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BOOK?	Chances	are,	it	was	for	one	or	more	of	the	following	reasons:	Your	instructor	has	designed	his	or	her	course	around	the	use	of	cases,	a	real-world	project,	or	a	marketing	simulation	such	as	Markstrat,	to	bring	marketing	decision-making	to	life.	This	book	has	been	written	with	exactly	these	kinds	of	instructors	in	mind.	Thus,	one	of	your
instructor’s	key	objectives	is	to	give	you	the	necessary	tools	and	frameworks	to	enable	you	to	be	an	effective	contributor	to	marketing	decision-making—regardless	of	whether	you	follow	a	career	in	marketing	positions	per	se,	in	another	functional	area,	or	as	an	entrepreneur	or	in	other	general	management	roles.	This	book’s	focus	on	strategic
decision-making	sets	it	apart	from	other	texts	that	place	greater	emphasis	on	description	of	marketing	phenomena	than	on	the	strategic	and	tactical	marketing	decisions	that	managers	and	entrepreneurs	must	make	each	and	every	day.	Your	instructor	wants	to	use	the	most	current	and	most	internet-savvy	book	available.	We	integrate	the	latest	web
and	social	networking	developments,	from	Aprimo	to	Zynga	and	more,	throughout	the	book,	and	we	devote	an	entire	chapter,	Chapter	14,	to	the	development	of	marketing	strategies	for	today’s	digitally	networked	world.	In	addition,	we	supplement	the	book	with	an	interactive	website	to	help	you	self-test	what	you	learn	and	to	help	your	instructor
choose	the	best	cases	and	other	materials	and	in-class	activities.	Our	goal—and	probably	that	of	your	instructor	as	well—is	to	make	both	the	latest	internet-based	tools	as	well	as	time-tested	marketing	principles	relevant	to	those	of	you	who	will	work	in	companies	of	all	kinds,	dot-com	and	otherwise.	Your	instructor	appreciates	and	believes	you	will
benefit	from	the	real-world,	global	perspectives	offered	by	the	authors	of	this	book.	Our	combined	entrepreneurial,	marketing	management,	and	consulting	experience	spans	a	broad	variety	of	manufacturing,	service,	software,	and	distribution	industries	and	has	taken	us—and	thereby	you,	the	reader—around	the	world	many	times.	Simply	put,	we’ve
actually	done	what	we	teach,	as	well	as	what	we	write	about	in	this	book.	As	the	reader	will	see	from	the	outset	in	Chapter	1,	marketing	decision-making	is	a	critical	activity	in	every	firm,	from	start-ups	to	big	companies	with	traditional	marketing	departments.	Further,	it	is	not	just	marketing	managers	who	make	marketing	decisions.	People	in	nearly
every	role	in	every	company	can	have	powerful	influence	on	how	happy	customers	are,	or	are	not,	with	the	goods	and	services	the	company	provides.	Stockbrokers	must	attract	new	customers.	Accounting	and	consulting	firms	must	find	ways	to	differentiate	their	services	from	other	providers	so	their	customers	have	reasons	to	give	them	their
business.	Software	engineers	must	understand	how	their	technology	can	benefit	the	intended	customer,	for	without	such	benefits,	customers	will	not	buy.	Thus,	we	have	written	this	book	to	meet	the	marketing	needs	of	readers	who	hope	to	make	a	difference	in	the	longterm	strategic	success	of	their	organizations—whether	their	principal	roles	are	in
marketing	or	otherwise.	In	this	brief	preface,	we	want	to	say	a	bit	more	about	each	of	the	three	distinctive	benefits,	listed	above,	that	this	book	offers	its	readers.	We	also	point	out	the	key	changes	in	this	edition	compared	to	previous	ones;	and	we	thank	our	many	students,	colleagues,	and	others	from	whom	we	have	learned	so	much	and	without
whom	this	book	would	not	have	been	possible.	A	Focus	on	Strategic	Decision-Making	Previous	editions	of	this	book	have	been	known	for	their	strategic	approach,	an	approach	that	helps	clarify	the	relationships	among	corporate,	business-level,	and	marketing	strategies	for	firms	large	and	small;	the	xvii	Preface	relationships	between	marketing
strategies	and	the	marketing	environment;	and	the	relationships	between	marketing	and	other	functional	areas	in	the	firm.	This	eighth	edition	retains	this	strategic	perspective	while	providing	the	reader	with	specific	tools	and	frameworks	for	making	marketing	decisions	that	take	best	advantage	of	the	conditions	in	which	the	firm	finds	itself—both
internally,	in	terms	of	the	firm’s	mission	and	competencies,	and	externally,	in	terms	of	the	market	and	competitive	context	in	which	it	operates.	By	focusing	on	decision-making,	we	believe	we’ve	written	the	best	textbook	available	for	instructors	who	incorporate	case-based	teaching,	marketing	simulations,	and/or	course-long	projects	like	the
development	of	a	marketing	plan	in	their	course	design.	And,	by	keeping	each	chapter—and	the	book	in	total—concise	and	readable,	we	allow	space	in	students’	busy	schedules	for	instructors	to	add	supplemental	readings	to	highlight	the	latest	in	marketing	thinking.	Our	decision-focused	approach	is	also	important	to	students	and	executives	who	are
our	readers,	because,	in	most	well-designed	marketing	management	classes	and	executive	courses,	the	students	or	participants	will	be	asked	to	make	numerous	decisions—decisions	in	case	studies	about	what	the	protagonist	in	the	case	should	do;	decisions	in	a	course	project,	such	as	those	entailed	in	developing	a	marketing	plan;	or	decisions	in	a
marketing	simulation.	Our	decision-focused	approach	is	also	important	to	employers,	who	tell	us	they	want	today’s	graduates	to	be	prepared	to	“hit	the	ground	running”	and	contribute	to	the	firm’s	decision-making	from	day	one.	The	ability	to	bring	thoughtful	and	disciplined	tools	and	frameworks—as	opposed	to	seat-of-the-pants	hunches	or	blind
intuition—to	marketing	decision-making	is	one	of	the	key	assets	today’s	business	school	graduates	offer	their	employers.	This	book	puts	the	tools	in	the	tool	box	to	make	this	happen.	In	the	end,	employers	want	to	know	what	their	new	hires	can	do,	not	just	what	they	know.	Web-Savvy	Insights	This	book	brings	a	realistic	and	informed	perspective	to	an
important	question	many	students	have	been	asking	in	recent	years:	“Has	the	advent	of	the	internet	changed	all	the	rules?”	Our	answer	is,	“Well,	yes	and	no.”	On	the	one	hand,	the	internet	has	made	available	a	host	of	new	marketing	tools,	from	Facebook	to	e-mail	marketing	to	delivery	of	digital	goods	and	services	over	the	internet,	many	of	which	are
available	to	companies	in	every	industry.	On	the	other	hand,	time-tested	marketing	fundamentals,	such	as	understanding	one’s	customers	and	competitors	and	meeting	customer	needs	in	ways	that	are	differentiated	from	the	offerings	of	those	competitors,	have	become	even	more	important	in	the	fast-moving	digital	world,	as	the	many	dot-com
failures	attest.	Thus,	throughout	the	book,	we	integrate	examples	of	dot-com	companies—both	successful	and	not—to	show	how	both	yesterday’s	and	today’s	marketing	tools	and	decision	frameworks	can	most	effectively	be	applied.	Because	the	advent	of	social	networking	and	other	new	technologies	is	so	important	in	its	own	right,	however,	we	also
devote	Chapter	14	to	this	fastgrowing	arena.	This	chapter	provides	for	marketers	in	all	kinds	of	companies	a	road	map	for	decisions	about	where,	when,	and	how	to	deploy	the	tools	now	available	in	today’s	digitally	networked	world.	A	Real-World,	Global	Perspective	Theory	is	important,	because	it	enhances	our	understanding	of	business	phenomena
and	helps	managers	think	about	what	they	should	do.	It	is	in	the	application	of	theory—the	world	of	marketing	practice—	where	we	believe	this	book	excels.	Our	decision	focus	is	all	about	application.	But	we	don’t	just	bring	an	academic	perspective	to	the	party,	important	as	that	perspective	is.	One	of	us,	John	Mullins,	brings	to	this	book	20	years	of
executive	experience	in	the	retailing	industry	in	the	United	States,	including	three	entrepreneurial	companies.	John	now	works	in	Europe	at	the	London	Business	School,	where	he	draws	on	the	perspectives	of	MBA	students	and	executive	education	participants	from	more	than	120	countries	to	inform	this	book	with	the	realities	of	building	vibrant
businesses	in	today’s	global	economy.	John’s	work	in	executive	education	regularly	takes	him	not	only	to	North	America	and	Europe,	but	to	Africa,	Asia,	and	Latin	America	as	well.	His	first-hand	vantage	point	into	these	fast-growing	regions	will	be	evident	to	readers	of	this	book.	Orv	Walker	spent	most	of	his	career	at	the	Carlson	School	of
Management	at	the	University	of	Minnesota,	where	he	worked	with	some	of	the	world’s	leading	consumer	goods	marketers	and	won	the	marketing	xviii	discipline’s	most	prestigious	awards	for	his	research.	Orv	also	enjoyed	a	number	of	years	running	a	business	as	a	vintner	in	the	rolling	hills	of	western	Wisconsin.	Both	of	us	have	contributed	the	fruits
of	our	research	to	the	growing	body	of	knowledge	in	the	marketing	management,	marketing	strategy,	new	product	development,	and	entrepreneurship	arenas.	The	result	of	our	collective	experience	and	expertise	is	a	book	filled	with	examples	of	real	people	from	around	the	world	making	real	decisions,	examples	of	start-ups	and	highgrowth
companies	as	well	as	examples	of	larger,	more	established	firms.	What’s	New	in	This	Edition?	In	this	eighth	edition	of	Marketing	Management,	we’ve	done	significant	updating	to	reflect	four	key	trends	that	are	sweeping	the	world	of	marketing	theory	and	practice	and	changing	the	aspirations	of	graduates	everywhere:	●	●	●	●	The	growing	interest
of	many	of	today’s	students	in	all	things	entrepreneurial	and	in	learning	what	it	will	take	to	run	their	own	companies,	whether	now—	upon,	or	even	before	graduation—or	at	some	later	point	in	their	careers.	The	growing	importance	of	fast-growing	emerging	markets	like	India	and	China	on	the	global	economic	stage	and	the	growing	realization	in
companies	everywhere	that	business	today	is	a	global	game.	The	changing	nature	of	marketing	research.	These	changes	are	being	brought	about	by	two	factors:	the	power	of	the	internet	to	make	many	kinds	of	research	both	less	expensive	and	faster	to	carry	out,	and	by	a	growing	recognition	that	understanding	customer	needs	in	today’s	increasingly
complex	world	requires	more	than	a	consumer	survey	administered	now	and	again.	The	growing	ubiquity	and	power	of	social	networks—	Facebook,	Linkedln,	Twitter,	and	the	like—which	offer	numerous	opportunities	for	marketers	of	all	kinds,	whether	companies	with	goods	of	services	to	market	or	political	uprisings	seeking	to	change	the	world.
We’ve	addressed	the	first	of	these	issues,	the	growing	interest	of	students	in	entrepreneurship	by	continuing	to	add	new	examples	throughout	the	book	about	how	entrepreneurial	companies—not	just	large,	established	ones—are	applying	the	tools	and	concepts	that	this	book	brings	to	life.	The	author	team	knows	from	experience	that	the
entrepreneurial	path	makes	Preface	for	achallenging—and	always	exciting—career	path.	As	increasing	numbers	of	today’s	graduates	are	taking	the	entrepreneurial	plunge,	we’d	like	our	readers	who	choose	such	a	path	to	be	well-equipped	for	the	journey.	Recent	editions	of	this	book	have	been	known	for	their	real-world	global	perspective	and	this
edition	is	no	exception.	We’ve	continued	to	work	hard	in	this	revision	to	add	examples	from	fast-growing	emerging	economies	like	India,	China,	and	elsewhere.	Four	new	globally	focused	case	vignettes—on	the	emerging	middle	class	in	the	developing	world	(Chapter	7)	on	marketing	Coca-Cola	in	China	(Chapter	12):	on	the	marketing	of	the	Tata	Nano,
the	world’s	least	expensive	automobile	(Chapter	13):	and	on	the	strategy	and	global	organizational	structure	that	Swedish	appliancemaker	Electrolux	employs	(Chapter	17)—will	provide	our	readers	with	new	insight	into	marketing	on	today’s	global	stage.	For	almost	every	company,	it	seems,	India	or	China—or	Brazil,	Russia,	or	another	developing
country—is	important	as	a	source	of	supply	or	labor,	as	a	market	for	what	the	company	produces,	or	both.	To	address	the	changing	nature	of	marketing	research,	we’ve	done	a	significant	updating	of	Chapter	6.	We	now	open	the	chapter	with	a	case	vignette	on	Intel’s	secret	weapon,	an	anthropologist	and	ethnographer	named	Genevieve	Bell,	whose
team’s	consumer	insights—along	with	those	of	other	technology-driven	companies	that	are	ramping	up	their	qualitative	and	ethnographic	research	efforts—are	changing	the	way	high-tech	products	are	conceived	and	developed.	Throughout	the	chapter,	we	address	the	many	changes	in	marketing	research—and	in	forecasting,	too—that	these	and	other
changes,	including	the	growing	clout	of	social	networks	and	other	web-based	phenomena,	are	bringing	about.	Perhaps	nothing,	however,	provides	a	greater	opportunity	for	today’s	marketing	graduates	than	the	growing	ubiquity	and	power	of	social	networks	and	their	applicability	for	marketers	of	all	kinds.	Thus,	we’ve	done	a	major	updating	of
Chapter	14	to	accomplish	two	things.	First,	we’ve	removed	much	of	the	earlier	material	that	described	many	of	the	marketing	possibilities	of	the	internet,	since	many	of	today’s	internet	marketing	tools	are	well	understood	by	today’s	web-savvy	readers.	Second,	we’ve	refocused	the	chapter	on	the	reality	that	today	we	live	and	work	in	a	digitally
networked	world.	A	new	case	vignette	opens	the	chapter	with	a	look	at	the	burgeoning	array	of	opportunities	in	the	market	for	apps.	In	addition,	xix	Preface	throughout	the	chapter,	dozens	of	new	examples	address	the	social	networking	phenomenon,	mobile	and	location-based	advertising,	and	other	digital	world	developments	from	a	variety	of
perspectives.	As	today’s	digitally	networked	world	continues	its	rapid	evolution,	keeping	students	(the	easy	part,	since	many	of	the	most	important	changes	are	being	led	by	members	of	their	generation)	and	instructors	(the	harder	part!)	current	on	such	developments	is	essential	and,	in	our	view,	well	worth	the	entire	chapter	we	dedicate	to	it.	In
addition	to	the	major	changes	we’ve	noted	above,	every	chapter	has	undergone	rigorous	scrutiny,	with	materials	refreshed	and	updated,	new	examples	added,	outdated	ones	deleted,	and	some	of	the	latest	empirical	evidence	incorporated	so	readers	know	what	works	and	what	doesn’t.	Instructors	will	be	pleased	to	know,	however,	that	the	structure
and	flow	of	this	eighth	edition	remains	unchanged.	Our	purpose	in	each	and	every	change	we	have	made	is	to	better	prepare	the	reader	to	“hit	the	ground	running”	and	contribute	to	marketing	decision-making	from	whatever	vantage	point	in	the	organization	he	or	she	sits.	Our	focus	on	strategic	decision-making	remains,	as	always,	the	key	strength
of	this	book.	Additional	Resources	Supplemental	materials	for	instructors	and	students	are	available	on	the	book	website	at	www.mhhe.com/	mullins8e.	Instructor	resources	include	an	instructor’s	manual,	PowerPoints,	and	a	test	bank.	A	list	of	recommended	cases	and	supplementary	readings	is	also	available.	These	materials	range	from	both
classical	and	recent	practitioner-focused	articles	from	Harvard	Business	Review	and	MIT	Sloan	Management	Review	to	carefully	selected,	classroom-ready,	knock-yoursocks-off	teaching	cases	set	all	over	the	world	(all	with	teaching	notes	available),	in	companies	large	and	small,	old	and	new.	They’ll	help	any	instructor	keep	his	or	her	course	bang	up
to	date	and	pragmatically	focused.	Thanks!	Simply	put,	this	book	is	not	solely	our	work—far	from	it.	Many	of	our	students,	colleagues,	and	those	we	work	with	in	industry	have	made	contributions	that	have	significantly	shaped	our	perspectives	on	marketing	decision-making.	We	are	grateful	to	all	of	them.	We	wish	to	give	thanks	to	the	individuals	who
reviewed	the	previous	edition	of	this	text	and	provided	useful	feedback:	Catharine	Curran,	University	of	Massachusetts–Dartmouth;	Anna	Andriasova,	University	of	Maryland	University	College;	Sanjay	S.	Mehta,	Sam	Houston	State	University;	Prema	Nakra,	Marist	College.	We	also	thank	a	small	army	of	talented	people	at	McGraw-Hill/Irwin	for	their
work	that	has	turned	our	rough	manuscript	into	an	attractive	and	readable	book.	In	particular,	our	editors,	Laura	Spell	and	Lori	Bradshaw,	have	been	instrumental	in	giving	birth	to	this	edition.	Without	them,	we’d	probably	still	be	writing!	Finally,	we	thank	Harper	Boyd,	without	whom	this	book	would	not	exist,	and	our	parents,	without	whom,	of
course,	neither	of	us	would	be	here.	To	all	of	you	we	extend	our	love,	our	respect,	and	our	gratitude	for	passing	on	to	us	your	curiosity	and	your	passion	for	learning.	We	therefore	dedicate	this	book	to	Harper	Boyd,	to	Jeannette	and	Orville	Walker,	Sr.,	and	to	Alice	and	Jack	Mullins.	John	W.	Mullins	Orville	C.	Walker,	Jr.	London,	U.K.;	Madison,
Wisconsin	Summer	2011	Walkthrough	Case	Vignette	These	vignettes	have	been	chosen	to	increase	the	book’s	global	focus	and	international	perspective.	C	HAPTER	S	IX	Measuring	Market	Opportunities:	Forecasting	and	Market	Knowledge	Intel’s	Secret	Weapon1	G	ENEVIEVE	BELL	HAS	A	RADICAL	IDEA.	Bell,	the	only	female	among	Intel’s	roster	of
top	technical	talent	dubbed	Intel	Fellows,	and	Director	of	Intel’s	User	Experience	Group,	thinks	the	world	would	be	a	better	place	if	we	can	better	understand	how	people	would	like	to	use	technology,	rather	than	tossing	technology	that	people	don’t	really	want	into	the	market	at	an	alarming	pace.	Bell	was	given	her	own	lab	at	Intel	in	2010,	an	event
that	may	change	Intel,	or	even	the	future	of	technology	itself.	“Imagine,”	says	Bell,	“If	we	were	willing	to	take	on	board	the	ways	in	which	PCs	don’t	work	and	applied	that	to	other	technologies	such	as	our	refrigerators	or	televisions.	If	your	fridge	said,	“I’m	terribly	sorry,	you	cannot	have	that	cold	milk	until	I’ve	rebooted	myself	and	downloaded	new
drivers!”	or	your	TV	said,	“You	gives	his	or	her	permission	to	be	sent	marketing	messages.	Were	this	not	the	case,	cannot	the	watch	the	end	of	the	cricket	match	because	I	am	defragging	my	hard	drive,”	we	would	all	go	insane.”	system	would	be	inundated	with	unwanted	messages	to	the	point	that	it	would	come	to	a	screeching	halt!19	The	growth	of
unwelcome	e-mails,	or	spam,	is	a	customer	problem	that	software	makers	are	working	hard	to	address.	Bell’s	Charter	at	Intel	Blogging	is	another	fast-growing	internet	application.	Given	the	ease	with	which	anyone	can	now	post	material	on	the	web,	companies	large	and	small	are	developing	blogs	In	Bell’s	view,	her	charter	at	Intel	is	straightforward,
with	which	they	can,	sometimes	anonymously,	promote	their	products	or	ideas	or	even	dis“To	provide	insights	and	inspire	innovation.”	Her	team	parage	competition.	There	are	even	sites	(for	example,	www.betterbusinessblogging.com	of	)social	scientists,	interaction	designers	and	human	to	help	businesses	develop	their	blogs!	factors	engineers	is
charged	with	setting	research	Podcasting,	a	technology	that	provides	a	way	for	consumers	to	receive	audio	via	the	146	internet,	is	another	growing	web-based	application.	Advertisers	and	other	providers	such	as	CNN,	the	Cable	News	Network,	provide	short	audio	feeds	that	can	be	downloaded	and	listened	to	on	a	PC	or	on	a	portable	MP3	player.
While	the	new	media	seem,	on	the	surface,	to	be	radically	different	from	their	more	traditional	counterparts—radio,	television,	and	print—the	logic	entailed	in	planning	their	roles	in	promotional	programs	is	no	different	than	for	other	media.	Considerations	of	reach,	frequency,	and	cost—measured	in	cost	per	thousand	impressions	(or	“hits”	or	“click-
throughs”	on	the	web)—provide	a	means	of	comparing	their	value	to	one	another	and	to	traditional	media.	Cost	per	acquisition,	another	measure,	is	useful	for	web	advertising	that	results	directly	in	actual	customer	purchases,	a	model	familiar	in	the	directmarketing	industry.	To	the	extent	that	new	media	performance	can	be	measured	(How	many
extra	customers	does	a	restaurant	get	for	weekday	lunches	as	a	result	of	its	ad,	and	at	what	cost	per	customer?),	marketers	will	be	encouraged	to	use	them	to	their	full	economic	potential.	The	rapid	growth	of	these	and	other	new	media	has	led	to	a	variety	of	ethical	issues	marketers	must	address,	including	the	implications	of	location-based	services
discussed	in	Ethical	Perspective	13.2.	directions,	leading	new	product	strategy	and	definition,	and	driving	consumer-centric	product	innovation	and	thinking	across	the	company.	All	this	is	everyday	work	for	this	wiry-haired	woman	who	as	a	very	small	girl	used	to	kill	things—frogs	and	the	like—growing	up	in	an	aboriginal	community	in	Australia’s
outback.	Why	is	there	a	role	like	Bell’s	at	Intel	today?	“I	joined	Intel	in	1998,”	she	recalls,	“There	was	a	collective	sense	in	Intel’s	senior	management	that	they	didn’t	know	what	was	going	to	happen	when	PCs	became	mass	market.	They	knew	they	had	market	research,	they	knew	they	had	the	skills	to	size	markets	and	how	to	survey	people,	and	a
little	bit	of	usability	work	was	going	on	even	then,	but	I	think	the	sense	of	what	was	missing	was	this	notion	about	what	was	motivating	people,	what	did	they	care	about	and	was	there	an	opportunity	if	you	understood	the	things	to	drive	new	uses	of	technology.”	“For	many	years	thereafter,	a	part	of	every	presentation	I	gave,	every	class	I	taught,	every
meeting	I	attended	was	explaining	what	an	anthropologist	was,	what	ethnography	was,	what	was	user	centered	design	and	why	it	was	going	to	be	a	useful	tool	at	Intel.”	In	her	13	years	at	Intel,	Bell	has	fundamentally	changed	how	the	company	envisions,	plans,	and	develops	its	product	platforms.	International	Media	Global	advertising	has	been	aided
by	the	rise	of	globally	oriented	television	media	like	CNN,	MTV,	and	ESPN,	all	of	which	originate	primarily	in	the	United	States,	and	a	variety	of	other	media	like	STAR-TV	and	Al	Jazeera,	which	originate	in	Asia	and	the	Middle	East,	respectively.	The	ability	of	media	like	these	to	deliver	to	Ethical	Perspective	13.2	Do	You	Really	Want	Burglars	to	Know
Where	You	Are?	The	creators	of	PleaseRobMe.com,	a	simple	website	that	publishes	a	live	feed	of	location-based	posts	that	appear	on	Twitter,	points	out	that	the	tweeters	are	somewhere	other	than	at	home.	The	site’s	creators	want	to	highlight	the	fact	that	tweeters	on	the	likes	of	Foursquare	and	other	location-based	services	give	away	information
that	burglars	would	love	to	have.	But	the	founders	of	location-based	services	and	the	venture	capitalists	backing	them	will	have	to	deal	with	growing	concerns	that	collecting	information	about	people’s	movements	may	have	unintended	consequences.	xx	The	Centre	for	Democracy	and	Technology,	a	privacy	advocate,	argues	that	the	privacy	policies	of
companies	that	are	collecting	and	using	location-based	data	are	“uneven	at	best	and	inadequate	at	worst.”	Some	companies	are	better,	of	course,	and	some	worse.	Loopt	includes	software	that	monitors	its	service	for	suspicious	patterns	of	behaviour,	it	says.	But	politicians	are	getting	into	the	act,	holding	a	congressional	hearing	in	Washington	to
examine	the	implications	of	such	services	and	their	rapid	growth.	If	web-savvy	burglars	want	to	take	advantage	of	all	this	data,	it	would	appear	that	they’d	better	do	so	soon.	Source:	“Follow	Me,”	The	Economist,	March	6,	2010,	p.	81.	For	more	on	Foursquare	and	Loopt,	see	www.foursquare.com	and	www.loopt.com.	Ethical	Perspectives	These
minicases	highlight	ethical	issues	that	commonly	arise	in	marketing	management.	Strategic	Issue	Stattisstic	Sta	ti	al	me	metho	hod	ds	gen	enera	rally	ly	ass	ssum	me	that	that	the	he	futur	fu	ure	will	look	ok	ve	veryy	muc	much	llikee	the	he	passt.	p	t	So	Som	me	etiimess	th	his	is	no	ot	the	th	casee.	muchh	lik	like	th	CenturyLinkk	Mountain	ann	when	its
statt	failed	to	allo	cal	data	that	are	available.	Whee	to	introduce	a	new	flavor,	its	m	to	forecast	the	sales	for	the	new	w	high-technology	products,	for	w	extremely	expensive	to	producee	Take-aways	End-of-chapter	points	review	the	most	important	“lessons	learned”	from	each	chapter.	Strategic	Issue	Highlight	critical	information	and	crucial	questions
throughout	each	chapter.	Global	Perspective	and	Internet	Icons	Identify	global	examples	as	well	as	effective	internet	marketing	for	both	new	and	economic	marketers.	music	from	iTunes	and	for	the	which	to	play	them.	First,	Napp	rage	with	consumers	(though	n	convinced	the	courts	that	Napstt	than	300	million	units,	proving	use	of	analogs	like	these,
as	w	not	to	copy—is	py	a	crucial	appro	Take-aways	1.	Every	forecast	and	estimate	of	market	potential	is	wrong!	Evidence-based	forecasts	and	estimates,	prepared	using	the	tools	provided	in	this	chapter,	are	far	more	credible—and	generally	more	accurate—than	3.	Superior	market	knowledge	is	not	only	an	important	source	of	competitive	advantage,
but	it	also	results	in	happier,	higher	volume	of,	and	more	loyal	customers.	Thus,	the	systematic	development	of	market	knowledge	xxi	This	page	intentionally	left	blank	Section	One	The	Role	of	Marketing	in	Developing	Successful	Business	Strategies	Ch	ap	t	e	r	1	The	Marketing	Management	Process	C	h	apter	2	The	Marketing	Implications	of
Corporate	and	Business	Strategies	1	C	HAPTER	O	NE	The	Marketing	Management	Process	Samsung—Building	a	Global	Brand1	S	AMSUNG	ELECTRONICS	is	the	largest	component	of	South	Korea’s	largest	chaebol—one	of	the	giant	family-controlled	conglomerates	that	have	been	instrumental	in	building	the	country’s	economy	over	the	last	half
century.	Samsung’s	electronics	unit	started	out	in	1970	making	cheap	TV	sets	for	the	Sanyo	label.	Over	time	it	morphed	into	a	technically	innovative	company	that	was	one	of	the	pioneers	in	developing	flat-screen	displays,	plasma	TVs,	multifunction	cell	phones,	and	other	digital	devices.	But	until	the	mid-1990s,	the	unit	competed	primarily	by	(a)
producing	technical	components	or	low-cost	manufactured	products	for	firms	with	better-known	brands,	such	as	Dell,	Hewlett-Packard,	and	General	Electric;	and	(b)	selling	me-too	consumer	products—	like	TVs	and	microwave	ovens—under	the	Samsung	brand	through	discount	chains	like	Walmart	at	very	low	prices.	Samsung’s	cost-driven
competitive	strategy	worked	well	until	1996,	but	then	several	shocks	in	its	market	and	competitive	environments	forced	a	major	reevaluation.	First,	the	global	market	for	memory	chips	and	other	components	Samsun	supplied	for	other	electronics	brands	softened	because	of	increased	competition	and	excess	capacity.	At	about	the	same	time,	sales	of
Samsung’s	own	branded	products	were	also	declining.	As	Yun	Jong-yong—a	company	veteran	who	was	brought	in	as	CEO	of	the	electronics	unit—complained,	Samsung	could	build	a	TV	that	was	technically	as	good	as	a	Sony,	but	because	of	the	2	down-market	image	of	the	Samsung	brand	its	sets	sat	at	the	back	of	the	store	or	piled	up	in	discount
chains.	Finally,	the	Asian	financial	crisis	of	1997	made	a	major	strategic	shift	essential	for	the	unit’s	survival.	New	Competitive	and	Marketing	Strategies	Mr.	Yun	initiated	an	ambitious	new	competitive	strategy	aimed	at	developing	and	marketing	technically	superior	products	while	building	an	image	of	Samsung	as	a	stylish,	high-quality	brand
commanding	a	premium	price.	The	objective	was	to	establish	a	unique	competitive	position	using	technical	innovation	and	design	to	appeal	to	younger	and	relatively	upscale	customers	around	the	world.	“If	we	were	to	continue	competing	only	on	price,”	Mr.	Yun	argued,	“the	Chinese	would	slaughter	us.”	Technical	Innovation	and	R&D	In	order	to
implement	its	new	competitive	strategy,	Samsung	had	to	become	a	pioneer	in	developing	new	digital	technologies.	While	Sony	and	other	rivals	had	a	substantial	lead	in	consumer	electronics,	that	lead	was	rooted	in	the	analog	world.	The	digital	world	required	new	technical	innovations.	Consequently,	the	firm	shifted	substantial	resources	into	R&D
focused	on	technologies	such	as	large-area	LCDs,	display	drivers	and	chip	sets,	and	mobile	telephony.	In	the	2009	fiscal	year,	it	spent	7.6	trillion	won	(over	$7	billion)—nearly	6	percent	of	the	unit’s	revenue—on	R&D.	More	than	onequarter	of	the	company’s	workforce—some	44,000	people—are	engaged	in	R&D	activities	in	about	40	research	centers
around	the	world.	New	Product	Development	and	Design	But	cutting-edge	technology	does	not	guarantee	market	success.	It	must	be	incorporated	into	products	that	deliver	benefits	that	at	least	some	segment	of	consumers	will	consider	to	be	worth	the	price.	And	some	of	those	benefits	may	be	subjective—attractive	styling,	say,	or	a	cool	image.
Therefore,	new	product	development	at	Samsung	usually	involves	a	team	of	designers	who	collaborate	closely	with	the	firm’s	engineers,	manufacturing	people,	and	marketers.	To	ensure	they	stay	in	touch	with	consumer	tastes	in	different	countries,	the	firm’s	450	designers	are	assigned	to	design	centers	in	cities	like	London,	Tokyo,	Shanghai,	and	San
Francisco,	and	the	company’s	market	researchers	run	focus	groups	and	user	surveys	in	many	markets	around	the	world.	Marketing	Programs	to	Build	the	Samsung	Brand	Revamping	Samsung’s	marketing	efforts	was	also	critical	to	the	success	of	its	new	competitive	strategy	because	even	the	most	technically	sophisticated	and	well-designed	products
are	likely	to	fail	unless	potential	customers	know	they	exist,	can	acquire	them	easily,	and	think	they’re	worth	the	money.	Therefore,	Eric	Kim	was	recruited	from	outside	the	firm	to	head	a	global	marketing	effort.	One	of	his	first	moves	was	to	reorganize	the	firm’s	distribution	channels.	Consistent	with	the	strategic	objective	of	establishing	Samsung	as
a	high-quality	brand	worthy	of	a	premium	price,	many	of	the	company’s	products	were	pulled	out	of	low-priced	discount	chains	and	distributed	through	service-oriented	electronics	specialty	stores	and	web	retailers—like	Best	Buy	and	Amazon.com—instead.	To	ensure	consistency	in	Samsung’s	marketing	communications	across	world	markets,	Mr.
Kim	consolidated	the	firm’s	roster	of	advertising	agencies	from	55	down	to	a	single	global	advertising	group,	British-based	WPP.	He	then	launched	the	firm’s	first	brand-building	campaign	with	fashion-forward	TV	commercials	showing	off	the	company’s	cool	sense	of	style	as	well	as	the	technical	sophistication	of	its	products.	The	firm	also	makes
extensive	use	of	more	contemporary	promotional	tools	such	as	product	placements,	sponsorships,	and	internet	advertising	to	strengthen	its	brand.	For	instance,	Samsung	provides	both	financial	and	technical	support	for	a	variety	of	sporting	and	cultural	events	in	every	major	region	of	the	world.	It	is	a	sponsor	of	the	Olympics,	Asian	games,	and	other
international	events,	but	it	also	supports	regional	and	local	events—such	as	the	Montreal	Jazz	Festival	and	the	Chelsea	Football	Club	in	the	UK—as	a	means	of	staying	close	to	local	customers.	The	Results	Samsung	Electronics’	revamped	competitive	strategy	and	the	marketing	programs	designed	to	implement	it	have	been	a	smashing	success.
According	to	studies	by	Interbrand	(a	brand	consultancy),	the	global	value	of	Samsung’s	brand	increased	by	more	than	200	percent	from	2000	through	2008,	and	it	overtook	Sony	as	the	most	valuable	consumer	electronics	brand.	As	a	result,	the	unit’s	sales	grew	to	139	trillion	won	(about	$119	billion)	in	the	2009	fiscal	year,	and	operating	profit
reached	11.6	trillion	won.	Marketing	Challenges	Addressed	in	Chapter	1	The	activities	of	Samsung’s	managers	as	they	worked	to	redefine	the	company’s	brand	image	and	supporting	marketing	plan	demonstrate	that	marketing	involves	decisions	crucial	to	the	success	of	every	organization,	whether	large	or	small,	profit	or	nonprofit,	3	4	Section	One
The	Role	of	Marketing	in	Developing	Successful	Business	Strategies	manufacturer,	retailer,	or	service	firm.	The	CEO	of	a	high-tech	firm	like	Samsung	must	decide	what	technologies	to	pursue,	what	goods	or	services	to	sell,	to	whom,	with	what	features	and	benefits,	at	what	price,	and	so	on.	A	chief	financial	officer	for	a	large	multinational	corporation
must	market	the	merits	of	the	company	to	the	capital	markets	to	obtain	the	resources	needed	for	continued	growth.	The	executive	director	of	a	nonprofit	community	agency	must	pursue	the	resources	necessary	for	the	agency	to	achieve	its	mission,	whether	those	resources	come	from	fees	for	the	services	it	delivers	or	from	grants	and	contributions.
And	all	of	those	managers	must	market	their	ideas	for	improving	their	organizations’	prospects	and	performance	to	their	colleagues	inside	the	firm	as	well	as	to	customers,	suppliers,	strategic	partners,	and	prospective	employees.	Thus,	most	managers	engage	in	tasks	involving	marketing	decisions	virtually	every	day.	This	book	provides	prospective
managers	and	entrepreneurs	with	the	marketing	tools,	perspectives,	and	analytical	frameworks	they’ll	need	to	play	an	effective	role	in	the	marketing	life	and	overall	strategic	development	of	their	organizations,	regardless	of	whether	or	not	they	occupy	formal	marketing	jobs.	Chapter	1	addresses	a	number	of	broad	but	important	questions	all
managers	must	resolve	in	their	own	minds:	Are	marketing	decisions	important?	Does	marketing	create	value	for	customers	and	shareholders?	What	constitutes	effective	marketing	practice?	Who	does	what	in	marketing	and	how	much	does	it	cost?	And	finally,	what	decisions	go	into	the	development	of	a	strategic	marketing	program	for	a	particular
good	or	service	and	how	can	those	decisions	be	summarized	in	an	action	plan?	Why	Are	Marketing	Decisions	Important?	The	improved	performance	of	Samsung	Electronics	following	the	retooling	of	its	strategic	marketing	plan	illustrates	the	importance	of	good	marketing	decisions	in	today’s	business	organizations.	And	according	to	many	managers
and	expert	observers	around	the	world,	a	strong	customer	focus	and	well-conceived	and	executed	marketing	strategies	will	be	even	more	crucial	for	the	success	of	most	organizations	as	the	global	marketplace	becomes	more	crowded	and	competitive.2	The	importance	of	marketing	in	a	company’s	ongoing	success	can	be	better	appreciated	when	you
consider	the	activities	marketing	embraces.	Marketing	attempts	to	measure	and	anticipate	the	needs	and	wants	of	a	group	of	customers	and	respond	with	a	flow	of	needsatisfying	goods	and	services.	Accomplishing	this	requires	the	firm	to	●	●	●	●	●	●	Target	those	customer	groups	whose	needs	are	most	consistent	with	the	firm’s	resources	and
capabilities.	Develop	products	and/or	services	that	meet	the	needs	of	the	target	market	better	than	competitors.	Make	its	products	and	services	readily	available	to	potential	customers.	Develop	customer	awareness	and	appreciation	of	the	value	provided	by	the	company’s	offerings.	Obtain	feedback	from	the	market	as	a	basis	for	continuing
improvement	in	the	firm’s	offerings.	Work	to	build	long-term	relationships	with	satisfied	and	loyal	customers.	The	most	important	characteristic	of	marketing	as	a	business	function	is	its	focus	on	customers	and	their	needs.	This	is	a	focus	that	all	managers—not	just	marketers—need	to	adopt	to	ensure	their	organizations	can	build	and	sustain	a	healthy
“top	line.”	Chapter	One	The	Marketing	Management	Process	5	The	Importance	of	the	Top	Line	In	the	financial	markets	it	is	a	company’s	bottom	line—its	profitability—that	is	most	important.	In	the	long	run,	all	firms	must	make	a	profit	to	survive.	But	as	the	managers	at	Samsung	are	well	aware,	there	can	never	be	a	positive	bottom	line—nor
financing,	employees,	or	anything	else—without	the	ability	to	build	and	sustain	a	healthy	top	line:	sales	revenue.	As	a	wise	observer	once	said,	nothing	happens	until	somebody	sells	something.	Or	to	paraphrase	management	guru	Peter	Drucker,	everything	a	company	does	internally	is	a	cost	center.	The	only	profit	center	is	a	customer	whose	check
doesn’t	bounce.	Strategic	Issue	That	is	why	the	customer	focus	inherent	in	the	marketing	function	A	customer	focus	enables	firms	to	enjoy	is	important.	When	properly	implemented,	a	customer	focus	enables	success	by	exploiting	changes	in	the	firms	to	enjoy	success	by	exploiting	changes	in	the	marketplace,	by	marketplace,	by	developing	products
and	developing	products	and	services	that	have	superiority	over	what	is	services	that	have	superiority	over	what	is	currently	available,	and	by	taking	a	more	currently	available,	and	by	taking	a	more	focused	and	integrated	crossfocused	and	integrated	cross-functional	functional	approach	to	their	overall	operations,	as	Samsung	has	done	approach	to
their	overall	operations.	in	its	product-development	process.	Marketing	Creates	Value	by	Facilitating	Exchange	Relationships	While	we	have	described	marketing	activities	from	an	individual	organization’s	perspective,	marketing	also	plays	an	important	role	in	the	broader	context	of	the	global	economy.	It	helps	facilitate	exchange	relationships	among
people,	organizations,	and	nations.	Marketing	is	a	social	process	involving	the	activities	necessary	to	enable	individuals	and	organizations	to	obtain	what	they	need	and	want	through	exchanges	with	others	and	to	develop	ongoing	exchange	relationships.3	Increased	division	and	specialization	of	labor	are	some	of	the	most	important	changes	that	occur
as	societies	move	from	a	primitive	economy	toward	higher	levels	of	economic	development.	But	while	increased	specialization	helps	improve	a	society’s	overall	standard	of	living,	it	leads	to	a	different	problem:	Specialists	are	no	longer	self-sufficient.	Artisans	who	specialize	in	making	pots	become	very	skilled	and	efficient	at	pot	making,	producing	a
surplus	of	pots,	but	they	do	not	make	any	of	the	many	other	goods	and	services	they	need	to	survive	and	to	improve	their	lifestyle.	A	society	cannot	reap	the	full	benefits	of	specialization	until	it	develops	the	means	to	facilitate	the	trade	and	exchange	of	surpluses	among	its	members.	Similarly,	a	nation	cannot	partake	of	the	full	range	of	goods	and
services	available	around	the	world	or	penetrate	all	potential	markets	for	the	economic	output	of	its	citizens	unless	exchanges	can	occur	across	national	boundaries.	What	Factors	Are	Necessary	for	a	Successful	Exchange	Relationship?	Many	exchanges	are	necessary	for	people	and	organizations	to	reap	the	benefits	of	the	increased	specialization	and
productivity	that	accompany	economic	development.	But	such	exchanges	do	not	happen	automatically,	nor	does	every	exchange	necessarily	lead	6	Section	One	The	Role	of	Marketing	in	Developing	Successful	Business	Strategies	to	a	mutually	satisfying	long-term	relationship.	The	conditions	for	a	successful	exchange	transaction	can	be	met	only	after
the	parties	themselves—or	marketing	intermediaries	such	as	a	wholesale	distributor	or	a	retailer—have	performed	several	tasks.	These	include	identifying	potential	exchange	partners,	developing	offerings,	communicating	information,	delivering	products,	and	collecting	payments.	This	is	what	marketing	is	all	about.	Before	we	take	a	closer	look	at
specific	marketing	activities	and	how	they	are	planned	and	implemented	by	marketing	managers,	we	will	discuss	some	terms	and	concepts	in	our	definition	of	marketing	and	the	conditions	necessary	for	exchange.	Let’s	examine	the	following	questions:	1.	Who	are	the	parties	involved	in	exchange	relationships?	Which	organizations	and	people	market
things,	and	who	are	their	customers?	2.	Which	needs	and	wants	do	parties	try	to	satisfy	through	exchange,	and	what	is	the	difference	between	the	two?	3.	What	is	exchanged?	4.	How	does	exchange	create	value?	Why	is	a	buyer	better	off	and	more	satisfied	following	an	exchange?	5.	How	do	potential	exchange	partners	become	a	market	for	a
particular	good	or	service?	1.	Who	Markets	and	Who	Buys?	The	Parties	in	an	Exchange	Virtually	every	organization	and	individual	with	a	surplus	of	anything	engages	in	marketing	activities	to	identify,	communicate,	and	negotiate	with	potential	exchange	partners.	Some	are	more	aggressive—and	perhaps	more	effective—in	their	efforts	than	others.
When	considering	extensive	marketing	efforts	aimed	at	stimulating	and	facilitating	exchange,	we	think	first	of	the	activities	of	goods	manufacturers	(Intel,	BMW,	Samsung),	service	producers	(Air	France,	McDonald’s,	20th	Century	Fox),	and	large	retailers	(Zara,	Marks	&	Spencer,	Wal-Mart).	However,	museums,	hospitals,	theaters,	universities,	and
other	social	institutions—	whether	for	profit	or	nonprofit—also	carry	out	marketing	activities	to	attract	customers,	students,	and	donors.	In	the	past,	their	marketing	efforts	were	not	very	extensive	or	well	organized.	Now,	increasing	competition,	changing	customer	attitudes	and	demographics,	and	rising	costs	have	caused	many	nonprofit
organizations	to	look	to	more	extensive	marketing	efforts	to	solve	their	problems.4	For	example,	some	U.	S.	churches	are	using	marketing	techniques	to	address	social	problems,	as	well	as	to	increase	church	attendance.	But	as	discussed	in	Ethical	Perspective	1.1,	such	efforts	can	also	raise	ethical	questions.	Customers	Both	individuals	and
organizations	seek	goods	and	services	obtained	through	exchange	transactions.	Ultimate	customers	buy	goods	and	services	for	their	own	personal	use	or	the	use	of	others	in	their	immediate	household.	These	are	called	consumer	goods	and	services.	Organizational	customers	buy	goods	and	services	(1)	for	resale	(as	when	TESCO	buys	several	gross	of
Jeans	for	resale	to	individual	consumers);	(2)	as	inputs	to	the	production	of	other	goods	or	services	(as	when	Toyota	buys	sheet	steel	to	be	stamped	into	car	body	parts);	or	(3)	for	use	in	the	day-to-day	operations	of	the	organization	(as	when	a	university	buys	paper	and	printer	cartridges).	These	are	called	industrial	goods	and	services.	Throughout	this
book	we	examine	differences	in	the	buying	behavior	of	these	two	types	of	customers	and	the	marketing	strategies	and	programs	relevant	for	each.5	Chapter	One	7	The	Marketing	Management	Process	Ethical	Perspective	1.1	Marketing	Goes	to	Church	in	the	United	States	What’s	old-time	religion	to	do?	At	a	time	when	the	search	for	spiritual	guidance
is	on	the	rise,	angels,	crystals,	and	shamans	are	more	engaging	to	some	people	than	organized	religion.	Amid	the	competition	for	a	piece	of	America’s	soul,	denominations	such	as	the	Southern	Baptists,	Lutherans,	and	Roman	Catholics	are	searching	for	ways	to	reach	baby	boomers—without	seeming	too	evangelical.	Those	religions,	along	with	the
Mormon	Church,	which	is	starting	its	50th	advertising	campaign,	have	introduced	national	public-service	campaigns	focused	on	children	and	families.	They	are	also	producing	cable	and	network	television	specials	that	incorporate	Christian	themes	in	their	story	lines,	and	studying	how	best	to	use	the	internet	to	get	their	spiritual	message	across.	The
Lutheran	Hour	Ministries,	which	spends	about	half	of	its	$20	million	budget	on	marketing,	produced	an	advertising	campaign	with	themes	about	family,	instead	of	specific	religious	messages.	A	print,	radio,	and	TV	campaign	that	appeared	in	Chicago	shows	two	children	with	the	words	“Drugs.	Violence.	Peer	Pressure.	The	world	is	tough.	Being	a	kid
shouldn’t	be.”	The	rest	of	the	text	includes	a	toll-free	number	to	call	to	receive	a	free	audio	cassette	and	booklet	on	how	to	“talk	with	your	kids	about	today’s	issues	and	the	Christian	values	they	need	in	today’s	world.”	Some	observers	have	expressed	doubts	about	the	ethics	of	the	Lutheran	Hour	approach,	fearing	that	it	may	be	just	a	well-disguised



attempt	to	identify	prospects	for	recruiting	new	church	members.	It	is	true	that	a	person	who	calls	the	toll-free	number	can	request	a	visit	from	members	of	a	local	Lutheran	church.	But	“there’s	no	hit	made	[to	recruit].	It’s	not	a	bait-and-switch,”	says	Dr.	Dale	Meyer,	speaker	for	the	Lutheran	Hour	Ministries.	However,	other	denominations—
particularly	evangelical	congregations	like	California’s	Saddleback	Valley	Community	Church,	one	of	the	biggest	religious	institutions	in	America—have	recently	been	much	more	aggressive	in	using	marketing	techniques	to	recruit	new	converts	as	well	as	raise	money	for	social	projects	like	fighting	poverty	in	Africa.	Those	techniques	focus	not	only	on
media	advertising,	but	also	on	internet	ads,	blogs,	websites,	and	a	variety	of	“product	enhancements”	such	as	the	formation	of	interest	and	lifestyle	groups	within	the	congregation	and	the	addition	of	church	coffee	shops	and	cafeterias.	But	these	techniques	can	also	provoke	some	negative	reactions	among	segments	of	the	churchgoing	population.	For
instance,	a	recent	study	suggests	that	while	baby	boomers	largely	approve	of	these	contemporary	approaches	to	religion,	“the	younger	generation	sees	the	megachurches	as	too	production-oriented,	too	precise.	.	.	.	They	want	a	more	traditional	understanding	of	religion	and	faith.”	Sources:	Fara	Warner,	“Churches	Develop	Marketing	Campaigns,”
The	Wall	Street	Journal,	April	17,	1995,	p.	B4;	William	C.	Symonds,	“Earthly	Empires,”	BusinessWeek,	May	23,	2005,	pp.	78–88;	Fara	Warner,	“Prepare	Thee	for	Some	Serious	Marketing,”	The	New	York	Times,	October	22,	2006,	Section3,	pp.	1–4;	and	Brett	McCracken,	“The	Perils	of	‘Wannabe	Cool’	Christianity,”	The	Wall	Street	Journal,	August	13,
2010,	archived	at	www.online.wsj.com.	2.	Customer	Needs	and	Wants	Needs	are	the	basic	forces	that	drive	customers	to	take	action	and	engage	in	exchanges.	An	unsatisfied	need	is	a	gap	between	a	person’s	actual	and	desired	states	on	some	physical	or	psychological	dimension.	We	all	have	basic	physical	needs	critical	to	our	survival,	such	as	food,
drink,	warmth,	shelter,	and	sleep.	We	also	have	social	and	emotional	needs	critical	to	our	psychological	well-being,	such	as	security,	belonging,	love,	esteem,	and	selffulfillment.	Those	needs	that	motivate	the	consumption	behavior	of	individuals	are	few	and	basic.	They	are	not	created	by	marketers	or	other	social	forces;	they	flow	from	our	basic
biological	and	psychological	makeup	as	human	beings.	Organizations	also	must	satisfy	needs	to	assure	their	survival	and	well-being.	Shaped	by	the	organization’s	strategic	objectives,	these	needs	relate	to	the	resource	inputs,	capital	equipment,	supplies,	and	services	necessary	to	meet	those	objectives.	Wants	reflect	a	person’s	desires	or	preferences
for	specific	ways	of	satisfying	a	basic	need.	Thus,	a	person	wants	particular	products,	brands,	or	services	to	satisfy	a	need.	8	Section	One	The	Role	of	Marketing	in	Developing	Successful	Business	Strategies	A	person	is	thirsty	and	wants	a	Coke.	A	company	needs	office	space	and	its	top	executives	want	an	office	at	a	prestigious	address	in	midtown
Manhattan.	Basic	needs	are	relatively	few,	but	people’s	many	wants	are	shaped	by	social	influences,	their	past	history,	and	consumption	experiences.	Different	people	may	have	very	different	wants	to	satisfy	the	same	need.	Everyone	needs	to	keep	warm	on	cold	winter	nights,	for	instance.	But	some	people	want	electric	blankets,	while	others	prefer
old-fashioned	down	comforters.	This	distinction	between	needs	and	wants	helps	put	into	perspective	the	charge	that	“marketers	create	needs,”	or	that	“marketers	make	people	want	things	they	don’t	need.”	Neither	marketers	nor	any	other	single	social	force	can	create	needs	deriving	from	the	biological	and	emotional	imperatives	of	human	nature.	On
the	other	hand,	marketers—and	many	other	social	forces—influence	people’s	wants.	A	major	part	of	a	marketer’s	job	is	to	develop	a	new	product	or	service	and	then	to	stimulate	customer	wants	for	it	by	convincing	people	it	can	help	them	better	satisfy	one	or	more	of	their	needs.	Do	Customers	Always	Know	What	They	Want?	Some	managers—
particularly	in	high-tech	firms—question	whether	a	strong	focus	on	customer	needs	and	wants	is	always	a	good	thing.	They	argue	that	customers	cannot	always	articulate	their	needs	and	wants,	in	part	because	they	do	not	know	what	kinds	of	products	or	services	are	technically	possible.	As	Akio	Morita,	the	late	visionary	CEO	of	Sony,	once	said:	Our
plan	is	to	lead	the	public	with	new	products	rather	than	ask	them	what	kind	of	products	they	want.	The	public	does	not	know	what	is	possible,	but	we	do.	So	instead	of	doing	a	lot	of	marketing	research,	we	refine	our	thinking	on	a	product	and	its	use	and	try	to	create	a	market	for	it	by	educating	and	communicating	with	the	public.6	Others	have
pointed	out	that	some	very	successful	new	products,	such	as	the	Chrysler	minivan	and	Compaq’s	pioneering	PC	network	server,	were	developed	with	little	or	no	market	research.	On	the	other	hand,	some	famous	duds,	like	Ford’s	Edsel,	New	Coke,	and	McDonald’s	McLean	low-fat	hamburger,	were	developed	with	a	great	deal	of	customer	input.7	The
laws	of	probability	dictate	that	some	new	products	will	succeed	and	more	will	fail	regardless	of	how	much	is	spent	on	marketing	research.	But	the	critics	of	a	strong	customer	focus	argue	that	paying	too	much	attention	to	customer	needs	and	wants	can	stifle	innovation	and	lead	firms	to	produce	nothing	but	marginal	improvements	or	line	extensions	of
products	and	services	that	already	exist.	How	do	marketers	respond	to	this	charge?	While	many	consumers	may	lack	the	technical	sophistication	necessary	to	articulate	their	needs	or	wants	for	cutting-edge	technical	innovations,	the	same	is	not	true	for	industrial	purchasers.	About	half	of	all	manufactured	goods	in	most	countries	are	sold	to	other
organizations	rather	than	individual	consumers.	Many	high-tech	industrial	products	are	initiated	at	the	urging	of	one	or	more	major	customers,	developed	with	their	cooperation	(perhaps	in	the	form	of	an	alliance	or	partnership),	and	refined	at	customer	beta	sites.	As	for	consumer	markets,	one	way	to	resolve	the	conflict	between	the	views	of
technologists	and	marketers	is	to	consider	the	two	components	of	R&D.	First	there	is	basic	research	and	then	there	is	development—the	conversion	of	technical	concepts	into	actual	salable	products	or	services.	Most	consumers	have	little	knowledge	of	scientific	advancements	and	emerging	technologies.	Therefore,	they	usually	don’t—and	probably
shouldn’t—play	a	role	in	influencing	how	firms	like	Samsung	allocate	their	basic	research	dollars.	However,	a	customer	focus	is	critical	to	development.	Someone—or	some	development	team—within	the	organization	must	have	either	the	insight	and	market	experience	or	the	substantial	customer	input	necessary	to	decide	what	product	to	develop
from	a	new	technology,	what	benefits	it	will	offer	to	customers,	and	whether	customers	will	value	Chapter	One	9	The	Marketing	Management	Process	those	benefits	sufficiently	to	make	the	product	a	commercial	success.	The	importance	of	a	customer	focus	often	becomes	clear	when	a	firm	attempts	to	develop	a	variety	of	successful	new	product
offerings	from	a	single	well-established	technology	as	illustrated	by	the	travails	of	LEGO,	the	Swedish	toy	company,	described	in	Exhibit	1.1.	In	the	case	of	an	innovative	new	technology,	it	often	must	be	developed	into	a	concrete	product	concept	before	consumers	can	react	to	it	and	its	commercial	potential	can	be	assessed.	In	other	cases,	consumers
can	express	their	needs	or	wants	for	specific	benefits	even	though	they	do	not	know	what	is	technically	feasible.	They	can	tell	you	what	problems	they	are	having	with	current	products	and	services	and	what	additional	benefits	they	would	like	from	new	ones.	For	instance,	before	Apple	introduced	the	i-Pod,	few	consumers	would	have	asked	for	such	a
product	because	they	were	unfamiliar	with	the	possibilities	of	digitization	and	miniaturization	in	the	electronics	industry.	But	if	someone	had	asked	whether	they	would	buy	a	product	smaller	than	a	Sony	Walkman	that	could	store	and	play	thousands	of	songs	they	could	download	from	their	computer	without	messing	with	cassette	tapes	or	CDs,	many
probably	would	have	said,	“Sure!”	A	strong	customer	focus	is	not	inconsistent	with	the	development	of	technically	innovative	products,	nor	does	it	condemn	a	firm	to	concentrate	on	satisfying	only	current,	articulated	customer	wants.	More	important,	while	firms	can	sometimes	succeed	in	the	short	run	even	though	they	ignore	customer	desires,	a
strong	customer	focus	usually	pays	Exhibit	1.1	N	How	LEGO	Revived	Its	Brand	ot	many	toy	companies	in	the	world	have	as	much	brand	recognition	as	LEGO.	Three	generations	of	kids	around	the	world	have	built	cars,	fire	trucks,	even	entire	cities,	with	the	Swedish	company’s	plastic	bricks.	But	despite	its	widely	known	and	respected	brand,	the
firm’s	profits	declined	dramatically	in	the	early	to	mid-2000s.	One	reason	for	the	decline	was	a	loss	of	strategic	focus.	LEGO	launched	a	kid’s	TV	series,	a	set	of	action	figures	drawn	from	that	series,	and	other	products	in	highly	competitive	categories	which	were	largely	unrelated	to	the	firm’s	popular	bricks	and	where	the	firm	had	no	experience	or
special	expertise.	More	critically,	LEGO	began	foundering	within	its	core	product	line	as	well.	Top	management	had	given	free	reign	to	the	firm’s	designers	to	develop	more	imaginative	creations	for	kids	to	build	with	LEGO	bricks.	The	designers	happily	embraced	their	new	freedom	and	developed	many	increasingly	complex	and	artistic	designs.
Unfortunately,	those	complex	designs	incorporated	thousands	of	new	components,	many	of	which	were	not	interchangeable	with	those	of	other	products	in	the	line.	As	a	result,	parts	inventories	exploded	and	supply	costs	went	through	the	roof.	To	make	matters	worse,	many	of	the	new	designs	did	not	appeal	to	the	kids	who	are	the	firm’s	ultimate
consumers,	and	sales	of	the	company’s	core	products	went	down	hill.	Paradoxically,	the	solution	to	LEGO’s	product	design	and	profitability	problems	involved	reducing	the	creative	freedom	of	the	firm’s	designers.	Top	executives	decreed	that	new	product	development	projects	should	be	managed	by	teams	involving	marketing	managers	familiar	with
tastes,	preferences,	and	purchase	behaviors	in	different	countries;	manufacturing	managers	who	could	help	control	production	and	supply	costs;	market	researchers	who	could	test	kids	reactions	to	various	product	prototypes;	as	well	as	designers.	While	innovative	product	design	is	LEGO’s	primary	competitive	strength,	the	company	has	found	that
designers	function	most	successfully	when	placed	under	some	constraints;	namely	that	the	products	being	designed	appeal	to	the	customers	who	will	use	them.	As	Mads	Nipper,	LEGO’s	VP	of	Products	and	Markets	points	out,	“Children	are	.	.	.	very	demanding	about	what	they	want	to	buy.	If	your	offer	does	not	stack	up,	they	will	go	somewhere	else.”
Source:	Jay	Greene,	“How	LEGO	Revised	Its	Brand,”	www	.businessweek/design.com,	July	23,	2010.	See	also,	Jay	Greene,	Design	Is	How	It	Works	(New	York:	Portfolio/Penguin	Group,	2010),	and	www.LEGO.com.	10	Section	One	The	Role	of	Marketing	in	Developing	Successful	Business	Strategies	big	dividends	in	terms	of	market	share	and	profit	over
the	long	haul,8	as	we’ll	see	in	the	next	chapter.	3.	What	Gets	Exchanged?	Products	and	Services	Products	and	services	help	satisfy	a	customer’s	need	when	they	are	acquired,	used,	or	consumed.	Products	are	essentially	tangible	physical	objects	(such	as	cars,	watches,	and	computers)	that	provide	a	benefit.	For	example,	a	car	provides	transportation;
a	watch	tells	the	time.	Services	are	less	tangible	and,	in	addition	to	being	provided	by	physical	objects,	can	be	provided	by	people	(doctors,	lawyers,	architects),	institutions	(the	Roman	Catholic	Church,	the	United	Way),	places	(Walt	Disney	World,	Paris),	and	activities	(a	contest	or	a	stop-smoking	program).	4.	How	Exchanges	Create	Value	Customers
Buy	Benefits,	Not	Products	As	argued	earlier,	when	people	buy	products	to	satisfy	their	needs,	they	are	really	buying	the	benefits	they	believe	the	products	provide,	rather	than	the	products	per	se.	For	instance,	you	buy	headache	relief,	not	aspirin.	The	specific	benefits	sought	vary	among	customers	depending	on	the	needs	to	be	satisfied	and	the
situations	where	products	are	used.	Because	different	customers	seek	different	benefits,	they	use	different	choice	criteria	and	attach	different	importance	to	product	features	when	choosing	models	and	brands	within	a	product	category.	(This	is	diagrammed	in	Exhibit	1.2.)	For	example,	a	car	buyer	with	strong	needs	for	social	acceptance	and	esteem
might	seek	a	socially	prestigious	automobile.	Such	a	buyer	would	be	likely	to	attach	great	importance	to	criteria	relating	to	social	image	and	engineering	sophistication	such	as	a	high-powered	motor,	European-road-car	styling,	all-leather	interior,	and	a	state-of-the-art	sound	system.	Keep	in	mind,	too,	that	services	offered	by	the	seller	can	also	create
benefits	for	customers	by	helping	them	reduce	their	costs,	obtain	desired	products	more	quickly,	or	use	those	products	more	effectively.	Such	services	are	particularly	important	for	satisfying	Exhibit	1.2	Customers	Buy	Benefits,	Not	Products	Need	Benefits	sought	Choice	criteria	Product/service	features	Brand/supplier	chosen	Chapter	One	The
Marketing	Management	Process	11	organizational	buyers.	For	example,	a	few	years	ago	the	Massachusetts	Institute	of	Technology	discovered	that	it	was	doing	business	with	about	20,000	vendors	of	office	and	laboratory	supplies	each	year.	To	improve	the	efficiency	of	its	purchasing	system,	MIT	developed	a	computerized	catalog	that	staff	members
can	access	via	the	school’s	intranet.	It	then	formed	alliances	with	two	main	suppliers—Office	Depot	Inc.	and	VWR	Corp.—	who	won	the	bulk	of	MIT’s	business	by	promising	to	deliver	superior	service.	Both	firms	deliver	purchases	within	a	day	or	two	right	to	the	purchaser’s	desk	rather	than	to	a	building’s	stockroom.9	Product	Benefits,	Service,	and
Price	Determine	Value	A	customer’s	estimate	of	a	product’s	or	service’s	benefits	and	capacity	to	satisfy	specific	needs	and	wants	determines	the	value	he	or	she	will	attach	to	it.	Generally,	after	comparing	alternative	products,	brands,	or	suppliers,	customers	choose	those	they	think	provide	the	most	need-satisfying	benefits	per	dollar.	Thus,	value	is	a
function	of	intrinsic	product	features,	service,	and	price,	and	it	means	different	things	to	different	people.10	Customers’	estimates	of	products’	benefits	and	value	are	not	always	accurate.	For	example,	after	buying	an	air-conditioning	installation	for	its	premises,	a	company	may	find	that	the	product’s	cost	of	operation	is	higher	than	expected,	its
response	time	to	changes	in	the	outside	temperature	is	slow,	and	the	blower	is	not	strong	enough	to	heat	or	cool	remote	areas	in	the	building.	A	customer’s	ultimate	satisfaction	with	a	purchase,	then,	depends	on	whether	the	product	actually	lives	up	to	expectations	and	delivers	the	anticipated	benefits.	This	is	why	customer	services—particularly
those	occurring	after	a	sale,	such	as	delivery,	installation,	operating	instruction,	and	repair—are	often	critical	for	maintaining	satisfied	customers.	Also,	it	is	essential	that	companies	handle	customer	complaints	effectively.	The	average	business	never	hears	from	96	percent	of	its	dissatisfied	customers.	This	is	unfortunate,	for	50	percent	of	those	who
complain	would	do	business	with	the	company	again	if	their	complaints	were	handled	satisfactorily—95	percent	if	the	complaints	were	resolved	quickly.11	The	Value	of	Long-Term	Customer	Relationships	Firms	have	traditionally	focused	on	the	individual	transaction	with	a	customer	as	the	fruition	of	their	marketing	efforts.	But	as	global	markets	have
become	increasingly	competiStrategic	Issue	tive	and	volatile,	many	firms	have	turned	their	attention	to	building	Many	firms	have	turned	their	attention	a	continuing	long-term	relationship	between	the	organization	and	the	to	building	a	continuing	long-term	customer	as	the	ultimate	objective	of	a	successful	marketing	strategy.	relationship	between
the	organization	and	They	are	taking	action	to	increase	lifetime	customer	value—the	presthe	customer	as	the	ultimate	objective	of	a	successful	marketing	strategy.	ent	value	of	a	stream	of	revenue	that	can	be	produced	by	a	customer	over	time.	For	an	automobile	manufacturer,	for	instance,	the	lifetime	value	of	a	first-time	car	buyer	who	can	be	kept
satisfied	and	loyal	to	the	manufacturer—	buying	all	future	new	cars	from	the	same	company—is	well	over	a	million	dollars.	Throughout	this	book	we	will	discuss	marketing	decisions	and	activities	geared	to	increasing	the	satisfaction	and	loyalty—and	therefore	the	lifetime	value—of	customers.	While	such	activities	can	add	to	a	company’s	marketing
costs,	they	can	also	produce	big	dividends,	not	only	in	terms	of	long-term	revenues	and	market	share,	but	also	in	terms	of	profitability.	The	reason	is	simple:	It	costs	more	to	attract	a	new	customer	than	to	keep	an	existing	one.12	To	persuade	a	customer	to	leave	a	competitor	and	buy	your	product	or	service	instead	usually	takes	either	a	financial
inducement	(a	lower	price	or	special	promotional	deal)	or	an	extensive	and	convincing	communication	program	(advertising	or	sales	force	effort),	all	of	which	are	costly.	Consequently,	the	increased	loyalty	that	comes	through	developing	long-term	customer	relationship	translates	into	higher	profits.	12	Section	One	The	Role	of	Marketing	in
Developing	Successful	Business	Strategies	Brand	Equity	The	assets—including	customers’	perceptions	of	a	product’s	benefits	and	value,	their	positive	past	experiences,	and	their	loyalty	over	time—linked	to	a	brand’s	name	and	symbol	constitute	the	brand’s	equity.13	Brand	equity	reflects	the	value	of	the	brand	name	and	logo	as	promotional	tools	for
attracting	future	buyers	and	building	market	share	and	profitability.	That	is	why	Samsung’s	recent	marketing	efforts	have	concentrated	on	building	the	equity	of	the	Samsung	brand	in	global	markets	by	incorporating	innovative	technologies	and	stylish	design	in	the	firm’s	offerings	and	advertising	them	as	appropriate	products	for	modern	lifestyles.
Ultimately,	in	other	words,	a	brand’s	value	to	the	company	depends	on	how	much	value	customers	think	the	brand	provides	for	them;	value	creation	cuts	both	ways.	5.	Defining	a	Market	A	market	consists	of	(a)	individuals	and	organizations	who	(b)	are	interested	and	willing	to	buy	a	particular	product	to	obtain	benefits	that	will	satisfy	a	specific	need
or	want,	and	who	(c)	have	the	resources	(time,	money)	to	engage	in	such	a	transaction.	Some	markets	are	sufficiently	homogeneous	that	a	company	can	practice	undifferentiated	marketing	in	them.	That	is,	the	company	attempts	to	market	a	line	of	products	using	a	single	marketing	program.	But	because	people	have	different	needs,	wants,	and
resources,	the	entire	population	of	a	society	is	seldom	a	viable	market	for	a	single	product	or	service.	Also,	people	or	organizations	often	seek	different	benefits	to	satisfy	needs	and	wants	from	the	same	type	of	product	(e.g.,	one	car	buyer	may	seek	social	status	and	prestige	while	someone	else	wants	economical	basic	transportation).	The	total	market
for	a	given	product	category	thus	is	often	fragmented	into	several	distinct	market	segments.	Each	segment	contains	people	who	are	relatively	homogeneous	in	their	needs,	their	wants,	and	the	product	benefits	they	seek.	Also,	each	segment	seeks	a	different	set	of	benefits	from	the	same	product	category.	Strategic	marketing	management	involves	a
seller	trying	to	determine	the	following	points	in	an	effort	to	define	the	target	market:	1.	Which	customer	needs	and	wants	are	currently	not	being	satisfied	by	competitive	product	offerings.	2.	How	desired	benefits	and	choice	criteria	vary	among	potential	customers	and	how	to	identify	the	resulting	segments	by	demographic	variables	such	as	age,
sex,	lifestyle,	or	some	other	characteristics.	Exhibit	1.3	H	Haier—A	Chinese	Manufacturer	Pursues	Segments	of	the	Appliance	Market	aier,	the	rapidly	growing	Chinese	manufacturer	of	washing	machines,	refrigerators,	and	other	household	appliances,	uses	extensive	market	research	to	modify	product	designs	and	marketing	programs	to	fit	the	unique
needs	and	preferences	of	a	variety	of	geographic,	socioeconomic,	and	lifestyle	segments.	For	instance,	customer	surveys	discovered	that	people	in	Saudi	Arabia	desired	extra-large	washing	machines	to	hold	the	flowing	robes	that	are	commonly	worn	there.	Consequently,	Haier	developed	a	machine	with	a	26-pound	capacity—more	than	double	that	of
the	average	washer.	The	product	was	a	hit,	selling	more	than	10,000	units	in	its	first	year.	At	the	other	extreme,	the	firm	also	offers	a	miniwasher,	aimed	at	developing	economies,	that	costs	only	$38.	Another	washing	machine,	designed	to	handle	fluctuations	in	voltage	and	pick	up	where	it	left	off	if	the	power	goes	out,	is	marketed	in	rural	areas	of
Asia	where	the	power	supply	is	not	always	reliable.	Source:	David	Rocks,	“China	Design,”	BusinessWeek,	November	21,	2005,	pp.	56–62.	Chapter	One	The	Marketing	Management	Process	13	3.	Which	segments	to	target,	and	which	product	offerings	and	marketing	programs	appeal	most	to	customers	in	those	segments.	4.	How	to	position	the	product
to	differentiate	it	from	competitors’	offerings	and	give	the	firm	a	sustainable	competitive	advantage.	Exhibit	1.3	provides	an	example	of	a	Chinese	firm	that	has	been	very	successful	in	segmenting	the	household	appliances	market,	targeting	precisely	defined	niches	within	that	market,	and	positioning	its	products	and	services	to	appeal	to	the
customers	in	these	target	segments.	What	Does	Effective	Marketing	Practice	Look	Like?	Exchange	transactions—and	particularly	long-term	relationships—do	not	happen	automatically.	They	are	the	result	of	many	decisions	that	must	be	planned	and	carried	out	by	somebody.	Sometimes	a	single	organization	has	the	necessary	resources	to	plan	and
execute	an	entire	marketing	strategy	by	itself.	Usually,	though,	a	firm’s	marketing	program	involves	cooperative	efforts	from	a	network	of	more	specialized	institutions:	suppliers,	wholesalers,	retailers,	advertising	agencies,	and	the	like.	In	some	cases,	major	customers	may	be	involved	in	shaping	and	executing	parts	of	a	firm’s	marketing	program,
such	as	new	product	development	and	testing.	Regardless	of	who	is	involved,	we	refer	to	the	entire	sequence	of	analyses,	decisions,	and	activities	involved	in	planning,	carrying	out,	and	evaluating	a	strategic	marketing	program	as	the	marketing	management	process.	We	take	a	more	detailed	look	at	this	process—	and	at	the	roles	of	different
functional	managers	and	marketing	institutions	in	planning	and	executing	the	activities	involved—next.	Marketing	Management—A	Definition	Our	discussion	suggests	that	marketing	management	occurs	whenever	one	party	has	something	it	would	like	to	exchange	with	another.	Marketing	management	is	the	process	that	helps	make	such	exchanges
happen.	More	specifically,	marketing	management	is	the	process	of	analyzing,	planning,	implementing,	coordinating,	and	controlling	programs	involving	the	conception,	pricing,	promotion,	and	distribution	of	products,	services,	and	ideas	designed	to	create	and	maintain	beneficial	exchanges	with	target	markets	for	the	purpose	of	achieving
organizational	objectives.	Exhibit	1.4	diagrams	the	major	decisions	and	activities	involved	in	the	marketing	management	process,	and	it	also	serves	as	the	organizational	framework	for	the	rest	of	this	book.	For	that	reason,	it	is	important	to	note	the	basic	focus	of	this	framework	and	the	sequence	of	events	within	it.	A	Decision-Making	Focus	The
framework	has	a	distinct	decision-making	focus.	Planning	and	executing	an	effective	marketing	program	involves	many	interrelated	decisions	about	what	to	do,	when	to	do	it,	and	how.	Those	decisions	are	the	major	focus	of	the	rest	of	this	book.	Every	chapter	details	decisions	that	must	be	made	and	actions	taken	with	respect	to	a	specific	piece	of	a
strategic	marketing	program	and	provides	the	analytical	tools	and	frameworks	you’ll	need	to	make	those	decisions	intelligently.	Analyzing	the	4Cs	A	substantial	amount	of	analysis	of	customers,	competitors,	and	the	company	itself	occurs	before	decisions	are	made	concerning	specific	components	of	the	marketing	program.	This	reflects	our	view	that
successful	marketing	14	Section	One	The	Role	of	Marketing	in	Developing	Successful	Business	Strategies	Exhibit	1.4	The	Marketing	Management	Process	External	environment	Marketing’s	role	in	strategy	development	•	Corporate	and	business-unit	objectives	and	strategies	(Chapter	2)	Market	opportunity	analysis	(The	4	Cs:	company,	context,
customers,	and	competitors)	•	Understanding	market	opportunities	(Chapter	3)	•	Customer	behavior	(Chapters	4	and	5)	•	Marketing	research	and	forecasting	(Chapter	6)	•	Market	segmentation	and	targeting	(Chapter	7)	•	Positioning	decisions	(Chapter	8)	Developing	strategic	marketing	programs	(The	4	Ps:	product,	price,	place,	and	promotion)	•
Business	strategies	and	marketing	program	decisions	(Chapter	9)	•	Product	and	service	decisions	(Chapter	10)	•	Pricing	decisions	(Chapter	11)	•	Distribution	decisions	(Chapter	12)	•	Promotion	decisions	(Chapter	13)	Strategic	marketing	programs	for	selected	situations	•	Strategies	for	the	digitally	networked	world	(Chapter	14)	•	Strategies	for	new
and	growing	markets	(Chapter	15)	•	Strategies	for	mature	and	declining	markets	(Chapter	16)	Implementing	and	managing	marketing	programs	•	Organizing	and	planning	for	implementation	(Chapter	17)	•	Measuring	and	motivating	marketing	performance	(Chapter	18)	management	decisions	usually	rest	on	an	objective,	detailed,	and	evidence-
based	understanding	of	the	market	and	the	environmental	context.	Of	course,	most	marketing	strategies	never	get	implemented	in	quite	the	same	way	as	they	were	drawn	on	paper.	Adjustments	are	made	and	new	activities	undertaken	in	response	to	rapid	changes	in	customer	demands,	competitive	actions,	or	shifting	economic	conditions.	But	a
thorough	and	ongoing	analysis	of	the	market	and	the	broader	environment	enables	managers	to	make	such	adjustments	in	a	well-reasoned	and	consistent	way	rather	than	by	the	seat	of	the	pants.	The	analysis	necessary	to	provide	the	foundation	for	a	good	strategic	marketing	plan	should	focus	on	four	elements	of	the	overall	environment	that	may
influence	a	given	strategy’s	appropriateness	and	ultimate	success:	(1)	the	company’s	internal	resources,	capabilities,	and	strategies;	(2)	the	environmental	context—such	as	broad	social,	economic,	Chapter	One	The	Marketing	Management	Process	15	and	technology	trends—in	which	the	firm	will	compete;	(3)	the	needs,	wants,	and	characteristics	of
current	and	potential	customers;	and	(4)	the	relative	strengths	and	weaknesses	of	competitors	and	trends	in	the	competitive	environment.	Marketers	refer	to	these	elements	as	the	4Cs,	and	they	are	described	in	more	detail	below.	Integrating	Marketing	Plans	with	the	Company’s	Strategies	and	Resources	Many	firms—particularly	larger	organizations
with	multiple	divisions	or	business	units—	develop	a	hierarchy	of	interdependent	strategies.	Each	strategy	is	formulated	at	varying	levels	within	the	firm	and	deals	with	a	different	set	of	issues.	For	example,	as	we’ll	see	in	the	next	chapter,	IBM	has	reduced	its	focus	and	the	proportion	of	resources	it	devotes	to	its	traditional	computer	hardware
businesses.	Instead,	it	is	seeking	future	growth	and	profits	by	investing	heavily	in	developing	information	engineering,	software,	and	business	consulting	services.	This	change	in	emphasis	reflects	IBM’s	new	corporate	strategy.	This	level	of	strategy	reflects	the	company’s	mission	and	provides	direction	for	decisions	about	what	businesses	it	should
pursue,	how	it	should	allocate	its	available	resources,	and	its	growth	policies.	Samsung’s	heavy	investment	in	R&D,	consumer	research,	and	product	design	to	develop	a	new	generation	of	technically	superior,	attractively	designed	digital	electronics	products	represents	part	of	a	business-level	(or	competitive)	strategy	that	addresses	how	the	business
intends	to	compete	in	its	industry.	Samsung	seeks	to	gain	a	competitive	advantage	by	offering	cutting-edge	technology,	innovative	design,	and	superior	customer	value.	Finally,	interrelated	decisions	about	market	segments,	product	line,	advertising	appeals	and	media,	prices,	and	partnerships	with	suppliers,	distributors,	retailers,	and	other	agencies
all	reflect	a	firm’s	marketing	strategy.	This	is	the	company’s	plan	for	pursuing	its	objectives	within	a	particular	product-market.	In	the	case	of	smaller	companies	or	start-ups	with	only	a	single	product	line,	however,	business-level	competitive	strategy	and	marketing	strategy	substantially	overlap.	A	major	part	of	the	marketing	manager’s	job	is	to
monitor	and	analyze	customers’	needs	and	wants	and	the	emerging	opportunities	and	threats	posed	by	competitors	and	trends	in	the	external	environment.	Therefore,	because	all	levels	of	strategy	must	consider	such	factors,	marketers	often	play	a	major	role	in	providing	inputs	to—and	influencing	the	development	of—corporate	and	business
strategies.	Conversely,	general	managers	and	senior	managers	in	other	functions	need	a	solid	understanding	of	marketing	in	order	to	craft	effective	organizational	strategies.	Marketing	managers	also	bear	the	primary	responsibility	for	formulating	and	implementing	strategic	marketing	plans	for	individual	product-market	entries	or	product	lines.	But
as	the	above	discussion	suggests,	such	strategic	marketing	proStrategic	Issue	grams	are	not	created	in	a	vacuum.	Instead,	the	marketing	objectives	The	marketing	objectives	and	strategy	for	and	strategy	for	a	particular	product-market	entry	must	be	achievable	a	particular	product-market	entry	must	be	with	the	company’s	available	resources	and
capabilities	and	consistent	achievable	with	the	company’s	available	resources	and	capabilities	and	consistent	with	the	direction	and	allocation	of	resources	inherent	in	the	firm’s	with	the	direction	and	allocation	of	corporate	and	business-level	strategies.	In	other	words,	there	should	be	resources	inherent	in	the	firm’s	corporate	a	good	fit—or	internal
consistency—among	the	elements	of	all	three	and	business-level	strategies.	levels	of	strategy.	Chapter	2	describes	in	more	detail	the	components	of	corporate	and	business	strategies	and	the	roles	marketers	and	other	functional	managers	play	in	shaping	the	strategic	direction	of	their	organizations	and	business	units.	16	Section	One	The	Role	of
Marketing	in	Developing	Successful	Business	Strategies	Market	Opportunity	Analysis	A	major	factor	in	the	success	or	failure	of	strategies	at	all	three	levels	is	whether	the	strategy	elements	are	consistent	with	the	realities	of	the	firm’s	external	environment.	Thus,	the	next	step	in	developing	a	strategic	marketing	plan	is	to	monitor	and	analyze	the
opportunities	and	threats	posed	by	factors	outside	the	organization.	This	is	an	ongoing	responsibility	for	marketing	managers.	Understanding	Market	Opportunities	Understanding	the	nature	and	attractiveness	of	any	opportunity	requires	an	examination	of	the	external	environment,	including	the	markets	to	be	served	and	the	industry	of	which	the
firm	is	a	part.	In	turn,	this	examination	involves	a	look	at	broad	macro	issues	like	environmental	trends	that	are	driving	or	constraining	market	demand	and	the	structural	characteristics	of	the	industry	as	a	whole,	as	well	as	specific	aspects	of	the	firm	and	what	it	brings	to	the	party.	It	is	also	necessary	to	examine	the	management	team	that	will	be
charged	with	implementing	whatever	marketing	strategy	is	developed	to	determine	if	they	have	what	it	takes	to	get	the	job	done.	Chapter	3	provides	a	framework	for	examining	these	issues,	and	dramatizes	how	different	the	attractiveness	of	one’s	market	and	one’s	industry	can	be;	an	insight	that	is	easily	(and	often)	overlooked.	Customer	Analysis
The	primary	purpose	of	marketing	activities	is	to	facilitate	and	encourage	exchange	transactions	with	potential	customers.	One	of	a	marketing	manager’s	major	responsibilities	is	to	analyze	the	motivations	and	behavior	of	present	and	potential	customers.	What	are	their	needs	and	wants?	How	do	those	needs	and	wants	affect	the	product	benefits	they
seek	and	the	criteria	they	use	in	choosing	products	and	brands?	Where	do	they	shop?	How	are	they	likely	to	react	to	specific	price,	promotion,	and	service	policies?	To	answer	such	questions,	a	marketing	manager	must	have	some	notion	of	the	mental	processes	customers	go	through	when	making	purchase	decisions	and	of	the	psychological	and
social	factors	that	influence	those	processes.	Chapter	4	discusses	the	processes	and	influences	that	shape	consumers’	buying	behavior.	Because	some	aspects	of	the	purchase	process	differ	for	organizations,	Chapter	5	examines	the	buying	behavior	of	institutional	customers.	Marketing	Research	and	Forecasting	Marketing	managers	must	obtain
objective	information	about	potential	customers,	the	satisfaction	and	loyalty	of	current	customers,	the	firm’s	wholesale	and	retail	partners,	and	the	strengths	and	weaknesses	of	competitors.	Consequently,	even	relatively	small	organizations	often	expend	substantial	financial	and	personnel	resources	studying	the	needs	and	preferences	of	potential
customers,	developing	new	products,	and	tracking	the	sales	patterns	and	satisfaction	of	existing	customers	and	channel	members.	If	managers	are	to	make	informed	decisions,	however,	research	information	must	be	converted	into	estimates	of	the	sales	volume	and	profit	the	firm	might	reasonably	expect	a	particular	marketing	program	to	generate
within	a	given	market	segment.	Chapter	6	discusses	techniques	and	methods	for	collecting	and	analyzing	marketing	research	information	and	for	forecasting	the	market	potential	and	likely	sales	volumes	of	particular	market	segments.	The	specific	research	methods	that	marketing	managers	use	to	make	decisions	about	elements	of	a	marketing
program—such	as	what	price	to	charge	or	which	advertising	media	to	use—will	be	examined	in	more	detail	in	chapters	dealing	with	each	of	these	program	decisions.	Market	Segmentation,	Targeting,	and	Positioning	Decisions	Not	all	customers	with	similar	needs	seek	the	same	products	or	services	to	satisfy	those	needs.	Their	purchase	decisions	may
be	influenced	by	individual	preferences,	personal	characteristics,	social	circumstances,	and	so	forth.	On	the	other	hand,	customers	who	do	purchase	the	same	Chapter	One	The	Marketing	Management	Process	17	product	may	be	motivated	by	different	needs,	seek	different	benefits	from	the	product,	rely	on	different	sources	of	information	about
products,	and	obtain	the	product	from	different	distribution	channels.	Thus,	one	of	the	manager’s	most	crucial	tasks	is	to	divide	customers	into	market	segments—distinct	subsets	of	people	with	similar	needs,	circumstances,	and	characteristics	that	lead	them	to	respond	in	a	similar	way	to	a	particular	product	or	service	offering	or	to	a	particular
strategic	marketing	program.	Chapter	7	examines	dimensions	for	measurement	and	analytical	techniques	that	can	help	managers	identify	and	define	market	segments	in	both	consumer	and	organizational	markets.	After	defining	market	segments	and	exploring	customer	needs	and	the	firm’s	competitive	strengths	and	weaknesses	within	segments,	the
manager	must	decide	which	segments	represent	attractive	and	viable	opportunities	for	the	company;	that	is,	on	which	segments	to	focus	a	strategic	marketing	program.	Chapter	7	discusses	some	of	the	considerations	in	selecting	a	target	segment.	Finally,	the	manager	must	decide	how	to	position	the	product	or	service	offering	and	its	brand	within	a
target	segment;	that	is,	to	design	the	product	and	its	marketing	program	so	as	to	emphasize	attributes	and	benefits	that	appeal	to	customers	in	the	target	segment	and	at	once	distinguish	the	company’s	brand	from	those	of	competitors.	Issues	and	analytical	techniques	involved	in	marketing	positioning	decisions	are	discussed	in	Chapter	8.
Formulating	Strategic	Marketing	Programs	Designing	an	effective	strategic	marketing	program	for	a	product-market	entry	involves	three	interrelated	sets	of	decisions:	1.	The	manager	must	set	specific	objectives	to	be	accomplished	within	the	target	market,	such	as	sales	volume,	market	share,	and	profitability	goals.	Those	objectives	must	be
consistent	with	the	firm’s	corporate	and	business-unit	strategic	objectives,	yet	specific	enough	to	enable	management	to	monitor	and	evaluate	the	product-market	entry’s	performance	over	time.	2.	The	manager	must	decide	on	an	overall	marketing	strategy	to	appeal	to	customers—and	to	gain	a	competitive	advantage—in	the	target	market.	The
strategy	must	be	consistent	with	the	firm’s	capabilities,	its	corporate	and	business-unit	strategies,	and	the	product-market	objectives.	3.	The	manager	must	then	make	decisions	about	each	element	of	the	tactical	marketing	program	used	to	carry	out	the	strategy.	These	decisions	must	be	internally	consistent	and	integrated	across	all	elements	of	the
marketing	program.	Specifying	Marketing	Objectives	and	Strategies	The	first	step	in	developing	a	strategic	marketing	program	is	to	specify	the	objectives	and	the	overall	marketing	strategy	of	each	target	market.	As	we’ve	mentioned,	these	are	partly	dictated	by	corporate	and	business-level	objectives,	strategies,	and	resources.	For	instance,	the
nature	of	Samsung’s	product	line,	its	pricing	and	distribution	policies,	and	its	advertising	appeals	and	promotion	efforts	are	all	influenced	by	the	firm’s	competitive	strategy	of	offering	technically	innovative	and	stylish	electronics	products	at	premium	prices.	Chapter	9	describes	a	number	of	generic	business-level	competitive	strategies	and	examines
the	way	such	strategies	influence	decisions	about	marketing	objectives	and	programs,	as	well	as	the	role	other	functional	managers	play	in	implementing	those	marketing	programs.	Marketing	Program	Components	Dozens	of	specific	tactical	decisions	must	be	made	in	designing	a	strategic	marketing	program	for	a	product-market	entry.	These
decisions	fall	into	four	categories	of	major	marketing	variables	that	a	manager	has	some	ability	to	control	over	the	short	term.	Often	called	the	4	Ps,	the	controllable	elements	of	a	marketing	program	are	the	product	offering	(including	the	breadth	of	the	product	line,	18	Section	One	The	Role	of	Marketing	in	Developing	Successful	Business	Strategies
Exhibit	1.5	Decisions	within	the	Four	Elements	of	the	Marketing	Mix	Product	Place	•	Quality	•	Features	•	Style	•	Options	•	Brand	name	•	Packaging	•	Guarantees/	warranties	•	Services	•	Numbers	and	types	of	middlemen	•	Locations/	availability	•	Inventory	levels	The	target	market	Price	Promotion	•	List	price	•	Discounts	•	Allowances	•	Credit
terms	•	Payment	period	•	Rental/lease	•	Advertising	•	Personal	selling	•	Sales	promotion	•	Point-of-purchase	materials	•	Publicity	quality	levels,	and	customer	services);	price;	promotion	(advertising,	sales	promotion,	and	salesforce	decisions);	and	place	(or	distribution).	Because	decisions	about	each	element	should	be	consistent	and	integrated	with
decisions	concerning	the	other	three,	the	four	components	are	often	referred	to	as	the	marketing	mix.	The	marketing	mix	is	the	combination	of	controllable	marketing	variables	that	a	manager	uses	to	carry	out	a	marketing	strategy	in	pursuit	of	the	firm’s	objectives	in	a	given	target	market.	Exhibit	1.5	outlines	some	of	the	decisions	that	must	be	made
within	each	of	the	four	elements	of	the	marketing	mix.	Chapters	10	through	13	discuss	in	more	detail	the	various	methods	and	criteria	for	making	decisions	about	each	of	these	program	components.	Formulating	Strategic	Marketing	Programs	for	Specific	Situations	The	strategic	marketing	program	for	a	product	should	reflect	market	demand	and	the
competitive	situation	within	the	target	market.	But	demand	and	competitive	conditions	change	over	time	as	a	product	moves	through	its	life	cycle.	Therefore,	different	marketing	strategies	are	typically	more	appropriate	and	successful	for	different	market	conditions	and	at	different	life-cycle	stages.	Chapter	14	explores	marketing	strategies	for	the
rapidly	evolving	conditions	being	created	by	e-commerce	and	the	digitally	networked	world.	Chapter	15	examines	marketing	strategies	for	introducing	new	entries	and	for	strengthening	a	product’s	Chapter	One	The	Marketing	Management	Process	19	competitive	position	as	its	market	grows.	Chapter	16	then	discusses	the	marketing	strategies	a	firm
might	adopt	in	mature	and	declining	product-markets.	Implementation	and	Control	of	the	Marketing	Program	A	final	critical	determinant	of	a	strategy’s	success	is	the	firm’s	ability	to	implement	it	effectively.	And	this	depends	on	whether	the	strategy	is	consistent	with	the	resources,	the	organizational	structure,	the	coordination	and	control	systems,
and	the	skills	and	experience	of	company	personnel.14	Managers	must	design	a	strategy	to	fit	the	company’s	existing	resources,	competencies,	and	procedures—or	try	to	construct	new	structures	and	systems	to	fit	the	chosen	strategy.	For	example,	Samsung’s	brand	building	program	would	not	be	so	successful	without	its	substantial	investments	in
R&D,	marketing	research,	and	product	design,	and	a	team	structure	that	encourages	communication	and	cooperation	across	functional	areas	throughout	the	development	process.	Chapter	17	discusses	the	structural	variables,	planning	and	coordination	processes,	and	personnel	and	corporate	culture	characteristics	related	to	the	successful
implementation	of	various	marketing	strategies.	The	final	tasks	in	the	marketing	management	process	are	determining	whether	the	strategic	marketing	program	is	meeting	objectives	and	adjusting	the	program	when	performance	is	disappointing.	This	measurement	and	control	process	provides	feedback	to	managers	and	serves	as	a	basis	for	a
market	opportunity	analysis	in	the	next	planning	period.	Chapter	18	examines	ways	to	evaluate	marketing	performance	and	develop	contingency	plans	when	things	go	wrong.	The	Marketing	Plan—A	Blueprint	for	Action	The	results	of	the	various	analyses	and	marketing	program	decisions	discussed	above	should	be	summarized	periodically	in	a
detailed	formal	marketing	plan.15	A	marketing	plan	is	a	written	document	detailing	the	current	situation	with	respect	to	customers,	competitors,	and	the	external	environment	and	providing	guidelines	for	objectives,	marketing	actions,	and	resource	allocations	over	the	planning	period	for	either	an	existing	or	a	proposed	product	or	service.	While
some	firms—particularly	smaller	ones—do	not	bother	to	write	their	marketing	plans,	most	organizations	believe	that	“unless	all	the	key	elements	of	a	plan	are	written	down	.	.	.	there	will	always	be	loopholes	for	ambiguity	or	misunderstanding	of	strategies	and	objectives,	or	of	assigned	responsibilities	for	taking	action.”16	This	suggests	that	even	small
organizations	with	limited	resources	can	benefit	from	preparing	a	written	plan,	however	brief.	Written	plans	also	provide	a	concrete	history	of	a	product’s	strategies	and	performance	over	time,	which	aids	institutional	memory	and	helps	educate	new	managers	assigned	to	the	product.	Written	plans	are	necessary	in	most	larger	organizations	because
a	marketing	manager’s	proposals	must	usually	be	reviewed	and	approved	at	higher	levels	of	management	and	because	the	approved	plan	provides	the	benchmark	against	which	the	manager’s	performance	will	be	judged.	Finally,	the	discipline	involved	in	producing	a	formal	plan	helps	ensure	that	the	proposed	objectives,	strategy,	and	marketing
actions	are	based	on	rigorous	analysis	of	the	4Cs	and	sound	reasoning.	Because	a	written	marketing	plan	is	such	an	important	tool	for	communicating	and	coordinating	expectations	and	responsibilities	throughout	the	firm,	we	will	say	more	about	it	in	Chapter	17	when	we	discuss	the	implementation	of	marketing	programs	in	detail.	But	20	Section
One	The	Role	of	Marketing	in	Developing	Successful	Business	Strategies	Exhibit	1.6	Contents	of	a	Marketing	Plan	Section	Content	I.	Executive	summary	Presents	a	short	overview	of	the	issues,	objectives,	strategy,	and	actions	incorporated	in	the	plan	and	their	expected	outcomes	for	quick	management	review.	II.	Current	situation	and	trends
Summarizes	relevant	background	information	on	the	market,	competition,	and	the	macroenvironment,	and	trends	therein,	including	size	and	growth	rates	for	the	overall	market	and	key	segments.	III.	Performance	review	(for	an	existing	product	or	service	only)	Examines	the	past	performance	of	the	product	and	the	elements	of	its	marketing	program
(e.g.,	distribution,	promotions).	IV.	Key	issues	Identifies	the	main	opportunities	and	threats	to	the	product	that	the	plan	must	deal	with	in	the	coming	year,	and	the	relative	strengths	and	weaknesses	of	the	product	and	business	unit	that	must	be	taken	into	account	in	facing	those	issues.	V.	Objectives	Specifies	the	goals	to	be	accomplished	in	terms	of
sales	volume,	market	share,	and	profit.	VI.	Marketing	strategy	Summarizes	the	overall	strategic	approach	that	will	be	used	to	meet	the	plan’s	objectives.	VII.	Action	plans	This	is	the	most	critical	section	of	the	annual	plan	for	helping	to	ensure	effective	implementation	and	coordination	of	activities	across	functional	departments.	It	specifies	VIII.
Projected	profit-and-loss	statement	●	The	target	market	to	be	pursued.	●	What	specific	actions	are	to	be	taken	with	respect	to	each	of	the	4	Ps.	●	Who	is	responsible	for	each	action.	●	When	the	action	will	be	engaged	in.	●	How	much	will	be	budgeted	for	each	action.	Presents	the	expected	financial	payoff	from	the	plan.	IX.	Controls	Discusses	how
the	plan’s	progress	will	be	monitored;	may	present	contingency	plans	to	be	used	if	performance	falls	below	expectations	or	the	situation	changes.	X.	Contingency	plans	Describes	actions	to	be	taken	if	specific	threats	or	opportunities	materialize	during	the	planning	period.	because	the	written	plan	attempts	to	summarize	and	communicate	an	overview
of	the	marketing	management	process	we	have	been	examining,	it	is	worthwhile	to	briefly	examine	the	contents	of	such	plans	here.	Marketing	plans	vary	in	timing,	content,	and	organization	across	companies.	In	general,	marketing	plans	are	developed	annually;	though	planning	periods	for	some	big-ticket	industrial	products,	such	as	commercial
aircraft,	may	be	longer,	and	in	some	highly	volatile	industries,	such	as	telecommunications	or	electronics,	they	can	be	shorter.	Plans	typically	follow	a	format	similar	to	that	outlined	in	Exhibit	1.6.	There	are	three	major	parts	to	the	plan.	First,	the	marketing	manager	details	his	or	her	assessment	of	the	current	situation.	This	is	the	homework	portion	of
the	plan	where	the	manager	summarizes	the	results	of	his	or	her	analysis	of	current	and	potential	customers,	the	company’s	relative	strengths	and	weaknesses,	the	competitive	situation,	the	major	trends	in	the	broader	environment	that	may	affect	the	product	and,	for	existing	products,	past	performance	outcomes.	This	section	typically	also	includes
forecasts,	estimates	of	sales	potential,	and	other	assumptions	underlying	the	plan,	which	are	especially	important	for	proposed	new	products	or	services.	Based	on	these	analyses,	the	manager	may	also	call	Chapter	One	21	The	Marketing	Management	Process	attention	to	several	key	issues—major	opportunities	or	threats	that	should	be	dealt	with
during	the	planning	period.	The	second	part	of	the	plan	details	the	strategy	for	the	coming	period.	This	part	usually	starts	by	specifying	the	objectives	(e.g.,	sales	volume,	market	share,	profits,	customer	satisfaction	levels)	to	be	achieved	by	the	product	or	service	during	the	planning	period.	It	then	outlines	the	overall	marketing	strategy,	the	actions
associated	with	each	of	the	4	Ps	necessary	to	implement	the	strategy,	and	the	timing	and	locus	of	responsibility	for	each	action.	Finally,	the	plan	details	the	financial	and	resource	implications	of	the	strategy	and	the	controls	to	be	employed	to	monitor	the	plan’s	implementation	and	progress	over	the	period.	Some	plans	also	specify	some	contingencies:
how	the	plan	will	be	modified	if	certain	changes	occur	in	the	market,	competitive,	or	external	environments.	Who	Does	What?	Marketing	Institutions	A	strategic	marketing	program	involves	a	large	number	of	activities	aimed	at	encouraging	and	facilitating	exchanges	and	building	relationships	with	customers.	And	all	of	those	activities	must	be
performed	by	somebody	for	exchanges	to	happen.	One	of	the	few	eternal	truths	in	marketing	is	that	“you	can	eliminate	the	middlemen,	but	you	can’t	eliminate	their	functions.”	Somebody	has	to	gather	information	or	feedback	from	customers	concerning	their	needs	and	wants;	use	that	information	to	design	product	or	service	offerings	that	will
provide	valued	benefits;	communicate	the	existence	and	benefits	of	the	offering	to	the	market;	perform	the	storage,	order	fulfillment,	and	transportation	activities	necessary	to	make	the	product	conveniently	available	to	customers;	finance	purchases;	collect	payment;	and	resolve	customer	problems	or	complaints	after	the	sale.	The	major	flows	of	the
physical	product,	payment,	and	information	that	occur	during	an	exchange	are	summarized	in	Exhibit	1.7.	In	a	few	cases,	nearly	all	these	activities	are	performed	by	a	single	organization	and	its	employees.	Such	internal	control	of	the	full	range	of	marketing	functions	and	activities	is	referred	to	as	vertical	integration.	Dell	Computer’s	reliance	on	the
internet	to	attract	customers	and	process	orders	together	with	a	flexible	manufacturing	system	that	produces	computers	to	order	and	minimizes	finished	inventories,	and	Canon’s	reliance	on	its	own	Exhibit	1.7	What	Must	Change	Hands	to	Complete	an	Exchange	between	a	Buyer	and	a	Seller?	Information	about	the	Market	and	Customer	Needs	and
Wants	Seller	Information	about	the	Product	and	the	Offer	Physical	Product	or	Service	Money	or	Something	Else	of	Value	Buyer	22	Section	One	The	Role	of	Marketing	in	Developing	Successful	Business	Strategies	factories,	salesforce,	and	distribution	facilities	to	produce	and	market	its	copiers	and	printers	are	examples	of	highly	integrated	marketing
organizations.	The	majority	of	goods	and	services	in	most	developed	economies,	however,	are	marketed	through	alliances	or	networks	involving	multiple	institutions	or	middlemen.	These	networks	are	commonly	referred	to	as	marketing	channels	or	channels	of	distribution.	Each	institution	within	the	channel	specializes	in	performing	only	a	part	of	the
activities	or	functions	necessary	to	conduct	exchanges	with	the	end	user.	We	will	examine	these	institutions	and	the	nature	of	their	interactions	with	one	another	in	more	detail	in	Chapter	12.	Marketing	institutions	fall	into	one	of	the	following	categories:	●	●	●	●	Merchant	wholesalers	take	title	to	the	goods	they	sell	and	sell	primarily	to	other
resellers	(retailers),	industrial,	and	commercial	customers,	rather	than	to	individual	consumers.	Agent	middlemen,	such	as	manufacturers’	representatives	and	brokers,	also	sell	to	other	resellers	and	industrial	or	commercial	customers,	but	they	do	not	take	title	to	the	goods	they	sell.	They	usually	specialize	in	the	selling	function	and	represent	client
manufacturers	on	a	commission	basis.	Retailers	sell	goods	and	services	directly	to	final	consumers	for	their	personal,	nonbusiness	use.	Facilitating	agencies,	such	as	advertising	agencies,	marketing	research	firms,	collection	agencies,	railroads,	and	web	portals,	specialize	in	one	or	more	marketing	functions	on	a	fee-for-service	basis	to	help	their
clients	perform	those	functions	more	effectively	and	efficiently.	Who	Pays	the	Cost	of	Marketing	Activities—And	Are	They	Worth	It?	The	final	selling	price	of	the	product	reflects	the	costs	of	performing	the	activities	necessary	for	exchange	transactions.	Those	costs	vary	widely	across	different	products	and	customers.	They	account	for	a	relatively	high
proportion	of	the	price	of	frequently	purchased	consumer	package	goods	such	as	cereals	and	cosmetics.	Extensive	transportation,	storage,	and	promotion	activities	facilitate	the	millions	of	consumer	purchases	that	occur	every	year.	In	developed	economies,	on	average,	roughly	50	percent	of	the	retail	price	of	such	products	is	made	up	of	marketing
and	distribution	costs;	one-half	represents	retailer	margins,	and	the	other	half	the	marketing	expenses	of	the	manufacturer	and	wholesale	middlemen.17	On	the	other	hand,	marketing	costs	for	nontechnical	industrial	goods,	such	as	sheet	steel	or	basic	chemicals,	are	much	lower	because	they	are	sold	in	large	quantities	directly	to	a	small	number	of
regular	customers.	Though	both	individual	and	organizational	customers	pay	for	the	marketing	activities	of	manufacturers	and	their	middlemen,	they	are	still	usually	better	off	than	if	they	were	to	undertake	all	the	functions	themselves.	This	is	true	for	two	reasons:	First,	the	purchasing,	storage,	promotion,	and	selling	activities	of	wholesalers	and
retailers	allow	customers	to	buy	a	wide	variety	of	goods	from	a	single	source	in	one	transaction,	thereby	increasing	transactional	efficiency.	For	example,	a	consumer	may	buy	a	week’s	groceries	on	a	single	trip	to	the	supermarket	(or	perhaps	even	over	the	internet	from	a	home-delivery	service)	rather	than	engage	in	separate	transactions	with	a
butcher,	a	baker,	and	a	variety	of	farmers	or	food	processors.	Thus,	the	number	of	exchanges	necessary	for	a	consumer	to	acquire	a	desired	assortment	of	goods	and	services	is	reduced	and	efficiency	is	increased	when	middlemen	are	added	to	an	economic	system.	A	second	benefit	of	an	extensive	marketing	system	is	that	specialization	of	labor	and
economies	of	scale	lead	to	functional	efficiency.	Manufacturers	and	their	agents	can	perform	the	exchange	activities	more	cheaply	than	can	individual	customers.	A	railroad,	for	Chapter	One	The	Marketing	Management	Process	23	instance,	can	ship	a	load	of	new	tires	from	a	plant	in	Akron	to	a	wholesaler	in	Tucson	more	cheaply	than	an	individual
consumer	in	Arizona	could	transport	them	in	the	family	minivan.	From	the	customer’s	viewpoint,	then,	the	increased	transactional	and	functional	efficiency	of	exchange	produced	by	members	of	the	marketing	system	increases	the	value—	the	utility/price	relationship—of	goods	and	services.	A	product	has	greater	utility	for	a	potential	customer	when	it
can	be	purchased	with	a	minimum	of	risk	and	shopping	time	(possession	utility),	at	a	convenient	location	(place	utility),	and	at	the	time	the	customer	is	ready	to	use	the	product	(time	utility).	Room	for	Improvement	in	Marketing	Efficiency	While	the	existence	of	specialized	institutions	in	our	economy’s	marketing	system	has	greatly	increased	the
efficiency	and	value	of	most	exchange	transactions	from	the	customer’s	point	of	view,	that	does	not	mean	the	current	system	is	nearly	as	efficient	as	it	could	be.	Marketing	is	one	of	the	few	functional	areas	of	business	whose	efficiency	has	not	substantially	improved	in	recent	years.	Two	authorities	estimate	that,	on	average,	manufacturing	costs	have
declined	from	about	50	percent	of	total	corporate	costs	after	World	War	II	to	about	30	percent	today	through	automation,	flexible	manufacturing	systems,	product	redesign	for	manufacturing,	just-in-time	approaches,	and	so	on.	Similarly,	they	argue	that	the	average	costs	of	“management”—defined	to	include	finance,	accounting,	human	resources,
and	support	functions	like	R&D—have	fallen	from	about	30	percent	to	20	percent	as	the	result	of	downsizing,	outsourcing,	and	process	reengineering.	On	the	other	hand,	they	estimate	that	the	percentage	of	corporate	costs	accounted	for	by	marketing	activities	actually	went	up	over	the	same	period.18	Of	course,	there	are	some	good	reasons	why
marketing	costs	have	increased	in	recent	years,	including	the	greater	intensity	of	global	competition,	the	rapid	pace	of	technological	change,	the	fragmentation	of	the	communications	media,	and	many	other	factors.	However,	at	least	part	of	the	problem	can	be	attributed	to	marketers	themselves.	Marketing	managers	have	been	slow	to	develop
accurate	measures	and	metrics	of	marketing	performance	and,	therefore,	slow	to	understand	the	effectiveness	of	various	marketing	actions	relative	to	their	costs,	and	thus	their	impact	on	a	firm’s	bottom	line.	In	a	recent	survey	of	over	100	marketing	executives	in	global	companies	in	the	United	States,	United	Kingdom,	and	Germany,	for	instance,
nearly	all	respondents	agreed	that	improving	the	effectiveness	of	their	marketing	investments	was	one	of	their	corporation’s	top	three	business	priorities.	But	84	percent	of	those	respondents	admitted	that	marketing	return	on	investment	(MROI)	is	not	well	understood	in	their	businesses,	and	only	54	percent	said	they	measured	any	of	their	marketing
activities	consistently.19	We	will	focus	throughout	this	book	on	ways	marketers	are	attempting	to	improve	operational	efficiency	through	(1)	more	effective	use	of	telecommunications	and	information	technologies,	such	as	internet	ads,	product	placements,	event	sponsorships,	company	blogs,	and	the	like;	(2)	the	development	of	cooperative	alliances
with	suppliers,	middlemen,	and	ultimate	customers;	and	(3)	the	search	for	new	measurement	and	budgeting	methods	that	are	more	clearly	focused	on	improving	cash	flows	and	adding	economic	value.20	The	Role	of	the	Marketing	Decision	Maker	The	title	marketing	manager	is	necessarily	and	intentionally	vague	because	many	people	are	directly
involved	with	an	organization’s	marketing	activities.	This	can	include	people	not	formally	located	in	a	marketing	or	sales	department	or	even	within	the	company.	The	24	Section	One	The	Role	of	Marketing	in	Developing	Successful	Business	Strategies	exact	nature	of	the	marketing	manager’s	job	will	vary	widely	depending	on	the	industry	involved,
the	organization’s	structure,	and	its	position	in	the	managerial	hierarchy.	While	the	marketing	manager	bears	the	primary	responsibility	for	formulating	and	implementing	a	strategic	marketing	program	for	a	product	or	service,	a	single	marketing	manager	(1)	seldom	does	all	the	analysis	or	makes	all	the	decisions	involved	in	such	plans	all	alone	and
(2)	almost	never	has	the	formal	authority	to	demand	that	all	the	activities	specified	in	the	plan	be	carried	out	by	subordinates	exactly	as	they	are	written	down.	Many	marketing	activities	are	usually	contracted	out	to	independent	middlemen	or	facilitating	agencies	or	are	performed	in	concert	with	a	firm’s	suppliers,	major	customers,	or	other
organizational	partners.	A	marketing	manager	has	no	formal	authority	over	these	outsiders.	Thus,	the	development	and	nurturing	of	long-term	relationships	with	suppliers,	channel	members,	and	major	customers	can	do	more	than	simply	improve	marketing	efficiency;	they	can	provide	the	information,	advice,	and	cooperation	necessary	to	devise	and
carry	out	successful	marketing	strategies.21	Even	those	marketing	activities	that	are	performed	in-house	are	seldom	all	within	the	domain	of	the	marketing	department	or	under	the	authority	of	a	single	marketing	executive.	Implementing	a	marketing	plan	requires	cooperation	and	coorStrategic	Issue	dination	across	many	specialized	functional	areas.
Marketing	is—or	Creating	value	is	a	cross-functional	should	be—everybody’s	business.	After	all,	delivering	superior	value	endeavor,	and	marketing	and	to	customers	is	the	key	to	business	success,	and	that	superior	value	nonmarketing	executives	alike	must	flows	from	a	combination	of	well-designed	products	or	services,	prooperate	with	a	clear
customer	focus	to	make	it	happen.	duced	with	high	quality;	efficient	operations	that	enable	low	costs	and	competitive	prices;	and	reliable	customer	service.	Creating	value	is	a	cross-functional	endeavor,	and	marketing	and	nonmarketing	executives	alike	must	operate	with	a	clear	customer	focus	to	make	it	happen.	Some	Recent	Developments	Affecting
Marketing	Management	While	many	of	the	basic	tasks	involved	in	developing	and	implementing	strategic	marketing	programs	have	remained	unchanged	for	decades,	recent	developments	in	our	economy	and	around	the	world	have	greatly	changed	the	context	in	which	those	tasks	are	carried	out	and	the	information	and	tools	that	marketers	have	at
their	disposal.	These	developments	include	(1)	the	increased	globalization	of	markets	and	competition,	(2)	the	growth	of	the	service	sector	of	the	economy	and	the	importance	of	service	in	maintaining	customer	satisfaction	and	loyalty,	(3)	the	rapid	development	of	new	information	and	communications	technologies,	and	(4)	the	growing	importance	of
relationships	for	improved	coordination	and	increased	efficiency	of	marketing	programs	and	for	capturing	a	larger	portion	of	customers’	lifetime	value.	Some	recent	impacts	of	these	four	developments	on	marketing	management	are	briefly	summarized	below	and	will	be	continuing	themes	throughout	this	book.	Globalization	International	markets
account	for	a	large	and	growing	portion	of	the	sales	of	many	organizations.	But	while	global	markets	represent	promising	opportunities	for	additional	sales	growth	and	profits,	differences	in	market	and	competitive	conditions	across	country	boundaries	can	require	firms	to	adapt	their	competitive	strategies	and	marketing	programs	to	be	successful.
Even	when	similar	marketing	strategies	are	appropriate	for	multiple	countries,	international	Chapter	One	The	Marketing	Management	Process	25	differences	in	infrastructure,	culture,	legal	systems,	and	the	like,	often	mean	that	one	or	more	elements	of	the	marketing	program—such	as	product	features,	promotional	appeals,	or	distribution	channels
—must	be	tailored	to	local	conditions	for	the	strategy	to	be	effective.	Increased	Importance	of	Service	A	service	can	be	defined	as	“any	activity	or	benefit	that	one	party	can	offer	another	that	is	essentially	intangible	and	that	does	not	result	in	the	ownership	of	anything.	Its	production	may	or	may	not	be	tied	to	a	physical	product.”22	Service	businesses
such	as	airlines,	hotels,	restaurants,	and	consulting	firms	account	for	roughly	two-thirds	of	all	economic	activity	in	the	United	States,	and	services	are	the	fastest-growing	sector	of	most	other	developed	economies	around	the	world.	While	many	of	the	decisions	and	activities	involved	in	marketing	services	are	essentially	the	same	as	those	for
marketing	physical	goods,	the	intangible	nature	of	many	services	can	create	unique	challenges	for	marketers.	We	will	discuss	these	challenges—and	the	tools	and	techniques	firms	have	developed	to	deal	with	them—throughout	this	book.	As	the	definition	suggests,	services	such	as	financing,	delivery,	installation,	user	training	and	assistance,	and
maintenance	are	often	provided	in	conjunction	with	a	physical	product.	Such	ancillary	services	have	become	more	critical	to	firms’	continued	sales	and	financial	success	in	many	product-markets.	As	markets	have	become	crowded	with	global	competitors	offering	similar	products	at	ever-lower	prices,	the	creative	design	and	effective	delivery	of
supplemental	services	has	become	a	crucial	means	by	which	a	company	may	differentiate	its	offering	and	generate	additional	benefits	and	value	for	customers.	Those	additional	benefits,	in	turn,	can	justify	higher	prices	and	margins	in	the	short	term	and	help	improve	customer	satisfaction,	retention,	and	loyalty	over	the	long	term.23	Of	course,	lousy
customer	service	can	have	the	opposite	effect.	This	is	especially	a	danger	when	intense	price	competition	pushes	a	firm	to	cut	costs	by	reducing	or	outsourcing	customer	service	and	support.	For	instance,	a	few	years	ago	Dell	attempted	to	maintain	its	long-standing	low-cost	position	in	the	personal	computer	industry	by—among	other	things—reducing
the	number	of	technicians	in	its	customer	call	centers	and	limiting	each	technician’s	training	to	only	a	few	specialized	problem	areas.	As	a	result,	increasing	numbers	of	customers	spent	30	minutes	or	more	on	hold	when	they	called	Dell	for	help,	and	45	percent	were	transferred	at	least	once	before	they	found	a	technician	with	the	expertise	to	solve
their	problem.	Consequently,	Dell’s	customer	satisfaction	rating	in	the	United	States	plummeted,	and	despite	expensive	attempts	to	improve	service—including	the	use	of	independent	retail	outlets	to	sell	and	service	Dell	equipment—the	firm’s	market	share,	profits,	and	stock	prices	have	still	not	fully	recovered.24	Information	Technology	The
computer	revolution	and	related	technological	developments	are	changing	the	nature	of	marketing	management	in	two	important	ways.	First,	new	technologies	are	making	it	possible	for	firms	to	collect	and	analyze	more	detailed	information	about	potential	customers	and	their	needs,	preferences,	and	buying	habits.	Thus,	it	is	now	possible	for	many
firms	to	identify	and	target	smaller	and	more	precisely	defined	market	segments—sometimes	segments	consisting	of	only	one	or	a	few	customers—and	to	customize	product	features,	promotional	appeals,	prices,	and	financing	arrangements	to	fit	such	segments.25	A	second	impact	of	information	technology	has	been	to	open	new	channels	for
communications	and	transactions	between	suppliers	and	customers.	As	Exhibit	1.8	suggests,	one	simple	way	of	categorizing	these	new	channels	is	based	on	whether	the	suppliers	and	customers	involved	are	organizations	or	individual	consumers.	26	Section	One	The	Role	of	Marketing	in	Developing	Successful	Business	Strategies	Exhibit	1.8
Categories	of	E-Commerce	B	USINESS	Business	Consumer	C	ONSUMER	Business-to-Business	(B2B)	Business-to-Consumer	(B2C)	Examples:	Examples:	●	Purchasing	sites	of	Ford,	Oracle,	Cisco	●	Supply	chain	networks	linking	producers	and	distribution	channel	members,	such	as	3M	and	Walmart	●	E-tailers,	such	as	E*Trade,	Amazon	●	Producers’
direct	sales	sites,	such	as	Dell,	Ryanair,	Sofitel	Hotels	●	Websites	of	traditional	retailers,	such	as	Sears,	Lands’	End,	Marks	&	Spencer	Consumer-to-Business	(C2B)	Consumer-to-Consumer	(C2C)	Examples:	Examples:	●	Sites	that	enable	consumers	to	bid	on	unsold	airline	tickets	and	other	goods	and	services,	such	as	Priceline	●	Auction	sites,	such	as
eBay,	QXL	Source:	Adapted	from	“A	Survey	of	E-Commerce:	Shopping	Around	the	web,”	The	Economist,	February	26,	2000,	p.	11.	Global	sales	over	the	internet	are	growing	so	fast	that	solid	estimates	of	their	volume	are	hard	to	come	by.	However,	internet	revenues	of	manufacturers,	wholesalers,	retailers,	and	selected	service	firms	(not	including
travel)	amounted	to	nearly	$3.5	trillion	in	the	United	States	in	2008	(the	most	recent	census	data	available	at	the	time	of	this	writing)	and	worldwide	volume	of	$5.5	to	$6.5	trillion	seems	a	reasonable	guess.26	Growth	in	both	the	global	and	U.S.	markets	has	averaged	about	18	to	25	percent	annually	for	the	past	several	years,	and	is	likely	to	continue
at	about	the	same	pace.	Roughly	90	percent	of	those	sales	were	business-to-business	transactions,	such	as	those	in	the	upper-left	quadrant	of	Exhibit	1.8.	Many	high-tech	firms	like	Oracle	Corp.	and	Cisco	Systems,	and	even	some	more	traditional	companies	such	as	Toyota	and	Xerox	conduct	all	or	a	large	portion	of	their	purchasing	activities	over	the
web.	And	many	firms	rely	on	their	websites	to	communicate	product	information	to	potential	customers,	make	sales,	and	deal	with	customer	problems.	Perhaps	even	more	important,	though,	new	information	and	communications	technologies	are	enabling	firms	to	forge	more	cooperative	and	efficient	relationships	with	their	suppliers	and	distribution
channel	partners.	For	example,	Procter	&	Gamble	and	3M	have	formed	alliances	with	major	retailers—such	as	Kroger	and	Walmart—to	develop	automatic	restocking	systems.	Sales	information	from	the	retailer’s	checkout	scanners	is	sent	directly	to	the	supplier’s	computers,	which	figure	out	automatically	when	to	replenish	each	product	and	schedule
deliveries	direct	to	each	of	the	retailer’s	stores.	Such	paperless	exchanges	reduce	mistakes	and	billbacks,	minimize	inventory	levels,	improve	cash	flow,	and	increase	customer	satisfaction	and	loyalty.	In	contrast,	internet	sales	from	businesses	to	consumers	(the	upper-right	quadrant	in	Exhibit	1.8)	accounted	for	only	about	$288	billion	(excluding
travel)	in	the	United	States	in	2008,	less	than	3.6	percent	of	the	country’s	total	retail	sales.27	However,	sales	volumes	of	firms	such	as	Amazon,	Dell	Computer,	and	iTunes	are	expanding	rapidly,	and	many	traditional	retailers	are	expanding	their	marketing	efforts	on	the	web	as	well.	And	information	available	over	the	internet	is	affecting	consumer
purchase	patterns	even	when	the	Chapter	One	27	The	Marketing	Management	Process	purchases	are	made	in	traditional	retail	outlets.	For	instance,	a	recent	survey	found	that	nearly	6-in-10	adults	in	the	United	States	(58	percent)	have	researched	a	product	or	service	online	before	making	a	purchase	and	24	percent	have	posted	comments	or	reviews
about	things	they	have	bought.28	The	proportion	of	consumers	gathering	information	online	grew	to	78	percent	among	people	with	internet	accesss.	Clearly,	the	web	is	presenting	marketers	with	new	strategic	options—as	well	as	new	competitive	threats	and	opportunities—regardless	of	what	or	to	whom	they	are	selling.	Therefore,	we	will	devote	all
of	Chapter	14	to	marketing	strategies	for	e-commerce,	and	discuss	specific	examples	and	their	implications	in	every	chapter.	Relationships	across	Functions	and	Firms	New	information	technologies	and	the	ongoing	search	for	greater	marketing	efficiency	and	customer	value	in	the	face	of	increasing	competition	are	changing	the	nature	of	exchange
between	companies.	Instead	of	engaging	in	a	discrete	series	of	arm’s-length,	adversarial	exchanges	with	customers,	channel	members,	and	suppliers	on	the	open	market,	more	firms	are	trying	to	develop	and	nurture	long-term	relationships	and	alliances,	such	as	the	one	between	3M	and	Wal-Mart.	Such	cooperative	relationships	are	thought	to
improve	each	partner’s	ability	to	adapt	quickly	to	environmental	changes	or	threats,	to	gain	greater	benefits	at	lower	costs	from	its	exchanges,	and	to	increase	the	lifetime	value	of	its	customers.29	Similar	kinds	of	cooperative	relationships	are	emerging	inside	companies	as	firms	seek	mechanisms	for	more	effectively	and	efficiently	coordinating
across	functional	departments	the	various	activities	necessary	to	identify,	attract,	service,	and	satisfy	customers.	In	many	firms,	the	planning	and	execution	that	used	to	be	the	responsibility	of	a	product	or	marketing	manager	are	now	coordinated	and	carried	out	by	cross-functional	teams.	Thus,	the	boundaries	between	functional	areas	are	beginning
to	blur,	and	marketing	programs	are	increasingly	a	group	activity.	Regardless	of	who	is	responsible	or	who	carries	out	the	work,	however,	the	decisions	and	activities	involved	in	such	marketing	programs	remain	the	same.	They	are	the	focus	of	the	rest	of	this	book.	Take-aways	1.	Marketing	is	pervasive.	It	is	a	social	process	involving	the	activities	that
facilitate	exchanges	of	goods	and	services	among	individuals	and	organizations.	2.	Customers	buy	benefits,	not	products.	The	benefits	a	customer	receives	from	a	firm’s	offering,	less	the	costs	he	or	she	must	bear	to	receive	those	benefits,	determine	the	offering’s	value	to	that	customer.	3.	Delivering	superior	value	to	one’s	customers	is	the	essence	of
business	success.	Because	delivering	superior	value	is	a	multifunctional	endeavor,	both	marketing	and	nonmarketing	managers	must	adopt	a	strong	focus	on	the	customer	and	coordinate	their	efforts	to	make	it	happen.	4.	A	focus	on	satisfying	customer	needs	and	wants	is	not	inconsistent	with	being	technologically	innovative.	5.	The	marketing
management	process	requires	an	understanding	of	the	4Cs:	the	company	and	its	mission,	strategies,	and	resources;	the	macroenvironmental	context	in	which	it	operates;	customers	and	their	needs	and	wants;	and	competitors.	Obtaining	an	objective,	detailed,	evidence-based	understanding	of	these	factors	is	critical	to	effective	marketing	decision
making.	6.	Marketing	decisions—such	as	choices	about	what	goods	or	services	to	sell,	to	whom,	and	with	what	strategy—are	made	or	approved	at	the	highest	levels	in	most	firms,	whether	large	or	small.	Therefore,	managers	who	occupy	or	aspire	to	strategic	positions	in	their	organizations	need	marketing	perspectives	and	analytical	skills.	28	Section
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Switches	Strategies1	F	OR	DECADES	International	Business	Machines	focused	most	of	its	efforts	on	the	hardware	side	of	the	computer	industry:	first	on	large	mainframe	computers,	then	on	personal	computers	(PCs),	and	then,	as	the	internet	began	to	take	off	in	the	mid–1990s,	on	servers	and	related	equipment.	Its	target	customers	for	that	hardware
were	typically	organizations	rather	than	individual	consumers	and	usually	large	organizations	that	needed	lots	of	data	processing	capacity	and	had	the	financial	resources	to	afford	it.	IBM’s	competitive	strategy	was	also	quite	consistent	over	the	years.	Given	that	the	firm	was	never	the	lowest-cost	producer	in	the	industry,	it	did	not	try	to	compete
with	low	prices.	Instead,	the	firm	pursued	a	quality	differentiation	strategy	by	offering	superior	products	backed	up	by	excellent	technical	service	and	selling	them	at	premium	prices.	To	implement	its	strategy,	the	company	tried	to	ensure	a	steady	stream	of	cutting-edge	products	by	allocating	vast	resources	to	R&D	and	product	development.	On	the
marketing	side,	the	firm	maintained	substantial	advertising	and	promotion	budgets	to	keep	potential	customers	informed	about	its	constantly	evolving	product	lines	and	to	burnish	the	identity	of	the	IBM	brand.	More	important,	though,	were	the	millions	spent	recruiting,	training,	and	compensating	30	one	of	the	world’s	largest	and	most	technically
competent	salesforces.	Technology	gy	Changes	g	and	Competitor	p	Actions	Require	a	Shift	in	Strategy	For	decades	IBM’s	corporate,	business,	and	marketing	strategies	were	all	very	successful.	By	the	mid-1990s,	however,	several	of	IBM’s	traditional	businesses	were	in	trouble.	The	company’s	share	of	the	worldwide	PC	market	fell	to	about	8	percent
in	1999,	third	behind	Dell	and	Compaq.	Similarly,	while	server	sales,	made	up	mostly	of	UNIX-based	computers,	were	growing	rapidly	around	the	world,	IBM	was	able	to	capture	only	a	small	share	of	that	business.	Even	its	venerable	mainframe	business,	which	had	been	a	low-growth	but	highly	profitable	market	throughout	the	1980s	and	early	1990s,
suffered	a	profit	squeeze	due	to	falling	prices	and	declining	demand.	IBM’s	performance	problems	can	be	traced	to	a	variety	of	factors,	which	all	worked	to	make	the	firm’s	tried-and-true	corporate,	competitive,	and	marketing	strategies	less	effective	than	they	once	were.	For	one	thing,	major	technological	changes	in	the	macroenvironment—such	as
the	rapid	increase	in	power	of	desktop	PCs,	the	emergence	of	the	internet,	and	the	development	of	internal,	organizationwide	computer	networks—greatly	contributed	to	the	declining	demand	for	large	mainframe	computers	and	centralized	data	processing	systems.	Also,	IBM’s	quality	differentiation	strategy	became	less	effective	as	some	of	its
product-markets	began	to	mature	and	customers’	purchase	criteria	changed.	Technical	and	performance	differences	among	competing	brands	became	less	pronounced	as	the	PC	industry	matured,	for	example,	and	later	buyers	tended	to	be	less	technically	sophisticated,	more	price-conscious,	and	more	interested	in	buying	equipment	that	was	easy	to
use.	IBM’s	premium	price	position	put	it	at	a	disadvantage	in	attracting	such	customers.	Even	IBM’s	traditional	focus	on	large	organizational	customers	contributed	to	the	firm’s	problems	in	the	newly	emerging	markets	for	servers	and	related	equipment	and	software.	It	was	slow	to	pursue	the	many	small	start-up	businesses	at	the	forefront	of	the	dot-
com	revolution,	leaving	an	open	field	for	Sun,	Cisco	Systems,	and	other	competitors.	A	New	Corporate	Strategy	In	view	of	the	changing	environment	and	IBM’s	lackluster	performance,	top	executives	began	to	refocus	the	corporate	mission,	de-emphasizing	the	development	and	manufacture	of	high-tech	hardware—even	to	the	extreme	of	selling	the
firm’s	PC	business	to	China’s	Lenovo	Group	Ltd.—while	increasing	the	emphasis	on	providing	customers	with	business	consulting,	software,	and	outsourcing	services.	To	leverage	the	firm’s	existing	competencies	and	its	long-term	relationships	with	its	traditional	customers,	some	of	the	new	services	the	firm	developed	concentrated	on	helping	large,
bricks-and-mortar	firms	hook	old	corporate	databases	(often	on	mainframes)	into	new	online	systems.	A	broader	strategic	thrust	involved	the	development	of	“enterprise	solutions	on	demand”—packages	of	networked	and	modularized	technologies,	software,	and	consulting	services	aimed	at	helping	organizations	in	a	variety	of	business	and	service
sectors	rethink,	redesign,	and	manage	large	chunks	of	their	operations;	everything	from	accounting	and	customer	service	to	human	resources	and	procurement.	For	instance,	an	IBMdesigned	system	and	software	helped	the	Bank	of	Russia	reduce	its	transaction	processing	costs	by	95	percent.	Recently,	another	strategic	thrust	focused	on	business
analytics;	designing	systems	to	size	up	and	organize	the	vast	streams	of	data	companies	collect	in	order	to	identify	opportunities	for	cutting	costs	or	increasing	revenues	and	customer	satisfaction.	The	French	retailer	Carrefour,	for	example,	recently	used	IBM	analytics	to	dig	through	purchase	patterns,	figure	out	what	each	customer	was	likely	to	buy
next,	and	offer	targeted	coupons	that	drew	customers	back	into	the	stores.	New	Business	and	Marketing	Strategies	IBM’s	new	corporate	emphasis	on	business	services	and	software	as	its	primary	paths	toward	future	growth	also	forced	some	changes	in	the	firm’s	competitive	and	marketing	strategies.	At	the	business	level,	the	firm	still	seeks	to
differentiate	itself	from	competitors	on	the	basis	of	superior	quality	and	to	charge	premium	prices	for	that	quality.	But	in	its	new	service	businesses,	competitive	superiority	depends	on	the	knowledge,	experience,	and	expertise	of	its	consultants—and	their	familiarity	with	a	customer’s	operations	that	comes	from	continuing	interaction—rather	than	the
technical	quality	of	its	products.	Therefore,	to	implement	its	new	service-based	strategy	effectively,	the	company	reorganized	and	reallocated	many	of	its	internal	resources.	Given	that	the	success	of	IBM’s	new	competitive	strategy	depends	heavily	on	the	knowledge	and	expertise	of	its	personnel	and	their	ability	to	forge	beneficial	relationships	with
customers,	the	firm’s	salesforce	is	more	crucial	than	ever.	But	many	salespeople	who	used	31	32	Section	One	The	Role	of	Marketing	in	Developing	Successful	Business	Strategies	to	sell	the	company’s	hardware	have	been	retrained	and	turned	into	business	consultants.	The	company	also	acquired	PriceWaterhouseCoopers	consulting,	a	move	that
helped	IBM	focus	more	on	executive-level	business	consulting	in	addition	to	traditional	technology	consulting.	The	firm	also	found	that	in	order	to	tailor	systems	to	a	customer’s	business	problems,	industry-specific	knowledge	and	experience	are	useful.	Consequently,	its	enterprise	solutions	and	analytics	services	are	focused	on	six	broad	sectors,
including	banking	and	financial	markets,	health	care,	government,	telecommunications,	and	consumer	products.	Also,	in	order	to	develop	innovative	solutions,	each	customer	is	serviced	by	a	team	that	includes	representatives	from	consulting/sales,	software,	systems/	technology,	and	sometimes	R&D.	A	team’s	members	may	reside	in	different	IBM
offices	around	the	world,	but	each	team	specializes	in	only	one	customer	sector.	A	majority	of	the	firm’s	$6	billion	R&D	budget	is	now	focused	on	solving	business	problems	rather	than	on	improving	the	technical	performance	of	its	hardware.	More	than	70	percent	of	the	4,900	U.	S.	patents	granted	to	IBM	in	2009	were	for	software	and	services.
Finally	the	superior	expertise	and	experience	of	IBM’s	people—and	the	firm’s	ability	to	satisfy	the	service	needs	of	customers	in	a	variety	of	industries—	was	communicated	via	an	advertising	campaign	featuring	a	series	of	ads	that	stress	the	firm’s	extensive	consulting	resources	and	capabilities	and	were	placed	in	a	variety	of	media	directed	at
managers	and	entrepreneurs.	The	Bottom	Line	While	IBM’s	new	strategies	are	bringing	it	face-to-face	with	new	competitors	in	the	business	consulting	and	outsourcing	industries,	such	as	Accenture,	SAS,	and	India’s	Tata	Consultancy	Services	Ltd.,	early	results	are	encouraging.	Due	in	part	to	the	global	financial	crisis,	total	revenues	were	down	about
5	percent	in	2009,	but	income	from	continuing	operations	was	up	9	percent	to	a	record	$18	billion.	And	since	the	firm	began	refocusing	its	strategy	in	2002	it	has	increased	its	pretax	margin	by	2	½	times,	quadrupled	earnings	per	share,	and	more	than	doubled	free	cash	flow.	Marketing	Challenges	Addressed	in	Chapter	2	IBM’s	experiences	in	the
information	technology	industry	illustrate	some	important	points	about	the	nature	of	business	strategy	and	the	interrelationships	among	different	levels	of	strategy	in	an	organization.	They	also	demonstrate	the	importance	of	timely	and	accurate	insights	into	customer	desires,	environmental	trends,	and	competitors’	actions	in	formulating	successful
strategies	at	every	level.	As	we	discussed	in	Chapter	1,	marketing	managers’	familiarity	with	customers,	competitors,	and	environmental	trends	often	means	they	play	a	crucial	role	in	influencing	strategies	formulated	at	higher	levels	in	the	firm.	While	the	need	for	new	corporate	and	competitive	strategies	at	IBM	became	obvious	because	of	stagnating
sales	and	declining	profits	in	some	of	the	firm’s	most	venerable	businesses,	decisions	about	the	content	of	those	new	strategies	were	influenced	by	information	and	analyses	supplied	by	the	firm’s	marketing	and	sales	personnel.	Marketing	executives	were	key	members	of	the	task	force	appointed	to	analyze	the	firm’s	strengths	and	weaknesses	and
develop	new	directions	for	growth	and	profitability.	Some	firms	systematically	incorporate	such	market	and	competitive	analyses	into	their	planning	processes.	They	also	coordinate	their	activities	around	the	primary	goal	of	satisfying	unmet	customer	needs.	Such	firms	are	market-oriented	d	and	follow	a	business	philosophy	commonly	called	the
marketing	concept.	Market-oriented	firms	have	been	shown	to	be	among	the	more	profitable	and	successful	at	maintaining	strong	competitive	positions	in	their	industries	over	time.	As	we	shall	see	later	in	this	chapter,	however,	companies	do	not	always	embrace	a	market	orientation—nor	rely	as	heavily	on	inputs	from	their	marketing	and	sales
personnel—in	developing	their	strategies.	Some	firm’s	strategies	are	driven	more	by	technology,	production,	or	cost	concerns.	Chapter	Two	The	Marketing	Implications	of	Corporate	and	Business	Strategies	33	Regardless	of	their	participation	or	influence	in	formulating	corporate	and	businesslevel	strategies,	marketing	managers’	freedom	of	action	is
ultimately	constrained	by	those	higher-level	strategies.	The	objectives,	strategies,	and	action	plans	for	Strategic	Issue	a	specific	product-market	are	but	one	part	of	a	hierarchy	of	strategies	Ea	ach	h	leevvel	el	of	strat	st	ategy	gy	must	s	b	bee	ccon	onsis	siste	tentt	within	the	firm.	Each	level	of	strategy	must	be	consistent	with—and	witth	h—a	—and	th
the	erref	efo	ore	re	in	nfflu	luenc	nced	ed	an	and	d	therefore	influenced	and	constrained	by—higher	levels	within	the	ccon	nstr	strain	ained	ed	by	by—	—hig	highe	herr	llevel	v	ls	wiith	hin	i	tthe	he	hierarchy.	For	example,	not	only	the	new	services	developed	by	IBM,	hierar	hie	arch	chy.	but	also	their	advertising	appeals,	prices,	and	other	aspects	of
their	marketing	plans	were	shaped	by	the	shift	in	corporate	strategy	toward	emphasizing	software,	services,	and	business	consulting	as	the	primary	avenues	for	future	growth.	These	interrelationships	among	the	various	levels	of	strategy	raise	several	questions	of	importance	to	marketing	managers	as	well	as	managers	in	other	functional	areas	and
top	executives.	While	marketing	managers	clearly	bear	the	primary	responsibility	for	developing	strategic	marketing	plans	for	individual	product	or	service	offerings,	what	role	does	marketing	play	in	formulating	strategies	at	the	corporate	and	divisional	or	business-unit	level?	Why	do	some	organizations	pay	much	more	attention	to	customers	and
competitors	when	formulating	their	strategies	(i.e.,	why	are	some	firms	more	market-oriented)	than	others,	and	does	it	make	any	difference	in	their	performance?	What	do	strategies	consist	of,	and	are	they	similar	or	different	at	the	corporate,	business,	and	functional	levels?	What	specific	decisions	underlie	effective	corporate	and	business-level
strategies,	and	what	are	their	implications	for	marketing?	What	Is	Marketing’s	Role	in	Formulating	and	Implementing	Strategies?	The	essence	of	strategic	planning	at	all	levels	is	identifying	threats	to	avoid	and	opportunities	to	pursue.	The	primary	strategic	responsibility	of	any	manager	is	to	look	outward	continuously	to	keep	the	firm	or	business	in
step	with	changes	in	the	environment.	Because	they	occupy	positions	at	the	boundary	between	the	firm	and	its	customers,	distributors,	and	competitors,	marketing	managers	are	usually	most	familiar	with	conditions	and	trends	in	the	market	environment.	Consequently,	they	not	only	are	responsible	for	developing	strategic	plans	for	their	own	product-
market	entries,	but	also	are	often	primary	participants	and	contributors	to	the	planning	process	at	the	business	and	corporate	level	as	well.	The	wide-ranging	influence	of	marketing	managers	on	higher-level	strategic	decisions	is	clearly	shown	in	a	survey	of	managers	in	280	U.S.	and	234	German	business	units	of	firms	in	the	electrical	equipment,
mechanical	machinery,	and	consumer	package	goods	industries.2	The	study	examined	perceptions	of	marketing	managers’	influence	relative	to	managers	from	sales,	R&D,	operations,	and	finance	on	a	variety	of	strategic	and	tactical	decisions	within	their	businesses.	Exhibit	2.1	summarizes	the	results.	The	study	found	that,	on	average,	marketing	and
sales	executives	exerted	significantly	more	influence	than	managers	from	other	functions	on	strategic	decisions	concerning	traditional	marketing	activities,	such	as	advertising	messages,	pricing,	distribution,	customer	service	and	support,	and	measurement	and	improvement	of	customer	satisfaction.	Interestingly,	though,	the	influence	of	sales
executives	was	perceived	to	be	even	greater	than	that	of	marketing	managers	on	some	of	these	decisions.	One	reason—particularly	in	the	industrial-goods	firms	selling	electronic	equipment	and	machinery—may	be	that	sales	managers	have	more	detailed	information	about	customer	needs	and	desires	because	they	have	direct	and	continuing	contact
with	existing	and	potential	buyers.	34	Section	One	The	Role	of	Marketing	in	Developing	Successful	Business	Strategies	Exhibit	b	t	2.1	.	Influence	of	Functional	Units	over	Various	Business	Decisions	Decisions	Marketing	Sales	R&D	Operations	Finance	Strategic	direction	of	the	business	38	29**	11**	9**	14**	Expansion	into	new	geographic	markets	39
45**	3**	3**	10**	Choices	of	strategic	partners	33	38*	7**	9**	12**	New	product	development	32	23**	29*	9**	7**	Major	capital	expenditures	13	11**	13	29**	35**	Business	strategy	decisions	Marketing	strategy	decisions	Advertising	messages	65	29**	3**	1**	2**	Customer	satisfaction	measurement	48	35**	5**	8**	4**	Customer	satisfaction
improvement	40	37*	7**	10**	6**	Distribution	strategy	34	52**	1**	6**	6**	Customer	service	and	support	31	47**	5**	10**	7**	Pricing	30	41**	4**	9**	16**	The	number	in	each	cell	is	the	mean	of	the	amount	of	points	given	by	responding	managers	to	each	function,	using	a	constant-sum	scale	of	100.	A	t-test	was	performed	to	compare	column	2	(mean
of	relative	influence	of	marketing)	with	columns	3	through	6	(relative	influence	of	sales,	R&D,	operations,	and	finance).	Statistically	significant	differences	with	marketing	are	indicated	by	asterisks,	where:	*	p
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