analytics The analysis tools, tech-
nologies, and processes by which marketers 
dig out meaningful patterns in big data to 
gain customer insights and gauge marketing 
performance.

Marketing channel (distribution channel)  
A set of interdependent organizations that 
help make a product or service available for 
use or consumption by the consumer or busi-
ness user.

Marketing channel design Designing ef-
fective marketing channels by analyzing 
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Presentation The sales step in which a sales-
person tells the “value story” to the buyer, 
showing how the company’s offer solves the 
customer’s problems.

Price The amount of money charged for a 
product or service, or the sum of the values 
that customers exchange for the benefits of 
having or using the product or service.

Price elasticity A measure of the sensitivity 
of demand to changes in price.

Primary data Information collected for the 
specific purpose at hand.

Problem recognition The first stage of the 
business buying process in which someone 
in the company recognizes a problem or 
need that can be met by acquiring a good or 
a service.

Product Anything that can be offered to a 
market for attention, acquisition, use, or con-
sumption that might satisfy a want or need.

Product adaptation Adapting a product to 
meet local conditions or wants in foreign 
markets.

Product bundle pricing Combining several 
products and offering the bundle at a reduced 
price.

Product concept A detailed version of the 
new product idea stated in meaningful con-
sumer terms.

Product concept The idea that consumers 
will favor products that offer the most qual-
ity, performance, and features; therefore, the 
organization should devote its energy to mak-
ing continuous product improvements.

Product development Company growth by 
offering modified or new products to current 
market segments.

Product development Developing the prod-
uct concept into a physical product to ensure 
that the product idea can be turned into a 
workable market offering.

Product invention Creating new products or 
services for foreign markets.

Product life cycle (PLC) The course of a 
product’s sales and profits over its lifetime.

Product line A group of products that are 
closely related because they function in a 
similar manner, are sold to the same custom-
er groups, are marketed through the same 
types of outlets, or fall within given price 
ranges.

Product line pricing Setting the price steps 
between various products in a product line 
based on cost differences between the prod-
ucts, customer evaluations of different fea-
tures, and competitors’ prices.

Product mix (or product portfolio) The set 
of all product lines and items that a particular 
seller offers for sale.

Product position The way a product is defined 
by consumers on important attributes—the 

buyer writes the final order with the chosen 
supplier(s), listing the technical specifications, 
quantity needed, expected time of delivery, 
return policies, and warranties.

Outside sales force (or field sales force)  
Salespeople who travel to call on customers in 
the field.

Packaging The activities of designing and pro-
ducing the container or wrapper for a product.

Partner relationship management Working 
closely with partners in other company de-
partments and outside the company to jointly 
bring greater value to customers.

Percentage-of-sales method Setting the pro-
motion budget at a certain percentage of cur-
rent or forecasted sales or as a percentage of 
the unit sales price.

Perception The process by which people se-
lect, organize, and interpret information to 
form a meaningful picture of the world.

Performance review The stage of the busi-
ness buying process in which the buyer as-
sesses the performance of the supplier and 
decides to continue, modify, or drop the 
arrangement.

Personal communication channels Channels 
through which two or more people communi-
cate directly with each other, including face-
to-face, on the phone, via mail or email, or 
even through an internet “chat.”

Personal selling Personal presentation by the 
firm’s sales force for the purpose of engaging 
customers, making sales, and building cus-
tomer relationships.

Personality The unique psychological char-
acteristics that distinguish a person or group.

Pleasing products Products that give high 
immediate satisfaction but may hurt consum-
ers in the long run.

Political environment Laws, government agen-
cies, and pressure groups that influence and 
limit various organizations and individuals in a 
given society.

Portfolio analysis The process by which man-
agement evaluates the products and businesses 
that make up the company.

Positioning Arranging for a market offering 
to occupy a clear, distinctive, and desirable 
place relative to competing products in the 
minds of target consumers.

Positioning statement A statement that sum-
marizes company or brand positioning using 
this form: To (target segment and need) our 
(brand) is (concept) that (point of difference).

Postpurchase behavior The stage of the buy-
er decision process in which consumers take 
further action after purchase, based on their 
satisfaction or dissatisfaction.

Preapproach The sales step in which a sales-
person learns as much as possible about  
a prospective customer before making a 
sales call.

brands through the firm’s own product devel-
opment efforts.

New task A business buying situation in 
which the buyer purchases a product or ser-
vice for the first time.

Nonpersonal communication channels  
Media that carry messages without personal 
contact or feedback, including major media, 
atmospheres, and events.

Objective-and-task method Developing the 
promotion budget by (1) defining specific 
promotion objectives, (2) determining the 
tasks needed to achieve these objectives, and 
(3)   estimating the costs of performing these 
tasks. The sum of these costs is the proposed 
promotion budget.

Observational research Gathering primary 
data by observing relevant people, actions, 
and situations.

Occasion segmentation Dividing the market 
into segments according to occasions when 
buyers get the idea to buy, actually make their 
purchase, or use the purchased item.

Off-price retailer A retailer that buys at less-
than-regular wholesale prices and sells at less 
than retail.

Omni-channel retailing Creating a seamless 
cross-channel buying experience that inte-
grates in-store, online, and mobile shopping.

Online advertising Advertising that appears 
while consumers are browsing online, includ-
ing display ads, search-related ads, online 
classifieds, and other forms.

Online focus groups Gathering a small 
group of people online with a trained mod-
erator to chat about a product, service, or or-
ganization and gain qualitative insights about 
consumer attitudes and behavior.

Online marketing Marketing via the internet 
using company websites, online ads and pro-
motions, email, online video, and blogs.

Online marketing research Collecting pri-
mary data through internet and mobile sur-
veys, online focus groups, consumer tracking, 
experiments, and online panels and brand 
communities.

Online social networks Online social 
 communities—blogs, online social media, 
brand communities, and other online  forums—
where people socialize or exchange informa-
tion and opinions.

Opinion leader A person within a reference 
group who, because of special skills, knowl-
edge, personality, or other characteristics, ex-
erts social influence on others.

Optional-product pricing The pricing of 
optional or accessory products along with a 
main product.

Order-routine specification The stage of 
the business buying process in which the 
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Service intangibility Services cannot be seen, 
tasted, felt, heard, or smelled before they are 
bought.

Service perishability Services cannot be stored 
for later sale or use.

Service profit chain The chain that links ser-
vice firm profits with employee and customer 
satisfaction.

Service retailer A retailer whose product 
line is actually a service; examples include 
hotels, airlines, banks, colleges, and many 
others.

Service variability The quality of services 
may vary greatly depending on who provides 
them and when, where, and how they are 
provided.

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

Shopper marketing Focusing the entire mar-
keting process on turning shoppers into buy-
ers as they approach the point of sale, whether 
during in-store, online, or mobile shopping.

Shopping center A group of retail business-
es built on a site that is planned, developed, 
owned, and managed as a unit.

Shopping product A consumer product that 
the customer, in the process of selecting and 
purchasing, usually compares on such attri-
butes as suitability, quality, price, and style.

Showrooming The shopping practice of com-
ing into retail store showrooms to check out 
merchandise and prices but instead buying 
from an online-only rival, sometimes while in 
the store.

Social class Relatively permanent and or-
dered divisions in a society whose members 
share similar values, interests, and behaviors.

Social marketing The use of traditional busi-
ness marketing concepts and tools to encour-
age behaviors that will create individual and 
societal well-being.

Social media Independent and commercial 
online social networks where people congre-
gate to socialize and share messages, opin-
ions, pictures, videos, and other content.

Social selling Using online, mobile, and so-
cial media to engage customers, build stron-
ger customer relationships, and augment sales 
performance.

Societal marketing A company should make 
marketing decisions by considering con-
sumers’ wants, the company’s requirements, 
consumers’ long-run interests, and society’s 
long-run interests.

Societal marketing concept The idea that a 
company’s marketing decisions should con-
sider consumers’ wants, the company’s re-
quirements, consumers’ long-run interests, 
and society’s long-run interests.

Spam Unsolicited, unwanted commercial 
email messages.

push the product through channels. The pro-
ducer promotes the product to channel mem-
bers who in turn promote it to final consumers.

Reference prices Prices that buyers carry in 
their minds and refer to when they look at a 
given product.

Retailer A business whose sales come pri-
marily from retailing.

Retailing All the activities involved in selling 
goods or services directly to final consumers 
for their personal, nonbusiness use.

Return on advertising investment The net 
return on advertising investment divided by 
the costs of the advertising investment.

Sales force management Analyzing, plan-
ning, implementing, and controlling sales 
force activities.

Salesperson An individual who represents a 
company to customers by performing one or 
more of the following activities: prospecting, 
communicating, selling, servicing, informa-
tion gathering, and relationship building.

Sales promotion Short-term incentives to en-
courage the purchase or sale of a product or 
a service.

Sales quota A standard that states the amount 
a salesperson should sell and how sales should 
be divided among the company’s products.

Salutary products Products that have low 
immediate appeal but may benefit consumers 
in the long run.

Sample A segment of the population selected 
for marketing research to represent the popu-
lation as a whole.

Secondary data Information that already ex-
ists somewhere, having been collected for an-
other purpose.

Segmented pricing Selling a product or ser-
vice at two or more prices, where the difference 
in prices is not based on differences in costs.

Selective distribution The use of more than 
one but fewer than all of the intermediaries that 
are willing to carry the company’s products.

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

Selling process The steps that salespeople 
follow when selling, which include prospect-
ing and qualifying, preapproach, approach, 
presentation and demonstration, handling ob-
jections, closing, and follow-up.

Sense-of-mission marketing A company 
should define its mission in broad social terms 
rather than narrow product terms.

Service An activity, benefit, or satisfaction of-
fered for sale that is essentially intangible and 
does not result in the ownership of anything.

Service inseparability Services are produced 
and consumed at the same time and cannot be 
separated from their providers.

place the product occupies in consumers’ 
minds relative to competing products.

Product quality The characteristics of a prod-
uct or service that bear on its ability to satisfy 
stated or implied customer needs.

Product sales force structure A sales force or-
ganization in which salespeople specialize in 
selling only a portion of the company’s prod-
ucts or lines.

Product specification The stage of the business 
buying process in which the buying organiza-
tion decides on and specifies the best technical 
product characteristics for a needed item.

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

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

Promotion mix (marketing communications 
mix) The specific blend of promotion tools 
that the company uses to persuasively com-
municate customer value and build customer 
relationships.

Promotional pricing Temporarily pricing prod-
ucts below the list price, and sometimes even 
below cost, to increase short-run sales.

Proposal solicitation The stage of the busi-
ness buying process in which the buyer in-
vites qualified suppliers to submit proposals.

Prospecting The sales step in which a sales-
person or company identifies qualified poten-
tial customers.

Psychographic segmentation Dividing a mar-
ket into different segments based on lifestyle or 
personality characteristics.

Psychological pricing Pricing that considers 
the psychology of prices and not simply the 
economics; the price is used to say something 
about the product.

Public Any group that has an actual or poten-
tial interest in or impact on an organization’s 
ability to achieve its objectives.

Public relations (PR) Building good relations 
with the company’s various publics by obtain-
ing favorable publicity; building up a good 
corporate image; and handling or heading off 
unfavorable rumors, stories, and events.

Pull strategy A promotion strategy that 
calls for spending a lot on consumer ad-
vertising and promotion to induce final 
consumers to buy the product, creating a 
demand vacuum that “pulls” the product 
through the channel.

Purchase decision The buyer’s decision 
about which brand to purchase.

Push strategy A promotion strategy that calls 
for using the sales force and trade promotion to 
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knows about but does not normally consider 
buying.

Users Members of the buying organization 
who will actually use the purchased product 
or service.

Value chain The series of internal depart-
ments that carry out value-creating activities 
to design, produce, market, deliver, and sup-
port a firm’s products.

Value delivery network A network com-
posed of the company, suppliers, distributors, 
and, ultimately, customers who partner with 
each other to improve the performance of the 
entire system in delivering customer value.

Value proposition The full positioning of a 
brand—the full mix of benefits on which it is 
positioned.

Value-added pricing Attaching value-added 
features and services to differentiate a com-
pany’s offers and charging higher prices.

Variable costs Costs that vary directly with 
the level of production.

Variety-seeking buying behavior Consumer 
buying behavior in situations characterized 
by low consumer involvement but significant 
perceived brand differences.

Vertical marketing system (VMS) A chan-
nel structure in which producers, wholesal-
ers, and retailers act as a unified system. One 
channel member owns the others, has con-
tracts with them, or has so much power that 
they all cooperate.

Viral marketing The digital version of word-
of-mouth marketing: videos, ads, and other 
marketing content that is so infectious that 
customers will seek it out or pass it along to 
friends.

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

Warehouse club An off-price retailer that 
sells a limited selection of brand name grocery 
items, appliances, clothing, and other goods at 
deep discounts to members who pay annual 
membership fees.

Whole-channel view Designing internation-
al channels that take into account the entire 
global supply chain and marketing channel, 
forging an effective global value delivery 
network.

Wholesaler A firm engaged primarily in 
wholesaling activities.

Wholesaling All the activities involved in 
selling goods and services to those buying for 
resale or business use.

Word-of-mouth influence The impact of 
the personal words and recommendations of 
trusted friends, family, associates, and other 
consumers on buying behavior.

Zone pricing Pricing in which the company 
sets up two or more zones. All customers 
within a zone pay the same total price; the 
more distant the zone, the higher the price.

while also preserving or enhancing the ability 
of future generations to meet their needs.

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

Systems selling (or solutions selling) Buying 
a packaged solution to a problem from a sin-
gle seller, thus avoiding all the separate deci-
sions involved in a complex buying situation.

Target costing Pricing that starts with an 
ideal selling price, then targets costs that will 
ensure that the price is met.

Target market A set of buyers who share 
common needs or characteristics that a com-
pany decides to serve.

Team selling Using teams of people from 
sales, marketing, engineering, finance, techni-
cal support, and even upper management to 
service large, complex accounts.

Team-based new product development New 
product development in which various com-
pany departments work closely together, 
overlapping the steps in the product devel-
opment process to save time and increase 
effectiveness.

Technological environment Forces that cre-
ate new technologies, creating new product 
and market opportunities.

Telemarketing Using the telephone to sell di-
rectly to customers.

Territorial sales force structure A sales force 
organization that assigns each salesperson to 
an exclusive geographic territory in which 
that salesperson sells the company’s full line.

Test marketing The stage of new product de-
velopment in which the product and its pro-
posed marketing program are tested in realis-
tic market settings.

Third-party logistics (3PL) provider An in-
dependent logistics provider that performs 
any or all of the functions required to get a cli-
ent’s product to market.

Total costs The sum of the fixed and variable 
costs for any given level of production.

Total market strategy Integrating ethnic 
themes and cross-cultural perspectives within 
a brand’s mainstream marketing, appealing to 
consumer similarities across subcultural seg-
ments rather than differences.

Trade promotions Sales promotion tools used 
to persuade resellers to carry a brand, give it 
shelf space, and promote it in advertising.

Undifferentiated (mass) marketing A mar-
ket-coverage strategy in which a firm decides 
to ignore market segment differences and go 
after the whole market with one offer.

Uniform-delivered pricing Pricing in which 
the company charges the same price plus freight 
to all customers, regardless of their location.

Unsought product A consumer product that 
the consumer either does not know about or 

Specialty product A consumer product with 
unique characteristics or brand identification 
for which a significant group of buyers is will-
ing to make a special purchase effort.

Specialty store A retail store that carries a 
narrow product line with a deep assortment 
within that line.

Standardized global marketing A global mar-
keting strategy that basically uses the same 
marketing strategy and mix in all of the com-
pany’s international markets.

Store brand (or private brand) A brand cre-
ated and owned by a reseller of a product or 
service.

Straight product extension Marketing a prod-
uct in a foreign market without making any 
changes to the product.

Straight rebuy A business buying situation in 
which the buyer routinely reorders something 
without modifications.

Strategic group A group of firms in an indus-
try following the same or a similar strategy.

Strategic planning The process of develop-
ing and maintaining a strategic fit between 
the organization’s goals and capabilities and 
its changing marketing opportunities.

Style A basic and distinctive mode of 
expression.

Subculture A group of people with shared 
value systems based on common life experi-
ences and situations.

Supermarket A large, low-cost, low-margin, 
high-volume, self-service store that carries 
a wide variety of grocery and household 
products.

Superstore A store much larger than a regu-
lar supermarket that offers a large assortment 
of routinely purchased food products, non-
food items, and services.

Supplier development Systematic develop-
ment of networks of supplier-partners to en-
sure an appropriate and dependable supply 
of products and materials for use in making 
products or reselling them to others.

Supplier search The stage of the business 
buying process in which the buyer tries to find 
the best vendors.

Supplier selection The stage of the business 
buying process in which the buyer reviews 
proposals and selects a supplier or suppliers.

Supply chain management Managing up-
stream and downstream value-added flows of 
materials, final goods, and related information 
among suppliers, the company, resellers, and 
final consumers.

Survey research Gathering primary data by 
asking people questions about their knowl-
edge, attitudes, preferences, and buying 
behavior.

Sustainable marketing Socially and environ-
mentally responsible marketing that meets the 
present needs of consumers and businesses 
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Brand awareness, e-tailers and, 539
Brand blogs, digital marketing and, 520–521
Brand-building advertising, 457. See also 

Advertising entries
Brand community websites, 516–517
Brand content

advertising messages and, 457–462
digital marketing, 523

Brand development
brand extension, 270–271
line extensions, 270
multibrands, 271
new brands, 271–272
strategies, 270

Branded entertainment, 459
Branded web communities, 516–517
Brand engagement, 497
Brand equity, 264–265
Brand experience, 31, 245, 272
Brand extension, 270–271
Branding

customer-value and, 250–251
global, 583

Brand integrations, 459
Brand-marketing events, 500
Brand name hall of shame, 587
Brand name selection, 265, 266–267
Brand personality traits, 169
Brand placement, entertainment and, 459–460
Brand portfolio, managing complex, 68–69
Brand positioning, 265–266
Brand promise, 266
Brand publicity, 471
Brands

business-to-business, IBM, 186–187
differentiate, 35
emotional appeal and, 266
globalization of American, 577–578
managing, 272
niche, 559

Age, consumer buyer behavior and, 167
Age and life-cycle segmentation, 213, 214
Agents, 413, 414
AIO (activities, interests, opinions), 168
Air transportation, logistics, 380
Airtruck transportation, 381
Aleut consumers, 102–103
Allowance pricing, 335–336
Alternative evaluation, buyer decision 

 process, 177
Alternative media, 466
American culture. See also Culture

international marketing and, 576–578
American Indians, diversity, demographics 

and, 102–103
Americanization, backlash against, 577
Americans with Disabilities Act (1991), 110
Appeals, advertising, 460
Approach, selling process, 494
Apps

Apple Pay, 387–388
benefits of, 514
check-in, 499
coupons, 499
digital marketing and, 511
DriveMode (AT&T), 443
Dunkin’ Donuts, 163
Fifth Third, 99
fitness, 71
Grainger, 415
Lowe’s support, 255
messaging, 522
mobile marketing and, 525–527
RedLaser, price check, 340
selfycart, 418–419
shopping, 505
SleepSense, Samsung, 279
Smartfeeder, 274
Starbucks mobile payment,  

286–287
telecommuting and, 101–102

Asian American consumers, 102–103, 161
Aspirational groups, 162
Atmosphere, store, 402
Attack advertising, 454
Attitudes, buying behavior and, 173, 177
Attraction, marketing by, 41
Audience Network, 474
Audiovisual materials, PR and, 472
Augmented product, 245, 246
Automobile Information Disclosure Act, 350
Awareness

adoption process and, 178
marketing mix and, 79

B
Baby boomers, 97
Bait and switch, 442
Barnacles, customers, 46
Barriers to trade, 570
Barter, international trade and, 575
Basing-point pricing, 339
Behavior, consumer. See Consumer buyer 

behavior
Behavioral segmentation, 216–217
Behavioral targeting, online, 137–138
Beliefs

consumer buying behavior and, 173
and values, brand, 266

Benchmarking, 546

Subject Index
Note: Page numbers in italic indicate a figure 
or table appears on that page.

A
Accessory equipment, 248
Acquisition, 280, 606
Action program, 80, 81
Actual product, 245, 246
Adapted global marketing, 583–585
Administered VMS, 364–365
Adoption process, new products, 178–179
Advertainment, 458–460
Advertising

Audience Network and, 474
campaigns, media for, 457–462
costs, 600–601
customer engagement and, 422–423
defined, 425, 452
digital, 513
doing good with, 443–444
DRTV marketing, 530–531
GEICO, 450–451
Live Story, 523
merging entertainment and, 458–460
message design and, 433–435
media impact of, 464
organizing for, 469
promotion budgets. See Promotion budget
as promotion tool, 439
subliminal, 172
truth in, 608

Advertising agency, 469
Advertising appeals, 460
Advertising budget

media selection and, 464–468. See also 
Advertising media

messages, 457–462. See also Advertising 
message; Brand content

return on advertising investment and, 468
setting, 456–457
strategy development, 457

Advertising decisions
international advertising, 469–470
major decisions, 453
objectives, 453–454, 456
organizing for, 469

Advertising laws, 110
Advertising media, 457, 464–466
Advertising message, 457–462

advertainment, 458–460
brand story (Converse), 463–464
clutter, 458
consumer-generated content, 462–464
defined, 457
media timing, 467–468
media type, 465–467
message execution, 461–462
vehicles for, 467

Advertising objectives, 453–454, 456
Advertising option icon, 533
Advertising specialties, 499
Advertising strategy, 457–462
Advertising-to-sales ratios, 447
Advertising wars, 475–477
Affordable method, promotion budget, 

437–438
African American consumers, 102–103, 

160–161
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Co-branding, 269–270
Codes of ethics, 619
Cognitive dissonance, 178
Cold calling, 493
Color, message appeal and, 435
Commercialization, new product develop-

ment and, 287
Commercial noise, 605–606
Commission-based compensation, 487–488
Communicability, adoption rate, 180
Communication

adapting for global market and, 587–588
channels, 435–436
effects, of advertising and, 468
marketing. See Marketing communica-

tions
process, 430–432
promotion mix and, 424–425
objectives, 432–433
skills, selling process and, 494–495
tools, 485, 514

Community shopping center, 404
Company buying sites, 198
Company-wide strategic planning, 64–66
Comparative advertising, 454–456
Compensation, of salespeople, 487–488
Competition-based pricing, 317
Competition review, in marketing plan, 81
Competitive advantage, 542

ethics and, 562
identify, 230–231
promoting differences, 231–232

Competitive analysis
competitor objectives, 545
competitor reactions, 546–547
competitor strategies, 545–546
good or bad competitors, 547–548
identifying competitors, 542–545
industry/market points of view, 543
intelligence system, 548
steps in analyzing, 543
strengths/weaknesses, 546, 547
uncontested market space, 548–549

Competitive marketing intelligence, 127–130
Competitive marketing strategy, 542

challenger strategies, 555, 557–558
competitive positions, 553–554
customer/competitor orientations, 

559–560
customer intimacy, 551, 553
differentiation, 551
evolving company orientations, 560
focus, 551
market follower strategies, 555, 558
market leader strategies, 554–557, 555
market niche strategies, 555, 558–559
Microsoft and, 540–542
operational excellence, 551
overall cost leadership, 550–551
product leadership, 551, 553
types of marketing, 549–550
value disciplines, 551, 553

Competitive-parity method, promotion 
budget, 438

Competitor-centered company, 560
Competitors

idea generation and, 282
marketing strategy of, 227
microenvironment and, 94
price changes and, 345–346

e-procurements, 198
sales, 484
telemarketing and, 530

Butterflies, customers, 46
Buyer behavior. See Consumer buyer behav-

ior
Buyer decision process, 175

alternatives, evaluation of, 177
information search, 176–177
need recognition, 176
postpurchase behavior, 177–178
purchase decision, 177

Buyer-readiness stages, communication and, 
432

Buyers, 192
direct and digital marketing and, 514
influences on business, 193
power of, 222
price changes and, 344–345

Buyer’s rights, 607
Buying center, 192
Buying decision behavior

complex, 174
dissonance-reducing, 174
four types, 174
habitual, 174–175
new products, 178–180
variety-seeking, 175

Buzz marketing, 163, 435–436
By-product pricing, 335

C
Call objectives, 494
Call plan, 488
Call reports, 489
CAN-SPAM Act (2003), 110, 533
Capital items, 248
Captive-product pricing, 334–335
Caring capitalism, 111
Cash cows, 67, 69
Cash discount, 335
Cash rebates, 338
Cash refunds, 499
Catalog marketing, 514, 529, 567
Category killers, 395
Causal research, 131
Cause-related marketing, 111
Central American Free Trade Agreement 

(CAFTA-DR), 572
Cents-off deals, 499
Channels of distribution. See Distribution 

channels
Charity, cause-related marketing and, 111
Chief marketing officer (CMO), 82
Chief privacy officer (CPO), 148
Children

child-proof packaging and, 252
influence on buying decisions, 166
online privacy and, 533–534
protecting online, 532
social media and, 622
target marketing and, 227, 239

Children’s Online Privacy Protection Act 
(2000), 110, 533

Children’s Television Act (1990), 110
Citizen-action publics, 95
Clayton Act (1914), 110, 348, 375, 376
Closing, selling process, 495
Cloud-based computing model, 478–479
Cluster (area) sample, 139

PLC concept and, 265, 291–292
positioning, 35
retailing and, 392–393
superfans, 218–219
unit pricing, 608

Brand sponsorship, 265, 267–270
co-branding, 269–270
licensing, 268–269
national v. store, 267–268

Brand story (Converse), 463–464
Brand strategies

brand equity/value, 264–265
building strong brands, 265–267

Brand value, 264–265
Break-even pricing, 315–316
Bribery, ethics and, 619
Brokers, 413, 414
B-to-B digital marketing, 198–201
Budget

advertising, 456–462, 464–468
in marketing plan, 80, 81
promotion budgets, 437–439
See also Advertising budget; Promotion 

budget
Business

legislation regulating, 110
marketing channels of, 361
sustainable marketing and, 613–615

Business analysis, new product development 
and, 285

Business buyer process, 188
Business buyer decision process

general need description, 196
order-routine specification, 197
performance review, 197
problem recognition, 195–196
product specification, 196
proposal solicitation, 196
stages of, 195
supplier search, 196
supplier selection, 197

Business buying behavior
B-to-B brands, 186–187
buying situations, 191–192
decision process, 195–197. See also 

 Decision process, business buyer
digital and social media marketing, 

197–201
e-procurement/online purchasing, 

197–198
influences on, 192–193, 195
institutional/government markets and, 

199–203
model of, 191
process of, 192

Business markets, 96, 188–189
buying unit, 189
decision types, 189–190
segmenting, 219–220
structure/demand, 189

Business norms, culture and, 576
Business portfolio, 66–67
Business promotions, 497, 502
Business services, 248
Business-to-business

brands and (IMB), 186–187. See also 
 Business buying behavior

competitor market shares and, 546
digital/social media marketing, 198–201, 

491–492
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consumer buyer behavior and, 159
disposable clothing, 603
global marketing and, 578
international marketing research and, 146
manners, international marketing and, 

194–195
segmenting international markets and, 

220–221
sustainability and, 623
violation of norms, 575–576

Customer benefits, 460
Customer Business Development (CBD) 

teams, 483
Customer-centered company, 560
Customer-centered new product 

 development, 287–288
Customer-driven companies, 36
Customer-driven marketing strategy, 

 designing, 212
Customer engagement

brands and, 272
digital/social media and, 41–42
direct/digital marketing and, 512
mobile marketing and, 526–527
social selling and, 490

Customer-engagement marketing, 41–42
Customer equity

brand value and, 265
building, 45–46

Customer experiences, with product /
services, 245

Customer insights
data and, 127
Ferrero, 122–123
marketing and, 124
using/gaining, 125–126

Customer intimacy, 551
Customer lifetime value, 44
Customer loyalty, 44
Customer-managed relationships. See also 

Customer engagement
digital/social media and, 41–42

Customer management, 34
Customer management organization, 82
Customer-perceived value, 38
Customer relationship

levels/tools, 40–41
managing, selling process and, 495–496
planning marketing and, 72–73

Customer relationship management (CRM), 
38–39, 72, 373, 375

data analysis and, 141
salesforce, 478–479

Customer value
argos and society, 60
catalog retailing, 59
digital retailing, 59–60
market offerings, 59
offers, 60
same-day delivery, 59

Customers
idea generation and, 282
marketing microenvironment and, 96
redlining, 603–604
retailing, brands and, 392–393
sales force/company links and, 481–482
targeting select, 34
types of, 46
walking the customer, ethics and, 506

focus group interviewing, 135–136
mail/telephone/personal interviewing, 

134–135
online behavioral/social tracking/ 

targeting, 137–138
online marketing research, 136–137

Content, consumer-generated, 462–464
Content sites, 515
Content strategy, 460
Contests, consumer promotions, 499
Contextual advertising, 518
Continuous inventory replenishment 

 systems, 381
Contract logistics, 383
Contract manufacturing, 581
Contractual VMS, 364
Controlled test markets, 287
Controls, in marketing plan, 81
Convenience products, 246
Convenience sample, 139
Convenience stores, 394, 395, 584–585
Conventional distribution channels, 363
Conventions, business promotions, 502
Core beliefs, 112
Core customer value, 245, 246
Corporate chains, 397
Corporate giving, 111
Corporate identity materials, 472
Corporate image marketing, 248
Corporate marketing ethics policies, 617
Corporate VMS, 363–364
Cost-based pricing

break-even analysis/target return pricing, 
315–316

cost-plus pricing, 315
cost per unit, production levels and, 314
production experience and, 314–315
types of costs, 313
value-based pricing v., 310

Cost per point, 475
Cost per thousand (CPM), 475
Cost-plus pricing, 315
Costs

media, 467
marketing, 600–601
salespeople training and, 487
social media marketing and, 523
of sustainability, 622–623
types of, 313

Coupons, 498–499, 505
Cradle-to-cradle practices, 609
Creative concept, 460
Creative selling, 481
CRM. See Customer relationship 

 management
Cross-company logistics teams, 382
Cross-functional teamwork, 381–383
Cross-market segmentation, 220–221
Crowdsourcing, 282–283
Cues, minor stimuli, 173
Cultural environment

of international trade, 575–578
of marketing strategy, 111–114
values, persistence of, 112

Cultural pollution, 605–606. See also Social 
criticisms of marketing

Culture
beauty and, 593–595
business norms and, 576

Complex buying behavior, 174
Concentrated marketing, 223–224
Concept development, 284
Concept testing, 284
Conformance quality, 249–250
Consumer buyer behavior

African Americans, 160–161
age/life stage, 167
Asian Americans, 161
beliefs/attitudes, 173
complex buying behavior, 174
cultural and, 159
decision process, 175. See also Buyer 

 decision process
dissonance-reducing, 174
economic situation, 168
family, 164–166
groups and social networks, 162–164
Hispanic Americans, 160
learning, 173
Lenovo, 156–157
lifestyle and, 168
model of, 158–159
motivation, 169, 171–172
occupation, 167
perception, 172
personality/self-concept, 168–169
roles/status, 166
social class, 162
subcultures and, 160–161
total market strategy, 161–162
variety-seeking, 175

Consumer expectations, 177–178
Consumer expressions, advertising and, 465
Consumer-generated content, 462–464
Consumer-generated marketing, 42–43
Consumer impressions, advertising and, 465
Consumer insights team, 125
Consumerism, sustainable marketing and, 

607–608
Consumer market, 96, 158, 213. See also 

 Market segmentation
Consumer-oriented marketing, 613
Consumer perception dimensions, 264–265
Consumer products. See also Product entries

convenience, 246, 247
defined, 246
safety, 110, 298, 602
shopping, 246, 247
specialty, 247
type of, 247
unsought, 247

Consumer Product Safety Act (1972), 110, 298
Consumer promotions, 496–500

brand engagement and, 497
tools for, 498–500

Consumer protection
consumer rights, 607–608
legislation and, 109, 110

Consumer rights, 607–608
Consumers

AIO dimensions of, 168
long-run welfare of, 37
marketing channels and, 361
marketing impact on, 600–604
online privacy, advertising and, 532–533
rights/responsibilities, 607–608
spending cutbacks, 405–406

Contact methods, data collection
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direct-response television (DRTV) 
 marketing, 530–531

kiosk, 531
telemarketing, 529–530

Direct marketing channel, 361
Direct response television (DRTV) marketing, 

514, 530–531
Direct retailing, 407
Direct-to-consumer platform, 537–538
Disabled Americans, 103, 110
Discount, trade promotions, 500
Discount and allowance pricing,  

335–336
Discounts, 338
Discount store, 394, 395–396
Disintermediation, channel organization and, 

366–368
Dissonance-reducing buying behavior, 174
Distribution. See also Distribution channels; 

Marketing channel
exclusive/selective, 371, 375
high cost of, 600
intensive, 370–371
international, 371–372
supply chain management and,  

376–383
wholesalers and, 415

Distribution centers, 379
Distribution channels, 358

behavior, 362–363, 365–368, 366
conflict in, 362–363
design. See Marketing channel design
differentiation, 230
global delivery network, 589
global market and, 589–590
horizontal marketing systems,  

365
levels, 349–351
members, 372–375
multichannel systems, 365–366
objectives, 369–370
organization, 366–368
vertical marketing systems (VMS), 

363–365
See also Marketing channels; Supply chain 

entries
Distribution review, in marketing plan, 81
Distributors

channel transactions and, 360
idea generation and, 282
See also Transportation

Diversification, 71
Diversity, demographic environment and, 

102–103
Divisibility, rate of adoption and, 180
Dogs, BCG growth-share matrix, 67, 69
Doha Round, 571
Do-Not-Call Implementation Act (2003), 110, 

530, 533
Downsizing, strategies for, 72
Drive, internal stimulus, 173
Duties on imports, 343, 570
Dynamic pricing, online, 340–342

E
Early adopters, adoption process and, 179
Early mainstream adopters, 179
Earned media, 465
Economic communities, 571–572

Descriptive research, 131
Design

marketing channel. See Marketing channel 
design

product, 250
Design for environment (DFE), 609
Desirable products, 615
Development, public relations and, 471
Differences, promoting, 231–232
Differentiate brands, 35
Differentiated marketing, 222–223
Differentiation

competitive marketing strategy, 551
consumer perception dimensions, 264–265
market, 75, 77, 212–213
market targeting and, 228–236
people, 230–231
positioning strategy, 230–231
retailer, 400–401
service, 262–263

Digital advertising, 513
Digital and social media marketing, 515
Digital catalogs, 529
Digital competitors, 548
Digital coupons, 498–499
Digital e-learning, 487
Digital game-based sales training tool, 487
Digital marketing. See also Direct and digital 

marketing
blogs/online forums, 520–521
email, 518–519
logos and, 254–255
online advertising, 517–518
online marketing, 516–517
use of, 515–516
videos, online, 519–520

Digital marketing intelligence, 127–130
Digital media

advertising and, 466
business buyers, engaging with,  

197–199
cultural views of others and, 112–113
customer engagement and, 41–42
demographic environment and, 97–100
social media marketing and, 46–47

Digital photography, 544–545
Digital promotions, 404, 497
Digital sales tools, 490, 492–493
Digital shopping, 407
Digital technology

advertising and, 458
direct/digital marketing and, 512
loyalty programs and, 40–41
marketing communications and, 425–426

Direct and digital marketing
Amazon.com, 510–511
benefits of, 514
defined, 425, 512
forms of, 514–515
growth of, 513
in promotion mix, 440
model for, 512–513
policy issues in, 531–534

Direct exporting, 581
Direct mail, advertising and, 466
Direct-mail marketing, 514, 528
Direct marketing (traditional forms)

catalog, 529
direct-mail, 528

Customer sales force structure, 483
Customer satisfaction, 39–40
Customer-segment pricing, 336
Customer service

Nordstrom, 553
Customer-size group nicher, 559
Customer-solution approach, 494–495
Customer value

channel management and, 374–375
driven marketing strategy, 34–38. See also 

Marketing management
marketing process and, 54
pricing based on, 309–311
satisfaction and, 31
See also Value-driven marketing

Customer value analysis, 547
Customer value-based pricing, 309–310
Customer value delivery network, 369
Customer value marketing, 613

D
Data

internal databases, 127
misuse of research, 148–149
primary, 132–140. See also Primary data
privacy and, 109, 110, 111
secondary, 132
See also Big data; Marketing research

Databases, 125
internal, 127
marketing, privacy and, 533

Deceptive marketing practices, 601
Deceptive packaging, 601
Deceptive pricing, 348, 350, 601
Deceptive promotion, 601
Deciders, 192
Decision process, business buyer. See Busi-

ness buyer decision process
Decline stage, product life cycle, 296, 297
Deficient products, 615
Demand

customer, 30
market leader strategies for, 554–555
price elasticity and, 322–323
pricing and, 321–323

Demand chain, 358–359. See also Supply chain
Demand curve, 322
Demand management, 34
Demographics, 96–97

advertising and, 465
age/structure of population, changing, 97
baby boomers, 97
cutthroat prices, 274–275
diversity and, 102–103
education, 102
family, changing American, 100–101
generational marketing, 100
Generation X, 97–98
Generation Z, 99–100
global market, 580
Millennials (Generation Y), 98–99
online marketing, privacy and, 533
population shifts, 101–102
retailing trends/developments and, 405

Demographic segmentation, 213, 214–215
Demography, 96
Demonstration, 494–495
Department stores, 393, 394
Derived demand, 189
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Frequency, advertising decisions, 464
Frequency marketing programs, 497
Freshness, labeling, 608
Frontal attack, market challenger, 557–558
Full-service retailers, 393
Full-service wholesalers, 413, 414
Full-time forcing, 376
Functional discount, 335
Functional organization, 82

G
Games, consumer promotions, 499
Gatekeepers, 192
Gender segmentation, 213–215
Gender-specific packaging, price and, 337
General Agreement on Tariffs and Trade 

(GATT), 571
General need description, in business buying 

decision process, 196
General public, marketing environment and, 

95
Generational marketing, 100
Generation X, 97–98, 467
Generation Y (Millennials), 98–99
Generation Z, 99–100, 522
Geographical organizations, 590
Geographical pricing, 339
Geographic market nichers, 559
Geographic market segmentation, 213–214, 

220
Geographic organization, 82
Geographic shift, in population, 101–102
Glad-handing, 494
Global advertisers, 469–470
Global branding, 583
Global expansion

e-tailers, 539
Global firm, 569
Globalization. See also International entries

backlash against American, 577
international marketing manners, 194–195
international marketing research and, 

145–147
marketing and, 52
retailers and, 411
segmenting international markets, 

220–221
services/products and, 298–299
sustained growth and, 507

Global marketing
convenience stores and, 584–585
decisions, 578
defined, 568–570
international marketing decisions, 570
international trade system,  

570–572
marketing objectives, 578–580
market potential, indicators of, 580
organization, 590
package delivery and, 579
standardized/adapted, 583, 585

Global marketplace
direct investment, 582
distribution channels, 589–590
entry strategies, 580
exporting, 580–581
joint venturing, 581–582
price and, 588–589
product adaptation, strategies for, 585–586

Exchange controls, international trade  
and, 570

Exchanges, relationships and, 33
Exclusive dealing, 375
Exclusive distribution, 371, 375
Exclusive territorial agreements, 376
Execution styles, of advertising messages, 

461–462
Executive summary, in marketing plan, 81
Expectations, consumer, 177–178
Expense reports, 489
Experience curve, production, cost and, 

314–315
Experiential retailing, 402
Experiential sources of information, buying 

decisions and, 176
Experimental research, primary data, 133, 134
Exploratory research, 131
Export department, 590
Exporting, 580–581
External stimuli, 176
Extranet, 144, 198

F
Face-to-face selling, 514
Factory outlets, 394, 396
Fads, 292
Fair Packaging and Labeling Act (1866), 110, 

253
Fair trade, 620
Family, changing American, 100–101
Fantasy messages, 461
Fashion, 292
Fashion bloggers, 520–521
Features, product, 250
Federal Cigarette Labeling and Advertising 

Act (1967), 110
Federal Food, Drug, and Cosmetic Act, 298
Federal Food and Drug Act (1906), 110
Federal Trade Commission Act (1914), 110, 

253
Feedback, collecting, 437
Field sales force, 484
Field sales v. telemarketing, 537
Financial intermediaries, 94
Financial publics, 95
Financial Reform Law (2010), 110
Fishyback transportation, 381
Fixed costs, 313
Fixed fee, 335
Fixed price policy, 340
Flash sales, 338, 406
Flows, in distribution channels, 361
FOB. See Free on board
FOB-origin pricing, 339
Focus group interviewing, 135–136
Follow-up, selling process, 495
Food deserts, redlining and, 603–604
Food markets, 113–114
Formulated marketing, 550
Four Ps/As of marketing, 77–79
Franchise organization, 364

as retailer, 397, 399
vertical channel conflict and, 362

Fraud, in advertising, 532
Free goods, trade promotions, 500
Free on board (FOB), 339
Free trade zones, 571–572
Freight-absorption pricing, 339

Economic environment
channel design and, 371
consumer buyer behavior and, 168
defined, 103–104
international trade and, 572–573
marketing and, 50–51
pricing strategies and, 323
segmenting international markets and, 

220
Education, demographic environment and, 

102
Electronic data interchange (EDI), 381
Email marketing, 518–519
Emerging economies, international trade and, 

572
Emoji, 523
Emotional appeal, 266, 434
Empathy, selling and, 479
Employees, service profit chain and, 259
Endorsement, message execution and, 461
End user nicher, 559
Engagement

media, advertising and, 465
mobile marketing, 526–527
sales force and, 481–482
social media marketing and, 523–524

Engaging customers
advertising and, 422–423
advertising media and, 464–465
brands and, 272
digital/social media and, 41–42, 197–199
marketing and, 28
real-time marketing, 48–49
See also Customer engagement

Entertainment, merging with advertising, 
458–460

Entrepreneurial marketing, 550
Environment

green retailing and, 410–411
green supply chains, 377
packaging and, 252
sustainable marketing and, 599
sustainable supply chain, 377–378
See also Packaging

Environmental influences, on business 
 buyers, 193

Environmentalism, 608–612. See also 
 Sustainable marketing

Environmental responsibility, 53
Environmental sustainability, 104–105, 

608–612
E-procurement, 197–198
Equipment, as capital item, 248
Esteem, brand, 264–265
E-tailers, 515, 538–539
Ethics

marketing research and, 147–148
misuse of data and, 148–149
personal selling and, 442, 443
pharmaceutical pricing and, 347–348
socially responsible behavior and,  

109, 111
sustainable marketing and, 599, 617–620
See also Marketing ethics

Ethnographic research, 133–134
Evaluation, adoption process and, 179
Event marketing, 500–502
Event sponsorship, 500
Everyday low pricing (EDLP), 311, 403
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Intermediaries, marketing, 370–371. See also 
Marketing channels

Internal databases, 127
Internal marketing, 260
Internal publics, 95
Internal stimuli, 176
International. See also Global entries
International advertising, 469–470
International expansion, of major retailers, 

411
International marketing. See also Global 

entries
ethics and, 622
major decisions in, 570
manners, culture and, 194–195
objectives/policies, 578–580
product and services, 298–299
research, 145–147
targeting the poor, 574–575
whole-channel concept for, 589

International markets, 96, 220–221
International pricing, 342–343
International trade system

cultural environment, 575–578
economic environment, 572–573
political/legal environment, 573, 575
regional free trade zones, 571–572
tariffs/duties and, 570–571
World Trade Organization (WTO) and, 

571
Internet. See also Blogs; Digital entries; Social 

media; Technology; Websites
behavioral targeting/tracking, 137–138
marketing and, 515–521. See also Digital 

marketing
marketing research on, 136–137
online marketing and, 46–47
online privacy and, 532–533
transportation logistics and, 380

Internet fraud, advertising and, 532
Internet of Things (IoT), 47, 279, 515, 541, 563
Interpretive consumer research, 171
Interviews, data collection and, 135
Intranet, 144
Intrapreneurial marketing, 550
Intrapreneurial programs, 281
Intrapreneurship, 550
Introduction stage, of PLC, 297
Intrusion, marketing by, 41
Inventory management, logistics and, 381
Investor relations, 471

J
Joint venturing, in global marketplace, 

581–582
Judgment sample, 139
Junk mail, 531–532
Just-in-time logistics systems, 379

K
Kiosk marketing, 514, 531
Knowledge, brand, 264–265

L
Labeling

logos and, 252–253
truth in, 608

Labeling laws, 109, 110
Lagging adopters, 179

I
Idea generation

crowdsourcing, 282–283
external sources, 282
internal sources, 281–282

Idea marketing, 248–249
Idea screening, 283
Identification, product, 252–253
Identity theft, 532
Image differentiation, 231, 263
Images

consumer-generated, 462
message execution and, 461

Immersion groups, data collection, 135
Import duties, 343
Inbound telephone marketing, 530
Income distribution

international trade and, 572–573
tiered market and, 104

Income segmentation, 213, 215
Independent off-price retailers,  

394, 396
Indirect exporting, 580
Indirect marketing channel, 361
Individual marketing, 226
Industrial economies, 572
Industrial products, 247–248
Industrial structure, 572
Inelastic demand, 322
Influencers, 192
Influential adopters, 163
Infomercials, 530, 532, 602
Information flow, 361
Information search, buyer decision process 

and, 176–177
Informative advertising, 453
Ingredient labeling, 608
Innovation

continuous, 556
individual differences in, 179
new product, 278–279
systematic new product development 

and, 289
Innovative marketing, 614
Innovators, 179
Inside sales force, 484–485
Installations, 248
Institutional markets, 199, 201
Integrated logistics management

cross-functional teamwork inside 
 company, 381–382

partnerships, building logistics, 382
third-party logistics providers (3PL), 

382–383
Integrated marketing communications (IMC), 

427, 429–430, 450
blend of mix/promotion tools, 429
communications model, new marketing, 

425–427
need for, 427, 429–430

Integrated marketing (Volvo), 447–449
Integrated promotion mix, 441
Intelligence, marketing, 127–130
Intelligence system, design competitive, 548
Intensive distribution, 370–371
Interactive marketing, 260–262, 523
Interactive TV (iTV), 530–531
Interest, adoption process and, 178
Intermarket segmentation, 220–221

promotion, 586–588
whole-channel concept for, 589

Global product and communication 
 strategies, 585

Global standardization
IKEA, 566–568
marketing and, 583, 585

Global value delivery network, 589
Goals, company, 66
Good-value pricing, 311
Government

legislation regulating business, 110
markets, 96, 201–202
pricing, external influence on, 323
regulation, sustained growth and, 507
resource management and, 105

Government publics, 95
Great Firewall of China, 592
Great Recession (2008–2009)

advertising budgets and, 457
consumer confidence, 113
consumer spending and, 50–51, 103–104, 

405, 605
good-value pricing, 311
pricing decisions and, 323

Greening activities, internal/external, 609. See 
also Sustainable marketing

Green retailing, 410–411
Green supply chains, 377
Gross domestic product (GDP), 568
Group interviewing, data collection, 135–136
Groups, consumer buyer behavior and, 

162–164
Growth

strategies for, 70–72
sustained, selling and, 506–508

Growth-share matrix, BCG, 67. See also 
 Boston Consulting Group

Growth stage, of PLC, 297
Guiding philosophy, 72

H
Habitual buying behavior, 174–175
Hackathons, 281
Handling objections, selling process, 495
Hard-sell technique, 494, 506
#Hashtags, social media

BallBusterChallenge, 547
consumer-generated marketing and, 

42–43
fail, marketing disasters, 537
HappiMess, Delta, 500
llasting, 605
MayhemSale, 477
MyWestElm, 462
ShareaCoke, 465
tweetacoffee, 524–525
tweetfromtheseat, 459
withoutshoes, 523

Headline, advertising message, 462
“Hello Tomorrow” campaign, 27
High-low pricing, 311, 403
High-pressure selling, 602
Hispanic American consumers, 102–103, 160
HITECH Act, 301
Horizontal conflict, channel behavior, 362
Horizontal marketing systems, 365
How-to videos, 519
Humor, advertising and, 475



726  Index

Dental House Calls, 302
Dubai city guide, 475
Evaluating Alternatives, 183
Field Sales versus Telemarketing, 537
inventory management, 419
Louis Vuitton Price Increase, 352–353
Market Share, 562–363
NAICS, 206
Pop-Tarts Gone Nutty!, 275
Pricey Sheets, 326
Sales Force Analysis, 506
small-scale samples, 151–152
Tyson Expanding Distribution, 386
USAA, 239

Marketing channel design
consumer needs, analyzing, 369
defined, 368–369
evaluation of major alternatives, 371
intermediaries, types/numbers of, 

370–371
international, 371–372
objectives, setting channel, 369–370
responsibilities, of channel members, 371

Marketing channel management
evaluate channel members, 375
motivate/manage channel members, 

373–375
public policy, distribution decisions and, 

375–376
selecting channel members, 372–373

Marketing channels, 358
consumer and business, 361
distribution reduces transaction numbers, 

360
importance of, 359
number of channel levels, 361
value, channel members add, 360–361
See also Distribution; Supply chain entries

Marketing communications
channels/media, 435–436
communication objectives,  

432–433
communication process, 430–432
feedback, 437
integrated, 425–429
message, 433–437
mix, 424–425
socially responsible, 441–444
target audience, 432

Marketing concept, 36, 598–599
Marketing control, 82–83
Marketing dashboards, 83
Marketing differentiation, 75, 77
Marketing effort

department organization, 82
implementation, 80–82
marketing analysis, 79–80
marketing control, 82–83
planning, 80

Marketing environment
cultural, 111–114
defined, 92
demographic, 96–97
economic, 103–104
Kellogg, 90–91
macro/micro, 92–96
natural, 104–106
political/social, 108–111
responding to, 114–115

Loyalty programs
JetBlue Air, 40–41
promotions and, 497–498

M
Macroenvironment, marketing, 92, 96
Madison & Vine, 458, 460
Magazines, advertising and, 466, 467, 588
Magnuson-Moss Warranty Act (1975), 110
Mail questionnaires, 134–135
Maintenance, repair, and operating (MRO) 

products, 412
Make-and-sell, 358
Managed marketplace, e-tailers, 538
Management, of new product development

customer-centered, 287–288
systematic, 289
team-based, 288–289

Management contracting, 581–582
Manfluencers, 238
Manufactured materials, 247
Manufacturers, trade promotions and, 500
Manufacturers’ agents, 413–414
Manufacturers’ and retailers branches and 

offices, 414
Manufacturer-sponsored franchise system, 

364
Manufacturer-sponsored wholesaler 

 franchise system, 364
Market

defined, 33
demand, pricing and, 321–323

Market-centered companies, 560
Market challengers, 554, 557–558
Market description, in marketing plan, 81
Market development, 71
Market dominance (Google), 563–565
Market followers, 554, 558
Market growth rate, 67
Marketing

consumer-oriented, 613
defined, 28–29
doing good with, 443–444
four Ps/As of, 77–79
innovative, 614
microenvironment. See Micro-

environment, marketing
online/mobile/social media. See Online 

marketing
planned, 72–73, 80
purpose of, 616–617
sales and, coordination of, 482
sense-of-mission, 614–615
shopper, 393
social criticisms of, 600–604
test, 286–287
wholesalers and, 414
See also Real Marketing

Marketing 3.24, 37
Marketing analysis (SWOT), 79–80
Marketing analytics, big data and, 141, 143
Marketing budget, 80
Marketing by numbers

Advertising-to-Sales Ratios, 447
Apple vs. Microsoft, 87
attracting alternative markets, 593
be on the first page, 58
Cost of Sustainability, 622–623
demographic trends, 119

Language
catalog marketing and, 567
global marketing and, 578, 590
international marketing, culture and, 

576–577
international marketing research and, 146
online focus groups and, 137
promotion, global market and, 587
words, in advertising messages, 461–462

Lanham Trademark Act (1946), 110
Last mile (telecommunications), 385
Late mainstream adopters, 179
Law

advertising, 110
global marketing and, 578
international market segmentation, 220
marketing regulation and, 612–613

Leading adopters, 163
Learning, consumer buying behavior and, 173
Learning curve, production, cost and, 

314–315
Legal environment, international trade and, 

573, 575, 580
Legislation, regulating business, 110
Less for much less

positioning strategy, 233–235
LGBT consumers, 103
Liability, product, 298
Licensing

brand names and, 268–269
joint venturing, in global marketplace, 581
partnerships, 545

Life stage, consumer buyer behavior and, 167
Life-stage segmentation, 167
Lifestyle

consumer buyer behavior and, 168
market segmentation and, 215
message execution, 461

Lifestyle centers, shopping and, 404
Limited-service retailers, 393
Limited-service wholesalers, 413, 414
Limited-time offers, 338
Line extensions, branding and, 270
Line filling, 256
Line stretching, 256
Lobbying, 471
Lobbyists, 114–115
Local adaptation, global standardization and, 

566–568
Local marketing, 224–225
Local publics, marketing environment and, 95
Locate-compare-select process, 393
Location-based pricing, 336
Location decisions, retailers and, 404–405
Logistics, marketing, supply chain manage-

ment and, 376–383
Logos, 252–255
Long-run average cost (LRAC), 314
Long-run welfare, of consumer, 37
Low-interest financing, 338
Low-price fighter brand, 346
Loyalty

creating customer retention and, 44
customer types and, 46
Lenova, 156–157
salesperson-owned, 481–482
segmentation and, 217
segmenting business markets and, 

220–221
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multiple segmentation bases, using, 217, 
219

occasions, 216
requirements for effective, 221
usage rate, 216–217
user status, 216

Market share
expanding, 556–557
protecting, 556

Market-skimming pricing, 332–333
Market targeting, 75, 212. See also Targeted 

marketing
differentiation/positioning and, 221–222, 

228–236. See also Differentiation; Posi-
tioning entries

market-targeting strategies, 222–228. See 
also Target segments

socially responsible, 227–228
to teens, ethics and, 239

Market variability, 227
Markup pricing, 315
Maslow’s Hierarchy of Needs, 171
Mass marketing, 222
Mass media, 427
Materialism, 604–605. See also Social criticisms 

of marketing
Materials and parts, product, 247
Maturity stage, of PLC, 295–297
McDomination, 577
Media. See also Advertising media; Social 

media
choosing, 435–436
costs of, 467
types of, 465–467, 466

Media engagement, 465
Media impact, of advertising, 464
Media multitaskers, advertising and,  

466–467
Media planners, 467
Media publics, marketing environment and, 

95
Media timing, advertising and, 467–468
Media vehicles, selecting, advertising and, 

467
Megaretailers, rise of, 406–407
Membership groups, consumer buyer 

 behavior and, 162
Membership perks, 498
Membership warehouses, 394, 396–399
Merchandising, warehouse retailers and 

(Costco), 398–399
Merchant wholesalers, 412, 413
Message, design communication, 433–435
Message content, 433–434
Message execution, 461–462
Message format, 434–435
Message source, selecting, 436–437
Message strategy, 460
Message structure, 434
Microenvironment, marketing

company, 93
competitors, 94
customers and, 96
defined, 92–93
marketing intermediaries and, 94
publics and, 95–96
suppliers and, 93–94

Micro-localizing, 225
Micromarketing, local/individual, 224–226

Marketing myopia, 31
Marketing plan, 81
Marketing planning, 80
Marketing process, 29–30

defined, 53–55
model of, 54

Marketing research, 130–140
about, 130
contact methods, 134–138
develop plan for, 131–132
findings, interpret/report, 140
international, 145–147
mechanical instruments for, 139–140
misuse of data, 148–149
primary data, 132–140
privacy issues and, 147–148
process, 130
questionnaires, 139
research plan, implementing, 140
sample types, 139
sampling plan, 138
secondary data, gathering, 132
small businesses/nonprofits, 144–145
types of, 131

Marketing return on investment (marketing 
ROI), 83–84

Marketing services agencies, 94
Marketing strategy, 80

choosing a, 227
communications model, new, 425
competitive. See Competitive marketing 

strategies
culture and, 575–576
customer value, 74–77
designing customer-driven, 212
development, new product, 284–285
“Glocal” marketing success, 210–211
managing marketing mix and, 74
of competitors, 227
pricing decisions and, 318, 321
retailer, 400
Starbucks, 62–63
wholesaler, 415

Marketing strategy development, 284
Marketing system, 34
Marketing websites, 516–517
Market leader, 554
Market leader strategies, 554–557
Market management organization, 82
Market nichers, 554, 558–559
Market offerings, 31, 244
Market-oriented mission, 64–66
Market penetration, 71
Market-penetration pricing, 333
Market positioning, 75, 77
Market sales force structure, 483
Market segment, 75
Market segmentation, 34, 74–75, 212

age and life-cycle, 214
behavioral, 216–217
benefits sought, 216
brand superfans, 218–219
business markets, 219–220
demographic, 214
gender, 214–215
geographic, 213–214
income, 215
international markets, 220–221
loyalty status, 217

technological, 106, 108
See also entries for individual subjects

Marketing ethics
Chinese Pharmaceutical Market, 593
Cost of a Life, 326
Creating Competitive Advantage…to 

What End?, 562
cutthroat prices, 274–275
ethical sourcing, 386
exaggeration and high pressure, 58
#Fail, 537
footloose and tax-free, 419
innocent, 205–206
insurance renewal notice, 118–119
Less Bang for Your Buck, 352
lie to me, 474–475
Lily for Target, 419
make yourself feel good, 183
metadata, 151
Milking the International Market, 622
morally difficult situations, in marketing, 

618t
predicting the future, 87
sustainable tourist, 301–302
sustainability and, 619–620
Targeting to Teens, 239
Walking the Customer, 506
Western stereotypes, 447
See also Ethics entries

Marketing implementation, 80–82
Marketing information

analyzing, 140–144
assessing needs, 126
big data and, 125
competitive marketing intelligence, 

127–130
customer insights, gaining, 122–123, 

125–126
distributing/using, 144
internal data and, 127
managing, 124
MIS, 126
in small business/nonprofits, 144–145

Marketing information system (MIS), 125–126
Marketing intermediaries, 94, 370–371
Marketing logistics

goals of logistics system, 378
importance to supply chain management, 

376–377
information management and, 381
integrated management of, 381–383
inventory management, 379–380
sustainable supply chain and, 377–378
transportation, 380–381
warehousing, 378–379

Marketing management
integrated program, 38
marketing concept, 36
product concept, 35
production concept, 35
selling concept, 36
societal marketing concept, 37
targeting customers, 34
value proposition, choosing, 35
See also Advertising

Marketing mix
developing integrated, 77–79
pricing decisions and, 318, 321
wholesalers and, 415–416
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Feeding Pets from your Smartphone, 274
Get Your Groupon, 238
Google’s (Alphabet’s) Mission, 86
i’ll eat my hat, 562
Krazy Coupon Lady, 352
Online snooping, 151
on the move, 536–537
sharing economy, 118
Skip the Checkout Line, 418–419
Snap It and Redeem It, 505
sold out, 325–326
spot the difference, 446–447
Teens and Social Media, 622
Telemedicine, 301

Online marketing research, 136–137
Online pricing, 306–307
Online purchasing, business, 197–198
Online retailing, 407
Online sales training, 487
Online selling, 484, 490, 492–493
Online social networks, consumer buyer 

behavior and, 163
Online videos, 519–520
Operating control, 83
Opinion leaders

consumer buyer behavior and, 163
marketing and, 435–436

Opt-in model, telemarketing, 530
Optional-product pricing, 334
Order getters, 481
Order-routine specification, in business buy-

ing, 197
Order taker, 481
Organization

for advertising, 469
channel behavior and. See Channel 

 behavior, organization and
functional, 82
global marketing and, 590
of marketing department, 82

Organizational climate, salesforce motivation 
and, 489

Organizational influences, on business 
 buyers, 193

Organization marketing, 248
Organizations

cultural views of, 113
franchise. See Franchise organization
geographical organizations,  

82, 590
institutional/government buying 

 decisions, 199–202
pricing and, 321
retail, 397, 399

Orientations, evolving company, 560
Outbound logistics, 376
Outbound telephone marketing, 530
Outdoor advertising, 466
Outside sales force, 484–485
Outsourced logistics, 383
Overall cost leadership, 550–551
Overhead, 313
Owned media, 465

P
Pacific Islanders, diversity, demographics 

and, 102–103
Package delivery, global markets and, 579
Packaging

concept development/testing, 283–284
idea generation, 281–283
idea screening, 283
major stages in, 281
managing, 287–289
marketing strategy development, 284–285
product development, 286
screening framework (R-W-W), 283
test marketing, 286–287

New product pricing strategies
market-penetration pricing, 333
market-skimming pricing, 332–333
product price bundling, 335

New products
adoption process, 178–179
development strategy, 280–281
innovation and, Samsung, 278–279

New retail forms, 406
News, as PR tool, 472
Newspapers, advertising and, 466, 588
New task, 191
Niche marketing, 223–224, 558–559
Nonpersonal communication channels, 436
Nonprobability samples, 139
Nonprofits

marketing information and, 144–145
telemarketing and, 530

Nontariff trade barriers, 570
North American Free Trade Agreement 

(NAFTA), 572
Not-for-profit marketing, 51–52
Nutritional labeling, 608
Nutrition Labeling and Education Act (1990), 

110, 253

O
Objective-and-task method, budgeting, 

438–439
Objectives

determine competitors’, 545
goals and, setting company, 66
marketing plan, 81

Observational research, 133–134
Obsolescence, planned, 602–603
Occasions segmentation, 216
Occupation, as consumer buyer behavior, 167
Offer

perceived value of, 346
service, 262

Off-invoice trade promotions, 500
Off-list trade promotions, 500
Off-price retailers, 394, 396
Oligopolistic markets, 321, 322
Omni-channel buyers, 392
Omni-channel retailing, 393, 407–409, 516
Online advertising, 457, 517–518
Online and digital security, 532
Online behavior, 137–138
Online catalogs, 529
Online display ads, 517–518
Online dynamic pricing, 340–342
Online focus groups, 137
Online marketing, 46–47, 514, 516–517. See 

also Mobile marketing
ALS Ice Bucket Challenge, 57
blogvertorials, 182–183
China’s Great Firewall, 592
Fabletics Changing Channels, 385
Facebook Audience Network, 474

Middle-of-the-roaders, competitive 
 marketing strategy and, 551

Millennials (Generation Y), 98–99, 377,  
467, 522

Mission statement, 64–66
Mobile advertising, mobile marketing, 

525–527
Mobile display ads, 531–532
Mobile marketing, 46–47, 513. See also Online 

marketing
coupons, 498–499
defined, 525, 527
smartphones and, 50

Mobile media, advertising and, 466
Mobile payment

Apple Pay, 387–388
Starbucks app, 286–287

Mobile retailing, 407
Mobile selling, tools for, 490, 492–493
Modified rebuy, 191
Mommy bloggers, 165–166
Monetary regulations, international trade 

and, 573, 575
Monetization, social media marketing and, 

522–523
Monopolistic competition, 321
Mood, message execution and, 461
Moral appeals, 434
Moral duties, ethics and, 617–620. See also 

Marketing ethics
More for less, positioning strategy, 233, 235
More-for-more positioning strategy, 232–233
More for the same, positioning strategy, 233
Motivation

consumer buying behavior and, 169, 
171–172

of salespeople, 489
MRO. Maintenance, repair, and operating
Multibrands, 271
Multichannel distribution systems, 365–366
Multimodal transportation, 380–381
Multitasking, advertising and, 466–467
Musical, message execution, 461

N
Name brand, choosing, 265–267
National brands v. store brands, 267–268
National Environmental Safety Act (1969), 

110
National Traffic and Safety Act (1958), 110
Native advertising, 459–460
Native Hawaiians, diversity, demographics 

and, 102–103
Natural environment, 104–106
Natural food markets, 113–114
Natural resources, 104–105
Nature, cultural views of, 113–114
Need recognition, buyer decision process, 176
Needs (customer)

analyzing, marketing channel design and, 
369

marketing and, 29, 30
Maslow’s Hierarchy of, 171

Neighborhood shopping centers, 404
Neuromarketing, 139, 140
New brands, 271–272
New product development

business analysis and, 285
commercialization, 287
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showrooming and, 342
unfair marketing and, 606
value-based v. cost-based, 310
wholesalers and, 415
See also Pricing and other Price entries

Price adjustment strategies
buyer reaction to, 344–345
competitors’ price change, 345–346
discount and allowance, 335–336
dynamic and online pricing, 340–342
geographical pricing, 339
increasing price, 344
international pricing, 342–343
promotional pricing, 338–339
psychological pricing, 337–338
segmented pricing, 336–337

Price bundling, 335
Price changes

competitor response to, 345–346
price cuts, initiating, 344

Price confusion, 350
Price cuts, 344
Price-demand relationship, 322
Price discrimination, 348, 349
Price elasticity, demand and, 322–323
Price escalation, 588
Price-fixing, 348, 349
Price increases, 344
Price-off, trade promotions, 500
Price packs, consumer promotions, 499
Price skimming, 332–333
Price-value equation, 319–320, 323
Pricing

competition-based, 317
decisions, market strategy, objectives, and 

mix, 318, 321
legislation and, 348
market/demand and, 321–323
online supremacy and, 306–307
organizations and, 321
predatory, 348, 349
premium, 330–331, 353–354
price-value equation, 319–320
public policy and, 346–350
within/across channel levels, 349–350
See also Price

Pricing strategies
cost-based, 313–316
customer-value-based, 309–310
economic conditions and, 323
external factors, 323
good-value, 311
new product, 332–333
premium prices, 330–331
product mix, 333–335
value-added, 311, 313

Primary data, 132–134
Principles, marketing ethics and, 614,  

617–620
Privacy

consumer, online advertising and, 532–533
marketing research and, 147–148
online and digital security, 532
online tracking/targeting and, 137–138
target marketing and, 227–228
socially responsible behavior and, 109, 111
See also Children entries

Privacy Promise, 534
Private brands v. national, 267–268

Pleasing products, 615
Point-of-purchase (POP) promotions, 499
Polar vortex, 104
Political environment

international trade and, 573, 575
legislation regulating business, 108–110
segmenting international markets and, 

220
socially responsible behavior, 109, 111

Political factors, in global market, 580
Pollution, 104–105
Pollution prevention, 609. See also Sustainable 

marketing
Population

age structure of, changing, 97
geographic shifts in, 101–102
See also Demographic environment

Pop-under ads, 531–532
Pop-up ads, 531–532
Pop-up stores, 406
Portals, 515
Portfolio

analysis, 67
brand, managing complex, 68–69
designing business, 66–67
product, 256–257

Positioning, 75, 213
brands, 35, 75, 77
market targeting and, 228–236
retailer, 400–401
wholesalers and, 414

Positioning maps, 229
Positioning statement, 235
Positioning strategies

communicating/delivering chosen 
 position, 235–236

developing positioning statement, 235
less for much less, 233
more for less, 233, 235
more for more, 232–233
more for same, 233
same for less, 233

Positive incentives, salesforce motivation ad, 
489

Postpurchase behavior, 177–178
Postpurchase dissonance, 174
Poverty, international marketing and, 

574–575
Power centers (shopping), 404
Power of buyers, 222
PR. See Public relations
Preapproach, selling process, 494
Predatory pricing, 348, 349
Predatory strategy practices (Google), 

606–607
Premium pricing, 330–331, 353–354
Premiums, consumer promotions, 499
Presentation, selling process and, 494–495
Press agency, 471
Price

deceptive, 601
defined, 308–309
gender-specific packaging and, 337
global market and, 588–589
high, marketing cause of, 600–601
imports, duties and, 343
international, 342–343
marketing mix and, 78, 79
setting, 309

biodegradable/recyclable, 609, 616
deceptive, 601
gender-specific, pricing and, 337
green retailing and, 410–411
importance of, 251–252
sustainable marketing and, 599

Paid media, 465
Partner relationship management, 43, 72
Partnership, sustainability and, 624
Partnership relationship management (PRM) 

systems, 373, 375
Partnerships, building logistics, 382
Parts, as industrial product, 247
Patent laws, 297
Patriotism, 113
Payment

apps, mobile, 286–287, 387–388
cash transactions, international trade and, 

575
global markets and, 579

Payment flow, 361
People, sustainability and, 624
People differentiation, 230–231
Perceived obsolescence, 602–603
Percentage-of-sales method, promotion 

budget, 438
Perception, consumer buying behavior and, 

172
Perceptual positioning maps, 229
Performance quality, 249, 250
Perishability, of services, 258–259
Permission-based email marketing, 519
Personal communication channels, 435
Personal interviews, data collection and, 135
Personality, buyer behavior and, 168–169
Personality symbol messages, 461
Personal marketing, social media and, 523
Personal selling, 425, 439–440, 442–443

customer relations, 495–496
defined, 480
nature of, 480–481
salesforce, role of and, 481–482

Personal selling process
approach, 494
closing, 495
follow-up, 495
handling objections, 495
preapproach, 494
presentation/demonstration, 494–495
prospecting/qualifying, 493–494

Personal sources, buyer decision information, 
176

Person marketing, 248
Persuasive advertising, 453–454
Pharmaceutical pricing, ethics, public policy 

and, 347–348
Phishing, 532
Physical distribution

firms, 94
supply chain management and, 376–383

Physical needs, 30
Piggyback transportation, 381
Pipelines, transportation logistics, 380
Place, marketing mix and, 78, 79
Place marketing, 248
Planet, sustainability and, 624
Planned obsolescence, 602–603
Planning marketing, 72–73, 80
PLC. See Product life cycle
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motivation, 169, 171–172
perception, 172

Psychological pricing, 337–338
Public actions, to regulate marketing, 612–613
Public affairs, 471
Public goods, 605. See also Social criticisms of 

marketing
Public policy

business regulation and, 110
pricing and, 347–350, 348

Public relations (PR), 425, 440
disasters, social media marketing and, 43, 

115–116
role/impact of, 471–472
tools for, 470–471

Public service activities, PR and, 472
Public sources, of information, buying 

 decisions and, 176
Puffery, 601
Pull strategy, of promotion, 440–441
Purchase decision, 177
Pure competition, 321
Pure monopoly, 322
Pure services, 244
Pure tangible good, 244
Purpose, product, 247, 623–624
Purpose-driven marketing, 37
Push girls, 590
Push money, trade promotions, 500
Push strategy, of promotion, 440–441

Q
Qualifying, selling process and, 493–494
Qualitative internet-based research, 137
Qualitative value, of advertising message, 

464
Qualities, desirable, 267
Quality

internal service, 259
service, managing, 263

Quality level, 249
Quality-price nichers, 559
Quantitative research, 136
Quantity discounts, 335
Question marks, BCG growth-share matrix, 

67, 69
Questionnaires, marketing research and, 139
Quotas, trade and, 570
Quota sample, 139

R
Race, demographic environment and, 102–103
Radio, advertising and, 466
Radio-frequency identification (RFID), 106, 

377, 379–380, 409
Railroads, transportation, marketing logistics 

and, 380
Rational appeals, 433–434
Raw materials, 104, 247, 411, 597
Reach, determining advertising, 464
Real-time marketing, engaging customers in 

moment, 48–49, 467–468, 514
Rebates, consumer promotions, 499
Recruiting/selecting salespeople, 485–486
Recycling, 105, 609

Coca-Cola and, 611
green retailing and, 410–411
packaging and, 252

Redlining, food deserts and, 603–604

Product-oriented definition, 65
Product placement advertising, branded 

entertainment, 459–460
Product portfolio, 256–257
Product position, 228
Product price bundling, 335
Product publicity, 471
Product review, in marketing plan, 81
Products. See also Consumer products

deficient, 615
desirable, 615
failure rate of new, 605
international marketing of, 298–299
as market offering, 31
physical flow of, 361
pleasing, 615
retailer assortment, 401–403
salutary, 615
societal classification of, 615
sustainability and, 624

Product safety, 252, 602. See also Safety
Product sales force structure, 483
Product specification, in business buying 

decision process, 196
Product stewardship, sustainable marketing 

and, 609
Product value analysis, in business buying 

decision process, 196
Profit, balancing with purpose (CVS Health), 

616–617
Profit and sales effects, advertising and, 468
Promoter girls, 590
Promotion

adapting for global marketplace, 586–588
cost of, 600–601
deceptive, 601
labeling/logos and, 252–253
marketing mix and, 78, 79
retailers and, 403–404

Promotional allowances, 336
Promotional pricing, 338–339
Promotional products, consumer promotions, 

499
Promotion budget

affordable method, 437–438
competitive-parity method, 438
objective-and-task method of, 438–439
percentage-of-sales method, 438

Promotion clutter, 497
Promotion flow, 361
Promotion mix, 424–425

advertising, 439
digital and direct marketing, 440
integrating, 441
personal selling, 439–440
public relations, 440
sales promotion, 440
strategies, 440–441

Promotion strategy, 441
Proposal solicitation, in business buying 

 decision process, 196
Prospecting, selling process and, 493–494
Provider–customer interaction, 259
Psychographic profiles, 533
Psychographic segmentation, 213, 215
Psychological factors of consumer buyer 

behavior
beliefs/attitudes, 173
learning, 173

Private goods, 605. See also Social criticisms of 
marketing

PRM. See Partnership relationship 
 management (PRM) systems

Probability samples, 139
Product

consumer, 246
defined, 244
individual product decisions, 249
industrial, 247–248
levels of services and, 245–246
marketing mix and, 77–78
new. See New product entries
organizations/persons/places/ideas as, 

248–249
purpose and, 623–624
services, experiences and, 244–245
three levels of, 245
types of consumer, 247
wholesalers and, 415

Product adaptation, global market and, 586
Product and service attributes

branding, 250–251
features, 250
labeling/logos and, 252–253
packaging, 251–252
quality, 249–250
style/design and, 250
support services, 253, 255

Product and service decisions, 249–256
Product assortment, retailer, 401–403
Product attributes, 266
Product class, 291
Product concept, 35, 283–284
Product decisions, social responsibility and, 

297–298
Product development, 71, 286. See also New 

product development
Product differentiation, 230
Product form, 291
Product form pricing, 336
Product image, 284
Product invention, global market and, 586
Production

cost as function of, 314–315
cost per unit and, 314

Production concept, 35
Productivity, managing service, 263–264
Product leadership, 551, 553
Product life cycle (PLC)

decline stage, 296
growth stage, 294
introduction stage, 294
managing L’Oréal’s, 293–294
maturity stage, 295–296
sales/profits over life, 289
styles, fashions and fads, 292
summary of characteristics/objectives/

strategies, 297
Product line

decisions, 256
pricing strategies, 333–335
in retailers, 393–395
stretching, 256

Product management organization, 82
Product/market expansion grid, 70–72
Product mix decisions, 256–257
Product mix length, 257
Product mix pricing strategies, 333, 334
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Search-related ads, 518
Seasonal discount, 335
Secondary beliefs, 112
Secondary data, 132
Segmentation

retailer, 400–401
wholesalers and, 414

Segmented marketing, 222–223
Segmented pricing, 336–337
Selective attention, 172
Selective distortion, 172
Selective distribution, 371
Selective retention, 172
Self-concept, consumer buyer behavior and, 

168–169
Self-image, consumer buyer behavior and, 169
Self-regulatory principles, online/mobile 

marketing and, 533
Self-service retailers, 393
Self-view marketing segments, 112
Seller’s rights, 607
Selling, high-pressure, 602
Selling concept, 36
Selling process, steps in, 493. See also Personal 

selling process
Sense-and-respond, demand chain, 359.  

See also Supply chain entries
Sense-of-missing marketing, 614–615
Sequential product development, 288
Serial replacers, 603
Served market, 556–557
Service decisions, individual product and, 

249–256. See also Product and service 
attributes; Product and service 
 decisions

Service delivery, 263, 579
Service differentiation, 262–263
Service firms, marketing strategies for, 259
Service-firm-sponsored retailer franchise 

system, 364
Service intangibility, 258–259
Service nichers, 559
Service perishability, 258, 259
Service profit chain, 259–262
Service quality, managing, 263
Service recovery, 263
Service retailers, 394, 395
Services

Airbnb, 275–277
defined, 244
four characteristics of, 258
inseparability of, 258, 259
international marketing of, 298–299
levels of product and, 245–246
as market offering, 31
retailer level of, 401–403
retailers and, 393
supplies and, 248
support, 253, 255
wholesalers and, 415

Services differentiation, 230
Services marketing

differentiation, 262–263
nature/characteristics of, 258–259
productivity, managing, 263–264
quality, managing, 263
service profit chain, 259–262
strategies for, 259
three types of, 260

Retail life cycles, shortening, 406
Retail organizations, 397, 399
Retail price maintenance, 348, 349
Return on advertising investment, 468
Return on investment (ROI) marketing, 83–84
Return-on-quality, 249
Return on sales investment, 489
Reverse auctions, 198
Reverse logistics, 376
Risk functions, of wholesalers, 412
Robinson-Patman Act (1936), 110, 348, 349, 

442

S
Safety

product, 110, 298, 602
social media, teens and, 622. See also 

Privacy entries
See also Product safety

Sales, salesforce and, 478–479
Sales and profit effects, advertising and, 468
Sales assistants, 484
Sales contest, business promotions, 502
Sales force, role of

customer/company linking, 481–482
marketing/sales and, coordinating, 482

Sales force analysis, 506
Sales force automation systems, 489
Sales force management

defined, 482
major steps in, 482
outside/inside sales, 484–485
size, of sales force, 483–484
structure of, design, 483
team selling, 485

Sales force performance, evaluating, 489
Sales force promotions, 497
Salespeople

business-to-business, 491–492
compensating, 487–488
evaluating, 489
motivation of, 489
recruiting/selecting, 485–486
supervising, 488–489
training, 486–487

Salesperson, 481
Salesperson-owned loyalty, 481–482
Sales promotion, 425, 440, 442

growth of, rapid, 496–497
objectives, 497–498
program, developing, 502–503
retailers and, 403–404

Sales promotion tools
business promotions, 502
consumer promotions, 498–500
trade promotions, 500

Sales quotas, 489
Sales reports, 489
Salutary products, 615
Same for less, positioning strategy, 233
Samples, consumer promotions, 498
Sample types, 139
Sampling plan, 138
Satisfaction, customer, 31
SBU. See Strategic business units
Scanner fraud, price and, 350
Scientific evidence, message execution  

and, 461
Search engines, 515

Reference groups, consumer buyer behavior 
and, 162

Reference prices, 337–338
Regional free trade zones, 571–572
Regional shopping center, 404
Regional shopping mall, 404
Registered trademark symbol, name brands 

and, 267
Regulation of marketing, 612–613
Relationships

building, 41–42, 46, 481. See also Customer 
engagement

exchanges and, 33
Relative advantage, rate of adoption and, 180
Relative market share, 69
Relative price retailers, 394–397
Relevance, brand, 264–265
Religion

beliefs, buying behavior and, 173
culture and, 114

Reminder advertising, 453, 454
Renewable resources, 105
Resale price maintenance, 348, 349
Research

approaches, observational primary data 
collection, 133–134

better products from, 302–304
development and. See New product 

entries
survey primary data collection, 133, 134, 

136–137
Research and development (R&D), 546, 569
Reseller markets, 96, 323
Resellers

channel organization and, 368
as market intermediary, 94
value-added, 370

Resource management, government and, 105
Retail convergence, 406
Retailer, world’s largest (UNIQLO), 390–391
Retailer cooperative, 397
Retailer marketing decisions

location, 404–405
marketing strategies, 400
pricing, 403
product assortment/services, 401–403
promotion, 403–404
segmentation/targeting/differentiation/

positioning, 400–401
Retailers, types of

discount stores, 394–396
major store retailers, 394
major types of retail organizations, 397
organizations, 397, 399
product line, 393–395
service, amount of, 393

Retailing, brands/customers connecting, 
392–393

Retailing trends
consumer spending cutbacks, 405–406
direct /online/mobile/social media retail-

ing, growth of, 407
global expansion, 411
green retailing, 410–411
megaretailers, rise of, 406–407
new retail forms/shortening retail life 

cycle/retail convergence, 406
omni-channel retailing, need for, 407–409
technology and, 409–410
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Special events
PR and, 472
pricing, 338

Specialty advertising items, 500
Specialty products, 246
Specialty stores, 393, 394
Spending, cutbacks in consumer, 405–406
Spirituality, culture and, 114
Sponsored content, advertising and, 459–460
Standardization, 298, 470, 566–568. See also 

Global standardization
Standardized global marketing, 583, 585
Stars, BCG growth-share matrix, 67, 69
Stimulus object, 173
Store brands, national v., 267–268
Storytelling

message design and, 434
sales and, 479

Straight product extension, global market 
and, 585–586

Straight rebuy, 191
Strangers, customers, 46
Strategic business units (SBUs), 67

four types of, 67, 69
Strategic control, 83
Strategic group, 545–546
Strategic planning, 64, 599. See also Company-

wide strategic planning
Strategies, competitor, 545–546
Strategy-planning process, 549–550
Stratified random sample, 139
Strip malls, 404
Style, product, 250
Subcultures, consumer buyer behavior and, 

160–161
Subliminal advertising, 172
Subsistence economies, international trade 

and, 572
Substitute products, 222
Supermarkets, 394–395
Superstores, 394, 395
Supplier development, 190
Suppliers

idea generation and, 282
microenvironment and, 93–94

Supplier search, 196
Supplier selection, 197
Supplies and services, 248
Supply chain, 43

logistics, 376
sustainable, 377–378
value delivery network and, 358–359

Supply chain management, 43, 376–383
Survey research, 133, 134, 136–137, 255
Sustainability. See also Sustainable marketing

costs of, 622–623
environmentalism and, 608–612
four Ps of, 624

Sustainability vision, 611–612
Sustainable companies, ethics, marketing 

and, 620
Sustainable marketing, 37, 598–600

consumerism and, 607–608
environmentalism, 608–612
environmental/social responsibility  

and, 53
public actions to regulate, 612–613

Sustainable marketing principles
consumer-oriented marketing, 613

business buyers, engaging with, 197–199
buzz marketing and, 435–436
consumer-generated marketing and, 

42–43
crowdsourcing, idea generation and, 

282–283
customer engagement and, 41–42
customer insights and, 124
demographic environment and, 97–100
digital marketing intelligence and, 

128–129
marketing/public relations disasters and, 

43, 115–116, 537
mommy bloggers, influence of,  

165–166
privacy, marketing research and, 148
promotion, retailers and, 403–404
PR tool, 472
real-time advertising and, 467–468
retailing, growth of, 407
sales and, 485
selling, tools for, 490, 492–493
socially responsible target marketing and, 

227–228
teens, safety and, 622
views of others, 112–113

Social media marketing, 47, 514
advantages/challenges, 523–524
disasters and, 43, 115–116
mobile marketing, 525–527
monetization and, 522–523
using, 521, 523
See also Marketing, online, mobile, social 

media
Social needs, 30
Social networks, consumer buyer behavior 

and, 162–164. See also Social media
Social responsibility. See also Socially 

 responsible
marketing and, 53
product decisions and, 297–298
sustainable marketing and, 596–600

Social selling
defined, 481
online, mobile, social media tools for, 490, 

492–493
Social targeting, 137–138
Social tracking, online, 137–138
Societal marketing concept, 37, 599, 615
Society. See also Social entries

cultural views of, 113
marketing impact on, 604–605

Sociocultural factors, of global market, 580
Software

communications tools and, 485
for CRM, 141
enterprise, 492
financial management, 288
logistics information management and, 

381
marketing information system (MIS), 

125–126
PRM/CRM, 373, 375
solution/systems selling, 191–192
supply chain management and, 377, 382
Windows operating systems, 540–542

SOHO (small office/home office), 101
Solutions selling, 191, 479
Spam, 519, 531–532

Services mix, retailer, 402
Services productivity, managing, 263–264
Service variability, 258, 259
Sexual orientation, diversity, demographics 

and, 103
Shared media, 465
Shared projects, logistics, 382
Shared value, 37
Share of customer, growing, 44–45
Sharing, social media marketing and,  

523–524
Sherman Antitrust Act (1890), 110, 348
Shipping, Marketing logistics and, 380–381
Shop-in-shop concepts, 393
Shopper marketing, 393
Shopping, omni-channel retailing and, 

408–409
Shopping center, 404
Shopping experience, theme park, 420–421
Shopping products, 246
Short-run average cost curve (SRAC), 314
Short-run wants, 37
Showrooming

pricing and, 342
webrooming, 407

Simple random sample, 139
Simulated test markets, 287
Slice of life, message execution, 461
Slight-of-mouth message, 419
Small business, marketing information and, 

144–145
Smartphones, mobile marketing and, 50. 

See also Mobile entries
Smart shelves, 380
Smart tags, 379
Social class, consumer buyer behavior and, 

162
Social concerns, pricing and, 323
Social criticisms of marketing

businesses, marketing impact on other, 
606–607

cultural pollution, 605–606
customers, poor service to disadvantaged, 

603–604
deceptive practices, 601
false wants, materialism and, 604–605
high-pressure selling, 602
high prices, 600–601
planned obsolescence, 602–603
products, shoddy/harmful/unsafe, 602
social goods, too few, 605

Social environment, marketing and
cause-related marketing, 111
socially responsible behavior, ethics and, 

109, 111
Social goods, 605. See also Social criticisms of 

marketing
Social idea marketing, 249
Socially responsible. See also Social respon-

sibility
advertising/sales promotions and, 

441–444
target marketing, 227–228

Socially responsible behavior, 109, 111
Social marketing, 249
Social media

ad campaigns and, 457
advertising and, 466
Audience Network, 474
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Urban transportation channels, 356–357
Uruguay Round, 571
Usage rate, segmentation and, 216
Users, 192
User status, segmentation and, 216

V
Value

brand, 265
channel partners, working to create 

 customer with, 374–375
communicating customer, advertising, 

422–423
cost v., 250
creating, 29–30
customer, 613
customer. See Customer value
customer perceived, 38
marketing channel members add,  

360–361
perceived, 346
price-value and, 319–320
pricing based on v. cost-based, 310
service, 260
shared, 37
sustainable, environment and, 609

Value-added pricing, 311
Value-added resellers, 370
Value-based pricing, 311, 313
Value chain, 72–73
Value delivery network, 72, 73,  

358–359
Value differences, identify, 230–231
Value disciplines, 551, 553
Value-driven marketing

brand strategy, 264–272
GoPro, 242–243
product line decisions, 256
product mix decisions, 256–257
services marketing, 258–264

Value for money, 323
Value marketing, 103–104
Value proposition

choosing, 35
positioning strategy and, 232–235

Values. See also Ethics; Marketing ethics
cultural, 112–114
ethical, 619

Value selling, 496
Values-led business, 111
Variability, of services, 258–259
Variable costs, 313
Variable usage rate, 335
Variety-seeking buying behavior, 175
Vendor-managed inventory (VMI) systems, 

381
Vertical conflict, channel behavior, 362
Vertical marketing systems (VMS)

administered, 364–365
contractual, 364
corporate, 363–364

Video convergence, 427
Videos, consumer-generated, 462
Viral marketing, 519–520
Virtual instructor-led training (VILT), 487
Virtual meeting software, 485
Virtual reality, shopping and, 410
VMS. Vertical marketing systems
Voluntary chain, 397

Telecommuting, technology and, 101–102
Telemarketers, 484, 514
Telemarketing, 529–530
Telemarketing v. field sales, 537
Telemedicine industry, 301
Telephone Consumer Protection Act (1991), 

110
Telephone interviewing, data collection and, 

135
Television, advertising and, 466, 467
Territorial sales force structure, 483
Testimonial evidence, message execution 

and, 461
Test marketing, 286–287
Theme park shopping experience, 420–421
Third-party blogs, digital marketing, 520–521
Third-party logistics (3PL) providers, 382–383
Third-place concept, 585
Threats/opportunity analysis, in marketing 

plan, 81
Three-day cooling off rule, 442
Tiered market, income distribution and, 104
Time-and-duty analysis, 488
Time-based pricing, 336
Timing, media, advertising and, 467–468
Tone, for advertising messages, 461
Total costs, 313
Total market strategy, consumer buyer 

 behavior, 161–162
Total quality management (TQM), 249
Touch point, 141
Trade, barriers to, 570
Trade discount, 335
Trade-in allowances, 336
Trade promotions, 496–497, 500
Trade shows, business promotions, 502
Trading exchanges, 198
Trainship, transportation, 381
Transaction-oriented selling process, 495
Transaction sites, 515
Transatlantic Trade and Investment 

 Partnership (TTIP), 572
Trans-Pacific Partnership (TPP), 572
Transportation channels

global market and, 589–590
marketing logistics and, 380–381
urban, 356–357
See also Distribution entries

Trial, adoption process and, 179
Trucks, transportation, marketing logistics, 

380
True friends, customers, 46
Truth in lending, 608
2015 Black Friday, 60
Two-part pricing, 335
Typing agreements, 376

U
Undifferentiated marketing, 222, 227
Unexpected situational factors, purchase 

decisions and, 177
Unfairness, in advertising, 532
Uniform-delivered pricing, 339
Unique selling position, 231
Unit pricing, 608
Universe, cultural views of, 114
Unsought products, 246
Upstream supply side, 597

customer value marketing, 613
innovative marketing, 614
purpose, balancing with profit,  

616–617
sense-of-mission, 614–615
societal classification of products, 615
societal marketing, 615

Sustainable retailing, 410–411
Sustained growth, selling and, 506–508
Sweepstakes, consumer promotions, 499
SWOT marketing analysis, 79–80
Systematic new product development, 289
System selling, 191

T
Target audience, 432
Target costing, 320
Targeted marketing, 75, 212

selecting customers, 34
social media and, 523
See also Market targeting

Targeting
online, 137–138
retailer, 400–401
wholesalers and, 414

Target market, 222. See also Target segments
Target return pricing, 315–316
Target segments

concentrated/niche, 223–224
micromarketing, local/individual, 

224–226
undifferentiated marketing, 222

Tariffs, 570
Team-based new product management, 

288–289
Team selling, 485
Technical sales-support people, 484
Technological environment, 106, 108
Technology

apps. See Apps
big data and, 125, 141–143
cloud-based computing, 478–479
cultural views of others and, 112–113
data collection and, 135
demographic environment and, 97–100
digital. See Digital technology
digital marketing intelligence, 127–130
ethics, socially responsible behavior and, 

109, 111
IBeacon, 505
inventory management and, 379–380
logistics information management and, 

381
marketing and, 106, 108
marketing data, information management 

and, 141–144
mobile, 47. See also Digital marketing; 

Social media
nature, mastery of through, 113
new, clean, sustainability and, 611–612
new product innovation and, 278–279
online marketing research, 136–137
planned obsolescence and, 602–603
retail, growing importance of, 409–410
sales force automation systems, 489
software. See Software
supply chain management and, 377
telecommuting and, 101–102
telemedicine industry and, 301
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W
Wants

customer, 30
false, 604–605. See also Social criticisms of 

marketing
short-run, 37

Warehouse clubs, 394, 396–399
Warehousing, logistics and, 378–379
Warranty

pricing and, 338
support services, 253, 255

Water carriers, transportation, marketing 
logistics, 380

Webinars, 492
Web logs digital marketing, 520–521
Webrooming, 407
Websites

consumer-generated marketing and, 
42–43

online marketing and, 516–517
See also Digital entries; Internet entries; 

Online entries; Social media
Wheeler-Lea Act (1938), 110, 601
White Americans, diversity, demographics 

and, 102–103
Whole-channel concept, 589
Wholesale clubs, 394, 396–397
Wholesaling

defined, 411–412
marketing decisions and, 414
marketing mix, 415–416
marketing strategies, 415
risk functions of, 412
trends in, 416

types of wholesalers, 413–414
Word-of-mouth influence

communication channel, 435
consumer buyer behavior and, 163

Word-of-mouth marketing, 519
Words, advertising messages and, 461–462
Workload approach, to sales force size, 484
World product groups, global market and, 

590
Written materials, PR and, 472

Y
“Yell and sell” presentations, 602

Z
Zone pricing, 339
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