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Basic Marketing Is Designed to
Satisfy Your Needs
This book is about marketing and marketing strategy
planning. And, at its essence, marketing strategy planning is about ﬁguring out how to do a superior job of
satisfying customers. We take that point of view seriously and believe in practicing what we preach. So you
can trust that this new edition of Basic Marketing—and
all of the other teaching and learning materials that accompany it—will satisfy your needs. We’re excited
about this edition of Basic Marketing, and we hope that
you will be as well.
In developing this edition we’ve made hundreds of
big and small additions, changes, and improvements in
the text and all of the supporting materials that accompany it. We’ll highlight some of those changes in this
preface, but ﬁrst it’s useful to put this newest edition in a
longer-term perspective.

Building on Pioneering Strengths
Basic Marketing pioneered an innovative structure—
using the “four Ps” with a managerial approach—for the
introductory marketing course. It quickly became one of
the most widely used business textbooks ever published
because it organized the best ideas about marketing so
that readers could both understand and apply them. The
unifying focus of these ideas was on how to make the
marketing decisions that a manager must make in deciding what customers to focus on and how best to meet
their needs.
Over many editions of Basic Marketing there has been
constant change in marketing management and the
marketing environment. Some of the changes have been
dramatic, and others have been subtle. As a result, we
have made ongoing changes to the text to reﬂect marketing’s best practices and ideas. Throughout all of these
changes, Basic Marketing and the supporting materials
that accompany it have been more widely used than any
other teaching materials for introductory marketing. It is
gratifying that the four Ps has proved to be an organizing
structure that has worked well for millions of students
and teachers.

Continuous Innovation
and Improvement
The success of Basic Marketing is not the result of a single strength—or one long-lasting innovation. Rather, the
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text’s four Ps framework, managerial orientation, and
strategy planning focus have proved to be foundation pillars that are remarkably robust for supporting new
developments in the ﬁeld and innovations in the text and
package. Thus, with each new edition of Basic Marketing
we have continued to innovate to better meet the needs
of students and faculty. In fact, we have made ongoing
changes in how we develop the logic of the four Ps and
the marketing strategy planning process. As always,
though, our objective is to provide a ﬂexible, high-quality
text and choices from comprehensive and reliable support
materials—so that instructors and students can accomplish their learning objectives. For example, included
with the other innovations for this new edition are
• Integrated coverage, throughout the text, of the
signiﬁcant impacts that e-commerce, the Internet,
and related information technologies are having
on marketing.
• A complete revision of the Student CD-ROM to
Accompany Basic Marketing that comes with the
text, with a new interface that integrates the rich
variety of multimedia learning resources it includes.
• A completely new and expanded archive of
PowerPoint electronic lecture-support slides, with
links to full-motion videos, ads, and photos, to
provide instructors with ﬂexible support for lectures and presentations.
• The Instructor CD-ROM to Accompany Basic Marketing that provides Windows software and all of
the text’s teaching support materials in easy-touse electronic form.
• A sharper focus, throughout the text, on how the
strategy planning process should lead to decisions
about a target market and marketing mix that represents the best opportunity and competitive
advantage for the ﬁrm and superior value for
consumers.
• Interesting new video cases and teaching videos
focused on current marketing issues.
• High-involvement Internet exercises integrated
throughout each chapter of the text.

We Believe in Continuous
Quality Improvement
McCarthy pioneered Basic Marketing and worked on
the text without a coauthor for seven editions. Twenty
years ago Perreault joined the team. We formed our
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partnership with a shared commitment to ongoing improvements, and we’re both proud that we were
implementing continuous quality improvements in
preparing Basic Marketing long before the idea became
popular in the world of business. We work to be creative
in our coverage and approaches—because creativity is at
the heart of the marketing spirit. The most creative
teaching innovations are ones that meet students’ needs
and instructors’ objectives. That’s also why our ﬁrst priority has always been, and always will be, producing
quality materials that really work well for students and
teachers. Students take the ﬁrst marketing course only
once. It is an investment and opportunity from which
there should be a solid return. So we take it as a serious
personal responsibility to support that investment with
materials that are interesting and motivating—and that
really build the skills and ideas that students need in
their lives and careers.
Our belief that attention to continuous quality improvement in every aspect of the text and support
materials does make a difference is consistently reafﬁrmed
by the enthusiastic response of students and teachers
alike to each new edition.

Leading Technology Innovations
for Teaching and Learning
It has always been our belief that it is our responsibility to lead the marketing discipline in developing new,
breakthrough approaches for teaching and learning in
the ﬁrst marketing course. Our constant thrust has been
to use technology to provide better and easier options for
teaching and richer and more interesting approaches for
learning. Along with other innovations, we were the
ﬁrst to develop and offer spreadsheet-based computeraided problems, custom-produced videos, a computerized
test bank, a PC-based marketing simulation, a hypertext
reference, bar-coded laser disks, CD-ROM–based interactive versions of the text, PowerPoint presentation
slides with linking by objectives, CD-ROM multimedia
archives and presentation software for instructors, multimedia case support, and the multimedia CD for students.
Now we continue these traditions of innovation with a
completely redesigned Student CD-ROM to Accompany
Basic Marketing, myPowerWeb online readings, and a
host of new and improved teaching and learning materials available at the Basic Marketing website at www.
mhhe.com/fourps.

Critically Revised, Updated,
and Rewritten
This new edition of Basic Marketing is the highestquality teaching and learning resource ever published for
the introductory marketing course. The whole text and
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all of the supporting materials have been critically revised, updated, and rewritten. As in past editions, clear
and interesting communication has been a priority. Basic
Marketing is designed to make it easy, interesting, and
fast for students to grasp the key concepts of marketing.
Careful explanations provide a crisp focus on the important “basics” of marketing strategy planning. At the
same time, we have thoroughly
• Researched and incorporated new concepts.
• Integrated hundreds of new examples that bring
the concepts alive.
• Illustrated marketing ideas and “best practices” in
a rich variety of contexts.
We have deliberately used marketing examples from a
host of different contexts. Examples span organizations
that have moved to e-commerce and those that have
found other ways to innovate, proﬁt and nonproﬁt organizations, large and small ﬁrms, domestic and international
settings, purchases by organizations as well as by ﬁnal consumers, services and ideas or “causes” as well as physical
goods, and established products as well as new technologies—because this variety reinforces the point that
effective marketing is critical to all organizations.

Clear Focus on Changes in
Today’s Dynamic Markets
This edition focuses special attention on changes taking place in today’s dynamic markets. Throughout every
chapter of the text we have integrated discussion and examples of
• Best practices in marketing, and how to avoid the
mistakes of death-wish marketing (including
errors and omissions all too common among many
failed dot-com operators).
• Effective e-commerce innovations and changes in
marketing over the Internet.
• The costs and beneﬁts of different approaches for
customer acquisition and retention.
• Relationship building in marketing.
• The importance of providing superior customer
value as the means to achieve customer satisfaction and competitive advantage.
• International perspectives.
• Ethical issues.
Similarly, we’ve also integrated new material on
many important and fast-evolving topics. The following
are but a sampling:
• Integrated marketing communications, directresponse promotion, and customer-initiated
interactive marketing communications.
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• Promotional campaigns that build “buzz” among
consumers.
• The Euro, the World Trade Organization,
exchange rates, and other topics central to international markets.
• The growth of business-to-business (B2B)
exchanges on the Web and the expanding use of
reverse auctions and interactive bidding.
• The circumstances when using a website for direct
distribution or dual distribution makes sense and
when it doesn’t.
• The expanding role of sales technologies and selfservice technology.
• The increasing channel power of large retail
chains.
• Competitor analysis and how to develop competitive advantage.
• How to use ﬂexible pricing and evaluate price
sensitivity.
• Marketing control, including marketing cost
analysis.

Driving Home Competitive
Advantage
Throughout the 14th edition we’ve continued to put
more emphasis on the process of marketing strategy planning. In today’s dynamic markets it’s not enough to
simply ﬁgure out an attractive opportunity and an effective marketing mix. The real challenge is to quickly but
logically zero in on the target market and marketing mix
that is really best for the ﬁrm, while recognizing that
strategies need to be reﬁned and improved as market
conditions change. This highlights the need for breakthrough opportunities, the problems with me-too
imitation, and the crucial role of competitive advantage
in providing customers with superior value. In other
words, we sharpen the focus on how to ﬁgure out the best
blend of the four Ps and crush the mistaken view fostered by some texts that the marketing job is just coming
up with some marketing mix.
Coupled with this, you’ll learn how breakthroughs in
information technology are driving changes in all aspects
of marketing—whether it’s e-commerce ordering, getting marketing information, preparing salespeople to
interact with customers, or analyzing the “ﬁre-hydrant”
ﬂow of data on sales and costs. We’ll also highlight the
many ways that relationships among marketing partners
are changing—ranging from coordination of logistics to
alliances among ﬁrms focused on the same market opportunity. You’ll see how intense competition, both in the
United States and around the world, is affecting marketing strategy planning. You’ll see what it takes to

transform an effective new-product development process
into proﬁtable business.
Some other marketing texts are attempting to describe such changes. But that’s not adequate. What sets
Basic Marketing apart is that the explanations and examples equip students to see why these changes are taking
place and what changes to expect in the future. That is
an important distinction—because marketing is dynamic. Our objective is to prepare students to analyze
marketing situations and develop exceptional marketing
strategies—not just recite endless sets of lists.

A Fresh Design—to Make
Important Concepts Even Clearer
Along with the new content, we’ve given the text a
fresh design. The changes range from the new cover to
hundreds of new photographs, ads, web pages, and illustrations. We’ve created many new exhibits—conceptual
organizers, charts, and tables—and updated proven
pieces from past editions, all with a fresh new design.
The aim of all this revising, reﬁning, editing, and illustrating is to make important concepts and points
even clearer to students. We want to make sure that
each student really does get a good feel for a marketdirected system and how he or she can help it—and
some company—run better. We believe marketing is
important and interesting—and we want every student
who reads Basic Marketing to share our enthusiasm.

Twenty-Two Chapters—with an
Emphasis on Marketing Strategy
Planning
The emphasis of Basic Marketing is on marketing
strategy planning. Twenty-two chapters introduce the
important concepts in marketing management and help
the student see marketing through the eyes of the marketing manager. The organization of the chapters and
topics is carefully planned. But we took special care in
writing so that
• It is possible to rearrange and use the chapters in
many different sequences—to ﬁt different needs.
• All of the topics and chapters ﬁt together into a
clear, overall framework for the marketing strategy planning process.
Broadly speaking, the chapters fall into two groupings.
The ﬁrst eight chapters introduce marketing and a broad
view of the marketing strategy planning process. They
cover topics such as segmentation, differentiation, the
marketing environment, and buyer behavior, as well as
how marketing information systems and research provide
information about these forces to improve marketing
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decisions. The second half of the text goes into the details of planning the four Ps, with speciﬁc attention to the
key strategy decisions in each area. Then we conclude
with an integrative review and coverage of overarching
topics such as implementation and control, marketing’s
link with other functional areas, and an assessment of
marketing’s challenges and opportunities.
The ﬁrst two chapters deal with the nature of
marketing—focusing both on its macro role in a global
society and its micro role in businesses and other organizations. The ﬁrst chapter stresses that the effectiveness
of our macro-marketing system depends on the decisions
of many producers and consumers. That sets the stage for
the second chapter—and the rest of the book—which
focuses on how businesspeople and, in particular, marketing managers develop marketing strategies to satisfy
speciﬁc target markets. This chapter introduces the marketing concept and develops the customer value and
four Ps frameworks.
Chapter 3 introduces an integrative model of the
marketing strategy planning process that serves as an organizing framework for the whole text. Chapter 3 sets
the stage by overviewing how analysis of the market and
external market environment relate to segmentation
and differentiation decisions as well as the criteria for
narrowing down to a speciﬁc target market and marketing mix. Broadly speaking, it introduces a strategic
planning view of how a manager leads his or her ﬁrm to
new market opportunities and competitive advantage.
This strategic view alerts students to the importance
of evaluating opportunities in the external environments affecting marketing—and these are discussed in
Chapter 4. This chapter also highlights the critical role
of screening criteria for narrowing down from possible
opportunities to those that the ﬁrm will pursue.
The next three chapters take a closer look at customers—so students will better understand how to
segment markets and satisfy target market needs. Chapter 5 introduces the demographic dimensions of the
global consumer market and provides up-to-date coverage on important geodemographic trends. The next
chapter studies the behavioral aspects of the ﬁnal consumer market. Chapter 7 looks at how business and
organizational customers—like manufacturers, channel
members, and government purchasers—are using
e-commerce and the other ways that they are similar to
and different from ﬁnal consumers. You have to understand customers to understand marketing.
Chapter 8 is a contemporary view of getting information—from marketing information systems and marketing
research—for marketing management planning. This
chapter includes discussion of how information technology—ranging from intranets to speedy collection of
market research data—is transforming the marketing
manager’s job. This sets the stage for discussions in later
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chapters about how research and marketing information
improve each area of marketing strategy planning.
The next group of chapters—Chapters 9 to 18—is
concerned with developing a marketing mix out of the
four Ps: Product, Place (involving channels of distribution, logistics, and distribution customer service),
Promotion, and Price. These chapters are concerned
with developing the “right” Product and making it available at the “right” Place with the “right” Promotion and
the “right” Price—to satisfy target customers and still
meet the objectives of the business. These chapters are
presented in an integrated, analytical way—as part of
the overall framework for the marketing strategy planning process—so students’ thinking about planning
marketing strategies develops logically.
Chapters 9 and 10 focus on product planning for
goods and services as well as new-product development
and the different strategy decisions that are required at
different stages of the product life cycle. We emphasize
the value of an organized new-product development
process for developing really new products that propel a
ﬁrm to proﬁtable growth.
Chapters 11 through 13 focus on Place. Chapter 11
introduces decisions a manager must make about using
direct distribution (for example, selling from the ﬁrm’s
website) or working with other ﬁrms in a channel of distribution. We put special emphasis on the need for
channel members to cooperate and coordinate to better
meet the needs of customers. Chapter 12 focuses on the
fast-changing arena of logistics and the strides that ﬁrms
are making in using e-commerce to reduce the costs of
storing, transporting, and handling products while improving the distribution service they provide customers.
Chapter 13 provides a clear picture of retailers, wholesalers, and their strategy planning—including exchanges
taking place via the Internet. This composite chapter
helps students see why the big changes taking place in retailing are reshaping the channel systems for many
consumer products.
Chapters 14 to 16 deal with Promotion. These chapters build on the concepts of integrated marketing
communications, direct-response promotion, and customer-initiated digital communication, which are
introduced in Chapter 14. Chapter 15 deals with the
role of personal selling and sales technology in the promotion blend. Chapter 16 covers advertising and sales
promotion, including the ways that managers are taking
advantage of the Internet to communicate more effectively and efﬁciently.
Chapters 17 and 18 deal with Price. Chapter 17 focuses on pricing objectives and policies, including use of
information technology to implement ﬂexible pricing,
pricing in the channel, and the use of discounts, allowances, and other variations from a list price. Chapter
18 covers cost-oriented and demand-oriented pricing
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approaches and how they ﬁt in today’s competitive environments. The careful coverage of marketing costs helps
equip students to deal with the renewed cost-consciousness of the ﬁrms they will join.
Chapter 19 offers completely updated coverage of how
information technology is reshaping marketing implementation and control. This chapter also details how
quality management approaches can improve implementation, including implementation of better customer
service.
Chapter 20 deals with the links between marketing
and other functional areas. The marketing concept says
that people in an organization should work together to
satisfy customers at a proﬁt. No other text has a chapter
that explains how to accomplish the “working together”
part of that idea. Yet it’s increasingly important in the
business world today; that’s what this important chapter
is designed to do.
Chapter 21 reinforces the integrative nature of marketing management and reviews the marketing strategy
planning process that leads to creative marketing plans
and programs.
The ﬁnal chapter considers how efﬁcient the marketing process is. Here we evaluate the effectiveness of both
micro- and macro-marketing—and we consider the competitive, technological, ethical, and social challenges
facing marketing managers now and in the future. After
this chapter, many students want to look at Appendix
C—which is about career opportunities in marketing.

Careful Integration of
Special Topics
Some textbooks treat “special” topics—like e-commerce, relationship marketing, international marketing,
services marketing, marketing over the Internet, marketing for nonproﬁt organizations, marketing ethics, and
business-to-business marketing—in separate chapters.
We deliberatively avoid doing that because we are convinced that treating such topics separately leads to an
unfortunate compartmentalization of ideas. We think
they are too important to be isolated in that way. For example, to simply tack on a new chapter on e-commerce
or marketing applications on the Internet completely ignores the reality that these are not just isolated topics
but rather must be considered broadly across the whole
fabric of marketing decisions. In fact, the huge losses
piled up by failed dot-com ﬁrms over the past few years
are evidence of what happens when managers fail to understand the need to integrate marketing strategy
planning decisions and don’t come to grips with issues
such as competitor analysis, customer value, and the
marketing concept. Conversely, there is virtually no area
of marketing decision making where it’s safe to ignore
the impact of e-commerce, the Internet, or information

technology. The same is true with other topics. So they
are interwoven and illustrated throughout the text to
emphasize that marketing thinking is crucial in all aspects of our society and economy. Instructor
examination copies of this edition are again packaged
with a grid that shows, in detail, how and where speciﬁc
topics are integrated throughout the text. Talk is cheap,
especially when it comes to the hype from some publishers about how important topics are treated in a new text.
But the grid offers proof that in Basic Marketing we have
delivered on the promise of integrated treatment.

Students Get “How-to-Do-It” Skill
and Conﬁdence
Really understanding marketing and how to plan
marketing strategies can build self-conﬁdence—and it
can help prepare a student to take an active part in the
business world. To move students in this direction, we
deliberately include a variety of frameworks, models,
classiﬁcation systems, cases, and “how-to-do-it” techniques that relate to our overall framework for
marketing strategy planning. Taken together, they
should speed the development of “marketing sense” and
enable the student to analyze marketing situations and
develop marketing plans in a conﬁdent and meaningful
way. They are practical and they work. In addition, because they are interesting and understandable, they
motivate students to see marketing as the challenging
and rewarding area it is.

Basic Marketing Motivates HighInvolvement Learning
So students will see what is coming in each Basic
Marketing chapter, behavioral objectives are included on
the ﬁrst page of each chapter. And to speed student understanding, important new terms are shown in red and
deﬁned immediately. Further, a glossary of these terms is
presented at the end of the book. Within chapters, major section headings and second-level headings (placed
in the margin for clarity) immediately show how the material is organized and summarize key points in the text.
Further, we have placed annotated photos and ads near
the concepts they illustrate to provide a visual reminder
of the ideas and to show vividly how they apply in the
current business world. In each chapter we have integrated Internet exercises related to the concepts being
developed. The focus of these exercises is on important
marketing issues, not just on “surﬁng the Net.”
All of these aids help the student understand important concepts and speed review before exams.
End-of-chapter questions and problems offer additional
opportunities. They can be used to encourage students
to investigate the marketing process and develop their
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own ways of thinking about it. These can be used for
independent study or as a basis for written assignments
or class discussion.

Varied Types of Cases
Understanding of the text material can be deepened
by analysis and discussion of speciﬁc cases. Basic Marketing features several different types of cases. Each chapter
starts with an in-depth case study developed speciﬁcally
to highlight that chapter’s teaching objectives and the
speciﬁc marketing decision areas covered in that chapter. In addition, each chapter features a special case
report in a highlighted box. These thought-provoking
cases illustrate how companies handle topics covered in
that chapter. All of these cases provide an excellent basis for critical evaluation and discussion. And we’ve
included relevant Internet addresses so that it is easy for
students to quickly get updated information about the
companies and topics covered in the cases. Of course,
website addresses referenced in the cases may change.
Some companies change their websites to get a fresh
look, to take advantage of new Web capabilities, or just
to update the information that’s available. However,
when that occurs, our Basic Marketing website at
www.mhhe.com/fourps provides up-to-date links relevant to the chapters in the text. Our CD-ROMs also
include links to the website so you can bookmark the
site in your Internet browser.
In addition, there are several suggested cases at the
end of each chapter. The focus of these cases is on problem solving. They encourage students to apply, and
really get involved with, the concepts developed in
the text. Each of the ﬁrst 19 chapters also features a
computer-aided problem. These case-based exercises
stimulate a problem-solving approach to marketing
strategy planning and give students hands-on experience that shows how logical analysis of alternative
strategies can lead to improved decision making. For the
convenience of students and faculty alike, printed versions of the cases for the computer-aided problems are
incorporated in the book itself. Further, the award-winning spreadsheet software we developed speciﬁcally for
use with these problems has been revised so that it is
fully integrated with the other applications on the Student CD-ROM that comes with the text.

New Multimedia Video Cases
are Integrative
In the last edition we included a custom-produced set
of exciting video cases. The response to them was great,
and this time we’ve expanded the set and updated some
of the best from the previous set. Each of these combines
a written case with an accompanying video. These cases

xi

are a bit longer than the text-only cases and open up the
opportunity for students to analyze an organization’s
whole marketing program in more depth and with even
greater integration. Marketing professors wrote the
scripts for both the videos and text portions of the
cases—so the videos reinforce real content while bringing a high-involvement multimedia dimension to the
learning experience. And to assure consistency with all
of the other Basic Marketing materials, we’ve carefully
edited and coordinated the whole effort. These cases
were developed so that they focus on different areas of
the text, and thus they deal with a variety of issues:
• The expanding role of marketing in developing
export opportunities for a raw material that was
previously just viewed as a commodity.
• How a well-known company won proﬁts and customer loyalty by developing a marketing mix that’s
carefully matched to the needs of its target market.
• New-product development for a major component part that is sold to producers who serve
consumer markets.
• The growth strategy for a vineyard that is working
to develop a major brand.
• The development of a new market awareness and
strategy by a major nonproﬁt organization.
• A case on the promotional program for the introduction of an exciting new automobile.
• An integrated case on the marketing strategy for
an innovative household appliance.
We designed these cases so that students can analyze
them before or after seeing the video, or even without
seeing the video at all. They can be used in a variety of
ways, either for class discussion or individual assignments. To get the ball rolling, students get their own
copy of segments of the case videos on the Student CDROM. We’re proud of these video cases, and we’re sure
that they provide you with a valuable new way to learn
about marketing.

Comprehensive, Current
References for Independent Study
Some professors and students want to follow up on
text readings. Each chapter is supplemented with detailed references—to both classic articles and current
readings in business publications. These can guide more
detailed study of the topics covered in a chapter.

Instructor Creates a System—
with Basic Marketing’s P.L.U.S.
Basic Marketing can be studied and used in many
ways—the Basic Marketing text material is only the
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central component of our Professional Learning Units
Systems (our P.L.U.S.) for students and teachers. Instructors (and students) can select from our units to
develop their own personalized systems. Many combinations of units are possible—depending on course
objectives. As a quick overview, in addition to the Basic
Marketing text, the P.L.U.S. package includes a variety
of new and updated supplements:
• A redesigned and updated Student CD-ROM to
Accompany Basic Marketing, which includes clips
for the video cases, a database of ads and annotations that illustrate keys concepts for each
chapter, a new version of our computer-aided
problems (CAP) spreadsheet software, self-test
quizzes, and narrated self-study PowerPoint electronic slide shows, to introduce students to what’s
ahead. The CD also includes a revision of the
Basic Marketing Hypertext Reference for use in
developing marketing plans or reviewing for tests.
• An online learning center at our revised website
(www.mhhe.com/fourps) for students and instructors, with features such as (constantly updated)
links to just-published articles from myPowerWeb
on topics in each chapter, chat rooms, software
downloads, Internet website links, and other
exciting features.
• A completely new and much expanded archive of
PowerPoint lecture slides, incorporating fullmotion video clips, photos, ads, and other
multimedia assets to support the professor.
• An improved Instructor CD-ROM to Accompany
Basic Marketing, which includes all of the instructor resources available for Basic Marketing in
electronic form.
In addition, we’ve completely revised and updated
• The Multimedia Lecture Support Package.
• The Learning Aid workbook.
• Applications in Basic Marketing, an annually
updated book of marketing clippings from the
popular press, free and shrinkwrapped with the
text and, new to this edition, supplemented with
myPowerWeb digital articles on the Web.
• Over 200 color acetates (also available in electronic form).
• Over 200 transparency masters (also available as
PowerPoint slides).
• Instructor’s Manual.
• Author-prepared Manual of Tests, accompanied by
the Diploma test-generator software that supports
both printed and online testing.
• A complete set of new and updated teaching
videos and seven great video cases (and instructor’s manual).

• A new Windows version of the The Marketing
Game! (and instructor’s manual) that offers password-protected digital plan and report ﬁles and
supports working over the Internet.
We’ve been busy. You may not want to use all of this.
Some people don’t want any of it. But whatever you
elect to use—and in whatever medium you like to
work—the teaching and learning materials work well
together. We’ve designed them that way.

Hypertext—a Marketing
Knowledge Navigator
We introduced the innovative Basic Marketing Hypertext Reference with the 11th edition of Basic Marketing
and have expanded its capabilities ever since. This easyto-use Windows software puts almost all of the key
concepts from Basic Marketing at your ﬁngertips. It features hyperlinks, which means that when you are
reading about a concept on screen you can instantly
jump to more detail on any topic. You simply highlight
the concept or topic and click with a mouse or press the
enter key. Books assemble information in some speciﬁc
order—but hypertext allows you to integrate thinking
on any topic or combination of topics, regardless of
where it is treated in the text.
The new version of the software provides an even
clearer and easier way to search for ideas while developing a marketing plan. You can also use the software to
review topics in “book order”—starting with learning
objectives and then “paging” through each set of ideas.

Free Applications Book—
Updated Each Year
It is a sign of the commitment of our publisher to the
introductory marketing course that it will publish a new
edition of Applications in Basic Marketing every year and
provide it free of charge shrinkwrapped with each new
copy of the 14th edition of Basic Marketing. This annually updated collection of marketing “clippings”—from
publications such as Business Week, The Wall Street Journal, Advertising Age, and Fortune—provides convenient
access to short, interesting, and current discussions of
marketing issues. Each edition features about 100 articles. There are a variety of short clippings related to each
chapter in Basic Marketing. In addition, because we revise this collection each year, it includes timely material
that is available in no other text.

Learning Aid—Deepens
Understanding
There are more components to P.L.U.S. A separate
Learning Aid provides several more units and offers further
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opportunities to obtain a deeper understanding of the material. The Learning Aid can be used by the student alone
or with teacher direction. Portions of the Learning Aid
help students to review what they have studied. For example, there is a brief introduction to each chapter, a list
of the important new terms (with page numbers for easy
reference), true-false questions (with answers and page
numbers) that cover all the important terms and concepts, and multiple-choice questions (with answers) that
illustrate the kinds of questions that may appear in examinations. In addition, the Learning Aid has cases, exercises,
and problems—with clear instructions and worksheets for
the student to complete. The Learning Aid also features
computer-aided problems that build on the computeraided cases in the text. The Learning Aid exercises can be
used as classwork or homework—to drill on certain topics
and to deepen understanding of others by motivating application and then discussion. In fact, reading Basic
Marketing and working with the Learning Aid can be the
basic activity of the course.

Compete and Learn—with New
Edition of The Marketing Game!
Another valuable resource is The Marketing Game!
The Marketing Game! is a PC-based competitive simulation. It was developed speciﬁcally to reinforce the target
marketing and marketing strategy-planning ideas discussed in Basic Marketing. Students make marketing
management decisions—blending the four Ps to compete for the business of different possible target markets.
The innovative design of The Marketing Game! allows
the instructor to increase the number of decision areas
involved as students learn more about marketing. In
fact, many instructors use the advanced levels of the
game as the basis for a second course. The Marketing
Game! is widely heralded as the best marketing strategy
simulation available—and the new Windows edition
widens its lead over the others available. Competitors
don’t even need to be on the same continent. It works
great with password-protected decisions submitted over
the Internet and reports returned the same way.

Multimedia Support for
Preparation, Lectures, and
Discussion
Basic Marketing and all of our accompanying materials
have been developed to promote student learning and
get students involved in the excitement and challenges
of marketing management. Additional elements of
P.L.U.S. have been speciﬁcally developed to help an instructor offer a truly professional course that meets the
objectives he or she sets for students. Complete instructor’s manuals accompany all of the P.L.U.S. components.

xiii

Electronic Presentation Slides
with Many Uses
With this edition we are providing instructors with a
completely new, much-expanded set of PowerPoint electronic slide presentations. This ﬂexible package features
a large number of PowerPoint graphics developed for
every chapter in the text. An instructor can use the provided software to display the electronic slides with a
computer-controlled video projector, in the order that
they’re provided or branching in whatever sequence is
desired. Presentations can be based on composite slides,
or the points on a slide can “build up” one point at a
time.
Because we provide the native-format PowerPoint
ﬁles, instructors can modify or delete any slide or add
other slides by using their own copy of PowerPoint. And,
of course, if electronic projection equipment isn’t available, the instructor can print out the images to
customized color acetates or black and white transparencies. All of the overhead masters are also available, in
color, as PowerPoint slides.
While these electronic slides are intended mainly for
instructor use in class discussions and lectures, they are
easy to use and can be placed on the Internet, on the
school’s computer network, or in a computer lab as a
supplement for independent review by students.

Complete Multimedia
Lecture Support
With the PowerPoint electronic slide presentations
we also provide detailed lecture notes, as well as lecture
outlines. The PowerPoint slide show includes small
versions of the slides for class handouts. All of these
materials are packaged in our Multimedia Lecture Support Package. This supplement is available in an
electronic form on the Instructor CD-ROM, and that
makes it even more convenient to use. It gives instructors a great deal of ﬂexibility and saves time that can be
spent on other teaching activities. Instructors who prefer to use materials like those that were in the past
included with our Lecture Guide won’t be disappointed
either. The new package will provide that material as
well—in both printed form and in the form of wordprocessing ﬁles (which makes it easier for instructors to
electronically cut and paste and incorporate their own
materials or to save time and effort in creating a website for the course).
In addition, the Multimedia Lecture Support Package
is accompanied by a high-quality selection of overhead masters and color transparencies—over 400 in
all. The manual provides detailed suggestions about
ways to use them. All of these items are also available
on the CD-ROM.

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

xiv

Front Matter

Preface

© The McGraw−Hill
Companies, 2002

Preface

Exciting New Videos—Created
by Marketing Experts
The newly revised and expanded Basic Marketing
Videos are also available to all schools that adopt Basic
Marketing. Half of the video modules are completely
new—based on scripts written by expert marketing
scholars and carefully linked to key topics in the text. In
addition, several of the most popular video modules
from the previous edition—the ones instructors and students said they most wanted to keep—have been
thoroughly revised and updated. These new videos are
really great, but it doesn’t stop there! As we noted earlier, there are also seven great new videos to accompany
the video cases.

Testing that Works for Faculty
and Students
In addition, thousands of objective test questions—
written by the authors to really work with the text—give
instructors a high-quality resource. The Diploma program for Windows computers allows the instructor to
select from any of these questions, change them as desired, or add new questions—and quickly print out a
ﬁnished test customized to the instructor’s course. As an
added beneﬁt, the instructor can publish questions to a
website and students can take tests online.

The Responsibilities of Leadership
In closing, we return to a point raised at the beginning of this preface. Basic Marketing has been a leading
textbook in marketing since its ﬁrst edition. We take the
responsibilities of that leadership seriously. We know
that you want and deserve the very best teaching and
learning materials possible. It is our commitment to
bring you those materials—today with this edition and
in the future with subsequent editions.
We recognize that fulﬁlling this commitment requires
a process of continuous improvement. Improvements,
changes, and development of new elements must be
ongoing—because needs change. You are an important
part of this evolution, of this leadership. We encourage
your feedback. The most efﬁcient way to get in touch
with us is to send an e-mail message to Bill_Perreault
@unc.edu. There’s also a comment form built into the
book’s website, and if you prefer the traditional approach, send a letter to 2104 N. Lakeshore Dr., Chapel
Hill, NC, 27514. Thoughtful criticisms and suggestions
from students and teachers alike have helped to make
Basic Marketing what it is. We hope that you will help
make it what it will be in the future.
William D. Perreault, Jr.
E. Jerome McCarthy
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When You
Finish This Chapter,
You Should
1. Know what marketing is and why you
should learn about it.
2. Understand the difference between
micro-marketing and
macro-marketing.
3. Know why and how
macro-marketing systems develop.
4. Understand why
marketing is crucial to
economic development and our
global economy.
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A family in China may have little choice about what food
they will eat or where their
clothing will come from. A
farmer in the mountains of
Jamaica may awake in a barren hut with little more than
the hope of raising enough to
survive. A businessperson in a
large city like Tokyo may have
many choices but not be
familiar with products that
have names like Maxwell
House, General Motors, and
Oscar Mayer.
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chapter, we’ll answer questions like these. You’ll see
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Service Master helps hospitals
improve a new mom’s satisfaction
with the hospital by serving
“celebration meals.”

Marketing_What’s It All About?
Marketing is more than
selling or advertising

If forced to deﬁne marketing, most people, including some business managers, say
that marketing means “selling” or “advertising.” It’s true that these are parts of marketing. But marketing is much more than selling and advertising.

How did all those
bicycles get here?

To illustrate some of the other important things that are included in marketing,
think about all the bicycles being peddled with varying degrees of energy by bike
riders around the world. Most of us weren’t born sitting on a bicycle. Nor do we
make our own bicycles. Instead, they are made by ﬁrms like Schwinn, Performance,
Huffy, and Murray.
Most bikes are intended to do the same thing—get the rider from one place
to another. But a bike rider can choose from a wide assortment of models. They
are designed in different sizes, with different frames for men and women, and
with or without gears. Off-road bikes have large knobby tires, and the tires on
racing bikes are narrow. Some bikes have hand brakes and others have foot
brakes. Kids and older people may want more wheels—to make balancing easier; clowns want only one wheel, to make balancing more interesting. And some
bikes need baskets or even trailers for cargo or an infant seat for a small passenger. You can buy a basic bike for less than $50. Or, you can spend more than
$2,500 for a custom frame—not including the handcrafted wheels that you order
over the Internet.
This variety of styles and features complicates the production and sale of bicycles. The following list shows some of the many things a ﬁrm should do before and
after it decides to produce a bike.
1. Analyze the needs of people who might buy a bike and decide if they want
more or different models.
2. Predict what types of bikes—handlebar styles, type of wheels, weights, and
materials—different customers will want and decide which of these people the
ﬁrm will try to satisfy.

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

1. Marketing’s Role in the
Global Economy

Text

© The McGraw−Hill
Companies, 2002

Marketing’s Role in the Global Economy

5

3. Estimate how many of these people will be riding bikes over the next several
years and how many bikes they’ll buy.
4. Predict exactly when these people will want to buy bicycles.
5. Determine where in the world these bike riders will be and how to get the
ﬁrm’s bikes to them.
6. Estimate what price they are willing to pay for their bikes and if the ﬁrm can
make a proﬁt selling at that price.
7. Decide which kinds of promotion should be used to tell potential customers
about the ﬁrm’s bikes.
8. Estimate how many competing companies will be making bikes, how many
bikes they’ll produce, what kind, and at what prices.
9. Figure out how to provide warranty service if a customer has a problem after
buying a bike.
The above activities are not part of production—actually making goods or performing services. Rather, they are part of a larger process—called marketing—that
provides needed direction for production and helps make sure that the right goods
and services are produced and ﬁnd their way to consumers.
Our bicycle example shows that marketing includes much more than selling or
advertising. We’ll describe marketing activities in the next chapter. And you’ll learn
much more about them before you ﬁnish this book. For now, it’s enough to see that
marketing plays an essential role in providing consumers with need-satisfying goods
and services and, more generally, in creating customer satisfaction. Simply put, customer satisfaction is the extent to which a ﬁrm fulﬁlls a customer’s needs, desires,
and expectations.

How Marketing Relates to Production
Production is a very important economic activity. Whether for lack of skill and
resources or just lack of time, most people don’t make most of the products they
use. Picture yourself, for example, building a 10-speed bicycle, a DVD player, or an
electronic watch—starting from scratch! We also turn to others to produce services—like health care, air transportation, and entertainment. Clearly, the high
standard of living that most people in advanced economies enjoy is made possible
by specialized production.

Bicycles, like
mousetraps, don’t sell
themselves

Although production is a necessary economic activity, some people overrate its
importance in relation to marketing. Their attitude is reﬂected in the old saying:
“Make a better mousetrap and the world will beat a path to your door.” In other
words, they think that if you just have a good product, your business will be a
success.
The “better mousetrap” idea probably wasn’t true in Grandpa’s time, and it certainly isn’t true today. In modern economies, the grass grows high on the path to
the Better Mousetrap Factory—if the new mousetrap is not properly marketed. We
have already seen, for example, that there’s a lot more to marketing bicycles than
just making them. This is true for most goods and services.
The point is that production and marketing are both important parts of a total
business system aimed at providing consumers with need-satisfying goods and
services. Together, production and marketing supply ﬁve kinds of economic utility—form, task, time, place, and possession utility—that are needed to provide
consumer satisfaction. Here, utility means the power to satisfy human needs. See
Exhibit 1-1.
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Exhibit 1-1
Types of Utility and How
They Are Provided

Provided by production with
guidance of marketing

Provided by marketing

Form

Time
Utility
Value that comes
from satisfying
human needs

Task

Bicycles do not
automatically
provide utility

Place

Possession

Form utility is provided when someone produces something tangible—for instance,
a bicycle. Task utility is provided when someone performs a task for someone else—
for instance, when a bank handles ﬁnancial transactions. But just producing bicycles
or handling bank accounts doesn’t result in consumer satisfaction. The product must
be something that consumers want or there is no need to be satisﬁed—and no utility.
This is how marketing thinking guides the production side of business. Marketing decisions focus on the customer and include decisions about what goods
and services to produce. It doesn’t make sense to provide goods and services consumers don’t want when there are so many things they do want or need. Let’s take
our “mousetrap” example a step further. Some customers don’t want any kind of
mousetrap. They may want someone else to produce a service and exterminate
the mice for them, or they may live where mice are not a problem. Marketing is
concerned with what customers want, and it should guide what is produced and
offered. This is an important idea that we will develop more completely later.
Even when marketing and production combine to provide form or task utility,
consumers won’t be satisﬁed until time, place, and possession utility are also
provided.
Time utility means having the product available when the customer wants it. And
place utility means having the product available where the customer wants it. Bicycles that stay at a factory don’t do anyone any good. Time and place utility are very
important for services too. For example, neighborhood emergency care health clinics have become very popular. People just walk in as soon as they feel sick, not a
day later when their doctor can schedule an appointment.
Possession utility means obtaining a good or service and having the right to use
or consume it. Customers usually exchange money or something else of value for
possession utility.
Stated simply, marketing provides time, place, and possession utility. It should
also guide decisions about what goods and services should be produced to provide
form utility and task utility. We’ll look at how marketing does this later in this chapter. First, we want to discuss why you should study marketing, and then we’ll deﬁne
marketing.

Marketing Is Important to You
Marketing is important
to every consumer

One important reason for learning about marketing is that marketing affects
almost every aspect of your daily life. All the goods and services you buy, the stores
where you shop, and the radio and TV programs paid for by advertising are there
because of marketing. Even your job résumé is part of a marketing campaign to sell
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By working to understand the
needs of its customers, wherever
they are, Toyota has successfully
adapted to marketers all around
the world.

yourself to some employer! Some courses are interesting when you take them but
never relevant again once they’re over. Not so with marketing—you’ll be a consumer dealing with marketing for the rest of your life.
Another reason for studying marketing is that you—as a consumer—pay for the
cost of marketing activities. In advanced economies, marketing costs about 50 cents
of each consumer dollar. For some goods and services, the percentage is much higher.

Marketing will be
important to your job

Still another reason for studying marketing is that there
are many exciting and rewarding career opportunities in
marketing. Marketing is often the route to the top.
Throughout this book you will ﬁnd information about
We've got a new opportunity
that should help our business
opportunities in different areas of marketing—in sales,
grow into the next century.
advertising, product management, marketing research, disPut your college degree and
experience in marketing contribution, and other areas. And Appendix C is all about
sumer durables to work.
career planning in marketing.
Come help us analyze our
markets and plan our marketEven if you’re aiming for a nonmarketing job, you’ll be
ing mix in a logical, creative,
working
with marketing people. Knowing something
and enthusiastic way. This
job offers income above inabout marketing will help you understand them better. It
dustry standards, dynamic
will also help you do your own job better. Throughout the
colleagues, relocation to desirable midwest suburb, and
book, we’ll discuss ways that marketing relates to other
fast-track upward mobility.
functional areas—and Chapter 20 focuses on those issues.
Check our website for more
detail or reply in confidence,
Further, remember that marketing is important to the sucwith a copy of your resume,
cess of every organization. A company that can’t
to Box 4953.
successfully sell its products doesn’t need accountants,
ﬁnancial managers, production managers, personnel managers, computer programmers, or credit managers.
Even if you’re not planning a business career, marketing concepts and techniques
apply to nonproﬁt organizations too. Many nonproﬁt organizations have a marketing manager. And the same basic principles used to sell soap are also used to “sell”
ideas, politicians, mass transportation, health care services, conservation, museums,
and even colleges. Think about the school where you take this course. If you didn’t
know about its offerings—or if they didn’t interest you—you would simply pick
some other school.1
Marketing Manager for
Consumer Electronics
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Marketing affects
economic growth

An even more basic reason for studying marketing is that marketing plays a big
part in economic growth and development. Marketing stimulates research and new
ideas—resulting in innovative new goods and services. Marketing gives customers
a choice among products. If these products satisfy customers, fuller employment,
higher incomes, and a higher standard of living can result. An effective marketing
system is important to the future of all nations.2

How Should We Deﬁne Marketing?
As we said earlier, some people think of marketing too narrowly as “selling and
advertising.” On the other hand, one author deﬁned marketing as the “creation and
delivery of a standard of living.”3 That deﬁnition is too broad.
An important difference between the two deﬁnitions may be less obvious. The
ﬁrst deﬁnition is a micro-level deﬁnition. It focuses on activities performed by an
individual organization. The second is a macro-level deﬁnition. It focuses on the
economic welfare of a whole society.

Micro- or macromarketing?

Internet

Which view is correct? Is marketing a set of activities done by individual ﬁrms
or organizations? Or is it a social process?
To answer this question, let’s go back to our bicycle example. We saw that a
producer of bicycles has to perform many customer-related activities besides just
making bikes. The same is true for an insurance company, an art museum, or a
family-service agency. This supports the idea of marketing as a set of activities done
by individual organizations.
On the other hand, people can’t survive on bicycles and art museums alone! In
advanced economies, it takes thousands of goods and services to satisfy the many
needs of society. For example, a typical Wal-Mart store carries more than 100,000
different items, and its Supercenter carries more than 20,000 additional grocery
items, many of them perishable. A society needs some sort of marketing system to
organize the efforts of all the producers and middlemen needed to satisfy the varied needs of all its citizens. So marketing is also an important social process.
Internet Exercise You can check out the online shopping experience of
Wal-Mart on the Web by going to the Wal-Mart home page
(www.walmart.com) and clicking on “Go Shopping.”

The answer to our question is that marketing is both a set of activities performed by
organizations and a social process. In other words, marketing exists at both the micro
and macro levels. Therefore, we will use two deﬁnitions of marketing—one for
micro-marketing and another for macro-marketing. Micro-marketing looks at customers and the organizations that serve them. Macro-marketing takes a broad view
of our whole production–distribution system.

Micro-Marketing Deﬁned
Micro-marketing is the performance of activities that seek to accomplish an organization’s objectives by anticipating customer or client needs and directing a ﬂow
of need-satisfying goods and services from producer to customer or client.
Let’s look at this deﬁnition.4
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The aim of marketing is to
identify customers’ needs—and
to meet those needs so well that
the product almost sells itself.

Applies to proﬁt and
nonproﬁt organizations

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

More than just
persuading customers

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

Begins with customer
needs

Marketing should begin with potential customer needs—not with the production process.
Marketing should try to anticipate needs. And then marketing, rather than production,
should determine what goods and services are to be developed—including decisions
about product design and packaging; prices or fees; credit and collection policies; use of
middlemen; transporting and storing policies; advertising and sales policies; and, after
the sale, installation, customer service, warranty, and perhaps even disposal policies.

Does not do it alone

This does not mean that marketing should try to take over production, accounting, and ﬁnancial activities. Rather, it means that marketing—by interpreting
customers’ needs—should provide direction for these activities and try to coordinate them. After all, the purpose of a business or nonproﬁt organization is to satisfy
customer or client needs. It is not to supply goods and services that are convenient
to produce and might sell or be accepted free.

Builds a relationship
with the customer

When marketing helps everyone in a ﬁrm really meet the needs of a customer
both before and after a purchase, the ﬁrm doesn’t just get a single sale. Rather, it
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has a sale and an ongoing relationship with the customer. Then, in the future, when
the customer has the same need again—or some other need that the ﬁrm can
meet—other sales will follow. That’s why we emphasize that marketing concerns a
ﬂow of need-satisfying goods and services to the customer. Often, that ﬂow is not
just for a single transaction but rather is part of building a long-lasting relationship
that is beneﬁcial to both the ﬁrm and the customer.

The Focus of This Text_Management-Oriented Micro-Marketing
Since you are probably preparing for a career in management, the main focus of
this text will be on micro-marketing. We will see marketing through the eyes of the
marketing manager.
It is important to keep in mind that the micro-marketing ideas and decision areas
we will be discussing throughout this text apply to a wide variety of situations. They
are important not only for large and small business ﬁrms but also for all types of
public sector and nonproﬁt organizations. They apply to new ventures started by a
single entrepreneur as well as to ongoing efforts by teams of people in corporations.
They are useful in domestic markets and international markets and regardless of
whether the organization focuses on marketing physical goods, services, or an idea
or cause. They are equally critical whether the relevant customers or clients are
individual consumers, businesses, or some other type of organization. In short, every
organization needs to think about its markets and how effectively it meets its customers’ or clients’ needs. For editorial convenience, and to reﬂect the fact that most
readers will work in business settings, when we discuss marketing concepts we will
sometimes use the term ﬁrm as a shorthand way of referring to any type of organization, whether it is a political party, a religious organization, a government agency,
or the like. However, to reinforce the point that the ideas apply to all types of organizations, throughout the book we will illustrate marketing management concepts
with examples that represent a wide variety of marketing situations.
Although micro-marketing is the primary focus of the text, marketing managers
must remember that their organizations are just small parts of a larger macromarketing system. Therefore, the rest of this chapter will look at the macro view of
marketing. Let’s begin by deﬁning macro-marketing and reviewing some basic ideas.
Then, in Chapter 2, we’ll explain the marketing management decision areas we will
be discussing in the rest of the book.

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

Emphasis is on whole
system

Like micro-marketing, macro-marketing is concerned with the ﬂow of needsatisfying goods and services from producer to consumer. However, the emphasis
with macro-marketing is not on the activities of individual organizations. Instead,
the emphasis is on how the whole marketing system works. This includes looking at
how marketing affects society, and vice versa.
Every society needs a macro-marketing system to help match supply and demand.
Different producers in a society have different objectives, resources, and skills. Likewise, not all consumers share the same needs, preferences, and wealth. In other
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words, within every society there are both heterogeneous (highly varied) supply
capabilities and heterogeneous demands for goods and services. The role of a macromarketing system is to effectively match this heterogeneous supply and demand and
at the same time accomplish society’s objectives.

Is it effective and fair?

The effectiveness and fairness of a particular macro-marketing system must be
evaluated in terms of that society’s objectives. Obviously, all nations don’t share the
same objectives. For example, Swedish citizens receive many “free” services—like
health care and retirement beneﬁts. Goods and services are fairly evenly distributed
among the Swedish population. By contrast, Iraq places little emphasis on producing goods and services for individual consumers and more on military spending. In
India the distribution of goods and services is very uneven—with a big gap between
the “have-nots” and the elite “haves.” Whether each of these systems is judged “fair”
or “effective” depends on the objectives of the society.
Let’s look more closely at macro-marketing.5 And to make this more meaningful to you, consider (1) what kind of a macro-marketing system you have and (2)
how effective and fair it is.

Every Society Needs an Economic System
All societies must provide for the needs of their members. Therefore, every society needs some sort of economic system—the way an economy organizes to use
scarce resources to produce goods and services and distribute them for consumption
by various people and groups in the society.
How an economic system operates depends on a society’s objectives and the
nature of its political institutions.6 But regardless of what form these take, all economic systems must develop some method—along with appropriate economic
institutions—to decide what and how much is to be produced and distributed by
whom, when, to whom, and why. How these decisions are made may vary from
nation to nation. But the macro-level objectives are basically similar: to create goods
and services and make them available when and where they are needed—to maintain or improve each nation’s standard of living or other socially deﬁned objective.

How Economic Decisions Are Made
There are two basic kinds of economic systems: planned systems and marketdirected systems. Actually, no economy is entirely planned or market-directed. Most
are a mixture of the two extremes.

Government planners
may make the
decisions

In a planned economic system, government planners decide what and how much
is to be produced and distributed by whom, when, to whom, and why. Producers
generally have little choice about what goods and services to produce. Their main
task is to meet their assigned production quotas. Prices are set by government planners and tend to be very rigid—not changing according to supply and demand.
Consumers usually have some freedom of choice—it’s impossible to control every
single detail! But the assortment of goods and services may be quite limited. Activities such as market research, branding, and advertising usually are neglected.
Sometimes they aren’t done at all.
Government planning may work fairly well as long as an economy is simple and
the variety of goods and services is small. It may even be necessary under certain
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conditions—during wartime, drought, or political instability, for example. However,
as economies become more complex, government planning becomes more difﬁcult.
It may even break down. Planners may be overwhelmed by too many complex decisions. And consumers may lose patience if the planners don’t respond to their needs.
The collapse of communism in Eastern Europe dramatically illustrates this. Citizens
of what was the Soviet Union were not satisﬁed with the government’s plan—
because products consumers wanted and needed were not available. To try to reduce
consumer dissatisfaction, government planners tried to put more emphasis on making consumer goods available, but they were not able to produce the results
consumers wanted. In short, it was consumer dissatisfaction with decisions made by
government planners that brought about a revolution—one that is leading to the
development of market-directed economies in the republics of Eastern Europe.7
Countries such as China, North Korea, and Cuba still rely primarily on planned
economic systems. Even so, around the world there is a broad move toward marketdirected economic systems—because they are more effective in meeting consumer
needs.

A market-directed
economy adjusts itself

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

Prices in the marketplace are a rough measure of how society values particular goods
and services. If consumers are willing to pay the market prices, then apparently they feel
they are getting at least their money’s worth. Similarly, the cost of labor and materials
is a rough measure of the value of the resources used in the production of goods and
services to meet these needs. New consumer needs that can be served proﬁtably—not
just the needs of the majority—will probably be met by some proﬁt-minded businesses.
In summary, in a market-directed economic system the prices in both the production sector (for resources) and the consumption sector (for goods and services)
vary to allocate resources and distribute income according to consumer preferences.
Over time, the result is a balance of supply and demand and the coordination of
the economic activity of many individuals and institutions.
Greatest freedom of choice

Consumers in a market-directed economy enjoy great freedom of choice. They
are not forced to buy any goods or services, except those that must be provided for
the good of society—things such as national defense, schools, police and ﬁre protection, highway systems, and public-health services. These are provided by the
community—and the citizens are taxed to pay for them.
Similarly, producers are free to do whatever they wish—provided that they stay
within the rules of the game set by government and receive enough dollar “votes”
from consumers. If they do their job well, they earn a proﬁt and stay in business.
But proﬁt, survival, and growth are not guaranteed.
Conﬂicts can arise

Producers and consumers making free choices can cause conﬂicts and difﬁculties.
This is called the micro-macro dilemma. What is “good” for some producers and
consumers may not be good for society as a whole.
Gun control in the U.S. is an example. Each year thousands of people are killed
with handguns. Yet there are producers who make and sell handguns at a proﬁt. And
there are many consumers who feel strongly about their right to own guns. But
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others argue that handguns are a threat to
society. They want handgun sales banned and
sales of all weapons limited—as is the case in
many countries. Should gun producers be
allowed to sell guns to consumers who want
them?
Decisions don’t have to involve life and
death issues to be important. Many Americans
want the convenience of disposable products
and products in easy-to-use, small-serving
packages. But these same “convenient” products and packages often lead to pollution of
the environment and inefﬁcient use of natural
resources. Should future generations be left to
pay the consequences of pollution that is the result of “free choice” by today’s
consumers?
Questions like these are not easy to answer. The basic reason is that many different people may have a stake in the outcomes—and social consequences—of the
choices made by individual managers and consumers in a market-directed system.
As you read this book and learn more about marketing, you will also learn more
about social responsibility in marketing and why it must be taken seriously.
The role of government

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

Socially responsible marketing
managers are concerned about
the environmental impact of their
decisions, and some ﬁrms are
ﬁnding innovative ways to both
help the environment and
improve customer satisfaction.
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You can see that we need some of these government activities to make sure the
economy runs smoothly. However, some people worry that too much government
“guidance” threatens the survival of a market-directed system and the economic and
political freedom that goes with it. For example, in the past 15 years the U.S. government has done much less “interfering”—especially in markets for services such
as electricity, banking, transportation, and communications. The vigorous competition among telephone companies is a good example of what follows. About 15 years
ago AT&T was the only long-distance service provider and a government agency
controlled its prices and services. Now many different types of telecom companies
compete for that business, and decisions about prices and services are made by marketing managers and by what consumers choose.
The U.S. is not alone in reducing regulation and government control of markets.
One clear indication of this is the trend toward privatization, which means that an
activity previously owned and operated by the government is sold to private sector
owners who manage it in a competitive market. For example, many countries that
previously owned airlines have sold the airlines and changed regulations so that
there is more competition among various carriers.
On the other hand, there are some areas where there seems to be a more active
government role in planning and control—including health care and issues related
to the environment. Some consumers might beneﬁt by such changes, yet more government control would reduce consumer choice.8

All Economies Need Macro-Marketing Systems
At this point, you may be saying to yourself: All this sounds like economics—
where does marketing ﬁt in? Studying a macro-marketing system is a lot like studying
an economic system except we give more detailed attention to the “marketing” components of the system—including consumers and other customers, wholesalers and
retailers, and other marketing specialists. We focus on the activities they perform
and how the interaction of the components affects the effectiveness and fairness of
a particular system.
In general, we can say that no economic system—whether centrally planned,
market-directed, or a mix of the two—can achieve its objectives without an effective macro-marketing system. To see why this is true, we will look at the role of
marketing in primitive societies. Then we will see how macro-marketing tends to
become more and more complex in advanced economic systems.

Marketing involves
exchange

In a pure subsistence economy, each family unit produces everything it consumes. There is no need to exchange goods and services. Each producer–consumer
unit is totally self-sufﬁcient, although usually its standard of living is relatively low.
No marketing takes place because marketing doesn’t occur unless two or more parties
are willing to exchange something for something else.

What is a market?

The term marketing comes from the word market—which is a group of potential
customers with similar needs who are willing to exchange something of value with
sellers offering various goods and/or services—that is, ways of satisfying those
needs. Of course, some negotiation may be needed. This can be done face-to-face
at some physical location (for example, a farmers’ market). Or it can be done indirectly—through a complex network that links middlemen, buyers, and sellers living
far apart.
In primitive economies, exchanges tend to occur in central markets. Central
markets are convenient places where buyers and sellers can meet one-on-one to
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In advanced economies, a
complex network of wholesalers,
retailers, and other marketing
specialists bring goods and
services to consumers; in
developing economies like
Vietnam, central markets are
often more basic.

exchange goods and services. In our information age, central markets take a variety of forms—ranging from suburban shopping centers to websites that operate in
cyberspace. But you will understand macro-marketing better if you see how and why
central markets develop. We’ll start with a very simple case, but thinking about it
will clarify what happens when a more complex system is involved.

Central markets help
exchange

Imagine a small village of ﬁve families—each with a special skill for producing
some need-satisfying product. After meeting basic needs, each family decides to specialize. It’s easier for one family to make two pots and another to make two baskets
than for each one to make one pot and one basket. Specialization makes labor more
efﬁcient and more productive. It can increase the total amount of form utility created. Specialization also can increase the task utility in producing services, but for
the moment we’ll focus on products that are physical goods.
If these ﬁve families each specialize in one product, they will have to trade with
each other. As Exhibit 1-2A shows, it will take the ﬁve families 10 separate
exchanges to obtain some of each of the products. If the families live near each

Exhibit 1-2
A. Ten exchanges are required when a
central market is not used

B. Only five exchanges are required when a middleman
(intermediary) in a central market is used

Pots

Pots

Baskets

Hats

Hoes

Knives

Central
market
middleman

Hats

Hoes

Baskets

Knives

www.mhhe.com/fourps
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When consumers in the U.S. think about technology and marketing, many think about shopping on the
Internet. After all, 135 million people in the U.S. have
online access to the Internet. Fancy shopping malls
seem old hat. Contrast that with Bangladesh, one of
the poorest countries in the world, where about 90
percent of the 68,000 villages don’t even have access
to a phone. But Grameen Bank, a private ﬁrm based
in Dhaka, Bangladesh, is doing something about that
problem. It is making loans so that someone in a village can buy a cell phone and then provide phone
service to others. For example, Delora Begum bought
a phone and now reigns as the “phone lady” in her
village. And her business is helping the market system work better. For example, farmers pay to use the

cell phone to learn the fair value of their rice and
vegetables; often in the past they were exploited
because they did not get a fair price. One local businessman routinely had to take a two-hour bus ride to
order furnace oil for his brick factory. Now he can just
call and place an order_and save a bone-jarring half
day on a bus. Similarly, a local carpenter uses the cell
phone to check the current price for wood so that he
can make a proﬁt when he prices the chairs and cabinets he makes. These are just a few examples, but in
a country with an extremely ineffective macro-marketing system the Grameen Bank’s cell phone venture is
doing a lot to improve the quality of life of people in
remote villages.9

other, the exchange process is relatively simple. But if they are far apart, travel back
and forth will take time. Who will do the traveling—and when?
Faced with this problem, the families may agree to come to a central market and
trade on a certain day. Then each family makes only one trip to the market to trade
with all the others. This reduces the total number of trips to ﬁve, which makes
exchange easier, leaves more time for producing and consuming, and also provides
for social gatherings.

A money system
simpliﬁes trading

While a central meeting place simpliﬁes exchange, the individual bartering transactions still take a lot of time. Bartering only works when someone else wants what
you have, and vice versa. Each trader must ﬁnd others who have products of about
equal value. After trading with one group, a family may ﬁnd itself with extra baskets, knives, and pots. Then it has to ﬁnd others willing to trade for these products.
A common money system changes all this. Sellers only have to ﬁnd buyers who
want their products and agree on the price. Then sellers are free to spend this
income to buy whatever they want. If some buyers and sellers use different money
systems—some use dollars and others use yen—they must also agree on the rate at
which the money will be exchanged.

Middlemen
intermediaries may
help exchange
even more

The development of a central market and a money system simpliﬁes the exchange
process among the ﬁve families in our imaginary village. But the families still need
to make 10 separate transactions. So it still takes a lot of time and effort for the
ﬁve families to exchange goods.
This clumsy exchange process is made much simpler by a middleman (or
intermediary)—someone who specializes in trade rather than production. A middleman is willing to buy each family’s goods and then sell each family whatever it
needs. The middleman intermediary charges for this service, of course. But this
charge may be more than offset by savings in time and effort.
In our simple example, using an intermediary at a central market reduces the
necessary number of exchanges for all ﬁve families from 10 to 5. See Exhibit 1-2B.
Each family has more time for production, consumption, and leisure. Also, each
family can specialize in producing what it produces best—creating more form and
task utility. Meanwhile, by specializing in trade, the intermediary provides additional
time, place, and possession utility. In total, all the villagers may enjoy greater economic utility—and greater consumer satisfaction—by using an intermediary in the
central market.
Note that the reduction in transactions that results from using an intermediary
in a central market becomes more important as the number of families increases.
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Intermediaries develop and offer
specialized services that facilitate
exchange between producers
and customers.

For example, if the population of our imaginary village increases from 5 to 10 families, 45 transactions are needed without an intermediary. Using an intermediary
requires only one transaction for each family.

Central market and
intermediaries may
develop in cyberspace

Internet

We’ve introduced the concept of a central market, the role of a money system
for exchange, and the development of middlemen specialists by discussing a simple
example in the context of a primitive society. But, you should realize that these
same ideas are just as relevant in a modern society. Today, the intermediaries have
permanent trading facilities and are known as wholesalers and retailers. In fact, the
advantages of working with intermediaries multiply with increases in the number of
producers and consumers, their distance from or difﬁculties in communicating with
each other, and the number and variety of competing products. That is why there
are so many wholesalers and retailers in modern economies.
On the other hand, technology is allowing some customers and some producers
to meet for exchange in a central market that is located in “cyberspace”—that is,
on the Internet—rather than in a mutually convenient geographic location. Computer systems developed by a new form of market specialist allow sellers and buyers
to communicate and engage in exchange even if they are thousands of miles apart.
In fact, the Internet makes it possible for sellers to hold auctions in which thousands
of potential buyers from different parts of the world bid against each other to determine the price that will ultimately be paid for a good or service. Obviously, this is
a very different type of central market, but it is important to see that it is simply a
variation of the same basic idea. From a macro-marketing perspective, the main purpose of markets and market intermediaries is to make exchange easier and allow
greater time for production, consumption, and other activities—including leisure.10
Internet Exercise eBay features a number of online auctions in which different sellers auction off computers, consumer electronics, and other products
to buyers. Visit the eBay website (www.ebay.com) and review an open auction
for a consumer electronics product. What are the advantages and disadvantages of this market for sellers? For buyers?
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The Role of Marketing in Economic Development
Effective marketing
system is necessary

Although it is tempting to conclude that more effective macro-marketing systems are the result of greater economic development, just the opposite is true. An
effective macro-marketing system is necessary for economic development. Improved marketing is often the key to growth in less-developed nations.

Breaking the vicious
circle of poverty

Without an effective macro-marketing system, many people in less-developed
nations are not able to leave their subsistence way of life. They can’t produce for
the market because there are no buyers. And there are no buyers because everyone
else is producing for their own needs. As a result, distribution systems and intermediaries do not develop.
Breaking this “vicious circle of poverty” may require major changes in the inefﬁcient micro- and macro-marketing systems that are typical in less-developed
nations. At the least, more market-oriented middlemen are needed to move surplus
output to markets—including foreign markets—where there is more demand.11

Less-developed
nations have inefﬁcient
systems

In Chapter 5 we will go into more detail on how countries at different levels of economic development differ. However, to get a sense for differences in macro-marketing
systems, let’s consider a case that involves India. This case also illustrates the links
between the macro-marketing systems of countries at different stages of development.
Two-thirds of the over one billion people in India still live in rural farm areas.
Many don’t have life’s basic comforts. For example, three out of four use wood as
fuel to cook. Only about 40 percent have electricity, and less than 20 percent have
piped water. Most can’t afford a refrigerator. A person who works in the sugarcane
ﬁelds, for example, only earns about $1 a day. Many rural Indians have never even
held a tube of toothpaste. Rather, they clean their mouths with charcoal powder
and the stem of a local plant.
Colgate is interested in introducing toothpaste in India, but it can’t rely on U.S.style ads—or the local drugstore—to do the selling job. Half of the rural population
can’t read, and very few have a TV. They also don’t go to stores. Rather, once a week
the men go to a central market in a nearby village to get basic supplies they can’t
grow themselves. To reach these people, Colgate sends a van that is equipped with
a generator and video gear into a village on market day. Music attracts the shoppers,
and then an entertaining half-hour video (infomercial) explains the beneﬁts of using
Colgate toothpaste. Of course, not many villagers can spend a day’s wages to buy a
standard tube. So Colgate offers a small (30 gram) tube for six rupees (about 18¢).
Colgate’s micro-marketing effort in India is expensive because the macromarketing system is ineffective. Colgate managers think that over the long run these
efforts will pay off for the company. For now, they are paid for by Colgate’s proﬁts
from more developed nations. So, you can see that it will take a long time before
these villagers have basic comforts—or the type of efﬁcient macro-marketing system—that those of us from the developed economies take for granted.12

Nations’ Macro-Marketing Systems Are Connected
As a nation grows, its
international trade
grows

All countries trade to some extent—we live in an interdependent world. Trade
expands as a country develops and industrializes. In fact, the largest changes in world
trade are usually seen in rapidly developing economies. Over the last 20 years, for
example, exports from China, India, and the “Four Dragons” (South Korea, Taiwan,
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Hong Kong, and Singapore) have risen dramatically and have fueled domestic economic growth at record levels.
Even so, the largest traders are highly developed nations. For example, the top
industrial nations—the U.S., Canada, the countries of Western Europe, and
Japan—account for about half of the world’s total economic output, with the U.S.
at about 23 percent, the countries of Western Europe at about 20 percent, and Japan
at about 7 percent. These countries also account for about two-thirds of total world
exports and about 63 percent of world imports. These statistics help you see why
the U.S., Japan, and the countries of Western Europe are seen as the three economic superpowers presumably destined to compete for mastery in international
markets on into the 21st century.13
Because trade among nations is so important in economic development, most
countries—whether highly developed or not—are eager to be able to sell their
goods and services in foreign markets. Yet at the same time they often don’t want
their local customers to spend cash on foreign-made products. They want the
money—and the opportunities for jobs and economic growth—to stay in the local
economy.

Tariffs and quotas may
reduce trade

Taxes and restrictions at national or regional borders greatly reduce the free ﬂow
of goods and services between the macro-marketing systems of different countries.
Tariffs—taxes on imported products—vary, depending on whether a country is trying to raise revenue or limit trade. Restrictive tariffs often block all movement. But
even revenue-producing tariffs increase prices, discourage free movement of products, and cause red tape. This is what Caterpillar encounters trying to sell its
construction equipment in Brazil. Brazil’s 15 percent tariff adds nearly $40,000 to
the cost of a $250,000 machine. Worse, Brazilian customs delays make it difﬁcult
for Caterpillar to honor its sales promise to deliver repair parts within 24 hours.14
Quotas act like restrictive tariffs. Quotas set the speciﬁc quantities of products
that can move into or out of a country. Great market opportunities may exist in
the markets of a uniﬁed Europe, for example, but import quotas (or export controls
applied against a speciﬁc country) may discourage outsiders from entering.
The impact of such restrictions can be seen in the Russian market. At ﬁrst it
appeared that with the fall of communism, the Russian market would be more open
to foreign automobile producers. However, big Russian import tariffs and taxes
resulted in very high prices. For example, in 1997 a Taurus that sold for about
$22,000 in the U.S. cost over $48,000 in Russia. Thus, the resulting high price
severely limited the number of Russians who were willing or able to pay that much
for a car. To get around this problem, Ford, Daewoo, and other producers decided
to set up assembly plants in Russia.15
Trade restrictions can be a potential source of conﬂict between nations. For example, the U.S. government is hammering China for more access to its insurance, food,
and telecommunications markets; China, in turn, complains about U.S. import quotas and tariffs on textiles. China isn’t the only country affected. U.S. tariffs on
textiles run as high as 30 percent.
As this suggests, the U.S. has held fast to some protectionist policies even though
it is the world’s cheerleader for free trade. U.S. consumers pay more for Florida
orange juice because orange juice concentrate from groves in Brazil and other countries gets hit with a 30 percent tariff. Similarly, the U.S. is a big exporter of services,
but Japanese and European airlines are not allowed to land in a U.S. city, pick up
paying passengers, and ﬂy to another U.S. destination.16

Markets may rely on
international
countertrade

To overcome the problems of trade restrictions, many ﬁrms have turned to countertrade—a special type of bartering in which products from one country are traded
for products from another country. For example, McDonnell Douglas Helicopter
turned to countertrade when the Ugandan government wanted to buy 18 helicop-

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

20

1. Marketing’s Role in the
Global Economy

Text

© The McGraw−Hill
Companies, 2002

Chapter 1

ters to help stamp out illegal elephant hunting. Uganda didn’t have $25 million to
pay for the helicopters, so a countertrade specialist for the helicopter company set
up local projects to generate the money. One Ugandan factory now turns local
pineapples and passion fruit into concentrated juice. The concentrate is sold to European buyers identiﬁed by the countertrade specialist. Similarly, soft-drink bottlers in
Mexico trade locally grown broccoli for Pepsi concentrate; then Pepsi ﬁnds a market for the broccoli in the U.S.
Distribution systems and middlemen intermediaries have not yet developed in
these countries to handle this sort of exchange. So, in pursuing their own opportunities, companies like Pepsi and McDonnell Douglas are stimulating economic
development. While deals such as this may seem unusual, that is not the case. Countertrade is becoming an extremely important part of foreign trade for both large and
small companies. In fact, experts say that the use of countertrade doubled in the
last decade. Now, about 20 to 25 percent of all U.S. exports rely on countertrade.17

Global trade is
increasing

Internet

There are still many obstacles to free trade among nations. And trade “wars”
among nations are likely to continue. Even so, the trend shows a slow movement
toward fewer restrictions on trade among different countries. Perhaps the most visible evidence of this trend is the creation in 1995 of the World Trade Organization
(WTO)—the only international body dealing with the rules of trade between nations.
At its heart are the WTO agreements, the legal ground rules for international commerce and for trade policy. The agreements have three main objectives: (1) to help
trade ﬂow as freely as possible, (2) to provide an impartial means of settling disputes, and (3) to facilitate further negotiation. The WTO agreements in general try
to encourage competition, discourage protectionism, and seek to provide more predictable policies.
Because each trade rule affects different countries in different ways, reaching
agreements is a slow and complicated process. Even with the WTO in place, some
people feel that there is more talk than change. Yet, progress is slowly being made.
The WTO agreements cover services and intellectual property as well as goods; prior
agreements were limited to goods. Thus, with the formation of the WTO global
trade is becoming an even more important factor in economic development—and
a more important source of opportunity for individual ﬁrms.18
Internet Exercise The World Trade Organization is a very important force
behind the global move toward free trade, but sometimes there are still disputes. Go to the WTO website (www.wto.org) and ﬁnd out how the WTO
settles disputes. Do you think that this procedure favors the developed
nations, the less-developed nations, or neither? Give your thinking.

Can Mass Production Satisfy a Society’s Consumption Needs?
Urbanization brings together large numbers of people. They must depend on others to produce most of the goods and services they need to satisfy their basic needs.
Also, in advanced economies, many consumers have higher discretionary incomes.
They can afford to satisfy higher-level needs as well as basic ones. A modern economy faces a real challenge to satisfy all these needs.

Economies of scale
mean lower cost

Fortunately, advanced economies can often take advantage of mass production
with its economies of scale—which means that as a company produces larger numbers of a particular product, the cost for each of these products goes down. You can
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Most consumers who drink tea
live far from where it is grown. To
overcome this spatial separation,
someone must ﬁrst perform a
variety of marketing functions, like
standardizing and grading the tea
leaves, transporting and storing
them, and buying and selling
them.

see that a one-of-a-kind, custom-built car would cost much more than a mass-produced standard model.
Of course, even in advanced societies, not all goods and services can be produced
by mass production or with economies of scale. Consider medical care. It’s difﬁcult
to get productivity gains in labor-intensive medical services—like brain surgery.
Nevertheless, from a macro-marketing perspective, it is clear that we are able to
devote resources to meeting these “quality-of-life” needs because we are achieving
efﬁciency in other areas.
Thus, modern production skills can help provide great quantities of goods and
services to satisfy large numbers of consumers. But mass production alone does not
solve the problem of satisfying consumers’ needs. We also need effective marketing.

Effective marketing is
needed to link
producers and
consumers

Effective marketing means delivering the goods and services that consumers want
and need. It means getting products to them at the right time, in the right place,
and at a price they’re willing to pay. It means keeping consumers satisﬁed after the
sale, and bringing them back to purchase again when they are ready. That’s not an
easy job—especially if you think about the variety of goods and services a highly
developed economy can produce and the many kinds of goods and services consumers want.
Effective marketing in an advanced economy is more difﬁcult because producers
and consumers are often separated in several ways. As Exhibit 1-3 shows, exchange
between producers and consumers is hampered by spatial separation, separation in
time, separation of information and values, and separation of ownership. “Discrepancies of quantity” and “discrepancies of assortment” further complicate exchange
between producers and consumers. That is, each producer specializes in producing
and selling large amounts of a narrow assortment of goods and services, but each
consumer wants only small quantities of a wide assortment of goods and services.19

Marketing functions
help narrow the gap

The purpose of a macro-marketing system is to overcome these separations and
discrepancies. The “universal functions of marketing” help do this.
The universal functions of marketing are: buying, selling, transporting, storing,
standardization and grading, ﬁnancing, risk taking, and market information. They
must be performed in all macro-marketing systems. How these functions are performed—and by whom—may differ among nations and economic systems. But they
are needed in any macro-marketing system. Let’s take a closer look at them now.
Exchange usually involves buying and selling. The buying function means looking for and evaluating goods and services. The selling function involves promoting
the product. It includes the use of personal selling, advertising, and other direct and
mass-selling methods. This is probably the most visible function of marketing.
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Exhibit 1-3 Marketing Facilitates Production and Consumption
Production Sector
Specialization and division of labor result in heterogeneous supply capabilities

Discrepancies of Quantity. Producers prefer to
produce and sell in large quantities. Consumers
prefer to buy and consume in small quantities.
Marketing
needed to
overcome
discrepancies
and
separations
Discrepancies of Assortment. Producers
specialize in producing a narrow assortment
of goods and services. Consumers need a
broad assortment.

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

Consumption Sector
Heterogeneous demand for form, task, time, place, and possession utility to satisfy needs and wants

The transporting function means the movement of goods from one place to
another. The storing function involves holding goods until customers need them.
Standardization and grading involve sorting products according to size and quality. This makes buying and selling easier because it reduces the need for inspection
and sampling. Financing provides the necessary cash and credit to produce, transport, store, promote, sell, and buy products. Risk taking involves bearing the
uncertainties that are part of the marketing process. A ﬁrm can never be sure that
customers will want to buy its products. Products can also be damaged, stolen, or
outdated. The market information function involves the collection, analysis, and distribution of all the information needed to plan, carry out, and control marketing
activities, whether in the ﬁrm’s own neighborhood or in a market overseas.

Who Performs Marketing Functions?
Producers, consumers,
and marketing
specialists

From a macro-level viewpoint, these marketing functions are all part of the marketing process and must be done by someone. None of them can be eliminated. In
a planned economy, some of the functions may be performed by government agencies. Others may be left to individual producers and consumers. In a market-directed
system, marketing functions are performed by producers, consumers, and a variety
of marketing specialists (see Exhibit 1-4). Regardless of who performs the marketing functions, in general they must be performed effectively or the performance of
the whole macro-marketing system will suffer.
Keep in mind that the macro-marketing systems for different nations may interact. For example, producers based in one nation may serve consumers in another
country, perhaps with help from intermediaries and other specialists from both countries. What happened to food distribution in East Germany after the fall of the
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Facilitators—including the delivery
ﬁrms that handle perishable
cargo at Baltimore/Washington
International Airport and Internet
service providers like Global
Crossing—may help a marketing
manager with one or more of the
marketing functions.

Berlin Wall illustrates this point. With the reuniﬁcation of Germany, the political
limits on trade were gone. Yet consumers still faced problems getting the food they
wanted. Eastern Germany had no efﬁcient wholesalers to supply the chain of 170
Konsum retail stores, which were previously state-owned. And it was expensive for
producers in the West who wanted to reach the market in the East to do it without help. However, the Tegut grocery chain in the West saw the opportunity and
quickly did something about it. Tegut established an automated warehouse in the
East to supply the Konsum stores. The warehouse made it economical to assemble
needed assortments of products from many different producers. Further, Tegut set
up a computer network to provide timely reordering from the warehouse, online
Exhibit 1-4
Model of a Market-Directed
Macro-Marketing System

Many Individual Producers
(heterogeneous supply)

Middlemen
intermediaries

Facilitators

Perform universal marketing functions

To overcome discrepancies and
separation of producers and consumers

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

Many Individual Consumers
(heterogeneous demand)

Monitoring by government(s)
and public interest groups
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management of inventories and distribution, and even payment control. With the
help of middlemen like Tegut, both local and foreign producers are better able to
meet consumer needs.20

Specialists perform
some functions

Earlier in the chapter you saw how producers and consumers can beneﬁt when a
middleman takes over some buying and selling. The Tegut example shows that producers and consumers also beneﬁt when marketing specialists perform the other
marketing functions. In fact, we ﬁnd marketing functions being performed not only
by middlemen but also by a variety of other facilitators—ﬁrms that provide one or
more of the marketing functions other than buying or selling. These include advertising agencies, marketing research ﬁrms, independent product-testing laboratories,
Internet service providers, public warehouses, transporting ﬁrms, communications
companies, and ﬁnancial institutions (including banks). Through specialization or
economies of scale, marketing intermediaries and facilitators are often able to perform the marketing functions better—and at a lower cost—than producers or
consumers can. This allows producers and consumers to spend more time on production and consumption.

Functions can be
shifted and shared

From a macro viewpoint, all of the marketing functions must be performed by
someone. But from a micro viewpoint, not every ﬁrm must perform all of the functions.
Further, not all goods and services require all the functions at every level of their production. “Pure services”—like a plane ride—don’t need storing, for example. But storing
is required in the production of the plane and while the plane is not in service.
Some marketing specialists perform all the functions. Others specialize in only
one or two. Marketing research ﬁrms, for example, specialize only in the market
information function. Further, technology may make a certain function easier to
perform. For example, the buying process may require that a customer ﬁrst identify
relevant sellers and where they are. Even though that might be accomplished
quickly and easily on the Internet, the function hasn’t been cut out. The important
point to remember is this: Responsibility for performing the marketing functions can be
shifted and shared in a variety of ways, but no function can be completely eliminated.

How Well Does Our Macro-Marketing System Work?
It connects remote
producers and
consumers

A macro-marketing system does more than just deliver goods and services to consumers—it allows mass production with its economies of scale. Also, mass
communication, computer information systems, including the Internet, and mass
transportation allow products to be shipped where they’re needed. Oranges from
California are found in Minnesota stores—even in December—and electronic parts
made in Taiwan are used in making products all over the world.21

It encourages growth
and new ideas

In addition to making mass production possible, a market-directed, macro-marketing system encourages innovation—the development and spread of new ideas and
products. Competition for consumers’ money forces ﬁrms to think of new and better
ways of satisfying consumer needs. And the competition that marketing fosters drives
down prices and gives consumers more choices and a higher standard of living.

Macro-marketing
system is becoming
more efﬁcient

In combination, the forces of competition and the choices made by customers to
support those ﬁrms that do the best job of meeting their needs drive our macromarketing system to be more efﬁcient.
Some changes come quickly. A good example is the speed with which ﬁrms have
adopted e-commerce. E-commerce refers to exchanges between individuals or
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A market-directed, macromarketing system encourages
marketing managers to develop
innovative ways to meet
customers’ needs.

organizations—and activities that facilitate those exchanges—based on applications
of information technology. The technology-mediated exchanges fostered by
e-commerce are helping to cut costs from almost every aspect of marketing while
at the same time helping ﬁrms to better satisfy their customers. Collectively, these
developments have had a signiﬁcant impact on the efﬁciency of our macro-marketing system. For example, most experts believe that the growth of the U.S. economy
during the last decade, coupled with low levels of price increases (inﬂation), is due
to the fact that e-commerce has helped sellers reduce costs.
Throughout this text we will detail the many ways in which e-commerce is
increasing the efﬁciency and effectiveness of different areas of marketing. On the
other hand, keep in mind that the upward trend in the macro-marketing system
does not ensure a successful outcome for any individual ﬁrm or its customers. The
headlines of the past few years provide ample evidence of this. Many individual dotcom ﬁrms—companies established to do business over the Internet—failed. These
companies were started by people who thought they had come up with “a better
mousetrap,” but customers didn’t always see it that way. These failures are expensive, and ultimately that expense is shared by members of the society. That’s because
money spent on a business that fails—that does not make a positive contribution
to the macro-marketing system—could have had a positive effect if it was spent
more wisely in some other way. So, it is important to see that if individual managers make poor decisions it may affect many people. Throughout this text we will
be focusing on how managers can make better decisions—to improve both micromarketing performance and the performance of the whole macro-marketing system.

Marketing has its
critics

In explaining marketing’s role in society, we described some of the beneﬁts of a
market-directed macro-marketing system. We can see this in the macro-marketing
system of the United States. It provides—at least in material terms—one of the
highest standards of living in the world. It seems to be “effective” and “fair” in many
ways.
We must admit, however, that marketing—as it exists in the United States and
other developed societies—has many critics. Marketing activity is especially open
to criticism because it is the part of business most visible to the public. There is
nothing like a pocketbook issue for getting consumers excited!
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Marketing has its critics, including
those who express concern that
advertising is too pervasive in all
aspects of our lives.

A number of typical complaints about marketing are summarized in Exhibit 1-5.
Think about these criticisms and whether you agree with them or not. What complaints do you have that are not covered by one of the categories in Exhibit 1-5?
Such complaints cannot and should not be taken lightly. They show that many
people aren’t happy with some parts of the marketing system. Certainly, the strong
public support for consumer protection laws proves that not all consumers feel they
are being treated like royalty.
As you consider the various criticisms of marketing, keep in mind that some of
them deal with the marketing practices of speciﬁc ﬁrms and are micro-marketing
oriented. Others are really criticisms of the whole macro-marketing system. This is
an important distinction.22

Is it an ethical issue?

Certainly some complaints about marketing arise because some individual ﬁrm or
manager was intentionally unethical and cheated the market. But at other times,
problems and criticism may arise because a manager did not fully consider the ethical implications of a decision. In either case, there is no excuse for sloppiness when
it comes to marketing ethics—the moral standards that guide marketing decisions
and actions. Each individual develops moral standards based on his or her own values. That helps explain why opinions about what is right or wrong often vary from
one person to another, from one society to another, and among different groups

Exhibit 1-5 Sample Criticisms of Marketing
•

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

•

Service stinks, and when a consumer has a problem
nobody cares.

•

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

•

Marketing creates interest in products that pollute the
environment.

•

There are too many unnecessary products.

•

•

Packaging and labeling are often confusing and
deceptive.

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

•

•

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

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

•

•

Marketing serves the rich and exploits the poor.

Easy consumer credit makes people buy things they
don’t need and can’t afford.
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within a society. It is sometimes difﬁcult to say whose opinions are “correct.” Even
so, such opinions may have a very real inﬂuence on whether an individual’s (or a
ﬁrm’s) marketing decisions and actions are accepted or rejected. So marketing ethics
are not only a philosophical issue, they are also a pragmatic concern. Throughout
the text we will be discussing the types of ethical issues individual marketing managers face. But we won’t be moralizing and trying to tell you how you should think
on any given issue. Rather, by the end of the course we hope that you will have
some ﬁrm personal opinions about what is and is not ethical in micro-marketing
activities.23
Keep in mind, however, that not all criticisms of marketing focus on ethical
issues; fortunately, the prevailing practice of most businesspeople is to be fair and
honest. Moreover, not all criticisms are speciﬁc to the micro-marketing activities of
individual ﬁrms. Some of the complaints about marketing really focus on the basic
idea of a market-directed macro-marketing system—and these criticisms often occur
because people don’t understand what marketing is—or how it works. As you go
through this book, we’ll discuss some of these criticisms. Then in our ﬁnal chapter,
we will return to a more complete appraisal of marketing in our consumer-oriented
society.

Conclusion
In this chapter, we deﬁned two levels of marketing:
micro-marketing and macro-marketing. Macro-marketing
is concerned with the way the whole global economy
works. Micro-marketing focuses on the activities of individual ﬁrms. We discussed the role of marketing in
economic development and the functions of marketing
and who performs them. We ended by raising some of the
criticisms of marketing—both of the whole macro system
and of the way individual ﬁrms work.
We emphasized macro-marketing in this chapter, but
the major thrust of this book is on micro-marketing. By
learning more about market-oriented decision making,
you will be able to make more efﬁcient and socially
responsible decisions. This will help improve the per-

formance of individual ﬁrms and organizations (your
employers). And eventually, it will help our macromarketing system work better.
We’ll see marketing through the eyes of the marketing manager—maybe you in the near future. And we
will show how you can contribute to the marketing
process. Along the way, we’ll discuss the impact of
micro-level decisions on society, and the ethical issues
that marketing managers face. Then in Chapter 22—after you have had time to understand how and why
producers and consumers think and behave the way they
do—we will evaluate how well both micro-marketing
and macro-marketing perform in a market-directed economic system.

Questions and Problems
1. List your activities for the ﬁrst two hours after you
woke up this morning. Brieﬂy indicate how marketing affected your activities.

chase it at a website on the Internet, is any additional marketing effort really necessary? Explain
your thinking.

2. It is fairly easy to see why people do not beat a path
to a mousetrap manufacturer’s door, but would they
be similarly indifferent if some food processor developed a revolutionary new food product that would
provide all necessary nutrients in small pills for
about $100 per year per person?

4. Distinguish between macro- and micro-marketing.
Then explain how they are interrelated, if they are.

3. If a producer creates a really revolutionary new
product and consumers can learn about it and pur-

6. A committee of the American Marketing Association deﬁned marketing as “the process of planning

5. Distinguish between how economic decisions are
made in a planned economic system and how they
are made in a market-directed economy.
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and executing the conception, pricing, promotion,
and distribution of ideas, goods, and services to
create exchanges that satisfy individual and organizational objectives.” Does this deﬁnition consider
macro-marketing? Explain your answer.

13. Refer to Exhibit 1-3, and give an example of a purchase you made recently that involved separation of
information and separation in time between you
and the producer. Brieﬂy explain how these separations were overcome.

7. Identify a “central market” in your city and explain
how it facilitates exchange.

14. Online computer shopping at websites on the Internet makes it possible for individual consumers to get
direct information from hundreds of companies they
would not otherwise know about. Consumers can
place an order for a purchase that is then shipped to
them directly. Will growth of these services ultimately eliminate the need for retailers and
wholesalers? Explain your thinking, giving speciﬁc attention to what marketing functions are involved in
these “electronic purchases” and who performs them.

8. Identify a website on the Internet that serves as a
“central market” for some type(s) of good(s) or service(s). Give the address (www.___.___) of the
website and brieﬂy explain the logic of your choice.
9. Explain why tariffs and quotas affect international
marketing opportunities.
10. Discuss the nature of marketing in a socialist economy. Would the functions that must be provided
and the development of wholesaling and retailing
systems be any different from those in a marketdirected economy?
11. Discuss how the micro-macro dilemma relates to
each of the following products: high-powered engines in cars, nuclear power, bank credit cards, and
pesticides that improve farm production.
12. Describe a recent purchase you made. Indicate why
that particular product was available at a store and,
in particular, at the store where you bought it.

15. Deﬁne the functions of marketing in your own
words. Using an example, explain how they can be
shifted and shared.
16. Explain, in your own words, why this text emphasizes micro-marketing.
17. Explain why a small producer might want a marketing research ﬁrm to take over some of its
information-gathering activities.
18. Explain why a market-directed macro-marketing
system encourages innovation. Give an example.

Suggested Cases
1. McDonald’s “Seniors” Restaurant

4. Bidwell Carpet Cleaning, Inc.

Computer-Aided Problem
1. Revenue, Cost, and Proﬁt Relationships
This problem introduces you to the computer-aided
problem (CAP) software—which is on the CD that accompanies this text—and gets you started with the use
of spreadsheet analysis for marketing decision making.
This problem is simple. In fact, you could work it without the software. But by starting with a simple problem,
you will learn how to use the program more quickly and
see how it will help you with more complicated problems. Instructions for the software are available at the
end of this text.
Sue Cline, the business manager at Magna University
Student Bookstore, is developing plans for the next academic year. The bookstore is one of the university’s

nonproﬁt activities, but any “surplus” (proﬁt) it earns is
used to support the student activities center.
Two popular products at the bookstore are the student academic calendar and notebooks with the school
name. Sue Cline thinks that she can sell calendars to 90
percent of Magna’s 3,000 students, so she has had 2,700
printed. The total cost, including artwork and printing,
is $11,500. Last year the calendar sold for $5.00, but
Sue is considering changing the price this year.
Sue thinks that the bookstore will be able to sell
6,000 notebooks if they are priced right. But she knows
that many students will buy similar notebooks (without
the school name) from stores in town if the bookstore
price is too high.
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Sue has entered the information about selling price,
quantity, and costs for calendars and notebooks in the
spreadsheet program so that it is easy to evaluate the effect of different decisions. The spreadsheet is also set up
to calculate revenue and proﬁt, based on
Revenue  (Selling price)  (Quantity sold)
Proﬁt  (Revenue)  (Total cost)
Use the program to answer the questions below.
Record your answers on a separate sheet of paper.
a. From the Spreadsheet Screen, how much revenue does
Sue expect from calendars? How much revenue from
notebooks? How much proﬁt will the store earn from
calendars? From notebooks?
b. If Sue increases the price of her calendars to $6.00
and still sells the same quantity, what is the expected
revenue? The expected proﬁt? (Note: Change the
price from $5.00 to $6.00 on the spreadsheet and
the program will recompute revenue and proﬁt.) On
your sheet of paper, show the calculations that conﬁrm that the program has given you the correct
values.

29

c. Sue is interested in getting an overview of how a
change in the price of notebooks would affect revenue
and proﬁt, assuming that she sells all 6,000 notebooks
she is thinking of ordering. Prepare a table—on your
sheet of paper—with column headings for three variables: selling price, revenue, and proﬁt. Show the
value for revenue and proﬁt for different possible selling prices for a notebook—starting at a minimum
price of $1.60 and adding 8 cents to the price until
you reach a maximum of $2.40. At what price will
selling 6,000 notebooks contribute $5,400.00 to
proﬁt? At what price would notebook sales contribute
only $1,080.00? (Hint: Use the What If analysis
feature to compute the new values. Start by selecting
“selling price” for notebooks as the value to change,
with a minimum value of $1.60 and a maximum
value of $2.40. Select the revenue and proﬁt for notebooks as the values to display.)
For additional questions related to this problem, see
Exercise 1-4 in the Learning Aid for Use with Basic Marketing, 14th edition.
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1. Know what the
marketing concept
is—and how it should
affect strategy planning in a ﬁrm or
nonproﬁt organization.
2. Understand what
customer value is and
why it is important to
customer satisfaction.
3. Understand what a
marketing manager
does.
4. Know what marketing strategy planning
is—and why it will be
the focus of this
book.
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marketing.
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mix.
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Marketing’s Role
within the Firm or
Nonproﬁt
Organization
As you saw in Chapter 1, marketing and marketing management are
important in our society—and in

chapter and the rest of the book,
let’s consider Dell Computers.
As a freshman in college,

business ﬁrms and nonproﬁt orga-

Michael Dell started buying and

nizations. To get you thinking about

reselling computers from his dorm

the marketing strategy planning

room. At that time, the typical mar-

ideas we will be developing in this

keting mix for PCs emphasized
distribution through specialized
computer stores that sold to business users and some ﬁnal
consumers. Often the dealers’
service quality didn’t justify the
high prices they charged, the
features of the PCs they had
in stock didn’t match what
customers wanted, and
repairs were a hassle.
Dell decided there was a
target market of price-conscious
customers who would respond to a
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system of guaranteed on-site
service—within 24 hours. Dell
also set up ongoing programs
to train all employees to work
together to please customers.
Of course, it’s hard to satisfy
everyone all of the time. For
example, proﬁts fell when Dell’s
laptop design didn’t measure
up. Customers simply didn’t
see them as a good value.
However, smart marketers
learn from and ﬁx mistakes.
Dell quickly got its product line
back on the bull’s eye.

www.mhhe.com/fourps
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As sales grew, Dell put more
money into advertising. Its ad
Dell in consumers’ minds as
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agency crafted ads to position
an aggressive, value-oriented
source of computers. At the

ct

was no retailer markup and the

used direct-response advertis-

build-to-order approach

ing in computer magazines—

reduced inventory costs. This

and customers called a toll-

approach also kept Dell in

free number to order a

constant contact with cus-

computer with the exact fea-

tomers. Problems could be

tures they wanted. Dell built

identiﬁed quickly and cor-

computers to match the spe-

rected. Dell also implemented

ciﬁc orders that came in and

the plan well—with constant

used UPS to quickly ship

improvements—to make good

orders directly to the customer.

on its promise of reliable

Prices were low, too—because

machines and superior service.

the direct channel meant there

For example, Dell pioneered a

sales force to call on big
government and corporate
buyers—because they
expected in-person selling and
a relationship, not just a telephone contact. And when
these important customers
said they wanted Dell to offer
high-power machines to run
their corporate networks, Dell
put money into R&D to create
what they needed.

price
place
product
promotion

www.mhhe.com/fourps

same time, Dell added a direct
different marketing mix. He
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Dell also saw the prospect

about how to cope with slim

promotion for 19-inch moni-

for international growth. Many

proﬁts. But Dell saw an oppor-

tors and shift demand. To

ﬁrms moved into Europe by

tunity for proﬁtable growth by

create more proﬁt opportuni-

exporting. But Dell set up its

extending its direct model to a

ties from its existing

own operations there. Dell

website (www.dell.com) that

customers, Dell also put more

knew it would be tough to win

was recently generating about

emphasis on selling extended-

over skeptical European buy-

$1.5 billion in sales each

care service agreements.

ers. They had never bought

month! Moreover, online sell-

big-ticket items such as PCs

ing lowered expenses and

PC market is tapering off. That

on the phone. Yet, in less than

reduced supply and inventory

means that Dell’s future proﬁts

five years, sales in Europe grew

costs. For example, when a

will depend even more heavily

to 40 percent of Dell’s total

customer ordered a PC pro-

on careful strategy planning.

revenue and Dell pushed into

duced in one factory and a

But perhaps Dell can continue

Asian markets for more growth.

monitor produced in another,

to ﬁnd new ways to satisfy

That also posed challenges,

the two pieces were brought

customers’ PC-related

so Dell’s advertising manager

together enroute to the cus-

needs—or even identify other

invited major ad agencies to

tomer. This cost cutting

new, high-growth opportuni-

make presentations on how

proved to be especially impor-

ties to pursue.1

Dell could be more effective

tant when the economy

with its $80 million global

softened and demand for PCs

of many decisions marketing

advertising campaign.

fell off. Building on its

managers at Dell had to make

strengths, Dell cut prices in

in developing marketing

ﬁrms were trying to imitate

what many competitors saw

strategies, but you can see

Dell’s direct-order approach.

as an “irrational” price war. But

that each of these decisions

For example, IBM set up

the design of Dell’s website

affects the others. Further,

Ambra, a direct-sales division.

and sales system allowed it to

making marketing decisions is

However, the retailers who

charge different prices to dif-

never easy and strategies may

were selling the bulk of IBM’s

ferent segments to match

need to change. Yet, knowing

computers were not happy

demand with supply. For

what basic decision areas to

about facing price competition

example, high-margin laptops

consider helps you to plan a

from their own supplier! So

were priced lower to educa-

more successful strategy. This

IBM couldn’t simply copy

tional customers—to stimulate

chapter will get you started by

Dell’s strategy. It was in con-

demand—than to government

giving you a framework for

ﬂict with the rest of IBM’s

buyers who were less price

thinking about all the market-

marketing program.

sensitive. Similarly, if the sup-

ing management decision

ply of 17-inch monitors fell

areas—which is what the rest

short, Dell could use an online

of this book is all about.

By the mid 1990s, other

As computer prices fell,
many ﬁrms were worried

Clearly, the growth of the

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

Specialization
permitted trade—and
middlemen met the
need

Customer satisfaction isn’t always
a life and death matter as it can
be with Bell’s bike helmets, but
over time ﬁrms that can’t satisfy
their customers don’t survive.

When societies ﬁrst moved toward some specialization of production and away
from a subsistence economy where each family raised and consumed everything it
produced, traders played an important role. Early “producers for the market” made
products that were needed by themselves and their neighbors. (Recall the ﬁve-family
example in Chapter 1.) As bartering became more difﬁcult, societies moved into
the simple trade era—a time when families traded or sold their “surplus” output to
local middlemen. These specialists resold the goods to other consumers or distant
middlemen. This was the early role of marketing—and it is still the focus of marketing in many of the less-developed areas of the world. In fact, even in the United
States, the United Kingdom, and other more advanced economies, marketing didn’t
change much until the Industrial Revolution brought larger factories a little over a
hundred years ago.
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From the production
to the sales era

From the Industrial Revolution until the 1920s, most companies were in the production era. The production era is a time when a company focuses on production
of a few speciﬁc products—perhaps because few of these products are available in
the market. “If we can make it, it will sell” is management thinking characteristic
of the production era. Because of product shortages, many nations—including
China and many of the post-communist republics of Eastern Europe—continue to
operate with production era approaches.
By about 1930, most companies in the industrialized Western nations had more
production capability than ever before. Now the problem wasn’t just to produce—
but to beat the competition and win customers. This led many ﬁrms to enter the
sales era. The sales era is a time when a company emphasizes selling because of
increased competition.

To the marketing
department era

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

To the marketing
company era

Since 1960, most ﬁrms have developed at least some staff with a marketing management outlook. Many of these ﬁrms have even graduated from the marketing
department era into the marketing company era. The marketing company era is a
time when, in addition to short-run marketing planning, marketing people develop
long-range plans—sometimes ﬁve or more years ahead—and the whole company
effort is guided by the marketing concept.

What Does the Marketing Concept Mean?
The marketing concept means that an organization aims all its efforts at satisfying its customers—at a proﬁt. The marketing concept is a simple but very important
idea. See Exhibit 2-1.
Exhibit 2-1
Organizations with a
Marketing Orientation Carry
Out the Marketing Concept

Customer
satisfaction

Total company
effort

The
marketing
concept

Profit (or another
measure of long-term
success) as an
objective
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Ford Motor Company has a
program, called Consumer Insight
Experience, in which thousands
of individual Ford customers have
met with Ford employees from
different departments to give
them a deeper understanding of
consumer wants and needs.

The marketing concept is not a new idea—it’s been around for a long time. But
some managers act as if they are stuck at the beginning of the production era—
when there were shortages of most products. They show little interest in customers’
needs. These managers still have a production orientation—making whatever products are easy to produce and then trying to sell them. They think of customers
existing to buy the ﬁrm’s output rather than of ﬁrms existing to serve customers
and—more broadly—the needs of society.
Well-managed ﬁrms have replaced this production orientation with a marketing
orientation. A marketing orientation means trying to carry out the marketing concept. Instead of just trying to get customers to buy what the ﬁrm has produced, a
marketing-oriented ﬁrm tries to offer customers what they need.
Three basic ideas are included in the deﬁnition of the marketing concept: (1)
customer satisfaction, (2) a total company effort, and (3) proﬁt—not just sales—as
an objective. These ideas deserve more discussion.

Customer satisfaction
guides the whole
system

“Give the customers what they need” seems so obvious that it may be hard for
you to see why the marketing concept requires special attention. However, people
don’t always do the logical and obvious—especially when it means changing what
they’ve done in the past. In a typical company 35 years ago, production managers
thought mainly about getting out the product. Accountants were interested only in
balancing the books. Financial people looked after the company’s cash position. And
salespeople were mainly concerned with getting orders for whatever product was in
the warehouse. Each department thought of its own activity as the center of the
business—with others working around “the edges.” No one was concerned with the
whole system. As long as the company made a proﬁt, each department went merrily on—doing its own thing. Unfortunately, this is still true in many companies
today.

Work together to do a
better job

Ideally, all managers should work together as a team because the output from one
department may be the input to another. And every department may directly or
indirectly impact short-term and long-term customer satisfaction. But some managers tend to build “fences” around their own departments. There may be meetings
to try to get them to work together—but they come and go from the meetings worried only about protecting their own turf.
We use the term production orientation as a shorthand way to refer to this kind of
narrow thinking—and lack of a central focus—in a business ﬁrm. But keep in mind
that this problem may be seen in sales-oriented sales representatives, advertisingoriented agency people, ﬁnance-oriented ﬁnance people, directors of nonproﬁt
organizations, and so on. It is not a criticism of people who manage production.
They aren’t necessarily any more guilty of narrow thinking than anyone else.
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Firms that adopt the marketing
concept want consumers and
others in the channel of
distribution to know that they
provide superior customer value.

The fences come down in an organization that has accepted the marketing concept. There may still be departments because specialization often makes sense. But
the total system’s effort is guided by what customers want—instead of what each
department would like to do.
In Chapter 20, we’ll go into more detail on the relationship between marketing
and other functions. Here, however, you should see that the marketing concept provides a guiding focus that all departments adopt. It should be a philosophy of the
whole organization, not just an idea that applies to the marketing department.

Survival and success
require a proﬁt

Firms must satisfy customers, or the customers won’t continue to “vote” for the
ﬁrm’s survival and success with their money. But a manager must also keep in mind
that it may cost more to satisfy some needs than any customers are willing to pay. Or,
it may be much more costly to try to attract new customers than it is to build a strong
relationship with—and repeat purchases from—existing customers. So proﬁt—the
difference between a ﬁrm’s revenue and its total costs—is the bottom-line measure of
the ﬁrm’s success and ability to survive. It is the balancing point that helps the ﬁrm
determine what needs it will try to satisfy with its total (sometimes costly!) effort.

Adoption of the Marketing Concept Has Not Been Easy or Universal
The marketing concept was ﬁrst accepted by consumer products companies such
as General Electric and Procter & Gamble. Competition was intense in their
markets—and trying to satisfy customers’ needs more fully was a way to win in this
competition. Widespread publicity about the success of the marketing concept at
these companies helped spread the message to other ﬁrms.2
Producers of industrial commodities—steel, coal, paper, glass, and chemicals—
have accepted the marketing concept slowly if at all. Similarly, many traditional
retailers have been slow to accept the marketing concept.

Service industries are
catching up

Service industries—including airlines, power and telephone companies, banks,
investment ﬁrms, lawyers, physicians, accountants, and insurance companies—were
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slow to adopt the marketing concept, too. But in recent years this has changed dramatically. This is partly due to changes in government regulations that forced many
of these businesses to be more competitive.
Banks used to be open for limited hours that were convenient for bankers—not
customers. Many closed during lunch hour! But now ﬁnancial services are less regulated, and banks compete with companies like Fidelity Investments and BMW (the
car company!) for checking accounts and retirement investments. Banks have ATMs
or branches in grocery stores and other convenient places. They stay open longer,
often during evenings and on Saturdays. They also offer more services, like banking
over the Internet or a “personal banker” to give ﬁnancial advice. Most banks aggressively promote their special services.3

It’s easy to slip into a
production orientation

The marketing concept seems so logical that you would think that most ﬁrms
would have adopted it. But this isn’t the case. Many ﬁrms are still productionoriented. Even ﬁrms that try to embrace the marketing concept can easily slip back
into a production-oriented way of thinking. For example, a busy manager at a retail
store might send the signal that a consumer with a complaint is a big inconvenience
or “impossible to please.” You’ve probably had that happen, even when all you
wanted was for the store to deliver on its promises.
Problems also occur because some manager has a clever idea for a new offering
and the ﬁrm rushes to bring it to market—rather than ﬁrst ﬁnding out if it will ﬁll
an unsatisﬁed need or if it can be offered at a proﬁt. Many ﬁrms in high-technology
businesses fall into this trap. They think that technology is the source of their success.
They forget that technology is only a means to meet customer needs and that ultimately proﬁts come from satisfying customers. In recent years, thousands of new
dot-com ﬁrms failed for these reasons. They may have had a vision of what the technology could do, but they didn’t stop to ﬁgure out all that it would take to satisfy
customers or make a proﬁt. Imagine how parents felt when eToys.com failed to deliver
online purchases of Christmas toys on time. If you had that experience, would you
ever shop there again? What would you tell others?
Take a look at Exhibit 2-2. It shows some differences in outlook between adopters
of the marketing concept and typical production-oriented managers. As the exhibit
suggests, the marketing concept—if taken seriously—is really very powerful. It
forces the company to think through what it is doing—and why. And it motivates
the company to develop plans for accomplishing its objectives.

The Marketing Concept and Customer Value
Take the customer’s
point of view

A manager who adopts the marketing concept sees customer satisfaction as the
path to proﬁts. And to better understand what it takes to satisfy a customer, it’s useful to take the customer’s point of view.
A customer may look at a market offering from two perspectives. One deals with
the potential beneﬁts of that offering; the other concerns what the customer has
to give up to get those beneﬁts. For example, consider a student who has just ﬁnished an exam and is thinking about getting a cup of Mocha Latte from Starbucks.
Our coffee lover might see this as a great-tasting snack, a personal reward, a quick
pick-me-up, and even as a way to break the ice and get to know an attractive classmate. Clearly, there are different needs associated with these different beneﬁts. The
cost of getting these beneﬁts would include the price of the coffee and any tip, but
there might be other nondollar costs as well. For example, how far it is to the Starbucks and how difﬁcult it will be to park are convenience costs. Slow service would
be an aggravation. And you might worry about another kind of cost if the professor whose exam you have the next day sees you “wasting time” at Starbucks.
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Exhibit 2-2 Some Differences in Outlook between Adopters of the Marketing Concept and the Typical ProductionOriented Managers
Topic

Marketing Orientation

Production Orientation

Attitudes toward customers

Customer needs determine company plans.

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

An Internet website

A new way to serve customers.

If we have a website customers
will ﬂock to us.

Product offering

Company makes what it can sell.

Company sells what it can make.

Role of marketing research

To determine customer needs and how well
company is satisfying them.

To determine customer reaction,
if used at all.

Interest in innovation

Focus on locating new opportunities.

Focus is on technology and cost
cutting.

Importance of proﬁt

A critical objective.

A residual, what’s left after all
costs are covered.

Role of packaging

Designed for customer convenience and
as a selling tool.

Seen merely as protection for
the product.

Inventory levels

Set with customer requirements and
costs in mind.

Set to make production more
convenient.

Focus of advertising

Need-satisfying beneﬁts of products
and services.

Product features and how
products are made.

Role of sales force

Help the customer to buy if the product
ﬁts customer’s needs, while coordinating
with rest of ﬁrm.

Sell the customer, don’t worry
about coordination with other
promotion efforts or rest of ﬁrm.

Relationship with customer

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

Relationship is seen as short
term—ends when a sale is
made.

Costs

Eliminate costs that do not give value to
customer.

Keep costs as low as possible.

Customer value
reﬂects beneﬁts and
costs

As this example suggests, both beneﬁts and costs can take many different forms,
perhaps ranging from economic to emotional. They also may vary depending on the
situation. However, it is the customer’s view of the various beneﬁts and costs that
is important. And combining these two perspectives leads us to the concept of
customer value—the difference between the beneﬁts a customer sees from a market offering and the costs of obtaining those beneﬁts. A consumer is likely to be
more satisﬁed when the customer value is higher—when beneﬁts exceed costs by a
larger margin. On the other hand, a consumer who sees the costs as greater than
the beneﬁts isn’t likely to become a customer.
Some people think that low price and high customer value are the same thing.
But, you can see that may not be the case at all. To the contrary, a good or service
that doesn’t meet a consumer’s needs results in low customer value, even if the price
is very low. Yet, a high price may be more than acceptable when it obtains the desired
beneﬁts. Think again about our Starbucks example. You can get a cup of coffee for
a much lower price, but Starbucks offers more than just a cup of coffee.

Customer may not
think about it very
much

It’s useful for a manager to evaluate ways to improve the beneﬁts, or reduce the
costs, of what the ﬁrm offers customers. However, this doesn’t mean that customers
stop and compute some sort of customer value score before making each purchase.
If they did, there wouldn’t be much time in life for anything else. So, a manager’s
objective and thorough analysis may not accurately reﬂect the customer’s
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Many marketers are looking for
ways to build long-term
relationships with customers. For
example, Payless Shoes gets the
relationship off on the right foot
by offering new parents a free
pair of baby shoes. WilliamsSonoma offers a free online bridal
registry, which builds relationships
with newlyweds, a key target
market.

impressions. Yet, it is the customer’s view that matters—even when the customer
has not thought about it.

Where does
competition ﬁt?

You can’t afford to ignore competition. Consumers usually have choices about
how they will meet their needs. So, a ﬁrm that offers superior customer value is
likely to win and keep customers. This may be crucial when what different ﬁrms
have to offer is very similar.
Some critics say that the marketing concept does not go far enough in today’s
highly competitive markets. They think of marketing as “warfare” for customers—
and argue that a marketing manager should focus on competitors, not customers.
That view, however, misses the point. Often the best way to improve customer
value, and beat the competition, is to be ﬁrst to ﬁnd and satisfy a need that others
have not even considered.
The competition between Pepsi and Coke illustrates this. Coke and Pepsi were
spending millions of dollars on promotion—ﬁghting head-to-head for the same cola
customers. They put so much emphasis on the cola competition that they missed other
opportunities. That gave ﬁrms like Snapple the chance to enter the market and steal
away customers. For these customers, the desired beneﬁts—and the greatest customer
value—came from the variety of a fruit-ﬂavored drink, not from one more cola.

Build relationships with
customer value

Firms that embrace the marketing concept seek ways to build a proﬁtable longterm relationship with each customer. This is an important idea. Even the most
innovative ﬁrm faces competition sooner or later. And trying to get new customers
by taking them away from a competitor is usually more costly than retaining current
customers by really satisfying their needs. Satisﬁed customers buy again and again.
This makes their buying job easier, and it also increases the selling ﬁrm’s proﬁts.
Building mutually beneﬁcial relationships with customers requires that everyone
in an organization work together to provide customer value before and after each
purchase. If there is a problem with a customer’s bill, the accounting people can’t
just leave it to the salesperson to straighten it out or, even worse, act like it’s “the
customer’s problem.” Rather, it’s the ﬁrm’s problem. The long-term relationship with
the customer—and the lifetime value of the customer’s future purchases—is threatened if the accountant, the salesperson, and anyone else who might be involved
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Exhibit 2-3
Satisfying Customers with
Superior Customer Value to
Build Proﬁtable Relationships

Superior
Customer Value
Total Company
Effort to Satisfy
Customers

Customer
Acquisition

Profitable
Relationships
with Customers

Customer
Satisfaction
Customer
Retention

don’t work together quickly to make things right for the customer. Similarly, the
ﬁrm’s advertising people can’t just develop ads that try to convince a customer to
buy once. If the ﬁrm doesn’t deliver on the beneﬁts promised in its ads, the customer is likely to go elsewhere the next time the need arises. And the same ideas
apply whether the issue is meeting promised delivery dates, resolving warranty problems, giving a customer help on how to use a product, or even making it easy for
the customer to return a purchase made in error.
In other words, any time the customer value is reduced—because the beneﬁts to
the customer decrease or the costs increase—the relationship is weakened.4
Exhibit 2-3 summarizes the important ideas we’ve been discussing. In a ﬁrm that
has adopted the marketing concept everyone focuses on customer satisfaction. They
offer superior customer value. That helps attract customers in the ﬁrst place—and
keeps them satisﬁed after they buy. Because customers are satisﬁed, they want to
purchase from the ﬁrm again. The ongoing relationship with customers is proﬁtable,
so the ﬁrm is encouraged to continue to ﬁnd new and better ways to offer superior
customer value. In other words, when a ﬁrm adopts the marketing concept, it wins
and so do its customers.

L. L. Bean delivers
superior value

L. L. Bean illustrates these ideas. It is
a ﬁrm that builds enduring relationships
with its customers. It offers good customer value to consumers who are
interested in enjoying the outdoors.
Bean’s quality products are well suited to
a wide variety of outdoor needs—
whether it’s clothing for hikers or
equipment for campers. The ﬁrm ﬁeld-tests all its products—to be certain they live
up to the ﬁrm’s “100% satisfaction” guarantee. Although Bean operates a retail store
in Freeport, Maine, its Internet website (www.llbean.com) and catalogs reach customers all over the world. Bean’s computers track what each customer is buying, so
new catalogs are mailed directly to the people who are most interested. To make

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

2. Marketing’s Role within
the Firm or Nonprofit
Organization

© The McGraw−Hill
Companies, 2002

Text

Marketing’s Role within the Firm or Nonproﬁt Organization

41

ordering convenient, customers can call toll-free 24 hours a day—and they get
whatever advice they need because the salespeople are real experts on what they
sell. Bean also makes it easy for consumers to return a product, and encourages them
to complain about any problem. That way, Bean can solve the problem before it
disrupts the relationship. Bean’s prices are competitive with other outdoor sporting
specialty stores, but Bean retains its loyal customers because they like the beneﬁts
of the relationship.5

Internet

Internet Exercise The L. L. Bean website (www.llbean.com) offers
consumers a lot of information, including an “Outdoors Online” section with
information about national parks. Do you think that this helps Bean to build
relationships with its target customers?

The Marketing Concept Applies in Nonproﬁt Organizations
Newcomers to
marketing thinking

The marketing concept is as important for nonproﬁt organizations as it is for business ﬁrms. However, prior to 1970 few people in nonproﬁts paid attention to the
role of marketing. Now marketing is widely recognized as applicable to all sorts of
public and private nonproﬁt organizations—ranging from government agencies,
health care organizations, educational institutions, and religious groups to charities,
political parties, and ﬁne arts organizations. Some nonproﬁt organizations operate
just like a business. For example, there may be no practical difference between the
gift shop at a museum and a for-proﬁt shop located across the street. And some
unproﬁtable dot-com ﬁrms have now resurfaced as nonproﬁts. On the other hand,
some nonproﬁts differ from business ﬁrms in a variety of ways.

Support may not come
from satisﬁed
“customers”

As with any business ﬁrm, a nonproﬁt organization needs resources and support
to survive and achieve its objectives. Yet support often does not come directly from
those who receive the beneﬁts the organization produces. For example, the World
Wildlife Fund protects animals. If supporters of the World Wildlife Fund are not
satisﬁed with its efforts—don’t think the beneﬁts are worth what it costs to provide
them—they will, and should, put their time and money elsewhere.
Just as most ﬁrms face competition for customers, most nonproﬁts face competition for the resources and support they need. The Air Force faces a big problem
if it can’t attract new recruits. A shelter for the homeless may fail if supporters
decide to focus on some other cause, such as AIDS education. A community theater group that decides to do a play that the actors and the director like—never
stopping to consider what the audience might want to see—may ﬁnd that the theater is empty.

What is the “bottom
line”?

As with a business, a nonproﬁt must take in as much money as it spends or it
won’t survive. However, a nonproﬁt organization does not measure “proﬁt” in the
same way as a ﬁrm. And its key measures of long-term success are also different.
The YMCA, colleges, symphony orchestras, and the post ofﬁce, for example, all seek
to achieve different objectives and need different measures of success.
Proﬁt guides business decisions because it reﬂects both the costs and beneﬁts
of different activities. In a nonproﬁt organization, it is sometimes more difﬁcult
to be objective in evaluating the beneﬁts of different activities relative to what
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Marketing is now widely
accepted by many nonproﬁt
organizations, including the
National Kidney Foundation,
which wants to increase the
number of organ donors.

they cost. However, if everyone in an organization agrees to some measure of longrun success, it helps serve as a guide to where the organization should focus its
efforts.

May not be organized
for marketing

Some nonproﬁts face other challenges in organizing to adopt the marketing concept. Often no one has overall responsibility for marketing activities. A treasurer
or accountant may keep the books, and someone may be in charge of “operations”—but marketing may somehow seem less crucial, especially if no one
understands what marketing is all about. Even when some leaders do the marketing thinking, they may have trouble getting unpaid volunteers with many different
interests to all agree with the marketing strategy. Volunteers tend to do what they
feel like doing!

The marketing concept
provides focus

We have been discussing some of the differences between nonproﬁt and business
organizations. However, the marketing concept is helpful in any type of organization. Success is most likely when everyone pulls together to strive for common
objectives that can be achieved with the available resources. Adopting the marketing concept helps to bring this kind of focus. After all, each organization is trying
to satisfy some group of consumers in some way.6

Nonproﬁts achieve
objectives by satisfying
needs

A simple example shows how marketing thinking
helped a small town reduce robberies. Initially the chief
of police asked the town manager for a larger budget—
for more ofﬁcers and patrol cars. Instead of a bigger
budget, the town manager suggested a different
approach. She put two ofﬁcers in charge of a community watch program. They helped neighbors to organize
and notify the police of any suspicious situations. They
also set up a program to engrave ID numbers on belongings. And new signs warned thieves that a community
watch was in effect. Break-ins all but stopped—without
increasing the police budget. What the town really
needed was more effective crime prevention—not just
more police ofﬁcers.
Throughout this book, we’ll be discussing the marketing concept and related ideas as they apply in many
different settings. Often we’ll simply say “in a ﬁrm” or
“in a business”—but remember that most of the ideas can be applied in any type of
organization.
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The Marketing Concept, Social Responsibility, and Marketing Ethics
Society’s needs must
be considered

The marketing concept is so logical that it’s hard to argue with it. Yet when a
ﬁrm focuses its efforts on satisfying some consumers—to achieve its objectives—
there may be negative effects on society. (Remember that we discussed this
micro–macro dilemma in Chapter 1.) This means that marketing managers should
be concerned with social responsibility—a ﬁrm’s obligation to improve its positive
effects on society and reduce its negative effects. Being socially responsible sometimes requires difﬁcult trade-offs.
Consider, for example, the environmental problems created by CFCs, chemicals
used in hundreds of critical products including ﬁre extinguishers, cooling systems,
and electronic circuit boards. We now know that CFCs deplete the earth’s ozone
layer. Yet when this was learned it was not possible to immediately stop producing
and using all CFCs. For many products critical to society, there was no feasible shortterm substitute for CFCs. Du Pont and other producers of CFCs worked hard to
balance these conﬂicting demands. Yet you can see that there are no easy answers
for how such conﬂicts should be resolved.7
The issue of social responsibility in marketing also raises other important questions—for which there are no easy answers.

Should all consumer
needs be satisﬁed?

Some consumers want products that may not be safe or good for them in the
long run. Some critics argue that businesses should not offer high-heeled shoes, alcoholic beverages, sugar-coated cereals, diet soft drinks, and many processed foods
because they aren’t “good” for consumers in the long run.
Similarly, bicycles and roller blades are among the most dangerous products identiﬁed by the Consumer Product Safety Commission. Should Schwinn stop
production? What about skis, mopeds, and scuba equipment? Who should decide if
these products will be offered to consumers? Is this a micro-marketing issue or a
macro-marketing issue?

What if it cuts into
proﬁts?

Being more socially conscious often seems to lead to positive customer response.
For example, many Wal-Mart customers praise the company as a “safe haven” for
kids to shop because it does not carry “stickered” CDs (those with a warning label
stating that the content might not be suitable for children), lewd videos, plastic
guns that look authentic, and video games judged to be too violent. Green Mountain Power has had a very good response to electric power produced with less
pollution (even though the price is higher). And some consumers buy only from
ﬁrms that certify that their overseas factories don’t rely on child labor.8
Yet as the examples above show, there are times when being socially responsible
conﬂicts with a ﬁrm’s proﬁt objective. Concerns about such conﬂicts have prompted
critics to raise the basic question: Is the marketing concept really desirable?
Many socially conscious marketing managers are trying to resolve this problem.
Their deﬁnition of customer satisfaction includes long-range effects—as well as
immediate customer satisfaction. They try to balance consumer, company, and social
interests.
You too will have to make choices that balance these social concerns—either in
your role as a consumer or as a manager in a business ﬁrm. So throughout the text
we will be discussing many of the social issues faced by marketing management.

The marketing concept
guides marketing
ethics

Organizations that have adopted the marketing concept are concerned about
marketing ethics as well as broader issues of social responsibility. It is simply not
possible for a ﬁrm to be truly consumer-oriented and at the same time intentionally
unethical.
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Exhibit 2-4 Code of Ethics, American Marketing Association
CODE OF ETHICS

•

Members of the American Marketing Association (AMA)
are committed to ethical professional conduct. They
have joined together in subscribing to this Code of
Ethics embracing the following topics:

identiﬁcation of any product component substitution
that might materially change the product or impact on
the buyer’s purchase decision;

•

identiﬁcation of extra-cost added features.

Responsibilities of the Marketer

In the area of promotions,
•

avoidance of false and misleading advertising;

Marketers must accept responsibility for the
consequences of their activities and make every effort
to ensure that their decisions, recommendations, and
actions function to identify, serve, and satisfy all relevant
publics: customers, organizations and society.

•

rejection of high pressure manipulations, or misleading
sales tactics;

•

avoidance of sales promotions that use deception or
manipulation.

Marketers’ professional conduct must be guided by:

In the area of distribution,

1. The basic rule of professional ethics: not knowingly
to do harm;
2. The adherence to all applicable laws and regulations;
3. The accurate representation of their education,
training and experience; and
4. The active support, practice and promotion of this
Code of Ethics.
Honesty and Fairness
Marketers shall uphold and advance the integrity, honor,
and dignity of the marketing profession by:

•

not manipulating the availability of a product for
purpose of exploitation;

•

not using coercion in the marketing channel;

•

not exerting undue inﬂuence over the reseller’s choice
to handle a product.

In the area of pricing,
•

not engaging in price ﬁxing;

•

not practicing predatory pricing;

•

disclosing the full price associated with any purchase.

In the area of marketing research,

1. Being honest in serving consumers, clients,
employees, suppliers, distributors and the public;

•

2. Not knowingly participating in conﬂict of interest
without prior notice to all parties involved; and

prohibiting selling or fund raising under the guise of
conducting research;

•

3. Establishing equitable fee schedules including the
payment or receipt of usual, customary and/or legal
compensation for marketing exchanges.

maintaining research integrity by avoiding
misrepresentation and omission of pertinent research
data;

•

treating outside clients and suppliers fairly.

Rights and Duties of Parties in the Marketing
Exchange Process
Participants in the marketing exchange process should
be able to expect that:
1. Products and services offered are safe and ﬁt for
their intended uses;
2. Communications about offered products and services
are not deceptive;
3. All parties intend to discharge their obligations,
ﬁnancial and otherwise, in good faith; and
4. Appropriate internal methods exist for equitable
adjustment and/or redress of grievances concerning
purchases.
It is understood that the above would include, but is
not limited to, the following responsibilities of the
marketer:
In the area of product development and
management,
•

disclosure of all substantial risks associated with
product or service usage;

Organizational Relationships
Marketers should be aware of how their behavior may
inﬂuence or impact on the behavior of others in
organizational relationships. They should not demand,
encourage or apply coercion to obtain unethical
behavior in their relationships with others, such as
employees, suppliers or customers.
1. Apply conﬁdentiality and anonymity in professional
relationships with regard to privileged information;
2. Meet their obligations and responsibilities in contracts
and mutual agreements in a timely manner;
3. Avoid taking the work of others, in whole, or in part,
and represent this work as their own or directly
beneﬁt from it without compensation or consent of
the originator or owner;
4. Avoid manipulation to take advantage of situations to
maximize personal welfare in a way that unfairly
deprives or damages the organization or others.
Any AMA member found to be in violation of any
provision of this Code of Ethics may have his or her
Association membership suspended or revoked.
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Individual managers in an organization may have different values. As a result,
problems may arise when someone does not share the same marketing ethics as others in the organization. One person operating alone can damage a ﬁrm’s reputation
and even survival. Because the marketing concept involves a companywide focus,
it is a foundation for marketing ethics common to everyone in a ﬁrm—and helps
to avoid such problems.
To be certain that standards for marketing ethics are as clear as possible, many
organizations have developed their own written codes of ethics. Consistent with
the marketing concept, these codes usually state—at least at a general level—the
ethical standards that everyone in the ﬁrm should follow in dealing with customers
and other people. Many professional societies have also adopted such codes. For
example, the American Marketing Association’s code of ethics—see Exhibit 2-4—
sets specific ethical standards for many aspects of the management job in
marketing.9

The Management Job in Marketing
Now that you know about the marketing concept—a philosophy to guide the
whole ﬁrm—let’s look more closely at how a marketing manager helps a ﬁrm to
achieve its objectives. The marketing manager is a manager, so let’s look at the marketing management process.
The marketing management process is the process of (1) planning marketing
activities, (2) directing the implementation of the plans, and (3) controlling these
plans. Planning, implementation, and control are basic jobs of all managers—but
here we will emphasize what they mean to marketing managers.
Exhibit 2-5 shows the relationships among the three jobs in the marketing management process. The jobs are all connected to show that the marketing
management process is continuous. In the planning job, managers set guidelines for
the implementing job—and specify expected results. They use these expected results
in the control job—to determine if everything has worked out as planned. The link
from the control job to the planning job is especially important. This feedback often
leads to changes in the plans—or to new plans.

Marketing managers
should seek new
opportunities

Marketing managers cannot be satisﬁed just planning present activities. Markets
are dynamic. Consumers’ needs, competitors, and the environment keep changing.
Consider Parker Brothers, a company that seemed to have a “Monopoly” in family
games. While it continued selling board games, ﬁrms like Sega and Nintendo
zoomed in with video game competition. Of course, not every opportunity is good
for every company. Really attractive opportunities are those that ﬁt with what the
whole company wants to do and is able to do well.

Strategic management
planning concerns the
whole ﬁrm

The job of planning strategies to guide a whole company is called strategic
(management) planning—the managerial process of developing and maintaining a
match between an organization’s resources and its market opportunities. This is a
top-management job. It includes planning not only for marketing but also for production, ﬁnance, human resources, and other areas. In Chapter 20, we’ll look at
links between marketing and these areas.
Although marketing strategies are not whole-company plans, company plans
should be market-oriented. And the marketing plan often sets the tone and direction for the whole company. So we will use strategy planning and marketing strategy
planning to mean the same thing.10
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Exhibit 2-5
The Marketing Management
Process
Whole-company
strategic management
planning
Match resources to
market opportunities

Adjust plans
as needed

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

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

Implement marketing
plan(s) and program

What Is Marketing Strategy Planning?
Marketing strategy planning means ﬁnding attractive opportunities and developing proﬁtable marketing strategies. But what is a “marketing strategy”? We have used
these words rather casually so far. Now let’s see what they really mean.
What is a marketing strategy?
A marketing strategy speciﬁes a target market and a related marketing mix. It is
a big picture of what a ﬁrm will do in some market. Two interrelated parts are
needed:
1. A target market—a fairly homogeneous (similar) group of customers to whom
a company wishes to appeal.
2. A marketing mix—the controllable variables the company puts together to
satisfy this target group.
Exhibit 2-6
A Marketing Strategy
The
marketing mix
C

The importance of target customers in this process can be seen in Exhibit 2-6,
where the customer—the “C”—is at the center of the diagram. The customer is
surrounded by the controllable variables that we call the “marketing mix.” A typical marketing mix includes some product, offered at a price, with some promotion
to tell potential customers about the product, and a way to reach the customer’s
place.
The Learning Company’s marketing strategy for its software aims at a speciﬁc
group of target customers: young parents who have a computer at home and want
their kids to learn while playing. The strategy calls for a variety of educational software products—like Reader Rabbit and Where in the World Is Carmen Sandiego? The
firm’s software is designed with entertaining graphics and sound, and it’s tested on kids
to be certain that it is easy to use. To make it convenient for target customers to buy
the software, it can be ordered from the ﬁrm’s own website (www.learningco.com)
or from other retailers like Babbages. Promotion has helped build customer interest
in the software. For example, when marketing managers released Where in Time
Is Carmen Sandiego? they not only placed ads in family-oriented computer magazines but also sent direct-mail ﬂyers to registered customers of the ﬁrm’s other
products. Some ﬁrms sell less-expensive games for kids, but parents are loyal to The
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Learning Co. because it caters to their needs and offers ﬁrst-class customer service—
including a 90-day, no-questions-asked guarantee that assures the buyer of good
customer value.11

Selecting a Market-Oriented Strategy Is Target Marketing
Target marketing is not
mass marketing

Note that a marketing strategy speciﬁes some particular target customers. This
approach is called “target marketing” to distinguish it from “mass marketing.” Target
marketing says that a marketing mix is tailored to ﬁt some speciﬁc target customers.
In contrast, mass marketing—the typical production-oriented approach—vaguely
aims at “everyone” with the same marketing mix. Mass marketing assumes that everyone is the same—and it considers everyone to be a potential customer. It may help
to think of target marketing as the “riﬂe approach” and mass marketing as the “shotgun approach.” See Exhibit 2-7.

Mass marketers may
do target marketing

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

Target marketing can
mean big markets and
proﬁts

Target marketing is not limited to small market segments—only to fairly homogeneous ones. A very large market—even what is sometimes called the “mass
market”—may be fairly homogeneous, and a target marketer will deliberately aim
at it. For example, a very large group of parents of young children are homogeneous
on many dimensions—including their attitudes about changing baby diapers. In the
United States alone, this group spends about $3.5 billion a year on disposable
diapers—so it should be no surprise that it is a major target market for companies
like Kimberly-Clark (Huggies) and Procter & Gamble (Pampers).
The basic reason to focus on some speciﬁc target customers is to gain a competitive
advantage—by developing a more satisfying marketing mix that should also be more
proﬁtable for the ﬁrm. For example, Tianguis, a small grocery chain in Southern

Exhibit 2-7
Production-Oriented and
Marketing-Oriented
Managers Have Different
Views of the Market

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

Marketing-oriented manager sees
everyone as different and
practices “target marketing”
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California, attracts Hispanic customers with special product lines and Spanish-speaking
employees. E*trade uses an Internet site (www.etrade.com) to target knowledgeable
investors who want a convenient, low-cost way to buy and sell stocks online without
a lot of advice (or pressure) from a salesperson.

Developing Marketing Mixes for Target Markets
There are many
marketing mix
decisions

The four “Ps” make up
a marketing mix

Exhibit 2-8
A Marketing Strategy—
Showing the Four Ps of a
Marketing Mix

Product

Place
C

Price

Promotion

There are many possible ways to satisfy the needs of target customers. A product might have many different features. Customer service levels before or after the
sale can be adjusted. The package, brand name, and warranty can be changed. Various advertising media—newspapers, magazines, cable, the Internet—may be used.
A company’s own sales force or other sales specialists can be used. The price can
be changed, discounts can be given, and so on. With so many possible variables, is
there any way to help organize all these decisions and simplify the selection of marketing mixes? The answer is yes.
It is useful to reduce all the variables in the marketing mix to four basic ones:
Product.
Place.
Promotion.
Price.
It helps to think of the four major parts of a marketing mix as the “four Ps.”
Exhibit 2-8 emphasizes their relationship and their common focus on the customer—“C.”
Customer is not part of the marketing mix

The customer is shown surrounded by the four Ps in Exhibit 2-8. Some students
assume that the customer is part of the marketing mix—but this is not so. The customer should be the target of all marketing efforts. The customer is placed in the
center of the diagram to show this. The C stands for some speciﬁc customers—the
target market.
Exhibit 2-9 shows some of the strategy decision variables organized by the four
Ps. These will be discussed in later chapters. For now, let’s just describe each P
brieﬂy.

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

The Product area is concerned with developing the right “product” for the target market. This offering may involve a physical good, a service, or a blend of both.
Keep in mind that Product is not limited to “physical goods.” For example, the Product of H & R Block is a completed tax form. The Product of a political party is the
set of causes it will work to achieve. The important thing to remember is that your
good and/or service should satisfy some customers’ needs.
Along with other Product-area decisions like branding, packaging, and warranties, we will talk about developing and managing new products and whole
product lines.

Place—reaching the
target

Place is concerned with all the decisions involved in getting the “right” product
to the target market’s Place. A product isn’t much good to a customer if it isn’t
available when and where it’s wanted.
A product reaches customers through a channel of distribution. A channel of
distribution is any series of ﬁrms (or individuals) who participate in the ﬂow of products from producer to ﬁnal user or consumer.
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Exhibit 2-9
Strategy Decision Areas
Organized by the Four Ps

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

49

Place

Promotion

Price

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

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

Objectives
Flexibility
Level over
product life
cycle
Geographic terms
Discounts
Allowances

Sometimes a channel system is quite short. It may run directly from a producer
to a ﬁnal user or consumer. This is especially common in business markets and in
the marketing of services. The channel is direct when a producer uses an online
website to handle orders by target customers, whether the customer is a ﬁnal consumer or an organization. So, direct channels have become much more common
since the development of the Internet.
On the other hand, often the channel system is much more complex—involving
many different retailers and wholesalers. See Exhibit 2-10 for some examples. When
a marketing manager has several different target markets, several different channels
of distribution may be needed.
We will also see how physical distribution service levels and decisions concerning logistics (transporting, storing, and handling products) relate to the other Place
decisions and the rest of the marketing mix.

A ﬁrm’s product may involve a
physical good, a service, or a
combination of both.
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Exhibit 2-10
Four Examples of Basic
Channels of Distribution for
Consumer Products

Manufacturer or producer

AOL

Del
Monte

Procter &
Gamble

Wholesaler

Wholesaler

Nissan

Wholesaler

Retailer

Retailer

Retailer

Consumer

Promotion—telling and
selling the customer

The third P—Promotion—is concerned with telling the target market or others
in the channel of distribution about the “right” product. Sometimes promotion is
focused on acquiring new customers, and sometimes it’s focused on retaining current customers. Promotion includes personal selling, mass selling, and sales
promotion. It is the marketing manager’s job to blend these methods of communication.
Personal selling involves direct spoken communication between sellers and
potential customers. Personal selling usually happens face-to-face, but sometimes the
communication occurs over the telephone. Personal selling lets the salesperson
adapt the ﬁrm’s marketing mix to each potential customer. But this individual attention comes at a price; personal selling can be very expensive. Often this personal
effort has to be blended with mass selling and sales promotion.
Mass selling is communicating with large numbers of customers at the same time.
The main form of mass selling is advertising—any paid form of nonpersonal presentation of ideas, goods, or services by an identiﬁed sponsor. Publicity—any unpaid
form of nonpersonal presentation of ideas, goods, or services—is another important
form of mass selling. Mass selling may involve a wide variety of media, ranging from
newspapers and billboards to the Internet.
Sales promotion refers to those promotion activities—other than advertising,
publicity, and personal selling—that stimulate interest, trial, or purchase by ﬁnal
customers or others in the channel. This can involve use of coupons, point-ofpurchase materials, samples, signs, catalogs, novelties, and circulars.

Price—making it right

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

Each of the four Ps
contributes to the
whole

All four Ps are needed in a marketing mix. In fact, they should all be tied
together. But is any one more important than the others? Generally speaking, the
answer is no—all contribute to one whole. When a marketing mix is being developed, all (ﬁnal) decisions about the Ps should be made at the same time. That’s why
the four Ps are arranged around the customer (C) in a circle—to show that they
all are equally important.
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Investors lost millions when stock market values of
dot-com ﬁrms collapsed after an initial, frenzied run
up. But why did values get so high in the ﬁrst place,
especially when most dot-coms were not yet profitable? The stock went up because many investors
expected that the ﬁrms would earn proﬁts in the
future as more consumers went online and the early
dot-coms accumulated customers. These hopes were
fueled by dot-coms that made optimistic predictions
about the lifetime value of the customers they were
acquiring. The lifetime value of the customer concept
is not new. For decades General Motors has known
that a consumer who buys a GM car and is satisﬁed
is likely to buy another one the next time. If that happens again and again, over a lifetime the happy
customer would spend $250,000 on GM cars. Of

course, this only works if the ﬁrm’s marketing mix
attracts the target customers and the relationship
keeps them satisﬁed before, during, and after every
purchase. If you don’t satisfy and retain customers
they don’t have high lifetime value and don’t generate
sales. Of course, sales revenue alone does not guarantee proﬁts. For example, a ﬁrm can’t give away
products—or spend so much on promotion to acquire
new customers (or keep the ones it has)—that the
revenue will never be able to offset the costs. Unfortunately, that is what happened with many of the
dot-coms. They saw how the ﬁnancial arithmetic
might work— assuming that new customers kept buying and costs came under control. But without a
sensible marketing strategy, that assumption was not
realistic.12

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

Strategy jobs must be
done together

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

Understanding target
markets leads to good
strategies

The needs of a target market often virtually determine the nature of an appropriate marketing mix. So marketers must analyze their potential target markets with
great care. This book will explore ways of identifying attractive market opportunities and developing appropriate strategies.
These ideas can be seen more clearly with an example in the children’s fashion
market.

Market-oriented
strategy planning at
Toddler University

The case of Jeff Silverman and Toddler University (TU), Inc., a shoe company
he started, illustrates the strategy planning process. During high school and college,
Silverman worked as a salesperson at local shoe stores. He also gained valuable experience during a year working for Nike. From these jobs he learned a lot about
customers’ needs and interests. He also realized that some parents were not satisﬁed
when it came to ﬁnding shoes for their preschool children.
Silverman thought that there was a large, but hard to describe, mass market for
general-purpose baby shoes—perhaps 60 or 70 percent of the potential for all kinds
of baby shoes. Silverman did not focus on this market because it didn’t make sense
for his small company to compete head on with many other ﬁrms where he had no
particular advantage. However, he identiﬁed four other markets that were quite different. In the following description of these markets, note that useful marketing
mixes come to mind immediately.
The Traditionalists seemed to be satisﬁed with a well-manufactured shoe that was
available from “quality” stores where they could seek help in selecting the right size
and ﬁt. They didn’t mind if the design was old-fashioned and didn’t change. They
wanted a well-known brand that had a reputation for quality, even if it was a bit
more expensive.
Many of the Economy Oriented parents were in the lower income group. They
wanted a basic shoe at a low price. They saw baby shoes as all pretty much the
51
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Toddler University’s marketing
strategy was successful because
it developed a distinctive
marketing mix that was precisely
relevant to the needs of its target
market.

same—so a “name” brand didn’t have much appeal. They were willing to shop
around to see what was on sale at local discount, department, or shoe stores.
The Fashion Conscious were interested in dressing up baby in shoes that looked like
smaller versions of the latest styles that they bought for themselves. Fit was important,
but beyond that a colorful design is what got their attention. They were more likely
to look for baby-size shoes at the shop where they bought their own athletic shoes.
The Attentive Parents wanted shoes that met a variety of needs. They wanted shoes
to be fun and fashionable and functional. They didn’t want just a good ﬁt but also
design and materials that were really right for baby play and learning to walk. These
well-informed, upscale shoppers were likely to buy from a store that specialized in baby
items. They were willing to pay a premium price if they found the right product.
Silverman thought that Stride Rite and Buster Brown were meeting the needs of
the Traditionalists quite well. The Economy Oriented and Fashion Conscious customers were satisﬁed with shoes from a variety of other companies, including Nike.
But Silverman saw a way to get a toe up on the competition by targeting the Attentive Parents with a marketing mix that combined, in his words, “ﬁt and function
with fun and fashion.” He developed a detailed marketing plan that attracted ﬁnancial backers, and at age 24 his company came to life.
TU didn’t have its own production facilities, so Silverman contracted with a producer in Taiwan to make shoes with his brand name and to his specs. And his specs
were different—they improved the product for his target market. Unlike most rigid hightopped infant shoes, he designed softer shoes with more comfortable rubber soles. The
shoes lasted longer because they are stitched rather than glued. An extrawide opening
made ﬁtting easier on squirming feet. He also patented a special insert so parents could
adjust the width. This change also helped win support from retailers. Since there are 11
sizes of children’s shoes—and ﬁve widths—retailers usually need to stock 55 pairs of
each model. TU’s adjustable width reduced this stocking problem and made it more
proﬁtable for retailers to sell the line. It also made it possible for TU to resupply soldout inventory faster than competitors. Silverman’s Product and Place decisions worked
together well to provide customer value and also to give him a competitive advantage.
For promotion, Silverman developed print ads with close-up photos of babies
wearing his shoes and informative details about their special beneﬁts. Creative
packaging also helped promote the shoe and attract customers in the store. For
example, he put one athletic-style shoe in a box that looked like a gray gym locker.
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Silverman also provided the stores with “shoe rides”—electric-powered rocking
replicas of its shoes. The rides not only attracted kids to the shoe department, but
since they were coin-operated, they paid for themselves in a year.
TU priced most of its shoes at $35 to $40 a pair. This is a premium price, but with
today’s smaller families, the Attentive Parents are willing to spend more on each child.
In just four years, TU’s sales jumped from $100,000 to over $40 million. To keep
growth going, Silverman expanded distribution to reach new markets in Europe. To
take advantage of TU’s relationship with its satisﬁed target customers, he also added
shoes for older kids to the Toddler University product assortment. Then Silverman
made his biggest sale of all: he sold his company to Genesco, one of the biggest
ﬁrms in the footwear business.13

The Marketing Plan Is a Guide to Implementation and Control
Marketing plan ﬁlls out
marketing strategy

As the Toddler University case illustrates, a marketing strategy sets a target market and a marketing mix. It is a big picture of what a ﬁrm will do in some market.
A marketing plan goes farther. A marketing plan is a written statement of a marketing strategy and the time-related details for carrying out the strategy. It should
spell out the following in detail: (1) what marketing mix will be offered, to whom
(that is, the target market), and for how long; (2) what company resources (shown
as costs) will be needed at what rate (month by month perhaps); and (3) what
results are expected (sales and proﬁts perhaps monthly or quarterly, customer satisfaction levels, and the like). The plan should also include some control
procedures—so that whoever is to carry out the plan will know if things are going
wrong. This might be something as simple as comparing actual sales against
expected sales—with a warning ﬂag to be raised whenever total sales fall below a
certain level.

Implementation puts
plans into operation

After a marketing plan is developed, a marketing manager knows what needs to
be done. Then the manager is concerned with implementation—putting marketing
plans into operation.
Strategies work out as planned only when they are effectively implemented.
Many operational decisions—short-run decisions to help implement strategies—
may be needed.
Managers should make operational decisions within the guidelines set down
during strategy planning. They develop product policies, place policies, and so
on as part of strategy planning. Then operational decisions within these policies
probably will be necessary—while carrying out the basic strategy. Note, however,
that as long as these operational decisions stay within the policy guidelines, managers are making no change in the basic strategy. If the controls show that
operational decisions are not producing the desired results, however, the managers may have to reevaluate the whole strategy—rather than just working harder
at implementing it.
It’s easier to see the difference between strategy decisions and operational decisions if we illustrate these ideas using our Toddler University example. Possible
four-P or basic strategy policies are shown in the left-hand column in Exhibit 2-11,
and examples of operational decisions are shown in the right-hand column.
It should be clear that some operational decisions are made regularly—even
daily—and such decisions should not be confused with planning strategy. Certainly,
a great deal of effort can be involved in these operational decisions. They might
take a good part of the sales or advertising manager’s time. But they are not the
strategy decisions that will be our primary concern.
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Exhibit 2-11 Relation of Strategy Policies to Operational Decisions for Baby Shoe Company
Marketing Mix
Decision Area

Strategy Policies

Likely Operational Decisions

Product

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

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

Place

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

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

Promotion

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

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

Price

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

Offer short-term introductory price “deals” to
retailers when a new style is ﬁrst introduced.

Our focus in this text is on developing marketing strategies. But, eventually marketing managers must develop, implement, and control marketing plans.14

Control is analyzing
and correcting what
you’ve done

The control job provides the feedback that leads managers to modify their marketing strategies. To maintain control, a marketing manager uses a number of
tools—like computer sales analysis, marketing research surveys, and accounting
analysis of expenses and proﬁts. Chapter 19 considers the important topic of controlling marketing plans and programs.
In addition, as we talk about each of the marketing decision areas, we will discuss some of the control problems. This will help you understand how control keeps
the ﬁrm on course—or shows the need to plan a new course.

All marketing jobs
require planning and
control

At ﬁrst, it might appear that only high-level management or large companies
need be concerned with planning and control. This is not true. Every organization
needs planning—and without control it’s impossible to know if the plans are working.

Several plans make a
whole marketing
program

Most companies implement more than one marketing strategy—and related marketing plan—at the same time. They may have several products—some of them
quite different—that are aimed at different target markets. The other elements of
the marketing mix may vary too. Gillette’s Right Guard deodorant, its Mach3 razor
blades, and its Duracell Ultra batteries all have different marketing mixes. Yet the
strategies for each must be implemented at the same time.15
A marketing program blends all of the ﬁrm’s marketing plans into one “big” plan.
See Exhibit 2-12. This program, then, is the responsibility of the whole company.
Typically, the whole marketing program is an integrated part of the whole-company
strategic plan we discussed earlier.
We will emphasize planning one marketing strategy at a time, rather than planning—or implementing—a whole marketing program. This is practical because it
is important to plan each strategy carefully. Too many marketing managers fall into
sloppy thinking. They try to develop too many strategies all at once—and don’t
develop any very carefully. However, when new strategies are evaluated, it makes
sense to see how well they ﬁt with the existing marketing program. And, we’ll talk
about merging plans into a marketing program in Chapter 21.
Marketing strategy planning may be very important to you soon—maybe in your
present job or college activities. In Appendix C on marketing careers, we present
some strategy planning ideas for getting a marketing job.
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Target market
+
Marketing mix

=

Marketing strategy
+
Time-related
details and
control
procedures

=

Marketing plan
+

=

A firm’s
marketing
program

Other marketing
plans

The Importance of Marketing Strategy Planning
We emphasize the planning part of the marketing manager’s job for a good reason.
The “one-time” strategy decisions—the decisions that decide what business the company is in and the strategies it will follow—usually determine success, or failure. An
extremely good plan might be carried out badly and still be proﬁtable, while a poor
but well-implemented plan can lose money. The case history that follows shows the
importance of planning and why we emphasize marketing strategy planning throughout this text.

Time for new strategies
in the watch industry

The conventional watchmakers—both domestic and foreign—had always aimed
at customers who thought of watches as high-priced, high-quality symbols to mark
special events—like graduations or retirement. Advertising was concentrated
around Christmas and graduation time and stressed a watch’s symbolic appeal.
Expensive jewelry stores were the main retail outlets.
This commonly accepted strategy of the major watch companies ignored people in
the target market that just wanted to tell the time and were interested in a reliable,
low-priced watch. So the U.S. Time Company developed a successful strategy around
its Timex watches and became the world’s largest watch company. Timex completely
upset the watch industry—both foreign and domestic—not only by offering a good
product (with a one-year repair or replace guarantee) at a lower price, but also by
using new, lower-cost channels of distribution. Its watches were widely available in
drugstores, discount houses, and nearly any other retail stores that would carry them.
Marketing managers at Timex soon faced a new challenge. Texas Instruments, a new
competitor in the watch market, took the industry by storm with its low-cost but very
accurate electronic watches—using the same channels Timex had originally developed.
But other ﬁrms quickly developed a watch that used a more stylish liquid crystal display for the digital readout. Texas Instruments could not change quickly enough to
keep up, and the other companies took away its customers. The competition became
so intense that Texas Instruments stopped marketing watches altogether.
While Timex and others were focusing on lower-priced watches, Japan’s Seiko captured a commanding share of the high-priced gift market for its stylish and accurate
quartz watches by obtaining strong distribution. All of this forced many traditional
watchmakers—like some of the once-famous Swiss brands—to close their factories.
Then Switzerland’s Swatch launched its colorful, affordable plastic watches and
changed what consumers see when they look at their watches. Swatch promoted
its watches as fashion accessories and set them apart from those of other ﬁrms,
whose ads squabbled about whose watches were most accurate and dependable.
Swatch was also able to attract new retailers by focusing its distribution on upscale
fashion and department stores. The total size of the watch market increased
because many consumers bought several watches to match different fashions.
The economic downturn in the early 1990s brought more changes. Consumers
were more cost conscious and less interested in expensive watches like those made
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To better meet the needs of a
speciﬁc target market, Timex has
developed a line of Rush
sportwatches for women. It is
also developing other watches to
meet speciﬁc needs, such as its
iControl watches that are very
easy to program.

by Rolex that were the “in” status symbol a few years earlier. The reemergence of
value-seeking customers prompted Timex to return to its famous advertising tagline
of the 1960s: “It takes a licking and keeps on ticking.” Its position as the inexpensive-but-durable choice has helped it strengthen its distribution and has given it a
leg up in getting shelf space for new products, such as its Indiglo line of watches.
By the turn of the century, the total market for watches was growing at only about
5 percent a year. To spark higher sales of its lines, Timex pushed to introduce more
watches that combine time-telling and other needs. For example, its women’s ﬁtness
watch includes a pulse timer and on-screen displays; and its Internet Messenger Watch,
for about $100 and a monthly service charge, can receive short text messages, like an
alert from the wearer’s stock broker that it’s time to sell. Of course, all the new features
can make a watch more complicated to use, so Timex is refocusing on the need for simple convenience with its iControl technology, which it promotes with trendy ads and
the tagline “Ridiculously easy to use.” Competitors are on the move as well. For example, Casio has a watch with a global positioning system and Swatch is considering a
watch with a smart chip that will also make it a debit card. With such changes always
underway, marketing strategies must constantly be updated and revised.16

Internet

Internet Exercise Go to the Timex website (www.timex.com) and use the
drop-down list or site map to go to the “Latest Products” section. Based on
the needs that a product is designed to meet, can you identify the characteristics of the product’s target market?

Creative Strategy Planning Needed for Survival
Dramatic shifts in strategy—like those described above—may surprise conventional, production-oriented managers. But such changes should be expected.
Managers who embrace the marketing concept realize that they cannot just deﬁne
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Exhibit 2-13 Distribution of Different Firms Based on Their Marketing Performance
Best-practices
marketing

Death-wish
marketing

(Below
average)
(Well below
average)

2%

MARKETING PERFORMANCE: TOTAL FAILURE
Precipitous
Marketing Share Growth
Decline

68%
(Average
marketing
program)

14%

(Above
average)

14%

2%

(Well above
average)

POOR
Significant
Decline

FAIR
Modest
Decline

GOOD
Increase

EXCEPTIONAL
Dramatic
Increase

New Product Success Rate
Advertising ROI
Promotional Programs
Customer Satisfaction
Customer Acquisition
Programs

0%
Negative
Disaster
0–59%
Disturbing
Losses

5%
0%
Unprofitable
60–69%
Significant
Losses

10%
1–4%
Marginally Unprofitable
70–79%
Marginal Losses

25%
5–10%
Profitable
80–89%
Break Even

40%+
20%
Very Profitable
90–95%
Profitable

Customer Retention/Loyalty

0–44%

45–59%

60–74%

75–89%

90–94%

their line of business in terms of the products they currently produce or sell. Rather,
they have to think about the basic consumer needs they serve, how those needs
may change in the future, and how they can improve the value they offer to customers. If they are too nearsighted, they may fail to see what’s coming until too late.
Creative strategy planning is becoming even more important. Domestic and foreign competition threatens those who can’t provide superior customer value and
ﬁnd ways to build stronger relationships with customers. New markets, new customers, and new ways of doing things must be found if companies are to operate
proﬁtably in the future—and contribute to the macro-marketing system.

Focus on “best
practices” for improved
results

The case studies and concepts in this chapter highlight effective marketing thinking. Throughout the text, we will continue with this thrust—focusing on marketing
frameworks and concepts that produce good results. Some of these are new and innovative, and others are well established. What they have in common is that they all
work well.
Sometimes we will warn you about marketing errors—so you can avoid them. But,
we won’t just give you laundry lists of different approaches and then leave it to you
to guess what might work. Rather, our focus will be on “best-practices” marketing.
There is an important reason for this approach. In too many ﬁrms, managers do
a poor job planning and implementing marketing strategies and programs. And, as
shown in Exhibit 2-13, this type of “death-wish” marketing is both costly and ineffective. In fact, you can see that even the average marketing program isn’t producing
great results—and that accounts for the majority of ﬁrms!
Exhibit 2-13 was developed by experts at Copernicus, one of the premier marketing research and consulting ﬁrms in the world. As these experts indicate in the
chart, some managers are creating marketing programs that produce exceptional
results for their companies. This book will help you do exactly that.
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Conclusion
Marketing’s role within a marketing-oriented ﬁrm is
to provide direction for the ﬁrm. The marketing concept
stresses that the company’s efforts should focus on satisfying some target customers—at a proﬁt. Productionoriented ﬁrms tend to forget this. The various departments within a production-oriented ﬁrm let their
natural conﬂicts of interest get in the way of providing
superior customer value.
The job of marketing management is one of continuous
planning, implementing, and control. The marketing
manager must constantly study the environment—seeking attractive opportunities and planning new strategies.
Possible target markets must be matched with marketing
mixes the ﬁrm can offer. Then, attractive strategies—
really, whole marketing plans—are chosen for implementation. Controls are needed to be sure that the plans
are carried out successfully. If anything goes wrong along
the way, continual feedback should cause the process to be
started over again—with the marketing manager planning
more attractive marketing strategies.

A marketing mix has four major decision areas: the
four Ps—Product, Place, Promotion, and Price. Most of
this text is concerned with developing proﬁtable marketing mixes for clearly deﬁned target markets. So after
several chapters on the marketing strategy planning
process and several on analyzing target markets, we will
discuss each of the four Ps in greater detail.
While market-oriented strategy planning is helpful to
marketers, it is also needed by accountants, production and
personnel people, and all other specialists. A market-oriented plan lets everybody in the ﬁrm know what ballpark
they are playing in and what they are trying to accomplish.
We will use the term marketing manager for editorial
convenience, but really, when we talk about marketing
strategy planning, we are talking about the planning that a
market-oriented manager should do when developing a
ﬁrm’s strategic plans. This kind of thinking should be
done—or at least understood—by everyone in the organization. And this means even the entry-level salesperson,
production supervisor, retail buyer, or personnel counselor.

Questions and Problems
1. Deﬁne the marketing concept in your own words
and then explain why the notion of proﬁt is usually
included in this deﬁnition.
2. Deﬁne the marketing concept in your own words and
then suggest how acceptance of this concept might
affect the organization and operation of your college.
3. Give examples of some of the beneﬁts and costs that
might contribute to the customer value of each of
the following products: (a) a wrist watch, (b) a
weight-loss diet supplement, (c) a cruise on a luxury
liner, and (d) a checking account from a bank.
4. Distinguish between production orientation and marketing orientation, illustrating with local examples.
5. Explain why a ﬁrm should view its internal activities
as part of a total system. Illustrate your answer for
(a) a large grocery products producer, (b) a plumbing wholesaler, and (c) a department store chain.
6. Give an example of a recent purchase you made
where the purchase wasn’t just a single transaction
but rather part of an ongoing relationship with the
seller. Discuss what the seller has done (or could do
better) to strengthen the relationship and increase
the odds of you being a loyal customer in the future.

7. Distinguish clearly between a marketing strategy
and a marketing mix. Use an example.
8. Distinguish clearly between mass marketing and target marketing. Use an example.
9. Why is the customer placed in the center of the four
Ps in the text diagram of a marketing strategy (Exhibit 2-8)? Explain, using a speciﬁc example from
your own experience.
10. If a company sells its products only from a website,
which is accessible over the Internet to customers from
all over the world, does it still need to worry about having a speciﬁc target market? Explain your thinking.
11. Explain, in your own words, what each of the four Ps
involves.
12. Evaluate the text’s statement, “A marketing strategy
sets the details of implementation.”
13. Distinguish between strategy decisions and operational decisions, illustrating for a local retailer.
14. Distinguish between a strategy, a marketing plan, and
a marketing program, illustrating for a local retailer.
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15. Outline a marketing strategy for each of the following new products: (a) a radically new design for a
toothbrush, (b) a new ﬁshing reel, (c) a new wonder
drug, and (d) a new industrial stapling machine.
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16. Provide a speciﬁc illustration of why marketing
strategy planning is important for all businesspeople, not just for those in the marketing department.

Suggested Cases
2. Healthy Foods, Inc.

29. Metal Works, Inc.

5. Republic Polymer Company

Computer-Aided Problem
2. Target Marketing
Marko, Inc.’s managers are comparing the proﬁtability of a target marketing strategy with a mass marketing
“strategy.” The spreadsheet gives information about
both approaches.
The mass marketing strategy is aiming at a much bigger market. But a smaller percent of the consumers in
the market will actually buy this product—because not
everyone needs or can afford it. Moreover, because this
marketing mix is not tailored to speciﬁc needs, Marko
will get a smaller share of the business from those who do
buy than it would with a more targeted marketing mix.
Just trying to reach the mass market will take more
promotion and require more retail outlets in more locations—so promotion costs and distribution costs are
higher than with the target marketing strategy. On the
other hand, the cost of producing each unit is higher
with the target marketing strategy—to build in a more
satisfying set of features. But, because the more targeted
marketing mix is trying to satisfy the needs of a speciﬁc
target market, those customers will be willing to pay a
higher price.
In the spreadsheet, “quantity sold” (by the ﬁrm) is
equal to the number of people in the market who will actually buy one each of the product—multiplied by the

share of those purchases won by the ﬁrm’s marketing
mix. Thus, a change in the size of the market, the percent of people who purchase, or the share captured by
the ﬁrm will affect quantity sold. And a change in quantity sold will affect total revenue, total cost, and proﬁt.
a. On a piece of paper, show the calculations that prove
that the spreadsheet “total proﬁt” value for the target
marketing strategy is correct. (Hint: Remember
to multiply unit production cost and unit distribution
cost by the quantity sold.) Which approach seems better—target marketing or mass marketing? Why?
b. If the target marketer could ﬁnd a way to reduce
distribution cost per unit by $.25, how much would
proﬁt increase?
c. If Marko, Inc., decided to use the target marketing
strategy and better marketing mix decisions increased
its share of purchases from 50 to 60 percent—without
increasing costs—what would happen to total proﬁt?
What does this analysis suggest about the importance
of marketing managers knowing enough about their
target markets to be effective target marketers?
For additional questions related to this problem, see
Exercise 2-4 in the Learning Aid for Use with Basic
Marketing, 14th edition.
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Polaroid desperately needed a
proﬁtable new opportunity. For
several years the ﬁrm had been

for Polaroid to be able to compete
longer term.
Polaroid got its start with a

losing money. The objective of the

breakthrough invention. Its instant

new top executive was to make

picture cameras and ﬁlms were

Polaroid proﬁtable again—and

unique and met the needs of dif-

soon. That was a needed ﬁrst step

ferent groups of customers.
Parents wanted to immediately
send pictures of the new baby to
grandparents. Realtors needed
photos of just-listed homes for
clients. Colleges had to make
IDs quickly, and insurance
adjusters had to document
auto accidents. Over time,
however, Polaroid faced
competition for other types of
goods and services. Convenient one-hour photo lab services
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eras as clunky holdovers from
the past. Besides, picture
quality wasn’t the beneﬁt that
determined their interest. They
just wanted fun and convenience—more a toy for
making quick pictures rather
than a serious camera.
The beneﬁts of Polaroid’s
pocket camera proved to be
right on target with the teen
segment. It very quickly
became a best seller and
new-product revenue was the
highest it had been in a

www.mhhe.com/fourps
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helped to attract buyers, half

digital cameras made the

having fun at an instant photo

of whom were girls age 13 to

competition even rougher. A

booth in a Japanese airport

17. Ads for Polaroid’s I-Zone

hundred ﬁrms now offer all

and had an idea for an inex-

Pocket camera and ﬁlm were

types of digital cameras, and

pensive new pocket-sized

placed in magazines like Sev-

digital pictures can be shared

camera that would appeal to

enteen, at clickclick.com and

by e-mail or a website—

teens with its instant, stamp-

other websites popular with

without costly ﬁlm or printing.

size photos. Some Polaroid

teens, and on TV shows like

Increased competition wasn’t

engineers objected that the

Buffy the Vampire Slayer.

the only problem. Economic

quality of the photos would be

While ad media were slanted

turmoil in Asia eroded rev-

poor and would hurt

toward teen girls, the ad

enue from Polaroid’s new

Polaroid’s position as a tech-

messages were broader so

target markets in China and

nology leader. But marketers

that they would appeal to a

India.

at Polaroid pressed on

combined male and female

because the product would

teen market. To increase the

development manager helped

help attract a new generation

opportunities for I-Zone

overcome these weaknesses

of teen customers. Many

Pocket camera fun, Polaroid

when he spotted a new

teens viewed Polaroid cam-

came out with a special

Polaroid’s new-product
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popped up everywhere. Then
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“sticky” ﬁlm. The sticker-

ﬁlm purchases really boosted

images. Teens can post pic-

pictures could be peeled off

proﬁts.

tures from either product at

and attached to lockers,

Of course, Kodak didn’t

Polaroid’s special new website

notebooks, clothing, and just

take this sitting down; soon it

about anything else. One

was targeting teens with its

funny ad featured a young

one-use Max cameras. Mar-

and teen target market have

man sticking instant pictures

keters at Polaroid know that

certainly boosted proﬁts. But

of his girlfriend to his bare

its teen target market can be

Polaroid’s traditional customer

chest. Reaching this younger

ﬁckle and that the I-Zone

segments—with a variety of

target market also called for

could become yesterday’s fad.

other instant picture needs—

new distribution channels,

So it is introducing other new

still account for the bulk of its

including online toy and

products for teens to

business. So if Polaroid is

music stores and more

strengthen its fun positioning.

going to have a clear proﬁt

emphasis on mass-merchan-

One is a combination camera

picture long term, it will need

disers like Wal-Mart. Trade

that takes both digital pictures

to ﬁnd ways to offer these

ads targeted at these retailers

and pocket pictures, and

segments superior customer

helped bring in the orders

another is the Webster—a

value as they shift toward digi-

and make the ﬁlm more

miniature scanner to turn

tal images.1

widely available. Frequent

I-Zone pictures into digital

(www.i-zone.com).
Polaroid’s new strategies

What Are Attractive Opportunities?
Marketing strategy planning tries to match opportunities to the ﬁrm’s resources
(what it can do) and its objectives (what top management wants to do). Successful strategies get their start when a creative manager spots an attractive market
opportunity. Yet, an opportunity that is attractive for one ﬁrm may not be attractive for another. As the Polaroid case suggests, attractive opportunities for a
particular ﬁrm are those that the ﬁrm has some chance of doing something about—
given its resources and objectives.

Breakthrough
opportunities are best

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

Competitive advantage
is needed—at least

Even if a manager can’t ﬁnd a breakthrough opportunity, the ﬁrm should try to
obtain a competitive advantage to increase its chances for proﬁt or survival.
Competitive advantage means that a ﬁrm has a marketing mix that the target market sees as better than a competitor’s mix. A competitive advantage may result from
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Attractive new opportunities are
often fairly close to markets the
ﬁrm already knows.

efforts in different areas of the ﬁrm—cost cutting in production, innovative R&D,
more effective purchasing of needed components, or ﬁnancing for a new distribution facility. Similarly, a strong sales force, a well-known brand name, or good
dealers may give it a competitive advantage in pursuing an opportunity. Whatever
the source, an advantage only succeeds if it allows the ﬁrm to provide superior value
and satisfy customers better than some competitor.
Sometimes a ﬁrm can achieve breakthrough opportunities and competitive
advantage by simply ﬁne-tuning its current marketing mix(es) or developing closer
relationships with its customers. Other times it may need new facilities, new people in new parts of the world, and totally new ways of solving problems. But every
ﬁrm needs some competitive advantage—so the promotion people have something
unique to sell and success doesn’t just hinge on offering lower and lower prices.2

Avoid hit-or-miss
marketing with a
logical process

You can see why a manager should seek attractive opportunities. But that
doesn’t mean that everyone does—or that everyone can turn an opportunity into
a successful strategy. As we discussed in Chapter 2 (Exhibit 2-13), too many ﬁrms
settle for the sort of death-wish marketing that doesn’t satisfy customers or make
a proﬁt—to say nothing about achieving a breakthrough or providing superior
value. It’s all too easy for a well-intentioned manager to react in a piecemeal way
to what appears to be an opportunity. Then, by the time the problems are obvious, it’s too late.
Developing a successful marketing strategy doesn’t need to be a hit-or-miss proposition. And it won’t be if you learn the marketing strategy planning process
developed in this text. Exhibit 3-1 summarizes the decision areas for the marketing
strategy planning process we’ll be developing throughout the rest of the chapters.

Marketing Strategy Planning Process Highlights Opportunities
From Chapter 2, you know that a marketing strategy requires decisions about the
speciﬁc customers the ﬁrm will target and the marketing mix the ﬁrm will develop
to appeal to that target market. We can organize the many marketing mix decisions
(review Exhibit 2-9) in terms of the four Ps—Product, Place, Promotion, and Price.
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Exhibit 3-1
Overview of Marketing
Strategy Planning Process

Narrowing down to focused strategy with quantitative and qualitative screening criteria
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External Market Environment
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Thus, the “ﬁnal” strategy decisions are represented by the target market surrounded
by the four Ps. However, the idea isn’t just to come up with some strategy. After all,
there are hundreds or even thousands of combinations of marketing mix decisions
and target markets (i.e., strategies) that a ﬁrm might try. Rather, the challenge is to
zero in on the best strategy.

Process narrows down
from broad
opportunities to
speciﬁc strategy

As Exhibit 3-1 suggests, it is useful to think of the marketing strategy planning
process as a narrowing-down process. Later in this chapter and Chapter 4 we will
go into more detail about strategy decisions relevant to each of the terms in this
ﬁgure. Then, throughout the rest of the book, we will present a variety of concepts
and “how to” frameworks that will help you improve the way you make these strategy decisions. As a preview of what’s coming, let’s brieﬂy overview the general logic
of the process depicted in Exhibit 3-1.
The process starts with a broad look at a market—paying special attention to
customer needs, the ﬁrm’s objectives and resources, and competitors. This helps to
identify new and unique opportunities that might be overlooked if the focus is
narrowed too quickly.

Segmentation helps
pinpoint the target

A key objective of marketing is to satisfy the needs of some group of customers
that the ﬁrm serves. Broadly speaking, then, in the early stages of a search for opportunities we’re looking for customers with needs that are not being satisﬁed as well
as they might be. Of course, potential customers are not all alike. They don’t all
have the same needs—nor do they always want to meet needs in the same way.
Part of the reason is that there are different possible types of customers with many
different characteristics. For example, individual consumers often have different
needs than organizations, and people with certain attitudes or interests have different preferences for how they spend their time, what shows they watch, and the like.
In spite of the many possible differences, there often are subgroups (segments) of
consumers who are similar and could be satisﬁed with the same marketing mix.
Thus, we try to identify and understand these different subgroups—with market segmentation. We will explain general approaches for segmenting markets later in this
chapter. Then, in Chapters 5 to 7, we delve into the many interesting aspects of
customer behavior. For now, however, you should know that really understanding

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

3. Focusing Marketing
Strategy with
Segmentation and
Positioning

Text

© The McGraw−Hill
Companies, 2002

Focusing Marketing Strategy with Segmentation and Positioning

65

This Norwegian ad for the Audi
Quattro simply says, “Sticks like
quattro.” Although it doesn’t
show the car at all, it helps to
differentiate the Audi and its
four-wheel drive system that
holds the road especially well,
even in the snow.

customers is at the heart of using market segmentation to narrow down to a speciﬁc target market. In other words, segmentation helps a manager decide to serve
some segment(s)—subgroups of customers—and not others.

Narrow down to a
superior marketing mix

A marketing mix must meet the needs of target customers, but a ﬁrm isn’t likely
to get a competitive advantage if it just meets needs in the same way as some other
ﬁrm. So, in evaluating possible strategies the marketing manager should think about
whether there is a way to differentiate the marketing mix. Differentiation means that
the marketing mix is distinct from and better than what is available from a competitor. As suggested above, differentiation often requires that the ﬁrm ﬁne-tune all
of the elements of its marketing mix to the speciﬁc needs of a distinctive target
market. Sometimes the difference is based mainly on one important element of the
marketing mix—say, an improved product or faster delivery. Differentiation is more
obvious to target customers, though, when there is a consistent theme integrated
across the four Ps decision areas. That emphasizes the difference so target customers
will think of the ﬁrm as being in a unique position to meet their needs. For example, in Norway, many auto buyers are particularly concerned about safety in the
snow. So, Audi offers a permanent four-wheel drive system, called quattro, that helps
the car to hold the road. Audi ads emphasize this differentiation. Rather than
show the car, however, the ads feature things that are very sticky (like bubblegum!)
and the only text is the headline “sticks like quattro” and the Audi brand name.
Of course, handling is not Audi’s only strength, but it is an important one in helping to position Audi as better than competing brands with this target market. In
contrast, consider General Motors’ decision to discontinue the 100-year-old
Oldsmobile line. In spite of repeated efforts, marketers for Oldsmobile were no
longer able to develop a differentiated position in the crowded U.S. auto market.
And when target customers don’t see an advantage with a ﬁrm’s marketing mix,
they just move on.3
In this chapter, we’ll introduce concepts relevant to this sort of positioning.
Then, in Chapters 9 to 18 we’ll cover the many ways in which the four Ps of the
marketing mix can be differentiated. For now, you can see that the thrust is to narrow down from all possible marketing mixes to one that is differentiated to meet
target customers’ needs particularly well. Of course, ﬁnding the best differentiation
requires that we understand competitors as well as customers.
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Screening criteria make
it clear why you select
a strategy

There are usually more different opportunities—and strategy possibilities—than
a ﬁrm can pursue. Each one has its own advantages and disadvantages. Trends in
the external market environment may make a potential opportunity more or less
attractive. These complications can make it difﬁcult to zero in on the best target
market and marketing mix. However, developing a set of speciﬁc qualitative and
quantitative screening criteria can help a manager deﬁne what business and markets the ﬁrm wants to compete in. It can also help eliminate potential strategies
that are not well suited for the ﬁrm. We will cover screening criteria in more detail
in Chapter 4. For now, you should realize that the criteria you select in a speciﬁc
situation grow out of an analysis of the company’s objectives and resources.

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

A useful aid for identifying relevant screening criteria and for zeroing in on a
feasible strategy is S.W.O.T. analysis—which identiﬁes and lists the ﬁrm’s strengths
and weaknesses and its opportunities and threats. The name S.W.O.T. is simply an
abbreviation for the ﬁrst letters of the words strengths, weaknesses, opportunities,
and threats. A good S.W.O.T. analysis helps the manager focus on a strategy that
takes advantage of the ﬁrm’s opportunities and strengths while avoiding its weaknesses and threats to its success. These can be compared with the pros and cons of
different strategies that are considered.
The marketing strategy developed by Amilya Antonetti illustrates the basic ideas
behind a S.W.O.T. analysis. Her son was allergic to the chemicals in standard detergents—and her research showed that many other children had the same problem.
So she started SoapWorks and developed a line of hypoallergenic cleaning products
to pursue this opportunity. Unlike the big ﬁrms, she didn’t have relations with grocery chains or money for national TV ads. To get around these weaknesses, she used
inexpensive radio ads in local markets and touted SoapWorks as a company created
for moms by a mom who cared about kids. She had a credible claim that the big
corporations couldn’t make. Her ads also helped her get shelf space because they
urged other mothers to ask for SoapWorks products and to tell friends about stores
that carried them. This wasn’t the fastest possible way to introduce a new product
line, but her cash-strapped strategy played to her unique strengths with her speciﬁc
target market.4
Exhibit 3-1 focuses on planning each strategy carefully. Of course, this same
approach works well when several strategies are to be planned. Then, having an
organized evaluation process is even more important. It forces everyone involved to
think through how the various strategies ﬁt together as part of an overall marketing program.
The discussion above makes it clear that ﬁnding attractive target markets is a
crucial aspect of the marketing strategy planning process. But how do you identify a
target market and decide if it offers good opportunities? In the rest of this chapter,
we will begin to answer these questions. Opportunities that involve international
markets present some special challenges, so we’ll give them some special attention.5

Types of Opportunities to Pursue
Some alert marketers seem to be able to spot attractive opportunities everywhere
they look. This seems reasonable when you recognize that most people have unsatisﬁed needs. Unfortunately, many opportunities seem “obvious” only after someone
else identiﬁes them. So, early in the marketing strategy planning process it’s useful
for marketers to have a framework for thinking about the broad kinds of opportunities they may ﬁnd. Exhibit 3-2 shows four broad possibilities: market penetration,
market development, product development, and diversiﬁcation. We will look at
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these separately, but some ﬁrms pursue more than one type of opportunity at the
same time.

Market penetration

Market penetration means trying to increase sales of a ﬁrm’s present products in
its present markets—probably through a more aggressive marketing mix. The ﬁrm
may try to strengthen its relationship with customers to increase their rate of use or
repeat purchases, or try to attract competitors’ customers or current nonusers. Coleman got a 50 percent increase in sales of its outdoor equipment, like camping lanterns
and stoves, by reaching its target market with special promotional displays at outdoor events like concerts, ﬁshing tournaments, and Nascar races. For example, about
250,000 auto racing fans camp on-site at Nascar races each year—so a display at the
campground is an effective way to reach customers when they have leisure time to
browse through product displays and demos.6
New promotion appeals alone may not be effective. A ﬁrm may need to add a
home page on the Internet to make it easier and faster for customers to place an
order. Or, it may need to add more stores in present areas for greater convenience.
Short-term price cuts or coupon offers may help.

Market development

Market development means trying to increase sales by selling present products in
new markets. This may involve searching for new uses for a product. E-Z-Go, a producer of golf carts, has done this. Its carts are now a quiet way for workers to get
around malls, airports, and big factories. The large units are popular as utility vehicles on farms, at outdoor sports events, and at
resorts. E-Z-Go even ﬁts carts with ice compartments and cash drawers so they can be used for
mobile food services.
Firms may also try advertising in different media
to reach new target customers. Or they may add
channels of distribution or new stores in new areas,
including overseas. For example, to reach new customers, McDonald’s has opened outlets in airports,
zoos, casinos, and military bases. And it’s rapidly
expanded into international markets with outlets
in places like Russia, Brazil, and China.7

Product development

Product development means offering new or improved products for present markets. By knowing the present market’s needs, a ﬁrm may see new ways to satisfy
customers. For example, kids are the big consumers of ketchup. So Heinz ﬁgured
out how ketchup could be more fun. Producing ketchup in gross green and funky
purple colors—in an EZ Squirt dispenser molded to ﬁt little hands—increased sales
so much that the factory had to run 24/7. Ski resorts have developed trails for hiking and biking to bring their winter ski customers back in the summer. Nike moved
beyond shoes and sportswear to offer its athletic target market a running watch, digital audio player, and even a portable heart-rate monitor. And of course Intel boosts
sales by developing newer and faster chips.8
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Diversiﬁcation

Internet
Which opportunities
come ﬁrst?

Diversiﬁcation means moving into totally different lines of business—perhaps
entirely unfamiliar products, markets, or even levels in the production-marketing
system. McDonald’s, for example, is opening two four-star hotels in Switzerland. The
plan is to serve families on the weekend, but the target market during the week is
business travelers. This means that McDonald’s will need to satisfy a very different
group of customers from the ones it already knows. A luxury hotel is also very different from a fast-food restaurant. Products and customers that are very different
from a ﬁrm’s current base may look attractive to the optimists—but these opportunities are usually hard to evaluate. That’s why diversiﬁcation usually involves the
biggest risk.9

Internet Exercise Go to the website for McDonald’s hotel and review the
information given (www.goldenarchhotel.com). Based on what you see, do
you think that the hotels will appeal to the weekend target market of traveling
families? Do you think they will appeal to business travelers during the week?

Usually ﬁrms ﬁnd attractive opportunities fairly close to markets they already
know. This may allow them to capitalize on changes in their present markets—or
more basic changes in the external environment. Moreover, many ﬁrms are ﬁnding
that the easiest way to increase proﬁts is to do a better job of hanging onto the customers that they’ve already won—by meeting their needs so well that they wouldn’t
consider switching to another ﬁrm.
For these reasons, most ﬁrms think ﬁrst of greater market penetration. They want
to increase proﬁts where they already have experience and strengths. On the other
hand, many ﬁrms are proving that market development—and the move into new
international markets—is another proﬁtable way to take advantage of current
strengths.

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

The world is getting
smaller

International trade is increasing all around the world, and trade barriers are
coming down. In addition, advances in e-commerce, transportation, and communications are making it easier and cheaper to reach international customers. With
an Internet website and a fax machine, even the smallest ﬁrm can provide international customers with a great deal of information—and easy ways to order—at
very little expense. E-mail communications and interactive electronic ordering are
fast and efﬁcient whether the customer is a mile away or in another country.
Around the world, potential customers have needs and money to spend. The real
question is whether a ﬁrm can effectively use its resources to meet these customers’
needs at a proﬁt.

Develop a competitive
advantage at home and
abroad

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

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

3. Focusing Marketing
Strategy with
Segmentation and
Positioning

Text

© The McGraw−Hill
Companies, 2002

Focusing Marketing Strategy with Segmentation and Positioning

69

Lipton is pursuing new customers
and growth in over 100
countries. For example, its
multilingual website in Belgium
explains how to make exotic
cocktails from Ice Tea, and in
Asia it encourages consumer trial
with free samples.

Marketing managers who are only interested in the “convenient” customers in
their own backyards may be rudely surprised to ﬁnd that an aggressive, low-cost foreign producer is willing to pursue those customers—even if doing it is not
convenient. Many companies that thought they could avoid the struggles of international competition have learned this lesson the hard way. The owner of Puraﬁl,
a small ﬁrm in Atlanta that makes air puriﬁcation equipment, puts it this way: “If
I’m not [selling to an oil reﬁnery] in Saudi Arabia, somebody else is going to solve
their problem, then come attack me on my home turf.”10

Get an early start in a
new market

Different countries are at different stages of economic and technological development, and their consumers have different needs at different times.
A company facing tough competition, thin proﬁt margins, and slow sales growth
at home may get a fresh start in another country where demand for its product is
just beginning to grow. A marketing manager may be able to transfer marketing
know-how—or some other competitive advantage—the ﬁrm has already developed.
Consider JLG, a Pennsylvania-based producer of equipment used to lift workers and
tools at construction sites. In the early 1990s competition was tough and JLG’s sales
were dropping so fast that proﬁts all but evaporated. By cutting costs, the company
improved its domestic sales. But it got an even bigger boost from expanding overseas. By 2000 its international sales were greater than its total sales ﬁve years before.
Much of that was due to market growth in Europe, where sales increased by 47 percent in a single year. Now that JLG has stronger distribution, international sales
should soon account for half of its business.11

Find better trends in
variables

Unfavorable trends in the marketing environment at home—or favorable trends
in other countries—may make international marketing particularly attractive. For
example, population growth in the United States has slowed and income is leveling off. In other places in the world, population and income are increasing rapidly.
Many U.S. ﬁrms can no longer rely on the constant market growth that once drove
increased domestic sales. Growth—and perhaps even survival—will come only by
aiming at more distant customers. It doesn’t make sense to casually assume that all
of the best opportunities exist “at home.”12

Search for Opportunities Can Begin by Understanding Markets
Find breakthrough
opportunities

A marketing manager who really understands a target market may see breakthrough opportunities. But a target market’s real needs—and the breakthrough
opportunities that can come from serving those needs—are not always obvious.
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The Olympus pocket camera competes directly with other 35-mm cameras, but it may also compete in a broader product-market against
Vivitar’s digital camera for kids or even Sony’s innovative Mavica, which stores digital pictures on a 3-inch CD-R.

What is a company’s
market?

Identifying a company’s market is an important but sticky issue. In general, a
market is a group of potential customers with similar needs who are willing to

exchange something of value with sellers offering various goods and/or services—
that is, ways of satisfying those needs.
Marketing-oriented managers develop marketing mixes for speciﬁc target markets.
Getting the ﬁrm to focus on speciﬁc target markets is vital. As shown in Exhibit 3-3,
deciding on a speciﬁc target market involves a narrowing-down process—to get beyond
production-oriented mass market thinking. But some managers don’t understand this
narrowing-down process.

Don’t just focus on the
product

Some production-oriented managers get into trouble because they ignore the tough
part of deﬁning markets. To make the narrowing-down process easier, they just describe
their markets in terms of products they sell. For example, producers and retailers of

Exhibit 3-3
Narrowing Down to Target
Markets
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target
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All
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greeting cards might deﬁne their market as the “greeting-card” market. But this production-oriented
approach ignores customers—and customers make a
market! This also leads to missed opportunities. Hallmark isn’t missing these opportunities. Instead,
Hallmark aims at the “personal-expression” market.
Hallmark stores offer all kinds of products that can be sent as “memory makers”—to
express one person’s feelings toward another. And as opportunities related to these needs
change, Hallmark changes too. For example, at the Hallmark website (www.hallmark.com) it is easy to get shopping suggestions from an online “gift assistant,” to order
ﬂowers, or to personalize an electronic greeting card to send over the Internet.13

From generic markets
to product-markets

To understand the narrowing down process, it’s useful to think of two basic types of
markets. A generic market is a market with broadly similar needs—and sellers offering
various—often diverse—ways of satisfying those needs. In contrast, a product-market is
a market with very similar needs and sellers offering various close substitute ways of satisfying those needs.14
A generic market description looks at markets broadly and from a customer’s
viewpoint. Entertainment-seekers, for example, have several very different ways
to satisfy their needs. An entertainment-seeker might buy a Sony satellite receiving system for a TV, sign up for a cruise on the Carnival Line, or reserve season
tickets for the symphony. Any one of these very different products may satisfy this
entertainment need. Sellers in this generic entertainment-seeker market have to
focus on the need(s) the customers want satisﬁed—not on how one seller’s product (satellite dish, vacation, or live music) is better than that of another
producer.
It is sometimes hard to understand and deﬁne generic markets because quite different product types may compete with each other. For example, a person on a business
trip to Italy might want a convenient way to record memories of the trip. Minolta’s
APS camera, Sony’s digital camcorder, Kodak’s PalmPix digital accessory for a Palm,
and even postcards from local shops may all compete to serve our traveler’s needs.
If customers see all these products as substitutes—as competitors in the same generic
market—then marketers must deal with this complication.
Suppose, however, that our traveler decides to satisfy this need with an APS camera. Then—in this product-market—Minolta, Kodak, Nikon, and many other
brands may compete with each other for the customer’s dollars. In this productmarket concerned with APS format cameras and needs to conveniently record
memories, consumers compare similar products to satisfy their image needs.

Broaden market
deﬁnitions to ﬁnd
opportunities

Broader market deﬁnitions—including both generic market deﬁnitions and
product-market deﬁnitions—can help ﬁrms ﬁnd opportunities. But deciding how
broad to go isn’t easy. Too narrow a deﬁnition limits a ﬁrm’s opportunities—but too
broad a deﬁnition makes the company’s efforts and resources seem insigniﬁcant.
Consider, for example, the mighty Coca-Cola Company. It has great success and a
huge market share in the U.S. cola-drinkers’ market. On the other hand, its share
of all beverage drinking worldwide is very small.
Here we try to match opportunities to a ﬁrm’s resources and objectives. So the
relevant market for ﬁnding opportunities should be bigger than the ﬁrm’s present
product-market—but not so big that the ﬁrm couldn’t expand and be an important competitor. A small manufacturer of screwdrivers in Mexico, for example,
shouldn’t deﬁne its market as broadly as “the worldwide tool users market” or as
narrowly as “our present screwdriver customers.” But it may have the production
and/or marketing potential to consider “the handyman’s hand-tool market in
North America.” Carefully naming your product-market can help you see possible opportunities.
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Understanding the geographic
boundaries of a market can
suggest new opportunities.

Naming Product-Markets and Generic Markets
Some managers think about markets just in terms of the product they already
produce and sell. But this approach can lead to missed opportunities. For example,
think about all of the minivans and SUVs that you see and how many cars they’ve
replaced on the road. If Chrysler had been thinking only about the “car” market,
the minivan opportunity might have been missed altogether. And as we’ve already
highlighted with other examples in this chapter, instant ﬁlm is being replaced with
digital pictures, satellite TV is replacing cable, MP3 players are replacing portable
CD players, and cell phones are replacing phone booths.
As this suggests, when evaluating opportunities, product-related terms do not—
by themselves—adequately describe a market. A complete product-market deﬁnition
includes a four-part description.
What:
To meet what:
For whom:
Where:

1.
2.
3.
4.

Product type (type of good and type of service)
Customer (user) needs
Customer types
Geographic area

We refer to these four-part descriptions as product-market “names” because most
managers label their markets when they think, write, or talk about them. Such a
four-part deﬁnition can be clumsy, however, so we often use a nickname. And the
nickname should refer to people—not products—because, as we emphasize, people
make markets!

Product type should
meet customer needs

Product type describes the goods and/or services that customers want. Sometimes
the product type is strictly a physical good or strictly a service. But marketing managers who ignore the possibility that both are important can miss opportunities.
Customer (user) needs refer to the needs the product type satisﬁes for the customer. At a very basic level, product types usually provide functional beneﬁts
such as nourishing, protecting, warming, cooling, transporting, cleaning, holding,
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saving time, and so forth. Although we need to identify such “basic” needs ﬁrst,
in advanced economies, we usually go on to emotional needs—such as needs for
fun, excitement, pleasing appearance, or status. Correctly deﬁning the need(s)
relevant to a market is crucial and requires a good understanding of customers.
We discuss these topics more fully in Chapters 6 and 7. As a brief example, however, a buyer might want a small van to handle various cargo- and people-moving
needs. The marketer would need to consider related needs such as economy in
use, ﬂexibility and convenience in changing the seat arrangement, and comfort
for the driver and passengers.
Customer type refers to the ﬁnal consumer or user of a product type. Here we
want to choose a name that describes all present (possible) types of customers. To
deﬁne customer type, marketers should identify the ﬁnal consumer or user of the
product type, rather than the buyer—if they are different. For instance, producers
should avoid treating middlemen as a customer type—unless middlemen actually
use the product in their own business.
The geographic area is where a ﬁrm competes—or plans to compete—for customers. Naming the geographic area may seem trivial, but understanding geographic
boundaries of a market can suggest new opportunities. A ﬁrm aiming only at the
domestic market, for example, may want to expand into world markets.

No product type in
generic market names

A generic market description doesn’t include any product-type terms. It consists of
only three parts of the product-market deﬁnition—without the product type. This
emphasizes that any product type that satisﬁes the customer’s needs can compete in
a generic market. Exhibit 3-4 shows the relationship between generic market and
product-market deﬁnitions.
Later we’ll study the many possible dimensions for segmenting markets. But for
now you should see that deﬁning markets only in terms of current products is not
the best way to ﬁnd new opportunities.

Market Segmentation Deﬁnes Possible Target Markets
Market segmentation is
a two-step process

Market segmentation is a two-step process of: (1) naming broad product-markets
and (2) segmenting these broad product-markets in order to select target markets and
develop suitable marketing mixes.
This two-step process isn’t well understood. First-time market segmentation
efforts often fail because beginners start with the whole mass market and try to ﬁnd
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Opel’s seven-seat compact van
features the “Flex-7” seating
system that allows one person to
easily change the interior space
to meet various cargo and
people-moving needs.

one or two demographic characteristics to segment this market. Customer behavior
is usually too complex to be explained in terms of just one or two demographic
characteristics. For example, not all elderly men buy the same products or brands.
Other dimensions usually must be considered—starting with customer needs.

Naming broad productmarkets is
disaggregating

The ﬁrst step in effective market segmentation involves naming a broad productmarket of interest to the ﬁrm. Marketers must break apart—disaggregate—all
possible needs into some generic markets and broad product-markets in which the
ﬁrm may be able to operate proﬁtably. See Exhibit 3-3. No one ﬁrm can satisfy
everyone’s needs. So the naming—disaggregating—step involves brainstorming
about very different solutions to various generic needs and selecting some broad
areas—broad product-markets—where the ﬁrm has some resources and experience.
This means that a car manufacturer would probably ignore all the possible opportunities in food and clothing markets and focus on the generic market, “transporting
people in the world,” and probably on the broad product-market, “cars, trucks, and
utility vehicles for transporting people in the world.”
Disaggregating, a practical rough-and-ready approach, tries to narrow down the
marketing focus to product-market areas where the ﬁrm is more likely to have a
competitive advantage or even to ﬁnd breakthrough opportunities.

Market grid is a visual
aid to market
segmentation

Assuming that any broad product-market (or generic market) may consist of submarkets, picture a market as a rectangle with boxes that represent the smaller, more
homogeneous product-markets.
Exhibit 3-5, for example, represents the broad product-market of bicycle riders.
The boxes show different submarkets. One submarket might focus on people who
want basic transportation, another on people who want exercise, and so on. Alternatively, in the generic “transporting market” discussed above, we might see
different product-markets of customers for bicycles, motorcycles, cars, airplanes,
ships, buses, and “others.”

Segmenting is an
aggregating process

Marketing-oriented managers think of segmenting as an aggregating process—
clustering people with similar needs into a “market segment.” A market segment is
a (relatively) homogeneous group of customers who will respond to a marketing mix
in a similar way.
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Broad product-market (or generic market) name goes here
(The bicycle-riders product-market)
Submarket 1
(Exercisers)

Submarket 3
(Transportation riders)

Submarket 2
(Off-road
adventurers)

Submarket 4
(Socializers)

Submarket 5
(Environmentalists)

This part of the market segmentation process (see Exhibit 3-3) takes a different
approach from the naming part. Here we look for similarities rather than basic differences in needs. Segmenters start with the idea that each person is one of a kind
but that it may be possible to aggregate some similar people into a product-market.
Segmenters see each of these one-of-a-kind people as having a unique set of
dimensions. Consider a product-market in which customers’ needs differ on two
important segmenting dimensions: need for status and need for dependability. In
Exhibit 3-6A, each dot shows a person’s position on the two dimensions. While
each person’s position is unique, many of these people are similar in terms of how
much status and dependability they want. So a segmenter may aggregate them into
three (an arbitrary number) relatively homogeneous submarkets—A, B, and C.
Group A might be called “status-oriented” and Group C “dependability-oriented.”
Members of Group B want both and might be called the “demanders.”

A.

Product-market showing
three segments

B

A

C

B.

Status dimension

Exhibit 3-6
Every Individual Has His or
Her Own Unique Position in
a Market—Those with
Similar Positions Can Be
Aggregated into Potential
Target Markets

The segmenter wants to aggregate individual customers into some workable number of relatively homogeneous target markets and then treat each target market
differently.
Look again at Exhibit 3-6A. Remember we talked about three segments. But this
was an arbitrary number. As Exhibit 3-6B shows, there may really be six segments.
What do you think—does this broad product-market consist of three segments or six?
Another difﬁculty with segmenting is that some potential customers just don’t ﬁt
neatly into market segments. For example, not everyone in Exhibit 3-6B was put
into one of the groups. Forcing them into one of the groups would have made these
segments more heterogeneous and harder to please. Further, forming additional segments for them probably wouldn’t be proﬁtable. They are too few and not very
similar in terms of the two dimensions. These people are simply too unique to be
catered to and may have to be ignored—unless they are willing to pay a high price
for special treatment.
The number of segments that should be formed depends more on judgment than
on some scientiﬁc rule. But the following guidelines can help.

Status dimension

How far should the
aggregating go?

Product-market showing
six segments

A

C
D

B

E
F

Dependability dimension

Dependability dimension
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Heinz Introduced “talking labels”
on the bottles of its popular
ketchup—and featured the
change in print ads—as part of a
global campaign to give the
brand an edgy attitude and
increase consumption among
Heinz’s teen target market.

Criteria for segmenting
a broad productmarket

Ideally, “good” market segments meet the following criteria:
1. Homogeneous (similar) within—the customers in a market segment should be as
similar as possible with respect to their likely responses to marketing mix variables and their segmenting dimensions.
2. Heterogeneous (different) between—the customers in different segments should
be as different as possible with respect to their likely responses to marketing
mix variables and their segmenting dimensions.
3. Substantial—the segment should be big enough to be proﬁtable.
4. Operational—the segmenting dimensions should be useful for identifying customers and deciding on marketing mix variables.
It is especially important that segments be operational. This leads marketers to
include demographic dimensions such as age, sex, income, location, and family size.
In fact, it is difﬁcult to make some Place and Promotion decisions without such
information.
Avoid segmenting dimensions that have no practical operational use. For example, you may ﬁnd a personality trait such as moodiness among the traits of heavy
buyers of a product, but how could you use this fact? Salespeople can’t give a personality test to each buyer. Similarly, advertising couldn’t make much use of this
information. So although moodiness might be related in some way to previous purchases, it would not be a useful dimension for segmenting.

Target marketers aim at
speciﬁc targets

Once you accept the idea that broad product-markets may have submarkets, you
can see that target marketers usually have a choice among many possible target
markets.
There are three basic ways to develop market-oriented strategies in a broad
product-market.
1. The single target market approach—segmenting the market and picking one
of the homogeneous segments as the ﬁrm’s target market.
2. The multiple target market approach—segmenting the market and choosing
two or more segments, then treating each as a separate target market needing
a different marketing mix.
3. The combined target market approach—combining two or more submarkets
into one larger target market as a basis for one strategy.
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In a product-market area
A segmenter
Using single target
market approach—
can aim at one
submarket with one
marketing mix
The
strategy

A combiner

Using multiple target
market approach—
can aim at two or
more submarkets with
different marketing
mixes
Strategy
one

Using combined target
market approach—
can aim at two or more
submarkets with the
same marketing mix

The
strategy
Strategy
three

Strategy
two

Note that all three approaches involve target marketing. They all aim at speciﬁc,
clearly deﬁned target markets. See Exhibit 3-7. For convenience, we call people who
follow the ﬁrst two approaches the “segmenters” and people who use the third
approach the “combiners.”

Combiners try to
satisfy “pretty well”

Combiners try to increase the size of their target markets by combining two or
more segments. Combiners look at various submarkets for similarities rather than
differences. Then they try to extend or modify their basic offering to appeal to these
“combined” customers with just one marketing mix. See Exhibit 3-7. For example,
combiners may try a new package, more service, a new brand, or new ﬂavors. But
even if they make product or other marketing mix changes, they don’t try to satisfy unique smaller submarkets. Instead, combiners try to improve the general appeal
of their marketing mix to appeal to a bigger “combined” target market.
A combined target market approach may help achieve some economies of scale.
It may also require less investment than developing different marketing mixes for
different segments—making it especially attractive for ﬁrms with limited resources.

Too much combining
is risky

It is tempting to aim at larger combined markets instead of using different marketing mixes for smaller segmented markets. But combiners must be careful not to
aggregate too far. As they enlarge the target market, individual differences within
each submarket may begin to outweigh the similarities. This makes it harder to
develop marketing mixes that can satisfy potential customers.
A combiner faces the continual risk of innovative segmenters chipping away at
the various segments of the combined target market—by offering more attractive
marketing mixes to more homogeneous submarkets. ATI Technologies, a ﬁrm that
is a leader in making graphics chips for PCs, saw this happen. It produces highquality products with features desired by a very wide variety of computer users. But
ATI has lost business to more specialized competitors like Nvidia Corp. By focusing on the needs of video-game lovers who don’t want to compromise when it comes
to realistic special effects, Nvidia has developed chips that do fewer things. Still,
Nividia’s chips do those fewer specialized things really well.

Segmenters try to
satisfy “very well”

Segmenters aim at one or more homogeneous segments and try to develop a different marketing mix for each segment. Segmenters usually adjust their marketing

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

78

3. Focusing Marketing
Strategy with
Segmentation and
Positioning

© The McGraw−Hill
Companies, 2002

Text

Chapter 3

Exhibit 3-8
There May Be Different
Demand Curves in Different
Market Segments

A. Mass marketer sees
one demand curve
for its target market
P

B. Combiner sees one
demand curve for its
combined target market
P

D
0

C. Segmenter sees one
demand curve for each
submarket
P
0

0

0

0

0

0

0

0

0

D
Q

0

Q

Q

mixes for each target market—perhaps making basic changes in the product itself—
because they want to satisfy each segment very well.
Instead of assuming that the whole market consists of a fairly similar set of customers (like the mass marketer does) or merging various submarkets together (like
the combiner), a segmenter sees submarkets with their own demand curves—as
shown in Exhibit 3-8. Segmenters believe that aiming at one—or some—of these
smaller markets makes it possible to provide superior value and satisfy them better.
This then provides greater proﬁt potential for the ﬁrm.

Segmenting may
produce bigger sales

Note that segmenters are not settling for a smaller sales potential or lower profits. Instead, they hope to increase sales by getting a much larger share of the business
in the market(s) they target. A segmenter who really satisﬁes the target market can
often build such a close relationship with customers that it faces no real competition. A segmenter that offers a marketing mix precisely matched to the needs of
the target market can often charge a higher price that produces higher proﬁts.
Check Point Software Technologies, a company that makes ﬁrewall software to
protect websites from hackers, is a good example. Microsoft, Cisco Systems, and
most other ﬁrms that compete in Check Point’s “computer security needs” market
create sweeping sets of products to cover a host of corporate computing needs. But
by focusing on a particular set of needs Check Point has become the leader in its
market. The payoff is that its proﬁt margins are even higher than those earned by
Microsoft.15

Should you segment
or combine?

Which approach should a ﬁrm use? This depends on the ﬁrm’s resources, the
nature of competition, and—most important—the similarity of customer needs,
attitudes, and buying behavior.
In general, it’s usually safer to be a segmenter—that is, to try to satisfy some
customers very well instead of many just fairly well. That’s why many ﬁrms use
the single or multiple target market approach instead of the combined target market approach. Procter & Gamble, for example, offers many products that seem
to compete directly with each other (e.g., Tide versus Cheer or Crest versus
Gleem). However, P&G offers tailor-made marketing mixes to each submarket
large—and profitable—enough to deserve a separate marketing mix. Though
extremely effective, this approach may not be possible for a smaller ﬁrm with
more limited resources. A smaller ﬁrm may have to use the single target market
approach—focusing all its efforts at the one submarket niche where it sees the
best opportunity.16
Kaepa, Inc., is a good example. Sales of its all-purpose sneakers plummeted as
larger ﬁrms like Nike and Reebok stole customers with a multiple target market
approach. They developed innovative products and aimed their promotion at speciﬁc needs—like jogging, aerobics, cross-training, and walking. Kaepa turned things
around by catering to the needs of cheerleaders. Cheerleading squads can order

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

3. Focusing Marketing
Strategy with
Segmentation and
Positioning

Text

© The McGraw−Hill
Companies, 2002

Focusing Marketing Strategy with Segmentation and Positioning

79

Ivillage.com’s website focuses on
women to do a better job in
meeting their speciﬁc needs.

Kaepa shoes with custom team logos and colors. The soles of the shoes feature ﬁnger grooves that make it easier for cheerleaders to build human pyramids. The Kaepa
website (www.kaepa.com) attracts the cheerleader target market with links to a host
of other cheering sites. Kaepa also carefully targets its market research and promotion. Kaepa salespeople attend the cheerleading camps that each summer draw
40,000 enthusiasts. Kaepa even arranges for the cheering teams it sponsors to do
demos at retail stores. This generates publicity and pulls in buyers, so retailers put
more emphasis on the Kaepa line.17

Proﬁt is the balancing
point

In practice, cost considerations probably encourage more aggregating—to obtain
economies of scale—while demand considerations suggest less aggregating—to satisfy needs more exactly.
Proﬁt is the balancing point. It determines how unique a marketing mix the ﬁrm
can afford to offer to a particular group.

What Dimensions Are Used to Segment Markets?
Segmenting
dimensions guide
marketing mix planning

Market segmentation forces a marketing manager to decide which productmarket dimensions might be useful for planning marketing strategies. The
dimensions should help guide marketing mix planning. Exhibit 3-9 shows the basic
kinds of dimensions we’ll be talking about in Chapters 5 and 6—and their probable effect on the four Ps. Ideally, we want to describe any potential product-market
in terms of all three types of customer-related dimensions—plus a product type
description—because these dimensions help us develop better marketing mixes.

Many segmenting
dimensions may
be considered

Customers can be described by many speciﬁc dimensions. Exhibit 3-10 shows
some dimensions useful for segmenting consumer markets. A few are behavioral
dimensions, others are geographic and demographic. Exhibit 3-11 shows some additional dimensions for segmenting markets when the customers are businesses,
government agencies, or other types of organizations. Regardless of whether
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Exhibit 3-9 Relation of Potential Target Market Dimensions to Marketing Strategy Decision Areas
Potential Target Market Dimensions

Effects on Strategy Decision Areas

1. Behavioral needs, attitudes and how present and
potential goods and services ﬁt into customers’
consumption patterns.

Affects Product (features, packaging, product line
assortment, branding) and Promotion (what potential
customers need and want to know about the ﬁrm’s
offering, and what appeals should be used).

2. Urgency to get need satisﬁed and desire and
willingness to seek information, compare, and shop.

Affects Place (how directly products are distributed from
producer to customer, how extensively they are made
available, and the level of service needed) and Price
(how much potential customers are willing to pay).

3. Geographic location and other demographic
characteristics of potential customers.

Affects size of Target Markets (economic potential),
Place (where products should be made available), and
Promotion (where and to whom to target advertising and
personal selling).

customers are ﬁnal consumers or organizations, segmenting a broad product-market
may require using several different dimensions at the same time.18

What are the qualifying
and determining
dimensions?

Any hiking boot should repel
water, and a product that doesn’t
meet that “qualifying need”
probably wouldn’t appeal to
many hikers. Sorel wants its
target customers to know that its
boots go further in keeping feet
dry because that difference may
determine which brand of boot
they buy.

To select the important segmenting dimensions, think about two different types
of dimensions. Qualifying dimensions are those relevant to including a customer
type in a product-market. Determining dimensions are those that actually affect the
customer’s purchase of a speciﬁc product or brand in a product-market.
A prospective car buyer, for example, has to have enough money—or credit—to
buy a car and insure it. Our buyer also needs a driver’s license. This still doesn’t guarantee a purchase. He or she must have a real need—like a job that requires “wheels”
or kids who have to be carpooled. This need may motivate the purchase of some car.
But these qualifying dimensions don’t determine what speciﬁc brand or model car
the person might buy. That depends on more speciﬁc interests—such as the kind of
safety, performance, or appearance the customer wants. Determining dimensions
related to these needs affect the speciﬁc car the customer purchases. If safety is a
determining dimension for a customer, a Volvo wagon that offers side impact protection, airbags, and all-wheel drive might be the customer’s ﬁrst choice.
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Exhibit 3-10 Possible Segmenting Dimensions and Typical Breakdowns for Consumer Markets
Behavioral
Needs
Beneﬁts sought
Thoughts
Rate of use
Purchase relationship
Brand familiarity
Kind of shopping
Type of problem-solving
Information required

Economic, functional, physiological, psychological, social, and more detailed needs.
Situation speciﬁc, but to satisfy speciﬁc or general needs.
Favorable or unfavorable attitudes, interests, opinions, beliefs.
Heavy, medium, light, nonusers.
Positive and ongoing, intermittent, no relationship, bad relationship.
Insistence, preference, recognition, nonrecognition, rejection.
Convenience, comparison shopping, specialty, none (unsought product).
Routinized response, limited, extensive.
Low, medium, high.

Geographic
Region of world, country
Region in country
Size of city

North America (United States, Canada), Europe (France, Italy, Germany), and so on.
(Examples in United States): Paciﬁc, Mountain, West North Central, West South Central,
East North Central, East South Central, South Atlantic, Middle Atlantic, New England.
No city; population under 5,000; 5,000–19,999; 20,000–49,999; 50,000–99,999; 100,000–
249,999; 250,000–499,999; 500,000–999,999; 1,000,000–3,999,999; 4,000,000 or over.

Demographic
Income
Sex
Age
Family size
Family life cycle

Occupation
Education
Ethnicity
Social class

Under $5,000; $5,000–9,999; $10,000–14,999; $15,000–19,999; $20,000–29,999;
$30,000–39,999; $40,000–59,999; $60,000 and over.
Male, female.
Infant; under 6; 6–11; 12–17; 18–24; 25–34; 35–49; 50–64; 65 or over.
1, 2, 3–4, 5 or more.
Young, single; young, married, no children; young, married, youngest child under 6; young,
married, youngest child over 6; older, married, with children; older, married, no children
under 18; older, single; other variations for single parents, divorced, etc.
Professional and technical; managers, ofﬁcials, and proprietors; clerical sales; craftspeople,
foremen; operatives; farmers; retired; students; housewives; unemployed.
Grade school or less; some high school; high school graduate; some college; college
graduate.
Asian, Black, Hispanic, Native American, White, Multiracial.
Lower-lower, upper-lower, lower-middle, upper-middle, lower-upper, upper-upper.

Note: Terms used in this table are explained in detail later in the text.

Determining
dimensions may be
very speciﬁc

How speciﬁc the determining dimensions are depends on whether you are concerned with a general product type or a speciﬁc brand. See Exhibit 3-12. The more
speciﬁc you want to be, the more particular the determining dimensions may be. In
a particular case, the determining dimensions may seem minor. But they are important because they are the determining dimensions.
Marketers at General Mills know this. Lots of people try to check e-mail or drive
a car while eating breakfast or lunch. General Mills has ﬁgured out that for many
of these target customers the real determining dimension in picking a snack is
whether it can be eaten “one-handed.”19

Determining
dimensions may
change

A marketing manager should seek new ways to serve existing customers and
strengthen the relationship with them. Too often ﬁrms let their strategies get stagnant after they’ve established a base of customers and a set of marketing mix
decisions. For example, special business services—like voice mail—related to the
determining needs of upscale executives might initially help a motel win this business. However, the motel will lose its competitive edge if other motels start to
offer the same beneﬁts. Then, the determining dimensions change. To retain its
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Exhibit 3-11 Possible Segmenting Dimensions for Business/Organizational Markets
Kind of relationship

Weak loyalty → strong loyalty to vendor
Single source → multiple vendors
“Arm’s length” dealings → close partnership
No reciprocity → complete reciprocity

Type of customer

Manufacturer, service producer, government agency,
military, nonproﬁt, wholesaler or retailer (when end
user), and so on.

Demographics

Geographic location (region of world, country, region
within country, urban → rural)
Size (number of employees, sales volume)
Primary business or industry (North American
Industry Classiﬁcation System)
Number of facilities

How customer will use product

Installations, components, accessories, raw
materials, supplies, professional services

Type of buying situation

Decentralized → centralized
Buyer → multiple buying inﬂuence
Straight rebuy → modiﬁed rebuy → new-task buying

Purchasing methods

Vendor analysis, purchasing speciﬁcations, Internet
bids, negotiated contracts, long-term contracts,
e-commerce websites

Note: Terms used in this table are explained in detail later in the text.

customers, the motel needs to ﬁnd new and better ways to meet needs. For example, the motel might make it easier for traveling executives by providing high-speed
Internet access for their use during a stay.20

Qualifying dimensions
are important too

The qualifying dimensions help identify the “core features” that must be offered
to everyone in a product-market. Qualifying and determining dimensions work
together in marketing strategy planning.

Different dimensions
needed for different
submarkets

Note that each different submarket within a broad product-market may be motivated by a different set of dimensions. In the snack food market, for example, health
food enthusiasts are interested in nutrition, dieters worry about calories, and economical shoppers with lots of kids may want volume to “ﬁll them up.”

Ethical issues in
selecting segmenting
dimensions

Marketing managers sometimes face ethical decisions when selecting segmenting dimensions. Problems may arise if a ﬁrm targets customers who are somehow
at a disadvantage in dealing with the ﬁrm or who are unlikely to see the negative effects of their own choices. For example, some people criticize shoe
companies for targeting poor, inner-city kids who see expensive athletic shoes as
an important status symbol. Many ﬁrms, including producers of infant formula,
have been criticized for targeting consumers in less-developed nations. Encyclopedia publishers have been criticized for aggressive selling to less-educated parents
who don’t realize that the “pennies a day” credit terms are more than they can
afford. Some nutritionists criticize ﬁrms that market soft drinks, candy, and snack
foods to children.
Sometimes a marketing manager must decide whether a ﬁrm should serve customers it really doesn’t want to serve. For example, banks sometimes offer marketing
mixes that are attractive to wealthy customers but that basically drive off lowincome consumers.
People often disagree about what segmenting dimensions are ethical in a given
situation. A marketing manager needs to consider not only his or her own views
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Exhibit 3-12 Finding the Relevant Segmenting Dimensions
All
potential dimensions

Qualifying dimensions

Dimensions generally
relevant to purchasing
behavior

Dimensions relevant to
including a customer type
in the product-market

Determining dimensions
(product type)

Determining dimensions
(brand specific)

Dimensions that affect
the customer’s purchase
of a specific type of
product

Dimensions that affect
the customer’s choice
of a specific brand

Segmenting dimensions become more specific to reasons why the target
segment chooses to buy a particular brand of the product

but also the views of other groups in society. Even when there is no clear “right”
answer, negative publicity may be very damaging. This is what Amazon.com
encountered when it was revealed that it was charging some regular customers
higher prices than new customers at its site.21

International marketing
requires even more
segmenting

Success in international marketing requires even more attention to segmenting. There are over 228 nations with their own unique cultures! And they differ
greatly in language, customs (including business ethics), beliefs, religions, race,
and income distribution patterns. (We’ll discuss some of these differences in Chapters 5 and 6.) These additional differences can complicate the segmenting process.
Even worse, critical data is often less available—and less dependable—as ﬁrms
move into international markets. This is one reason why some ﬁrms insist that
local operations and decisions be handled by natives. They, at least, have a feel
for their markets.

There are more
dimensions—but there
is a way

Segmenting international markets may require more dimensions. But one practical method adds just one step to the approach discussed above. First, marketers
segment by country or region—looking at demographic, cultural, and other characteristics, including stage of economic development. This may help them ﬁnd
regional or national submarkets that are fairly similar. Then—depending on
whether the ﬁrm is aiming at ﬁnal consumers or business markets—they apply the
same basic approaches discussed earlier.

More Sophisticated Techniques May Help in Segmenting
Marketing researchers and managers often turn to computer-aided methods for
help with the segmenting job. A detailed review of the possibilities is beyond the
scope of this book. But a brief discussion will give you a ﬂavor of how computeraided methods work.

Clustering usually
requires a computer

Clustering techniques try to ﬁnd similar patterns within sets of data. Clustering
groups customers who are similar on their segmenting dimensions into homogeneous
segments. Clustering approaches use computers to do what previously was done with
much intuition and judgment.
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It is usually better to focus on the
needs satisﬁed by products
rather than on the product
characteristics themselves.

The data to be clustered might include such dimensions as demographic characteristics, the importance of different needs, attitudes toward the product, and past
buying behavior. The computer searches all the data for homogeneous groups of
people. When it ﬁnds them, marketers study the dimensions of the people in the
groups to see why the computer clustered them together. The results sometimes suggest new, or at least better, marketing strategies.22
A cluster analysis of the toothpaste market, for example, might show that some
people buy toothpaste because it tastes good (the sensory segment), while others are
concerned with the effect of clean teeth and fresh breath on their social image (the
sociables). Still others worry about decay or tartar (the worriers), and some are just
interested in the best value for their money (the value seekers). Each of these market segments calls for a different marketing mix—although some of the four Ps may
be similar.

Customer database
can focus the effort

A variation of the clustering approach is based on customer relationship management methods. With customer relationship management (CRM), the seller
ﬁne-tunes the marketing effort with information from a detailed customer database. This usually includes data on a customer’s past purchases as well as other
segmenting information. For example, an auto-repair garage that keeps a database of customer oil changes can send a reminder postcard when it’s time for the
next oil change. Similarly, a ﬂorist that keeps a database of customers who have
ordered ﬂowers for Mother’s Day or Valentine’s Day can call them in advance
with a special offer. Firms that operate over the Internet may have a special
advantage with these database-focused approaches. They are able to communicate with customers via a website or e-mail, which means that the whole effort
is not only targeted but also very inexpensive. Further, it’s fast and easy for a customer to reply.23
Amazon.com takes this even further. When a customer orders a book, the Amazon CRM system at the website recommends other related books that have been
purchased by other customers who bought that book.
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Herman Miller (HM) is a 75-year-old company that
makes ofﬁce furniture. Boring stuff? Marketing managers at HM know that some ofﬁce furniture
customers feel that way. So, they decided to do
the success
of the com85 something about it. Consider
Chapter
20
pany’s Aeron desk chair. In an e-commerce world
even top executives sit at computers and need a desk
chair created for both work and looks. To satisfy this
upscale segment, HM designed a new type of chair
from scratch. There’s no fabric or padding, but everything about it adjusts to your body. It’s so comfortable
that HM positioned it as “the chair you can wear.”
With a price tag close to $1,000, it became a status
symbol for high-tech managers and was as proﬁtable
as it was popular. But with the cooling off of the economy, collapse of the dot-coms, and cutbacks by big
ﬁrms, HM is looking for other new opportunities for
growth. It’s ﬁnding them with a new line, called Red,
that targets new ﬁrms and small businesses. HM cre-

ated a new division, SQA (which stands for Simple,
Quick, Affordable), to serve this segment. The SQA
factory does not offer the thousands of choices in
fabrics and styles that were popular with HM’s traditional, big corporate buyers. Nor do customers get
extensive help from sales reps and dealers. However,
the new product line, called Red, does offer bold colors and chic styles that give HM an advantage over
suppliers like OfﬁceMax. Buyers place orders at a
slick website (www.hermanmillerred.com) that displays a 3-D drawing of the buyer’s ofﬁce space and
furniture choices. The orders are immediately linked
into the factory production schedule, so delivery
times are very fast. The efﬁciency of this system also
reduces selling costs. That means that the line is still
proﬁtable even at Red’s affordable price point. Competing ﬁrms are now chasing this same market
segment, but with HM’s head start a lot of them are
just taking a back seat.24

Differentiation and Positioning Take the Customer Point of View
Differentiate the
marketing mix—to
serve customers better

As we’ve emphasized throughout, the reason for focusing on a speciﬁc target market—by using marketing segmentation approaches or tools such as cluster analysis
or CRM—is so that you can ﬁne-tune the whole marketing mix to provide some
group of potential customers with superior value. By differentiating the marketing mix
to do a better job meeting customers’ needs, the ﬁrm builds a competitive advantage. When this happens, target customers view the ﬁrm’s position in the market as
uniquely suited to their preferences and needs. Further, because everyone in the ﬁrm
is clear about what position it wants to achieve with customers, the Product, Promotion, and other marketing mix decisions can be blended better to achieve the
desired objectives.
Although the marketing manager may want customers to see the ﬁrm’s offering
as unique, that is not always possible. Me-too imitators may come along and copy
the ﬁrm’s strategy. Further, even if a ﬁrm’s marketing mix is different, consumers
may not know or care. They’re busy and, simply put, the ﬁrm’s product may not be
that important in their lives. Even so, in looking for opportunities it’s important for
the marketing manager to know how customers do view the ﬁrm’s offering. It’s also
important for the marketing manager to have a clear idea about how he or she
would like for customers to view the ﬁrm’s offering. This is where another important concept, positioning, comes in.

Positioning is based on
customers’ views

Positioning refers to how customers think about proposed and/or present
brands in a market. A marketing manager needs a realistic view of how customers think about offerings in the market. Without that, it’s hard to
differentiate. At the same time, the manager should know how he or she wants
target customers to think about the firm’s marketing mix. Positioning issues are
especially important when competitors in a market appear to be very similar.
For example, many people think that there isn’t much difference between one
brand of TV and another. But Sony wants TV buyers to see its Wega flat-screen
as offering the very best picture.
85
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Firms often use promotion to
help “position” how a marketing
mix meets target customers’
speciﬁc needs. For example, Bic
ads along the roadside in
Thailand highlight an ultra-close
shave. In the U.S., Target wants
consumers to remember not only
its soft goods but also its
houseware lines.

Once you know what customers think, then you can decide whether to leave the
product (and marketing mix) alone or reposition it. This may mean physical changes
in the product or simply image changes based on promotion. For example, most cola
drinkers can’t pick out their favorite brand in a blind test—so physical changes
might not be necessary (and might not even work) to reposition a cola. Yet, ads
that portray Pepsi drinkers in funny situations help position “the Joy of Pepsi.” Conversely, 7-Up reminds us that it is the uncola with no caffeine, “never had it and
never will.”

Internet

Internet Exercise For years, Volvo has had a reputation as a particularly
safe car and much of its advertising has reinforced that positioning. Go to the
website for Volvo cars (www.volvocars.com) and select the link for the U.S.
website. Consider whether the U.S. website successfully reinforces a positioning of Volvo as a “safe” alternative. Why or why not?

Figuring out what customers really think about competing products isn’t easy, but
there are approaches that help. Most of them require some formal marketing
research. The results are usually plotted on graphs to help show how consumers view
the competing products. Usually, the products’ positions are related to two or three
product features that are important to the target customers.
Managers make the graphs for positioning decisions by asking consumers to make
judgments about different brands—including their “ideal” brand—and then use
computer programs to summarize the ratings and plot the results. The details of positioning techniques—sometimes called “perceptual mapping”—are beyond the scope
of this text. But Exhibit 3-13 shows the possibilities.25
Exhibit 3-13 shows the “product space” for different brands of bar soap using
two dimensions—the extent to which consumers think the soaps moisturize and
deodorize their skin. For example, consumers see Dial as quite low on moisturizing but high on deodorizing. Lifebuoy and Dial are close together—implying that
consumers think of them as similar on these characteristics. Dove is viewed as
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Exhibit 3-13
“Product Space”
Representing Consumers’
Perceptions for Different
Brands of Bar Soap
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High moisturizing

7

Tone

Zest

4

Lever 2000

Dove

2

5

Safeguard
Coast
Lux

Nondeodorant

8
Deodorant

3

1
Dial
Lifebuoy
Lava

6
Low moisturizing

different and is further away on the graph. Remember that positioning maps are
based on customers’ perceptions—the actual characteristics of the products (as
determined by a chemical test) might be different!

Each segment may
have its own
preferences

The circles in Exhibit 3-13 show different sets (submarkets) of consumers clustered near their ideal soap preferences. Groups of respondents with a similar ideal
product are circled to show apparent customer concentrations. In this graph, the
size of the circles suggests the size of the segments for the different ideals.
Ideal clusters 1 and 2 are the largest and are close to two popular brands—
Dial and Lever 2000. It appears that customers in cluster 1 want more
moisturizing than they see in Dial and Lifebuoy. However, exactly what these
brands should do about this isn’t clear. Perhaps both of these brands should leave
their physical products alone—but emphasize moisturizing more in their promotion to make a stronger appeal to those who want moisturizers. A marketing
manager talking about this approach might simply refer to it as “positioning the
brand as a good moisturizer.” Of course, whether the effort is successful depends
on whether the whole marketing mix delivers on the promise of the positioning
communication.
Note that ideal cluster 7 is not near any of the present brands. This may suggest
an opportunity for introducing a new product—a strong moisturizer with some
deodorizers. A ﬁrm that chooses to follow this approach would be making a segmenting effort.
Combining versus segmenting

Positioning analysis may lead a ﬁrm to combining—rather than segmenting—if
managers think they can make several general appeals to different parts of a “combined” market. For example, by varying its promotion, Coast might try to appeal to
segments 8, 1, and 2 with one product. These segments are all quite similar (close
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together) in what they want in an ideal brand. On the other hand, there may be
clearly deﬁned submarkets—and some parts of the market may be “owned” by one
product or brand. In this case, segmenting efforts may be practical—moving the ﬁrm’s
own product into another segment of the general market area where competition is
weaker.

Positioning as part of
broader analysis

A positioning analysis helps managers understand how customers see their market. It is a visual aid to understanding a product-market. The ﬁrst time such an
analysis is done, managers may be shocked to see how much customers’ perceptions
of a market differ from their own. For this reason alone, positioning analysis may
be crucial. But, a positioning analysis usually focuses on speciﬁc product features and
brands that are close competitors in the product-market. Thus, it is a productoriented approach. Important customer-related dimensions—including needs and
attitudes—may be overlooked.
Premature emphasis on product features is dangerous in other ways as well. As
our bar soap example shows, starting with a product-oriented deﬁnition of a market
and how bar soaps compete against other bar soaps can make a ﬁrm miss more basic
shifts in markets. For example, bars might be losing popularity to liquid soaps. Or
other products, like bath oils or body shampoos for use in the shower, may be part
of the relevant competition. Managers wouldn’t see these shifts if they looked only
at alternative bar soap brands—the focus is just too narrow.
It’s also important to realize that the way consumers look at a product isn’t just a
matter of chance. Let’s return to our bar soap example. While many consumers do
think about soap in terms of moisturizing and deodorizing, other needs shouldn’t be
overlooked. For example, some consumers are especially concerned about wiping out
germs. Marketers for Dial soap recognized this need and developed ads that positioned Dial as “the choice” for these target customers.
As we emphasize throughout the text, you must understand potential needs and
attitudes when planning marketing strategies. If customers treat different products
as substitutes, then a ﬁrm has to position itself against those products too. Customers
won’t always be conscious of all of the detailed ways that a ﬁrm’s marketing mix
might be different, but careful positioning can help highlight a unifying theme or
beneﬁts that relate to the determining dimensions of the target market. Thus, it’s
useful to think of positioning as part of the broader strategy planning process—
because the purpose is to ensure that the whole marketing mix is positioned for
competitive advantage.

Conclusion
Firms need creative strategy planning to survive in our
increasingly competitive markets. In this chapter, we discussed how to ﬁnd attractive target market opportunities.
We started by considering four basic types of opportunities—market penetration, market development, product
development, and diversiﬁcation—with special emphasis on opportunities in international markets. We also
saw that carefully deﬁning generic markets and productmarkets can help ﬁnd new opportunities. We stressed the
shortcomings of a too narrow, product-oriented view of
markets.

We also discussed market segmentation—the process
of naming and then segmenting broad product-markets
to ﬁnd potentially attractive target markets. Some people try to segment markets by starting with the mass
market and then dividing it into smaller submarkets
based on a few dimensions. But this can lead to poor results. Instead, market segmentation should ﬁrst focus on
a broad product-market and then group similar customers into homogeneous submarkets. The more similar
the potential customers are, the larger the submarkets
can be. Four criteria for evaluating possible productmarket segments were presented.
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Once a broad product-market is segmented, marketing
managers can use one of three approaches to marketoriented strategy planning: (1) the single target market
approach, (2) the multiple target market approach, and
(3) the combined target market approach. In general, we
encouraged marketers to be segmenters rather than
combiners.
We also discussed some computer-aided approaches—
clustering techniques, CRM, and positioning.

89

In summary, good marketers should be experts on
markets and likely segmenting dimensions. By creatively
segmenting markets, they may spot opportunities—
even breakthrough opportunities—and help their ﬁrms
succeed against aggressive competitors offering similar
products. Segmenting is basic to target marketing. And
the more you practice segmenting, the more meaningful
market segments you will see.

Questions and Problems
1. Distinguish between an attractive opportunity and a
breakthrough opportunity. Give an example.
2. Explain how new opportunities may be seen by deﬁning a ﬁrm’s markets more precisely. Illustrate for a
situation where you feel there is an opportunity—
namely, an unsatisﬁed market segment—even if it is
not very large.
3. In your own words, explain why the book suggests
that you should think of marketing strategy planning as a narrowing down process.
4. Distinguish between a generic market and a productmarket. Illustrate your answer.
5. Explain the major differences among the four basic
types of opportunities discussed in the text and cite
examples for two of these types of opportunities.
6. Explain why a ﬁrm may want to pursue a market
penetration opportunity before pursuing one involving product development or diversiﬁcation.
7. In your own words, explain several reasons why
marketing managers should consider international
markets when evaluating possible opportunities.
8. Give an example of a foreign-made product (other
than an automobile) that you personally have purchased. Give some reasons why you purchased that
product. Do you think that there was a good opportunity for a domestic ﬁrm to get your business?
Explain why or why not.
9. Explain what market segmentation is.
10. List the types of potential segmenting dimensions
and explain which you would try to apply ﬁrst, second, and third in a particular situation. If the nature
of the situation would affect your answer, explain
how.
11. Explain why segmentation efforts based on attempts
to divide the mass market using a few demographic
dimensions may be very disappointing.

12. Illustrate the concept that segmenting is an aggregating process by referring to the admissions policies
of your own college and a nearby college or university.
13. Review the types of segmenting dimensions listed in
Exhibits 3-10 and 3-11, and select the ones you
think should be combined to fully explain the market segment you personally would be in if you were
planning to buy a new watch today. List several dimensions and try to develop a shorthand name, like
“fashion-oriented,” to describe your own personal
market segment. Then try to estimate what proportion of the total watch market would be accounted
for by your market segment. Next, explain if there
are any offerings that come close to meeting the
needs of your market. If not, what sort of a marketing mix is needed? Would it be economically
attractive for anyone to try to satisfy your market
segment? Why or why not?
14. Identify the determining dimension or dimensions
that explain why you bought the speciﬁc brand you
did in your most recent purchase of a (a) soft drink,
(b) shampoo, (c) shirt or blouse, and (d) larger, more
expensive item, such as a bicycle, camera, or boat.
Try to express the determining dimension(s) in
terms of your own personal characteristics rather
than the product’s characteristics. Estimate what
share of the market would probably be motivated by
the same determining dimension(s).
15. Consider the market for off-campus apartments in
your city. Identify some submarkets that have different needs and determining dimensions. Then
evaluate how well the needs in these market segments are being met in your geographic area. Is there
an obvious breakthrough opportunity waiting for
someone?
16. Explain how positioning analysis can help a marketing manager identify target market opportunities.
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Suggested Cases
7. Lilybank Lodge

30. Deluxe Foods, Ltd.

29. Metal Works, Inc.

Computer-Aided Problem
3. Segmenting Customers
The marketing manager for Audiotronics Software
Company is seeking new market opportunities. He is focusing on the voice recognition market and has narrowed down
to three segments: the Fearful Typists, the Power Users, and
the Professional Specialists. The Fearful Typists don’t know
much about computers—they just want a fast way to create
e-mail messages, letters, and simple reports without errors.
They don’t need a lot of special features. They want simple
instructions and a program that’s easy to learn. The Power
Users know a lot about computers, use them often, and want

a voice recognition program with many special features. All
computer programs seem easy to them—so they aren’t worried about learning to use the various features. The
Professional Specialists have jobs that require a lot of writing. They don’t know much about computers but are willing
to learn. They want special features needed for their work—
but only if they aren’t too hard to learn and use.
The marketing manager prepared a table summarizing
the importance of each of three key needs in the three
segments (see table below).

Importance of Need (1  Not Important; 10  Very Important)
Market Segment

Features

Easy to Use

Easy to Learn

Fearful Typists

3

8

9

Power Users

9

2

2

Professional Specialists

7

5

6
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Audiotronics’ sales staff conducted interviews with
seven potential customers who were asked to rate how important each of these three needs were in their work. The
manager prepared a spreadsheet to help him cluster (aggregate) each person into one of the segments—along with
other similar people. Each person’s ratings are entered in
the spreadsheet, and the clustering procedure computes a
similarity score that indicates how similar (a low score) or
dissimilar (a high score) the person is to the typical person
in each of the segments. The manager can then “aggregate”
potential customers into the segment that is most similar
(that is, the one with the lowest similarity score).
a. The ratings for a potential customer appear on the
ﬁrst spreadsheet. Into which segment would you
aggregate this person?
b. The responses for seven potential customers who were
interviewed are listed in the table below. Enter the ratings for a customer in the spreadsheet and then write

91

down the similarity score for each segment. Repeat the
process for each customer. Based on your analysis,
indicate the segment into which you would aggregate
each customer. Indicate the size (number of customers) of each segment.
c. In the interview, each potential customer was also
asked what type of computer he or she would be
using. The responses are shown in the table along
with the ratings. Group the responses based on the
customer’s segment. If you were targeting the Fearful
Typists segment, what type of computer would you
focus on when developing your software?
d. Based on your analysis, which customer would you
say is least like any of the segments? Brieﬂy explain
the reason for your choice.
For additional questions related to this problem, see
Exercise 3-4 in the Learning Aid for Use with Basic Marketing, 14th edition.

Importance of Need (1  Not Important; 10  Very Important)
Potential Customer

Features

Easy to Use

Easy to Learn

Type of Computer

A.

8

1

2

Dell laptop

B.

6

6

5

IBM desktop

C.

4

9

8

Apple

D.

2

6

7

Apple

E.

5

6

5

IBM desktop

F.

8

3

1

Dell laptop

G.

4

6

8

Apple
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1. Know the variables
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2. Understand why
company objectives
are important in guiding marketing
strategy planning.
3. See how the
resources of a ﬁrm
affect the search for
opportunities.
4. Know how the different kinds of
competitive situations
affect strategy planning.
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Evaluating
Opportunities in the
Changing Marketing
Environment
UPS is on a roll. But if you think

tion to corporate clients to help

5. Understand how
the economic and
technological environment can affect
strategy planning.

it’s just those clean brown trucks

them pare shipping, inventory, and

that are moving, think again. Top

handling costs, manage relation-

management’s objective isn’t just to

ships with suppliers, and even bill

be the leader in delivering pack-

their customers. To achieve these

6. Know why you
might be sent to
prison if you ignore
the political and legal
environment.

ages, but also to be the world leader

objectives, marketing managers at

in delivering services and informa-

UPS are developing completely new

7. Understand how to
screen and evaluate
marketing strategy
opportunities.
8. Understand the
important new terms
(shown in red).

marketing strategies for new services and markets, like logistics
consulting and handling of digital
invoices and payments.
These initiatives mean that
UPS is no longer competing
with just package delivery
rivals like FedEx and DHL,
but with a host of other ﬁrms
that market information technology solutions for business
problems. But UPS has resources
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ﬁnal consumers, this was just

instantly ﬁlled by UPS from

competition. It has already

a nice beneﬁt of using UPS.

Nike inventory maintained at a

earned the trust of many

But for many business cus-

UPS warehouse in Kentucky—

business customers with

tomers, knowing precisely

and UPS delivers the sneakers

whom it has close working

where stuff was meant saving

directly to you the next day. In

relationships. Its experience

millions of dollars in inventory

fact, if there is any problem

and expertise are a competi-

costs. That opened customers’

and you call the toll-free num-

tive advantage also. A decade

eyes to the possibilities. Then

ber on Nike’s website, it’s a

ago, UPS began to make huge

UPS set up a special sales

UPS employee at a call center

investments in information

force to help ﬁrms link their e-

in San Antonio who answers

systems, mainly to make its

commerce websites directly to

your call.

own operations more efﬁcient.

UPS shipping data. That gave

However, when the Internet

it more opportunities to see

solutions don’t even rely on

came along UPS quickly took

ways that UPS could improve

UPS trucks. For example, Ford

advantage of the technology

a customer’s distribution sys-

Motor Company has given

to make its package tracking

tem. Now, for example, if you

UPS a contract to manage the

databases available to cus-

order a pair of Air Jordans at

transportation and distribution

tomers (www.ups.com). For

Nike.com, the order is

of over four million cars and

Sometimes UPS logistics

price
place
product
promotion
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and strengths that help in this
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trucks a year—from 21 differ-

These successes are earn-

an even greater need to pare

ent factories to 6,000 dealers

ing proﬁts for UPS, but it still

costs. That is one reason the

across North America. Now a

must cope with the challenges

market for logistics consulting

Ford dealer who wants to ﬁnd

of a weakened economy.

services is expected to grow

a metallic blue Mustang con-

However, even when demand

threefold by 2005. Moreover,

vertible can instantly do it

for package deliveries is low

the trend toward free trade is

online. The UPS system also

UPS has a proﬁt advantage

helping UPS expand revenue

reduces transit time for a new

over competitors who are less

from both international air-

Mustang from 16 days to 12.

efﬁcient. A weak economy

freight and the broker

That frees up $1 billion worth

may even help the UPS strate-

services it now offers to help

of inventory and saves Ford

gic business unit that offers

ﬁrms cope with local

$125 million a year in inventory

logistics consulting services

customs laws.1

carrying costs.

because customer ﬁrms have

The Marketing Environment
You saw in the last chapter that using segmenting and positioning to narrow
down to a speciﬁc marketing strategy takes a real understanding of what makes customers tick. You also saw that developing a competitive advantage and a strategy
that offers customers superior value takes an understanding of the capabilities of
your own company and of competitors. This chapter takes this thinking further. As
the UPS case shows, a marketing manager must analyze customer needs and choose
marketing strategy variables within the framework of the marketing environment
and how it is changing.
A large number of forces shape the marketing environment. To help organize
your thinking, it’s useful to classify the various forces as falling into either (1) the
direct market environment or (2) the external market environment. The direct
environment of any generic market or product-market includes customers, the company, and competitors. The external market environment is broader. The variables
of the external market environment fall into four major areas:
1.
2.
3.
4.

Economic environment.
Technological environment.
Political and legal environment.
Cultural and social environment.

In the short run, the marketing manager doesn’t control the variables of the marketing environment. That’s why it’s sometimes useful to think of them as uncontrollable
variables. On the other hand, the marketing manager can and should carefully consider the environmental variables when making decisions that can be controlled. For
example, a manager may not be able to do anything to offset the strengths of a speciﬁc competitor, but the manager can select strategies that lead the ﬁrm into a new
product-market where that ﬁrm does not compete, or where competition in general is
not as strong. In this chapter, we’ll look at these marketing environment variables in
more detail. We’ll see how they shape opportunities—limiting some possibilities and
making others more attractive.
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In creating its new website, Gap’s
objective was to complement and
support its bricks and mortar
stores rather than just cannibalize
in-store sales. So, Gap Online
features sizes and styles, like
maternity clothes, that are not in
stock in regular stores.

Objectives Should Set Firm’s Course
A company must decide where it’s going, or it may fall into the trap expressed
so well by the quotation: “Having lost sight of our objective, we redoubled our
efforts.” Company objectives should shape the direction and operation of the
whole business.
It is difﬁcult to set objectives that really guide the present and future development of a company. The process forces top management to look at the whole
business, relate its present objectives and resources to the external environment,
and then decide what the ﬁrm wants to accomplish in the future.
The marketing manager should be heard when the company is setting objectives.
But setting whole-company objectives—within resource limits—is ultimately the
responsibility of top management. In this sense, whole-company objectives are usually outside the marketing manager’s “control.”
It would be convenient if a company could set one objective—such as making
a proﬁt—and let that serve as the guide. Actually, however, setting objectives is
much more complicated, which helps explain why it’s often done poorly—or not
done at all.

Three basic objectives
provide guidelines

The following three objectives provide a useful starting point for setting a ﬁrm’s
objectives. They should be sought together because in the long run a failure in even
one of the three areas can lead to total failure of the business. A business should:
1. Engage in speciﬁc activities that will perform a socially and economically useful function.
2. Develop an organization to carry on the business and implement its strategies.
3. Earn enough proﬁt to survive.2

Should be socially
useful

The ﬁrst objective isn’t just a “do-gooder” objective. Businesses can’t exist without the approval of consumers. If a ﬁrm’s activities appear to be contrary to the
consumer “good,” the ﬁrm can be wiped out almost overnight by political or legal
action—or consumers’ own negative responses.
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A ﬁrm should set need-satisfying objectives rather than production-oriented
objectives. Because customer needs change, too narrow a view may lead the company into a product-market in which the product itself will soon be obsolete.3

Should earn some
proﬁt

A ﬁrm must make a proﬁt to survive. But just saying that a ﬁrm should try to
make a proﬁt isn’t enough. Management must specify the time period involved since
many plans that maximize proﬁt in the long run lose money during the ﬁrst few
years. Thousands of new dot.com ﬁrms went belly-up after a year or two of losses
because they could not even cover their expenses in the short run.
On the other hand, seeking only short-term proﬁts may steer the ﬁrm from opportunities that would offer larger long-run proﬁts. For example, Fruit of the Loom
struggled to maximize proﬁts with its men’s underwear and other clothing lines, but
in those intensely competitive markets the maximum possible proﬁt margins were
so thin that it ultimately had to reorganize under the bankruptcy law. In a situation
like this, it might be better to set a target rate of proﬁt that will lead the ﬁrm into
areas with more promising possibilities.

A mission statement
helps set the course

Our three general objectives provide guidelines, but a ﬁrm should develop its own
objectives. This is important, but top executives often don’t state their objectives
clearly. Too often, they say what their objectives were after the fact. If objectives
aren’t clear from the start, different managers may hold unspoken and conﬂicting
objectives—a common problem in large companies and in nonproﬁt organizations.
Many ﬁrms try to avoid this problem by developing a mission statement, which
sets out the organization’s basic purpose for being. For example, the mission of the
Fort Smith Public Library (www.fspl.lib.ar.us) is “to serve the minds of the citizens
in our community by providing easy access to resources that meet their informational and recreational needs.” As illustrated by this example, a good mission
statement should focus on a few key goals rather than embracing everything. It
should also supply guidelines when managers face difﬁcult decisions. For example,
if an employee of the library is trying to decide whether or not to write a proposal
for the funding of a Spanish language story time or new computers that provide
Internet access, it should be clear that these services are within the scope of the
library’s stated mission. On the other hand, if another possible opportunity was to
use extra space in the library for exercise equipment, it would appear to be beyond
the stated mission. Of course, a mission statement may need to be revised as new
market needs arise or as the marketing environment changes, but this would be a
fundamental change and not one that is made casually.4

The whole ﬁrm must
work toward the same
objectives

A mission statement is important, but it is not a substitute for more speciﬁc objectives that provide guidance in screening possible opportunities. For example, top
management might set objectives such as “earn 25 percent annual return on investment,” “become the market-share leader in each of our product-markets,” and
“introduce at least three innovative and successful products in the next two years.”
Of course, when there are a number of speciﬁc objectives stated by top management, it is critical that they be compatible. If they’re not, frustration and even
failure may result. For example, a top-management objective of 25 percent annual
return on investment may seem reasonable taken by itself. And the objective
of introducing new products is reasonable. However, if the costs of developing and
introducing the new products cannot be recouped within one year, the return on
investment objective is impossible.5

Top-management
myopia may
straitjacket marketing

We are assuming that it is the marketing manager’s job to work within the framework of objectives provided by top management. But some of these objectives may limit
marketing strategies and perhaps damage the whole business. This is another reason
why it is desirable for the marketing manager to help shape the company’s objectives.
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Exhibit 4-1 A Hierarchy of Objectives
Company
objectives

Production
objectives

Finance
objectives

Product
objectives

Marketing
objectives

Place
objectives

Personal
selling
objectives

Human
resource
objectives

Promotion
objectives

Mass selling
objectives

R&D
objectives

Price
objectives

Sales
promotion
objectives

Some top managements want a large market share because they feel this ensures
greater proﬁtability. But many large ﬁrms with big market shares, like Eastern Airlines, have gone bankrupt. These ﬁrms sought large market shares—but earned little
proﬁt. Increasingly, managers are shifting their objectives toward proﬁtable sales
growth rather than just larger market share—as they realize that the two don’t necessarily go together.6

Company objectives
should lead to
marketing objectives

You can see why the marketing manager should be involved in setting company
objectives. Company objectives guide managers as they search for and evaluate
opportunities—and later plan marketing strategies. Particular marketing objectives
should be set within the framework of larger company objectives. As shown in
Exhibit 4-1, ﬁrms need a hierarchy of objectives—moving from company objectives
to marketing department objectives. For each marketing strategy, ﬁrms also need
objectives for each of the four Ps—as well as more detailed objectives. For example, in the Promotion area, we need objectives for advertising, sales promotion, and
personal selling.
Toyota provides a good example. One of its company objectives is to achieve
high customer satisfaction. So, the R&D people design vehicles to meet speciﬁc
reliability objectives. Similarly, the production people work to cut manufacturing
defects. The marketing department, in turn, sets specific customer satisfaction
objectives for every product. That leads to speciﬁc promotion objectives to ensure
that the sales and advertising people don’t promise more than the company can
deliver. Dealers’ service people, in turn, work to ﬁx any problem the ﬁrst time it’s
reported.
Both company objectives and marketing objectives should be realistic and
achievable. Overly ambitious objectives are useless if the ﬁrm lacks the resources to
achieve them.

Company Resources May Limit Search for Opportunities
Every ﬁrm has some resources—hopefully some unique ones—that set it apart.
Breakthrough opportunities—or at least some competitive advantage—come from
making use of these strengths while avoiding direct competition with ﬁrms having
similar strengths.
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To ﬁnd its strengths, a ﬁrm must evaluate its functional areas (production,
research and engineering, marketing, general management, and ﬁnance) as well as
its present products and markets. The expertise and knowledge of people at the ﬁrm
can also be a unique resource. By analyzing successes or failures in relation to the
ﬁrm’s resources, management can discover why the ﬁrm was successful—or why it
failed—in the past.
Harley-Davidson’s motorcycle business was on
the ropes, and it was losing customers to Japanese
competitors. Studying the Japanese ﬁrms helped
Harley identify ways to produce higher quality
motorcycles at lower cost. With these resource-use
problems resolved, Harley was again on the road to
achieving its objectives. As its sales and reputation
grew, its close relationship with Harley owners
became a resource that helped Harley introduce a
proﬁtable line of accessories. The Harley case highlights both manufacturing quality and relationships with existing customers as
resources. Other resources that should be considered as part of an evaluation of
strengths and weaknesses are discussed in the following sections.7

Financial strength

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

Producing capability
and ﬂexibility

In many businesses, the cost of producing and selling each unit decreases as the
quantity increases. Therefore, smaller ﬁrms can be at a great cost disadvantage if
they try to win business from larger competitors.
On the other hand, new—or smaller—ﬁrms sometimes have the advantage of
ﬂexibility. They are not handicapped with large, special-purpose facilities that are
obsolete or poorly located. Large steel producers once enjoyed economies of scale.
But today they have trouble competing with producers using smaller, more ﬂexible
plants.
Some ﬁrms are ﬁnding that they have the greatest ﬂexibility by not having any
“in house” manufacturing at all. Sara Lee, the company that markets brands like
Hanes and L’Eggs, is a good example. Sara Lee sold its manufacturing facilities for
many of these textile-related markets. Sara Lee says it doesn’t have a competitive
advantage in manufacturing. Further, as its needs change in various markets around
the world it will buy products from whatever suppliers are best able to meet its speciﬁcations. Of course, this could be risky if some other ﬁrm can develop a competitive
advantage—because it can provide retailers with faster or more reliable response
when they place orders.

Marketing strengths

Our marketing strategy planning framework (Exhibit 3-1) helps in analyzing current marketing resources. In the product area, for example, a familiar brand can be
a big strength. Starbucks is famous for its coffee beverages. Starbucks Coffee Ice
Cream was also a leader within a year of its introduction. People tried it because
they knew what Starbucks ﬂavor meant.8 A new idea or process may be protected
by a patent. A patent owner has a 20-year monopoly to develop and use its new
product, process, or material. If one ﬁrm has a strong patent, competitors may be
limited to second-rate offerings—and their efforts may be doomed to failure.9
Good relations with established middlemen—or control of good locations—can
be important resources in reaching some target markets. When marketing managers
at Microsoft decided to introduce the Xbox game console, Microsoft software and
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A familiar brand name—and
other marketing strengths—can
be an advantage in seeking new
opportunities.

computer accessories had already proved proﬁtable for retailers like Best Buy and
Wal-Mart that could reach the target market. So these retailers were willing to give
the new product shelf space even if they were already carrying competing products
from Nintendo or Sony.10
Similarly, existing computer systems that effectively share information in the
channel, speed delivery of orders, and control inventory can be a big advantage.
When P&G adds a new type of detergent, the systems to manage distribution are
already in place.
Promotion and price resources must be considered too. Fidelity Investments already
has a skilled sales force. Marketing managers know these sales reps can handle new
products and customers. And expertise to create an Internet website for online orders
may enable a ﬁrm to expand its market and undercut competitors’ prices.
Finally, thorough understanding of a target market can give a company an edge.
Many companies fail in new product-markets because they don’t really understand
the needs of the new customers or the new competitive environment.

Analyzing Competitors and the Competitive Environment
Choose opportunities
that avoid head-on
competition

The competitive environment affects the number and types of competitors the
marketing manager must face and how they may behave. Although marketing managers usually can’t control these factors, they can choose strategies that avoid
head-on competition. And where competition is inevitable, they can plan for it.
Economists describe four basic kinds of market (competitive) situations: pure
competition, oligopoly, monopolistic competition, and monopoly. Understanding
the differences among these market situations is helpful in analyzing the competitive environment, and our discussion assumes some familiarity with these concepts.
(For a review, see Exhibit A-11 and the related discussion in Appendix A, which
follows Chapter 22.)
Most product-markets head toward pure competition—or oligopoly—over the
long run. In these situations, competitors offer very similar products. Because customers see the different available products (marketing mixes) as close substitutes,
managers just compete with lower and lower prices, and proﬁt margins shrink. Sometimes managers do this much too quickly, without really thinking through the
question of how they might add more value to the marketing mix. It’s crucial to
remember that the marketing mix that offers customers the best value is not necessarily the one with the lowest price.
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Dodge would like to avoid headon competition with other auto
producers, but that is difﬁcult if
potential customers view
competing autos as very similar.

Avoiding pure competition is sensible and certainly ﬁts with our emphasis on target
marketing and the need to ﬁnd a competitive advantage on which to differentiate the
ﬁrm’s marketing mix. This is why effective target marketing is fundamentally different from effective decision making in other areas of business. Accounting, production,
and ﬁnancial managers for competing ﬁrms can learn about and use the same standardized approaches—and they will work well in each case. By contrast, marketing
managers can’t just adopt the same “good” marketing strategy being used by other
ﬁrms. That just leads to head-on competition and a downward spiral in prices and
proﬁts. So target marketers try to offer a marketing mix better suited to customers’
needs than competitors’ offerings.

Competitor-free
environments are rare

Most marketing managers would like to have such a strong marketing mix that customers see it as uniquely able to meet their needs. This competitor-free ideal guides
the search for breakthrough opportunities. Yet monopoly situations, in which one ﬁrm
completely controls a broad product-market, are rare in market-directed economies.
Further, governments commonly regulate monopolies. For example, in many parts of
the world prices set by utility companies must be approved by a government agency.
Although most marketing managers can’t expect to operate with complete control in
an unregulated monopoly, they can move away from head-on competition.

Monopolistic
competition is
typical—and a
challenge

In monopolistic competition, a number of different ﬁrms offer marketing mixes
that at least some customers see as different. Each competitor tries to get control (a
monopoly) in its “own” target market. But competition still exists because some customers see the various alternatives as substitutes. Most marketing managers in
developed economies face monopolistic competition.
In monopolistic competition, marketing managers sometimes try to differentiate very
similar products by relying on other elements of the marketing mix. For example,
Clorox Bleach uses the same basic chemicals as other bleaches. But marketing managers for Clorox may help to set it apart from other bleaches by offering an improved
pouring spout, by producing ads that demonstrate its stain-killing power, or by getting
it better shelf positions in supermarkets. Yet such approaches may not work, especially
if competitors can easily imitate each new idea. Efforts to promote real, but subtle,
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When AOL got started in the
U.S., it faced relatively little
competition in the new market for
online services. However, in
entering the European market, it
has faced more competition from
subscription-free Internet service
providers; so promotion focused
on AOL’s superior support.

differences may not do any good either. If potential customers view the different offerings as essentially similar, the market will become more and more competitive—and
ﬁrms will have to rely on lower costs to obtain a competitive advantage.

Analyze competitors
to ﬁnd a competitive
advantage

The best way for a marketing manager to avoid head-on competition is to ﬁnd new
or better ways to satisfy customers’ needs and provide value. The search for a breakthrough opportunity—or some sort of competitive advantage—requires an
understanding not only of customers but also of competitors. That’s why marketing
managers turn to competitor analysis—an organized approach for evaluating the
strengths and weaknesses of current or potential competitors’ marketing strategies. A
complete discussion of the possible approaches for competitor analysis is beyond the
scope of the ﬁrst marketing course. But we will brieﬂy cover an approach that works
well in many different market situations.
The basic approach to competitor analysis is simple. You compare the strengths
and weaknesses of your current (or planned) target market and marketing mix with
what competitors are currently doing or are likely to do in response to your strategy.
The initial step in competitor analysis is to identify potential competitors. It’s
useful to start broadly and from the viewpoint of target customers. Companies may
offer quite different products to meet the same needs, but they are competitors if customers see them as offering close substitutes. For example, disposable diapers, cloth
diapers, and diaper rental services all compete in the same generic market concerned
with baby care. Identifying a broad set of potential competitors helps marketing
managers understand the different ways customers are currently meeting needs and
sometimes points to new opportunities. For example, even parents who usually prefer the economy of cloth diapers may be interested in the convenience of disposables
when they travel.
Usually, however, marketing managers quickly narrow the focus of their analysis
to the set of competitive rivals—ﬁrms that will be the closest competitors. Rivals
offering similar products are usually easy to identify. However, with a really new and
different product concept, there may not be a current competitor with a similar
product. In that case, the closest competitor may be a ﬁrm that is currently serving
similar needs with a different type of product. Although such ﬁrms may not appear
to be close competitors, they are likely to ﬁght back—perhaps with a directly competitive product—if another ﬁrm starts to take away customers.

Anticipate competition
that will come

Marketing managers must consider how long it might take for competitors to
appear. It’s easy to make the mistake of assuming that there won’t be competitors—
or of discounting how aggressive competition may become. But a successful strategy
attracts copycats who jump in for a share of the proﬁt. Sometimes a creative imitator
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Exhibit 4-2 Competitor Analysis (summary): Disposable Diaper Competition in Japan
P&G’s Current and
Planned Strategy

Kao’s Strengths ()
and Weaknesses ()

Uni-Charm’s Strengths ()
and Weaknesses ()

Target
Market(s)

Upscale, modern parents who
can afford disposable diapers

Same as for P&G

Same as for P&G, but also
budget-conscious segment that
includes cloth diaper users ()

Product

Improved ﬁt and absorbency ();
brand name imagery weak in
Japan ()

Brand familiarity (), but no
longer the best performance ()

Two brands—for different
market segments—and more
convenient package with
handles ()

Place

Distribution through independent
wholesalers to both food stores
and drugstores (), but handled
by fewer retailers ()

Close relations with and control
over wholesalers who carry only
Kao products (); computerized
inventory reorder system ()

Distribution through 80% of
food stores in best locations ();
shelf space for two brands ()

Promotion

Heaviest spending on daytime
TV, heavy sales promotion,
including free samples ();
small sales force ()

Large efﬁcient sales force ();
lowest advertising spending ()
and out-of-date ad claims ()

Advertising spending high ();
effective ads that appeal to
Japanese mothers ()

Price

High retail price (), but lower
unit price for larger quantities ()

Highest retail price (), but also
best margins for wholesalers
and retailers ()

Lowest available retail price ();
price of premium brand
comparable to P&G ()

(Potential)
Competitive
Barriers

Patent protection (), limits in
access to retail shelf space ()

Inferior product (), excellent
logistics support system ()

Economies of scale and lower
costs (); loyal customers ()

Likely
Response(s)

Improve wholesaler and retailer
margins; faster deliveries in
channel; change package to
require less shelf space

Press retailers to increase
in-store promotion; change
advertising and/or improve
product

Increase short-term sales
promotions; but if P&G takes
customers, cut price on
premium brand

ﬁgures out a way to provide customers with superior value. Then, sales may disappear before the pioneer even knows what’s happened.
Finding a sustainable competitive advantage requires special attention to competitor strengths and weaknesses. For example, it is very difﬁcult to dislodge a ﬁrm
that is already a market leader simply by attacking with a similar strategy. The leader
can usually defend its position by quickly copying the best parts of what a new competitor is trying to do. On the other hand, an established competitor may not be able
to defend quickly if it is attacked where it is weak. For example, Right Guard deodorant built its strong position with an aerosol spray dispenser. But many consumers
don’t like the messy aerosol cloud; that weakness provided Old Spice with an opportunity for a deodorant in a pump dispenser. Right Guard did not quickly ﬁght back
with its own pump because that could have hurt sales of its established product.11

Watch for competitive
barriers

In a competitor analysis, you also consider competitive barriers—the conditions
that may make it difﬁcult, or even impossible, for a ﬁrm to compete in a market.
Such barriers may limit your own plans or, alternatively, block competitors’
responses to an innovative strategy.
For example, Exhibit 4-2 summarizes a competitor analysis in the Japanese market for disposable diapers. P&G was about to replace its original Pampers, which
were selling poorly, with a new version that offered improved ﬁt and better
absorbency. Kao and Uni-Charm, the two leading Japanese producers, both had better distribution networks. Kao also had a better computer system to handle reorders.
This was crucial because most Japanese grocery stores and drugstores are very
small—about 150 square feet. Shelf space is limited and frequent restocking
by wholesalers is critical. So getting cooperation in the channel was a potential
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competitive barrier for P&G. Uni-Charm further reduced P&G’s access to customers
when it took advantage of its relationship with retailers to introduce a second,
lower-priced brand. To help overcome resistance in the channel, P&G improved
the product, changed the packaging to take up less space, and offered wholesalers
and retailers better markups.12

Seek information about
competitors

Internet

A marketing manager should actively seek information about current or potential competitors. Although most ﬁrms try to keep the speciﬁcs of their plans secret,
much public information may be available. For example, many ﬁrms routinely monitor competitors’ local newspapers. In one such case, an article discussed a change
in the competitor’s sales organization. An alert marketing manager realized that the
change was made to strengthen the competitor’s ability to take business from one of
her ﬁrm’s key target markets. This early warning provided time to make adjustments.
Other sources of competitor information include trade publications, alert sales
reps, middlemen, and other industry experts. In business markets, customers may be
quick to explain what competing suppliers are offering.
The Internet is a powerful way to get information about competitors. A ﬁrm that
puts all of its marketing information on a website for customers also makes it readily available to competitors. Similarly, computer programs make it easy to search
through thousands of online publications and databases for any mention of a competitor. It’s also increasingly common to specify what you want and instruct a
software “robot” to send you a copy as soon as it’s available. This is an incredibly
powerful source of information that didn’t even exist a few years ago. For more information about this type of Internet news service, check out www.infogate.com.
Similarly, websites that provide investors with up-to-date information about companies can also be very useful for competitor analysis; for an example, see
www.companysleuth.com.
Internet Exercise If you were a new marketing manager at Rubbermaid,
you might be interested in ﬁnding out more about Tupperware, an important
competitor in some markets. What type of relevant information could you get
by going to the Tupperware website (www.tupperware.com)?

Ethical issues may
arise

The search for information about competitors sometimes raises ethical issues. For
example, it’s not unusual for people to change jobs and move to a competing ﬁrm
in the same industry. Such people may have a great deal of information about the
competitor, but is it ethical for them to use it? Similarly, some ﬁrms have been criticized for going too far—like waiting at a landﬁll for competitors’ trash to ﬁnd copies
of conﬁdential company reports. And the high-tech version of that occurs when
computer “hackers” use the Internet to break into a competitor’s computer network.
In minutes, hackers can steal information that has taken years to collect.
Beyond the moral issues, spying on competitors to obtain trade secrets is illegal.
Damage awards can be huge. The courts ordered competing ﬁrms to pay Procter &
Gamble about $125 million in damages for stealing secrets about its Duncan Hines
soft cookies. For example, a Frito-Lay employee posed as a potential customer to
attend a conﬁdential sales presentation.13

Competition may vary
from country to country

A ﬁrm that faces very stiff competition may ﬁnd that the competitive environment—and the opportunities—are much better in another region or country. For
instance, eight years of slow growth and deregulation made the Japanese market
extremely competitive. So, the Iris Ohyama Company, a maker of plastic ﬂower pots
and storage containers, started exporting to North America. Within three years, its
sales to U.S. retailers like Staples were $60 million—10 percent of total revenue.14
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Direct competition
cannot always be
avoided

Despite the desire to avoid highly competitive situations, a ﬁrm may ﬁnd that it
can’t. Some ﬁrms are already in an industry before it becomes intensely competitive. For example, Rubbermaid was one of the ﬁrst ﬁrms to introduce sturdy, low-cost
plastic housewares. Now it is a respected brand name but faces competition from hundreds of other ﬁrms. As competitors fail, new ﬁrms enter the market, possibly because
they don’t see more attractive alternatives. This is a common pattern with small retailers and wholesalers in less-developed economies. New entrants may not even know
how competitive the market is—but they stick it out until they run out of money.

The Economic Environment
The economic and technological environment affects the way ﬁrms—and the
whole economy—use resources. We will treat the economic and technological environments separately to emphasize that the technological environment provides a
base for the economic environment. Technical skills and equipment affect the way
companies convert an economy’s resources into output. The economic environment,
on the other hand, is affected by the way all of the parts of a macro-economic system interact. This then affects such things as national income, economic growth,
and inﬂation. The economic environment may vary from one country to another,
but economies around the world are linked.

Economic conditions
change rapidly

The economic environment can, and does, change quite rapidly. The effects can
be far-reaching and require changes in marketing strategy.
Even a well-planned marketing strategy may fail if a country or region goes
through a rapid business decline. As consumers’ incomes drop, they must shift their
spending patterns. They may simply have to do without some products. In the late
1990s this happened across countries in Asia, and many businesses collapsed. Those
that did not had big losses. You can see how quickly this happens by considering
Thailand. In a few months, the buying power of Thai money (the bhat) was cut by
half. Imagine how your life would change if you suddenly had half as much money.
If this happened to you and most of the people you know, what would its effect be
on businesses where you buy?
Of course, economic changes are not always this dramatic. Consider the cooling off of the U.S. economy in 2000. The growth of the economy leading up to
that time created a strong job market, increased incomes, and focused attention
on the rising value of investments. Many consumers felt like they were well off.
Purchases of pricey items and luxuries trended up because of this “wealth effect.”
This behavior quickly disappeared when the economy turned, but for most products demand declined more gradually and overall consumer income and spending
did not fall dramatically. Even so, a weak economy undermines consumer conﬁdence, even among families whose income is not affected. When consumer
conﬁdence is low, people delay purchasing—especially big ticket items. Similarly,
ﬁrms cut back on their own purchases. Many companies aren’t strong enough to
survive such downturns.

Interest rates and
inﬂation affect buying

Changes in the economy are often accompanied by changes in the interest rate—
the charge for borrowing money. Interest rates directly affect the total price
borrowers must pay for products. So the interest rate affects when, and if, they will
buy. This is an especially important factor in some business markets. But it also
affects consumer purchases of homes, cars, furniture, computers, and other items usually bought on credit.
Interest rates usually increase during periods of inﬂation, and inﬂation is a fact
of life in many economies. In some Latin American countries, inflation has
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Managers who compete in
global markets need to be
aware of how changes in the
global economy will impact
their strategies and
opportunities.

exceeded 400 percent a year in recent years. In contrast, recent U.S. levels—3
to 20 percent—seem low. Still, inﬂation must be considered in strategy planning.
When costs are rising rapidly and there are no more cost-cutting measures to
take, a marketing manager may have to increase prices. But the decisions of individual marketing managers to raise prices add to macro-level inﬂation. That can
lead to government policies that reduce income, employment, and consumer
spending.

The global economy is
connected

In the past, marketing managers often focused their attention on the economy
of their home country. It’s no longer that simple. The economies of the world are
connected—and changes in one economy quickly affect others. One reason for this
is that the amount of international trade is increasing—and it is affected by changes
in and between economies. For example, International Harvester (IH) was very successful selling its earth-moving equipment in Asia when construction was booming.
However, when the “Asian ﬂu” hit, many customers could no longer make payments. IH faced big losses—and the cost of retrieving equipment that was 13,000
miles away!
Changes in the exchange rate—how much one country’s money is worth in
another country’s money—have an important effect on international trade. When
the dollar is strong, it’s worth more in foreign countries. This sounds good—but it
makes U.S. products more expensive overseas and foreign products cheaper in the
United States. Then, ﬁrms like Compaq lose foreign customers to producers from
other countries.
A marketing manager isn’t safe from the forces of changing exchange rates just
because his or her ﬁrm is not involved in foreign trade. New competition arises in
domestic markets as foreign products gain a competitive edge with lower prices.
Many companies ﬁnd themselves helpless during such economic change. In fact, a
country’s whole economic system can change as the balance of imports and exports
shifts—affecting jobs, consumer income, and national productivity.
You can see that the marketing manager must watch the economic environment
carefully. In contrast to the cultural and social environment, economic conditions
change continuously. And they can move rapidly—up or down—requiring immediate strategy changes.15
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The Technological Environment
Technology affects
opportunities

Technology is the application of science to convert an economy’s resources to
output. Technology affects marketing in two basic ways: with new products and with
new processes (ways of doing things). For example, we are moving from an industrial society to an information society. Advances in information technology make
it possible for people in different parts of the world to communicate face-to-face
with satellite video-conferencing and to transmit complex design drawings over
the Internet. Websites enable sophisticated e-commerce exchanges between remote
ﬁrms. These process changes are accompanied by an exciting explosion of high-tech
products—from genome-based medicines to micro-lasers in factories to cars that
contact the police if they are stolen.

Technology transfer is
rapid

New technologies have created important industries that didn’t even exist a few
years ago. Fifteen years ago AOL didn’t exist. Now it’s one of the best known brands
in the world. With such big opportunities at stake, you can also see why there is such
rapid transfer of technology from one part of the world to another. But technology
transfer is not automatic. Someone—perhaps you—has to see the opportunity.

Internet technologies
are reshaping
marketing

Many of the big advances in business have come from early recognition of new
ways to do things. There is perhaps no better example of this than the World Wide
Web and the Internet. The Internet is a system for linking computers around the
world. The idea of linking computers in a network is not new. It’s been around for
years. Further, when we say that the Internet is a system it might be more accurate
to just think of it as a collection of consistent hardware and software standards.
Even so, the Internet expands the network concept to include any computer anywhere. Further, the World Wide Web makes the exchange of information on the
Internet easy. As a result, this new technology is radically changing just about every
aspect of marketing. We’ll be discussing these changes in more detail throughout
the text, so for now we’ll just illustrate the impact.
Consider the arena of promotion. The invention of TV changed marketing
because it suddenly made it possible for a sponsor to broadcast a vivid message to
millions of people at the same time. Now, the Internet makes it possible for that
sponsor to select any of millions of messages and to simultaneously narrowcast any
of them to millions of different individuals. It is just as easy for customers to request
the information in the ﬁrst place, or to respond electronically once they have it.
Thus, the Internet’s capability radically changes our ideas about how ﬁrms communicate with customers, and vice versa. Similarly, the Internet is creating totally
different approaches to pricing. Airlines are now running online auctions of seats
that might otherwise go unsold. If you sell every seat to the highest bidder, you are
really pricing precisely to match supply and demand. To check out an online auction, go to www.ebay.com.
In hindsight, new approaches such as these seem obvious—given that the technology is available. But they are not obvious up front—unless you’re really looking
for them. Marketers should help their ﬁrms see such opportunities by trying to
understand the “why” of present markets—and what is keeping their ﬁrms from
being more successful. Then, as new technological developments come along, the
marketers will be alert to possible uses of those technologies and see how opportunities can be turned into proﬁts.16

Technology also poses
challenges

The rapid pace of technological change opens up new opportunities, but it also
poses challenges for marketers. For some ﬁrms, success hinges on how quickly new ideas
can be brought to market. But it’s easy for a ﬁrm to slip into a production orientation
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RealMedia promotes the
multimedia capabilities of its
website products to marketing
managers because it knows that
its technological innovations will
result in new market opportunities
for other ﬁrms only if marketing
managers see the possibilities.

in the ﬂush of excitement that comes from a new idea or R&D discovery. That makes
it more important than ever for marketing thinking to guide the production process—
starting at the beginning with decisions about what customers will really value and
where development efforts should be focused.

Technology and ethical
issues

Marketers must also help their ﬁrms decide what technological developments are
ethically acceptable. For example, many ﬁrms use a system to identify incoming
callers. Before the phone is even answered the computer shows who is calling and
detailed information—ranging from what purchases the customer has made in the
past to the income level of people who live in the caller’s zip code area. This can
be a powerful marketing tool, but many people feel that it’s an invasion of privacy.
Similarly, many ﬁrms track information about who “hits” the company web page
and what website they came from. The ﬁrm can then sell this information to whoever wants to use it to send promotional e-mail. Yet uninvited e-mail is just another
form of invasion of privacy.
With the growing concern about environmental pollution and the quality of
life, some attractive technological developments may be rejected because of their
long-run effects on the environment. Aseptic drink boxes, for example, are convenient but difﬁcult to recycle. In a case like this, what’s good for the ﬁrm and
some customers may not be good for the cultural and social environment or
acceptable in the political and legal environment. Being close to the market
should give marketers a better feel for current trends and help ﬁrms avoid serious
mistakes.17

The Political Environment
The attitudes and reactions of people, social critics, and governments all affect
the political environment. Consumers in the same country usually share a common political environment, but the political environment can also have a
dramatic effect on opportunities at a local or international level. Some business
managers have become very successful by studying the political environment and
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developing strategies that take advantage of opportunities related to changing
political dimensions.

Nationalism can be
limiting in international
markets

Strong sentiments of nationalism—an emphasis on a country’s interests before
everything else—affect how macro-marketing systems work. They can affect how
marketing managers work as well. Nationalistic feelings can reduce sales—or
even block all marketing activity—in some international markets. For many
years, Japan has made it difﬁcult for outside ﬁrms to do business there—in spite
of the fact that Japanese producers of cars, TVs, digital cameras, and other products have established proﬁtable markets in the United States, Europe, and other
parts of the world. Japan is under pressure to change, but the changes are coming slowly.
The “Buy American” policy in many government contracts and business purchases reﬂects this same attitude in the U.S. There is broad support for protecting
U.S. producers—and jobs—from foreign competition.18
Nationalistic feelings can determine whether a ﬁrm can enter markets because
businesses often must get permission to operate. In some political environments, this
is only a routine formality. In others, a lot of red tape and personal inﬂuence are
involved, and bribes are sometimes expected. This raises ethical issues for marketing managers—and legal issues too, since it’s illegal for U.S. ﬁrms to offer such
bribes. Clearly, that can make it difﬁcult for a U.S. ﬁrm to compete with a company from a country that doesn’t have similar laws.

Regional groupings are
becoming more
important

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

The uniﬁcation of
European markets

In the past, each country in Europe had its own unique trade rules and regulations. These differences—and nationalistic squabbles—made it difficult and
expensive to move products from one country to the others. Now, the member
countries of the European Union (EU) are trying to reduce conﬂicting laws, taxes,
and other obstacles to trade within Europe. Trucks loaded with products now spill
across borders of the European continent and Britain. The increased efﬁciency is
reducing costs and the prices European consumers pay and creating new jobs. Even
bigger changes may come if Britain decides to join other key member countries
that have moved to the euro, a new uniﬁed money system for the EU. With the
currencies of countries in the euro-zone phased out, transactions no longer involve
the extra uncertainty and cost of converting payments from one currency to
another.
Step-by-step Europe is becoming the largest uniﬁed market in the world, but
marketers should still expect to encounter some differences among European countries. What happened to Lands’ End, the Wisconsin-based Internet and mail-order
retailer, illustrates the issues. To better reach pan-European consumers, Lands’ End
set up shop in England and Germany. As in the U.S., its promotion and website
touted the unconditional lifetime guarantee that is a key part of its strategy. However, German consumer protection rules prohibited promotion of the lifetime
guarantee; the Germans argued that promoting the guarantee was a misleading gimmick (on the logic that the cost of the guarantee was “hidden” in higher prices
that consumers would pay). German ofﬁcials wanted this ban to apply even if the
German consumer purchased the product from a Lands’ End website in England or
the U.S. This obviously made things difﬁcult for Lands’ End, but there is also an
important broader concern. If quirky local rules like this are allowed to prevail in
the future, small companies that want to use e-commerce to efficiently reach
the whole European market will have to comply not only with the laws of the
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Adero wants marketers to keep
in mind that a website that can
attract prospects from all over
the world won’t be successful in
turning them into customers if it
ignores nationalism and cultural
differences.

country in which they operate but also with all of the different laws in every country. This would certainly hinder the advantages that should come from more
European uniﬁcation.19

NAFTA is building trade
cooperation

The international competition fostered by the moves to unify Europe provided
impetus for the U.S., Mexico, and Canada to develop more cooperative trade agreements. The North American Free Trade Agreement (NAFTA) lays out a plan to reshape
the rules of trade among the U.S., Canada, and Mexico. NAFTA basically enlarges
the free-trade pact that had already knocked down most barriers to U.S.–Canada
trade, and over a 15-year period it will eliminate most such barriers with Mexico. It
also establishes a forum for resolving future trade disputes.
NAFTA is a long-term proposition, and its overall economic impact is yet to be
seen. However, tariffs that have already dropped are having a signiﬁcant impact on
speciﬁc businesses. For example, Raychem Corp., a small producer of telecommunications equipment, no longer faces a 25 percent tariff on exports to Mexico. That is
leveling its competitive playing ﬁeld and creating new opportunities. More generally,
NAFTA is creating a free-trade region that encompasses over 400 million people and
three economies that produce over $9 trillion worth of goods and services annually.
Thus, the changes that result from NAFTA may ultimately be as signiﬁcant as those
in Europe. Talks are underway to explore the concept of expanding NAFTA to create a free-trade zone for 34 countries across North, South, and Central America.
Of course, removal of some economic and political barriers—whether across all
of the Americas or Europe—will not eliminate the need to adjust strategies to reach
submarkets of consumers. Centuries of political and cultural differences will not disappear overnight. Some may never disappear.20
Some dramatic changes in the political environment—like the fall of communism in Eastern Europe—happen fast and are hard to predict. Yet many important
political changes—both within and across nations—evolve more gradually. The
development of consumerism is a good example.

Consumerism is here—
and basic

Consumerism is a social movement that seeks to increase the rights and powers
of consumers. In the last 40 years, consumerism has emerged as a major political
force. Although the consumer movement has spread to many different countries, it
was born in America.

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

110

4. Evaluating Opportunities
in the Changing Marketing
Environment

Text

© The McGraw−Hill
Companies, 2002

Chapter 4

The basic goals of modern consumerism haven’t changed much since 1962, when
President Kennedy’s “Consumer Bill of Rights” afﬁrmed consumers’ rights to safety,
to be informed, to choose, and to be heard.
Thirty-ﬁve years ago, U.S. consumerism was much more visible. Consumers
staged frequent boycotts and protest marches and attracted much media attention.
Today, consumer groups provide information and work on special projects like product safety standards. Publications like Consumer Reports provide product comparisons
and information on other consumer concerns.
Clearly, top management—and marketing managers—must continue to pay
attention to consumer concerns. The old, production-oriented ways of doing things
are no longer acceptable.21

The Legal Environment
Changes in the political environment often lead to changes in the legal environment and in the way existing laws are enforced. The legal environment sets the
basic rules for how a business can operate in society. The legal environment may
severely limit some choices, but changes in laws and how they are interpreted also
create new opportunities. To illustrate the effects of the legal environment, we will
discuss how it has evolved in the United States. However, keep in mind that laws
often vary from one geographic market to another—especially when different countries are involved.

Trying to encourage
competition

American economic and legislative thinking is based on the idea that competition among many small ﬁrms helps the economy. Therefore, attempts by business
to limit competition are considered contrary to the public interest.
As industries grew larger after the Civil War, some became monopolies controlled
by wealthy businessmen—the robber barons. Smaller producers had trouble surviving. A movement grew—especially among Midwestern farmers—to control
monopolists.
Starting in 1890, Congress passed a series of antimonopoly laws. Exhibit 4-3
shows the names and dates of these laws. Although the speciﬁc focus of each law
is different, in general they are all intended to encourage competition.

Antimonopoly law and
marketing mix planning

In later chapters, we will speciﬁcally apply antimonopoly law to the four Ps.
For now you should know what kind of proof the government must have to get
a conviction under each of the major laws. You should also know which of the
four Ps are most affected by each law. Exhibit 4-3 provides such a summary—
with a phrase following each law to show what the government must prove to
get a conviction.

Prosecution is
serious—you can go to
jail

Businesses and individual managers are subject to both criminal and civil laws.
Penalties for breaking civil laws are limited to blocking or forcing certain actions—
along with ﬁnes. Where criminal law applies, jail sentences can be imposed. For
example, several managers at Beech-Nut Nutrition Company were ﬁned $100,000
each and sentenced to a year in jail. In spite of ads claiming that Beech-Nut’s apple
juice was 100 percent natural, they tried to bolster proﬁts by secretly using low-cost
artiﬁcial ingredients.22

Consumer protection
laws are not new

Although antimonopoly laws focus on protecting competition, the wording of the
laws in Exhibit 4-3 has, over time, moved toward protecting consumers. Some
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Exhibit 4-3 Focus (mostly prohibitions) of Federal Antimonopoly Laws on the Four Ps
Law

Product

Place

Promotion

Price

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

Monopoly or
conspiracy to
control a product

Monopoly or
conspiracy to
control distribution
channels

Monopoly or
conspiracy to ﬁx
or control prices

Clayton Act (1914)
Substantially lessens
competition

Forcing sale of
some products
with others—
tying contracts

Exclusive dealing
contracts (limiting
buyers’ sources of
supply)

Price discrimination
by manufacturers

Federal Trade
Commission
Act (1914)
Unfair methods of
competition

Unfair policies

Deceptive ads or
selling practices

Deceptive pricing

Robinson-Patman
Act (1936)
Tends to injure
competition

Prohibits paying
allowances to
“direct” buyers in
lieu of middlemen
costs (brokerage
charges)

Prohibits “fake”
advertising
allowances or
discrimination
in help offered

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

Deceptive ads or
selling claims

Deceptive pricing

Wheeler-Lea
Amendment (1938)
Unfair or deceptive
practices

Deceptive
packaging or
branding

Antimerger Act (1950)
Lessens competition

Buying competitors

Magnuson-Moss
Act (1975)
Unreasonable
practices

Product warranties

Buying producers
or distributors

consumer protections are also built into the English and U.S. common law systems.
A seller has to tell the truth (if asked a direct question), meet contracts, and stand
behind the ﬁrm’s product (to some reasonable extent). Beyond this, it is expected
that vigorous competition in the marketplace will protect consumers—so long as
they are careful.
Yet focusing only on competition didn’t protect consumers very well in some areas.
So the government found it necessary to pass other laws. For example, various laws
regulate packaging and labels, credit practices, and environmental issues. Usually,
however, the laws focus on speciﬁc types of products.

Foods and drugs are
controlled

Consumer protection laws in the United States go back to 1906 when Congress
passed the Pure Food and Drug Act. Unsanitary meat-packing practices in the
Chicago stockyards stirred consumer support for this act. This was a major victory
for consumer protection. Before the law, it was assumed that common law and the
old warning “let the buyer beware” would take care of consumers.
Later acts corrected some loopholes in the law. The law now bans the shipment
of unsanitary and poisonous products and requires much testing of drugs. The Food
and Drug Administration (FDA) attempts to control manufacturers of these products. It can seize products that violate its rules—including regulations on branding
and labeling.
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Product safety is
controlled

Internet

The Consumer Product Safety Act (of 1972),
another important consumer protection law, set up
the Consumer Product Safety Commission. This
group has broad power to set safety standards and
can impose penalties for failure to meet these standards. There is some question as to how much
safety consumers really want—the commission
found the bicycle the most hazardous product
under its control!
But given that the commission has the power to
force a product off the market—or require expensive recalls to correct problems—it is obvious that
safety must be considered in product design. And safety must be treated seriously
by marketing managers. There is no more tragic example of this than the recent
recalls of Firestone tires used as original equipment on Ford’s Explorer SUV. Hundreds of consumers were killed or seriously injured in accidents. Consumer faith in
the Firestone brand is so low that it may not survive—even if the company isn’t
bankrupted by the costs of the recalls and lawsuit damages.23
Internet Exercise The Consumer Product Safety Commission sometimes
requires auto makers to issue recalls. However, not all consumers learn about
the recalls. Go to the Consumer Reports website (www.consumerreports.org)
and select the link for recalls. Then check to see if there has been a recall on
a year and model of car or truck that is of interest to you (say, one owned by
your family).

State and local laws
vary

Besides federal legislation—which affects interstate commerce—marketers must be
aware of state and local laws. There are state and city laws regulating minimum prices
and the setting of prices, regulations for starting up a business (licenses, examinations,
and even tax payments), and in some communities, regulations prohibiting certain
activities—such as telephone selling or selling on Sundays or during evenings.

Know the laws—follow
the courts and federal
agencies

Often laws are vaguely phrased—to convey intent but not speciﬁc detail. Then
it’s up to the courts and government agencies to spell out the details. As a result,
a law may be interpreted and enforced differently over time. For example, during
the late 1970s and 1980s, many U.S. government agencies regulated businesses less
zealously and instead focused more on encouraging competition. Attention to regulation was swinging the other way in the 1990s—in part to correct abuses such as
those that occurred in the savings and loan industry.
It was in this sort of political environment that the U.S. Justice Department,
and the attorney generals in a number of states, brought charges against Microsoft.
Many government ofﬁcials, competitors, and consumer interest groups felt that
Microsoft violated the antimonopoly laws, and at one point a judge declared
that Microsoft would be broken up into two or more competing companies. However, the court case dragged out for over ﬁve years, and by the time of the national
elections in 2000 the political climate was swinging toward less aggressive enforcement of the laws. As this very visible and important case shows, how the laws are
interpreted and enforced can be even more important than the wording of the law
when it was originally written.24
Because legislation must be interpreted by federal agencies and the courts, marketing managers need to study both legislative developments and the thinking of
the courts and agencies. See Exhibit 4-4 for a description of some important federal regulatory agencies that should be considered in marketing strategy planning.
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Exhibit 4-4 Some Important U.S. Federal Regulatory Agencies
Agencies

Responsibilities

Federal Trade Commission (FTC)

Enforces laws and develops guidelines regarding unfair business
practices

Food and Drug Administration (FDA)

Enforces laws and develops regulations to prevent distribution
and sale of adulterated or misbranded foods, drugs, cosmetics, and
hazardous consumer products

Consumer Product Safety Commission (CPSC)

Enforces the Consumer Product Safety Act—which covers any
consumer product not assigned to other regulatory agencies

Federal Communications Commission (FCC)

Regulates interstate wire, radio, television, and telephone

Environmental Protection Agency (EPA)

Develops and enforces environmental protection standards

Ofﬁce of Consumer Affairs (OCA)

Handles consumers’ complaints

Consumerists and the
law say “Let the seller
beware”

The old rule about buyer–seller relations—let the buyer beware—has changed
to let the seller beware. The current shift to proconsumer laws and court decisions
suggests that lawmakers are more interested in protecting consumers. This may
upset production-oriented managers. But times have changed—and managers
must adapt to this new political and legal environment. After all, it is the consumers—through their government representatives—who determine the kind of
economic system they want.25

The Cultural and Social Environment
The cultural and social environment affects how and why people live and behave
as they do—which affects customer buying behavior and eventually the economic,
political, and legal environment. Many variables make up the cultural and social
environment. Some examples are the languages people speak, the type of education
they have, their religious beliefs, what type of food they eat, the style of clothing
and housing they have, and how they view work, marriage, and family. Because the
cultural and social environment has such broad effects, most people don’t stop to
think about it, or how it may be changing, or how it may differ for other people.
A marketing manager can’t afford to take the cultural and social environment
for granted. Although changes tend to come slowly, they can have far-reaching
effects. A marketing manager who sees the changes early may be able to identify
big opportunities. Further, within any broad society, different subgroups of people
may be affected by the cultural and social environment in different ways. In most
countries, the trend toward multiculturalism is making such differences even more
important to marketers. They require special attention when segmenting markets.
In fact, dealing with these differences is often one of the greatest challenges managers face when planning strategies, especially for international markets.
Since we will discuss details of how the cultural and social environment relates
to buying behavior in Chapters 5 through 7, here we will just use an example to
illustrate its impact on marketing strategy planning.

Changing women’s
roles

The shifting roles of women in society illustrate the importance of the cultural
and social environment on marketing strategy planning. Forty years ago, most people in the United States felt that a woman’s role was in the home—ﬁrst and
foremost as a wife and mother. Women had less opportunity for higher education
and were completely shut out of many of the most interesting jobs. Obviously,
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Kellogg realizes that more and
more consumers are feeling a
“poverty of time,” so it uses
humor to focus on the timesaving beneﬁts of its Nutri-Grain
bar as an on-the-go breakfast.

there have been big changes in that stereotyped thinking. With better job opportunities, more women are delaying marriage, and once married they are likely to
stay in the workforce and have fewer children. For example, in 1950, only 24 percent of wives worked outside the home. Now that figure is over 60 percent.
Among women in the 35–44 age group, the percentage is already over 70. Not
everything has changed, though. The median income for women lags and is only
73 percent of men’s.
Still, the ﬂood of women into the job market boosted economic growth and
changed U.S. society in many other ways. Many in-home jobs that used to be done
primarily by women—ranging from family shopping to preparing meals to doing volunteer work—still need to be done by someone. Husbands and children now do
some of these jobs, a situation that has changed the target market for many products. Or a working woman may face a crushing “poverty of time” and look for help
elsewhere, creating opportunities for producers of frozen meals, child care centers,
dry cleaners, ﬁnancial services, and the like.
Although there is still a big wage gap between men and women, the income
working women generate gives them new independence and purchasing power. For
example, women now purchase about half of all cars. Not long ago, many car dealers insulted a woman shopper by ignoring her or suggesting that she come back with
her husband. Now car companies have realized that women are important customers. It’s interesting that Japanese car dealers, especially Mazda and Toyota, were
the ﬁrst to really pay attention to women customers. In Japan, fewer women have
jobs or buy cars—the Japanese society is still very much male-oriented. Perhaps it
was the extreme contrast with Japanese society that prompted these ﬁrms to pay
more attention to women buyers in the United States.26
Women’s changing role has created opportunities for marketing but also complications. A marketing mix targeted at women, for example, may require a real
balancing act. Advertising showing a woman at the ofﬁce may attract some customers but alienate housewives who feel that their job doesn’t command as much
status as it should. Conversely, an ad that shows a woman doing housework might
be criticized for encouraging stereotypes.

Changes come slowly

Most changes in basic cultural values and social attitudes come slowly. An individual ﬁrm can’t hope to encourage big changes in the short run. Instead, it should
identify current attitudes and work within these constraints—as it seeks new and
better opportunities.27

Using Screening Criteria to Narrow Down to Strategies
A progressive ﬁrm constantly looks for new opportunities. Once the opportunities
are identiﬁed, the ﬁrm must screen and evaluate them. Usually, a ﬁrm can’t pursue all
available opportunities, so it must try to match its opportunities to its resources and
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Managers at Enron take pride in their ability to spot
market changes and then quickly develop proﬁtable
new strategies. Enron started in the natural gas pipeline
business. When natural gas distribution was deregulated in the late 1980s, Enron increased the use of its
pipeline by ﬁnding producers with excess supply and
selling the excess to ﬁrms in other areas where demand
was high. In the 1990s, it used its expertise in matching
supply and demand to become a wholesaler for other
commodities—ranging from electricity to steel—often
for the same customers. Originally this buying and
selling was handled by fax and phone, but now it’s a
natural ﬁt for the Web (www.enrononline.com). For
example, Enron posts prices for an array of energy
contracts. Utilities caught short on supply can make a
purchase with a click of the mouse. Producers with

115

excess capacity can check the price Enron is willing to
pay. Then Enron’s staff does credit checks, handles
billing, and schedules transmission capacity to actually deliver the electricity. Enron has become so good
with this approach that it now uses it to “make markets” for hundreds of other products—ranging from
capacity on telecommunications lines to pollution
emissions credits. It handles thousands of transactions each day. As a result, Enron has quickly become
the largest business-to-business e-commerce operator. However, dealing with so many buyers and sellers
from different economies around the globe increases
the risk that Enron will face more losses from credit
defaults. So one of its criteria for screening new
opportunities is that the expected proﬁts be large
relative to the credit risks.28

objectives. First, management must quickly screen out obvious mismatches so other
opportunities can be analyzed more carefully. Let’s look at some approaches for screening and evaluating opportunities.

Developing and
applying screening
criteria

After you analyze the ﬁrm’s resources (for strengths and weaknesses), the environmental trends the firm faces, and the objectives of top management, you
merge them all into a set of product-market screening criteria. These criteria
should include both quantitative and qualitative components. The quantitative
components summarize the ﬁrm’s objectives: sales, proﬁt, and return on investment (ROI) targets. (Note: ROI analysis is discussed briefly in Appendix B,
which comes after Chapter 22.) The qualitative components summarize what
kinds of businesses the ﬁrm wants to be in, what businesses it wants to exclude,
what weaknesses it should avoid, and what resources (strengths) and trends it
should build on.29
Developing screening criteria is difﬁcult but worth the effort. They summarize in
one place what the ﬁrm wants to accomplish—in quantitative terms—as well as
roughly how and where it wants to accomplish it. When a manager can explain the
speciﬁc criteria that are relevant to selecting (or screening out) an opportunity, others can understand the manager’s logic. Thus, marketing decisions are not just made
or accepted based on intuition and gut feel. On the other hand, if the criteria are
constantly changing when the focus moves from one opportunity to another, then
the decision making is not consistent.
The criteria should be realistic—that is, they should be achievable. Opportunities that pass the screen should be able to be turned into strategies that the ﬁrm
can implement with the resources it has.
Exhibit 4-5 illustrates some product-market screening criteria for a small retail
and wholesale distributor. These criteria help the ﬁrm’s managers eliminate unsuitable opportunities and ﬁnd attractive ones to turn into strategies and plans.

Whole plans should be
evaluated

You need to forecast the probable results of implementing a marketing strategy
to apply the quantitative part of the screening criteria because only implemented
plans generate sales, proﬁts, and return on investment (ROI). For a rough screening, you only need to estimate the likely results of implementing each opportunity
over a logical planning period. If a product’s life is likely to be three years, for example, a good strategy may not produce proﬁtable results for 6 to 12 months. But
evaluated over the projected three-year life, the product may look like a winner.
When evaluating the potential of possible opportunities (product-market strategies),
it is important to evaluate similar things—that is, whole plans.
115
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Exhibit 4-5 An Example of Product-Market Screening Criteria for a Small Retail and Wholesale Distributor
($10 million annual sales)
1. Quantitative criteria
a.
b.
c.
d.

Increase sales by $1,500,000 per year for the next ﬁve years.
Earn ROI of at least 25 percent before taxes on new ventures.
Break even within one year on new ventures.
Opportunity must be large enough to justify interest (to help meet objectives) but small enough so company can
handle with the resources available.
e. Several opportunities should be pursued to reach the objectives—to spread the risks.

2. Qualitative criteria
a. Nature of business preferred.
(1) Should take advantage of our online Internet order system and website promotion.
(2) New goods and services for present customers to strengthen relationships and revenue.
(3) “Quality” products that do not cannibalize sales of current products.
(4) Competition should be weak and opportunity should be hard to copy for several years.
(5) There should be strongly felt (even unsatisﬁed) needs—to reduce promotion costs and permit “high” prices.
b. Constraints.
(1) Nature of businesses to exclude.
(a) Manufacturing.
(b) Any requiring large ﬁxed capital investments.
(c) Any requiring many support people who must be “good” all the time and would require much supervision.
(2) Geographic.
(a) United States, Mexico, and Canada only.
(3) General.
(a) Make use of current strengths.
(b) Attractiveness of market should be reinforced by more than one of the following basic trends: technological,
demographic, social, economic, political.
(c) Market should not be bucking any basic trends.

Opportunities that pass the screening criteria should be evaluated in more detail
before being accepted as the product-market strategic plans for implementation.
Usually, a ﬁrm has more opportunities than resources and has to choose among
them—to match its opportunities to its resources and objectives. The following
approaches help ﬁrms select among possible plans.

Total proﬁt approach
can help evaluate
possible plans

In the total proﬁt approach, management forecasts potential sales and costs during the life of the plan to estimate likely proﬁtability.
Managers may evaluate the prospects for each plan over a ﬁve-year planning
period, using monthly and/or annual sales and cost estimates. This is shown graphically in Exhibit 4-6.
Note that managers can evaluate different marketing plans at the same time.
Exhibit 4-6 compares a much improved product and product concept (Product A)
with a “me-too” product (Product B) for the same target market. In the short run,
the me-too product will make a proﬁt sooner and might look like the better choice—
if managers consider only one year’s results. The improved product, on the other
hand, will take a good deal of pioneering—but over its ﬁve-year life will be much
more proﬁtable.

Return-on-investment
(ROI) approach can
help evaluate possible
plans too

Besides evaluating the proﬁt potential of possible plans, ﬁrms may also calculate
the return on investment (ROI) of resources needed to implement plans. One plan
may require a heavy investment in advertising and channel development, for example, while another relies primarily on lower price.
ROI analyses can be useful for selecting among possible plans because equally
proﬁtable plans may require vastly different resources and offer different rates of
return on investment. Some ﬁrms are very concerned with ROI, especially those
that borrow money for working capital. There is little point in borrowing to implement strategies that won’t return enough to meet the cost of borrowing.
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Planning Grids Help Evaluate a Portfolio of Opportunities
When a ﬁrm has many possibilities to evaluate, it usually has to compare quite
different ones. This problem is easier to handle with graphical approaches—such as
the nine-box strategic planning grid developed by General Electric and used by
many other companies. Such grids can help evaluate a ﬁrm’s whole portfolio of
strategic plans or businesses.

General Electric looks
for green positions

General Electric’s strategic planning grid—see Exhibit 4-7—forces company
managers to make three-part judgments (high, medium, and low) about the business strengths and industry attractiveness of all proposed or existing product-market
plans. As you can see from Exhibit 4-7, this approach helps a manager organize
information about the company’s marketing environments (discussed earlier in this
chapter) along with information about its strategy and translate it into relevant
screening criteria.
The industry attractiveness dimension helps managers answer the question: Does
this product-market plan look like a good idea? To answer that question, managers
have to judge such factors (screening criteria) as the size of the market and its growth
rate, the nature of competition, the plan’s potential environmental or social impact,
and how laws might affect it. Note that an opportunity may be attractive for some
company—but not well suited to the strengths (and weaknesses) of a particular ﬁrm.
That is why the GE grid also considers the business strengths dimension.
The business strengths dimension focuses on the ability of the company to pursue a product-market plan effectively. To make judgments along this dimension, a
manager evaluates whether the ﬁrm has people with the right talents and skills to
implement the plan, whether the plan is consistent with the ﬁrm’s image and proﬁt
objectives, and whether the ﬁrm could establish a proﬁtable market share given its
technical capability, costs, and size. Here again, these factors suggest screening criteria speciﬁc to this ﬁrm and market situation.
GE feels opportunities that fall into the green boxes in the upper left-hand corner of the grid are its best growth opportunities. Managers give these opportunities
high marks on both industry attractiveness and business strengths. The red boxes
in the lower right-hand corner of the grid, on the other hand, suggest a no-growth
policy. Existing red businesses may continue to generate earnings, but they no longer
deserve much investment. Yellow businesses are borderline cases—they can go
either way. GE may continue to support an existing yellow business but will probably reject a proposal for a new one. It simply wouldn’t look good enough on the
relevant screening criteria.
GE’s “stoplight” evaluation method is a subjective, multiple-factor approach. It
avoids the traps and possible errors of trying to use oversimpliﬁed, single-number
criteria—like ROI or market share. Instead, top managers review detailed written
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Exhibit 4-7
General Electric’s Strategic
Planning Grid
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summaries of many different screening criteria that help them make summary judgments. Then they can make a collective judgment. This approach generally leads
to agreement. It also helps everyone understand why the company supports some
new opportunities and not others.30
General Electric considers factors that reﬂect its objectives. Another ﬁrm might
modify the evaluation to emphasize other factors—depending on its objectives and
the type of product-market plans it is considering. While different ﬁrms focus on
different screening criteria, using many factors helps ensure that managers consider
all the company’s concerns when evaluating alternative opportunities.

Multiproduct Firms Have a Difﬁcult Strategy Planning Job
Multiproduct ﬁrms, like General Electric, obviously have a more difﬁcult strategic planning job than ﬁrms with only a few products or product lines aimed at the
same or similar target markets. Multiproduct ﬁrms have to develop strategic plans
for very different businesses. And they have to balance plans and resources so the
whole company reaches its objectives. This means they must analyze alternatives
using approaches similar to the General Electric strategic planning grid and only
approve plans that make sense for the whole company—even if it means getting
needed resources by milking some businesses and eliminating others.
Details on how to manage a complicated multiproduct ﬁrm are beyond our scope.
But you should be aware (1) that there are such ﬁrms and (2) that the principles
in this text are applicable—they just have to be extended. For example, some ﬁrms
use strategic business units (SBUs), and some use portfolio management.

Strategic business
units may help

Some multiproduct ﬁrms try to improve their operations by forming strategic
business units. A strategic business unit (SBU) is an organizational unit (within
a larger company) that focuses on some product-markets and is treated as a separate proﬁt center. By forming SBUs, a company formally acknowledges its very
different activities. One SBU of Sara Lee, for example, produces baked goods for
consumers and restaurants—another produces and markets Hanes brand T-shirts
and underwear.
Some SBUs grow rapidly and require a great deal of attention and resources. Others produce only average proﬁts and should be milked—that is, allowed to generate
cash for the businesses with more potential. Product lines with poor market position, low proﬁts, and poor growth prospects should be dropped or sold.
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Large multiproduct ﬁrms, like Honda, evaluate and pursue a varied portfolio of strategic opportunities all around the world.

Some ﬁrms use
portfolio management

Some top managements handle strategic planning for a multiproduct ﬁrm with
an approach called portfolio management—which treats alternative products, divisions, or strategic business units (SBUs) as though they were stock investments, to
be bought and sold using ﬁnancial criteria. Such managers make trade-offs among
very different opportunities. They treat the various alternatives as investments that
should be supported, milked, or sold off—depending on proﬁtability and return on
investment (ROI). In effect, they evaluate each alternative just like a stock market
trader evaluates a stock.31
This approach makes some sense if alternatives are really quite different. Top managers feel they can’t become very familiar with the prospects for all of their
alternatives. So they fall back on the easy-to-compare quantitative criteria. And
because the short run is much clearer than the long run, they place heavy emphasis
on current proﬁtability and return on investment. This puts great pressure on the
operating managers to deliver in the short run—perhaps even neglecting the long run.
Neglecting the long run is risky—and this is the main weakness of the portfolio
approach. This weakness can be overcome by enhancing the portfolio management
approach with market-oriented strategic plans. They make it possible for managers
to more accurately evaluate the alternatives’ short-run and long-run prospects.

Evaluating Opportunities in International Markets
Evaluate the risks

The approaches we’ve discussed so far apply to international markets just as they
do to domestic ones. But in international markets it is often harder to fully understand the marketing environment variables. This may make it harder to see the risks
involved in particular opportunities. Some countries are politically unstable; their
governments and constitutions come and go. An investment safe under one government might become a takeover target under another. Further, the possibility of
foreign exchange controls—and tax rate changes—can reduce the chance of getting proﬁts and capital back to the home country.
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Some products, like industrial
motors made by Baldor, are used
the same way all over the world.
Other products are much more
sensitive to cultural differences.

To reduce the risk of missing some basic variable that may help screen out a risky
opportunity, marketing managers sometimes need a detailed analysis of the market
environment they are considering entering. Such an analysis can reveal facts about
an unfamiliar market that a manager in a distant country might otherwise overlook.
Further, a local citizen who knows the marketing environment may be able to identify an “obvious” problem ignored even in a careful analysis. Thus, it is very useful
for the analysis to include inputs from locals—perhaps cooperative middlemen.32

Risks vary with
environmental
sensitivity

The farther you go from familiar territory, the greater the risk of making big mistakes. But not all products, or marketing mixes, involve the same risk. Think of the
risks as running along a “continuum of environmental sensitivity.” See Exhibit 4-8.
Some products are relatively insensitive to the economic and cultural environment they’re placed in. These products may be accepted as is—or they may require
just a little adaptation to make them suitable for local use. Most industrial products
are near the insensitive end of this continuum.
At the other end of the continuum, we ﬁnd highly sensitive products that may
be difﬁcult or impossible to adapt to all international situations. Consumer products closely linked to other social or cultural variables are at this end. For example,
some of the scanty women’s clothing popular in Western countries would be totally
inappropriate in Arab countries where women are expected to cover even their
faces. Similarly, some cultures view dieting as unhealthy; that explains why products like Diet Pepsi that are popular in the United States have done poorly there.
“Faddy” type consumer products are also at this end of the continuum. It’s sometimes difﬁcult to understand why such products are well accepted in a home market.
This, in turn, makes it even more difﬁcult to predict how they might be received
in a different environment.
This continuum helps explain why many of the early successes in international
marketing were basic commodities such as gasoline, soap, transportation vehicles, mining equipment, and agricultural machinery. It also helps explain why some consumer
products ﬁrms have been successful with basically the same promotion and products
in different parts of the globe.
Yet some managers don’t understand the reason for these successes. They think
they can develop a global marketing mix for just about any product. They fail to
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see that ﬁrms producing and/or selling products near the sensitive end of the continuum should carefully analyze how their products will be seen and used in new
environments—and plan their strategies accordingly.33

What if risks are still
hard to judge?

If the risks of an international opportunity are
look ﬁrst for opportunities that involve exporting.
build experience, know-how, and conﬁdence over
better position to judge the prospects and risks of

hard to judge, it may be wise to
This gives managers a chance to
time. Then the ﬁrm will be in a
taking further steps.

Conclusion
Businesses need innovative strategy planning to survive in our increasingly competitive markets. In this
chapter, we discussed the variables that shape the environment of marketing strategy planning and how they
may affect opportunities. First we looked at how the ﬁrm’s
own resources and objectives may help guide or limit the
search for opportunities. Then, we went on to look at the
need to understand competition and how to do a competitive analysis. Then, we shifted our focus to the external
market environments. They are important because
changes in these environments present new opportunities, as well as problems, that a marketing manager must
deal with in marketing strategy planning.
The economic environment—including chances of
recessions or inﬂation—also affects the choice of strategies. And the marketer must try to anticipate, understand,
and deal with these changes—as well as changes in the
technology underlying the economic environment.
The marketing manager must also be aware of legal restrictions and be sensitive to changing political climates.

The acceptance of consumerism has already forced many
changes.
The cultural and social environment affects how people
behave and what marketing strategies will be successful.
Developing good marketing strategies within all these
environments isn’t easy. You can see that marketing
management is a challenging job that requires integration of information from many disciplines.
Eventually, managers need procedures for screening
and evaluating opportunities. We explained an approach
for developing qualitative and quantitative screening criteria—from an analysis of the strengths and weaknesses
of the company’s resources, the environmental trends it
faces, and top management’s objectives. We also discussed ways for evaluating and managing quite different
opportunities—using the GE strategic planning grid,
SBUs, and portfolio management.
Now we can go on in the rest of the book to discuss
how to turn opportunities into proﬁtable marketing
plans and programs.

Questions and Problems
1. Do you think it makes sense for a ﬁrm to base its mission statement on the type of product it produces? For
example, would it be good for a division that produces
electric motors to have as its mission: “We want to
make the best (from our customers’ point of view)
electric motors available anywhere in the world”?
2. Explain how a ﬁrm’s objectives may affect its search
for opportunities.

3. Speciﬁcally, how would various company objectives
affect the development of a marketing mix for a new
type of Internet browser software? If this company
were just being formed by a former programmer with
limited ﬁnancial resources, list the objectives the
programmer might have. Then discuss how they
would affect the development of the programmer’s
marketing strategy.
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4. Explain how a ﬁrm’s resources may limit its search
for opportunities. Cite a speciﬁc example for a speciﬁc resource.

11. Why is it necessary to have so many laws regulating
business? Why hasn’t Congress just passed one set of
laws to take care of business problems?

5. Discuss how a company’s ﬁnancial strength may
have a bearing on the kinds of products it produces.
Will it have an impact on the other three Ps as well?
If so, how? Use an example in your answer.

12. What and who is the U.S. government attempting
to protect in its effort to preserve and regulate competition?

6. In your own words, explain how a marketing manager might use a competitor analysis to avoid
situations that involve head-on competition.
7. The owner of a small hardware store—the only one
in a medium-sized town in the mountains—has just
learned that a large home improvement chain plans
to open a new store nearby. How difﬁcult will it be
for the owner to plan for this new competitive
threat? Explain your answer.
8. Discuss the probable impact on your hometown if a
major breakthrough in air transportation allowed
foreign producers to ship into any U.S. market for
about the same transportation cost that domestic
producers incur.
9. Will the elimination of trade barriers between countries in Europe eliminate the need to consider
submarkets of European consumers? Why or why not?
10. Which way does the U.S. political and legal environment seem to be moving (with respect to
business-related affairs)?

13. For each of the major laws discussed in the text, indicate whether in the long run the law will promote
or restrict competition (see Exhibit 4-3). As a consumer without any ﬁnancial interest in business,
what is your reaction to each of these laws?
14. Are consumer protection laws really new? Discuss
the evolution of consumer protection. Is more such
legislation likely?
15. Explain the components of product-market screening
criteria that can be used to evaluate opportunities.
16. Explain the differences between the total proﬁt approach and the return-on-investment approach to
evaluating alternative plans.
17. Explain General Electric’s strategic planning grid
approach to evaluating opportunities.
18. Distinguish between the operation of a strategic
business unit and a ﬁrm that only pays lip service to
adopting the marketing concept.

Suggested Cases
2. Healthy Foods, Inc.

6. Three Rivers Steel Company

Computer-Aided Problem
4. Competitor Analysis
Mediquip, Inc., produces medical equipment and uses
its own sales force to sell the equipment to hospitals. Recently, several hospitals have asked Mediquip to develop
a laser-beam “scalpel” for eye surgery. Mediquip has the
needed resources, and 200 hospitals will probably buy
the equipment. But Mediquip managers have heard that
Laser Technologies—another quality producer—is
thinking of competing for the same business. Mediquip
has other good opportunities it could pursue—so it
wants to see if it would have a competitive advantage
over Laser Tech.

Mediquip and Laser Tech are similar in many ways,
but there are important differences. Laser Technologies
already produces key parts that are needed for the new
laser product—so its production costs would be lower. It
would cost Mediquip more to design the product—and
getting parts from outside suppliers would result in
higher production costs.
On the other hand, Mediquip has marketing
strengths. It already has a good reputation with hospitals—and its sales force calls on only hospitals.
Mediquip thinks that each of its current sales reps could
spend some time selling the new product and that it
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could adjust sales territories so only four more sales reps
would be needed for good coverage in the market. In
contrast, Laser Tech’s sales reps call on only industrial
customers, so it would have to add 14 reps to cover the
hospitals.
Hospitals have budget pressures—so the supplier
with the lowest price is likely to get a larger share of the
business. But Mediquip knows that either supplier’s price
will be set high enough to cover the added costs of designing, producing, and selling the new product—and
leave something for proﬁt.
Mediquip gathers information about its own likely
costs and can estimate Laser Tech’s costs from industry
studies and Laser Tech’s annual report. Mediquip has set
up a spreadsheet to evaluate the proposed new product.
a. The initial spreadsheet results are based on the
assumption that Mediquip and Laser Tech will split
the business 50/50. If Mediquip can win at least 50
percent of the market, does Mediquip have a competitive advantage over Laser Tech? Explain.
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b. Because of economies of scale, both suppliers’ average
cost per machine will vary depending on the quantity
sold. If Mediquip had only 45 percent of the market
and Laser Tech 55 percent, how would their costs
(average total cost per machine) compare? What if
Mediquip had 55 percent of the market and Laser
Tech only 45 percent? What conclusion do you draw
from these analyses?
c. It is possible that Laser Tech may not enter the market. If Mediquip has 100 percent of the market, and
quantity purchases from its suppliers will reduce the
cost of producing one unit to $6,500, what price
would cover all its costs and contribute $1,125 to
proﬁt for every machine sold? What does this suggest
about the desirability of ﬁnding your own unsatisﬁed
target markets? Explain.
For additional questions related to this problem, see
Exercise 4-4 in the Learning Aid for Use with Basic Marketing, 14th edition.
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the number of women who

and include topics on special

course, if it doesn’t work out

manage their own invest-

concerns faced by women,

you’ll need to understand the

ments. There are now more

such as how to handle

difference between a P/E ratio

than 220,000 women who

ﬁnances after a divorce.

and a dividend yield.”

head households with incomes

Schwab also developed new

of more than $100,000—and

promotion targeted at women.

success have not gone unno-

by 2010 that group will double

For example, one clever TV

ticed by competitors. For

and will control more than a

commercial featured Sarah

example, E*Trade, which

trillion dollars in investments.

Ferguson, the Duchess of York

started on the Web, is opening

Importantly, their needs and

and a divorced mom, telling a

branches in Super Target

interests are sometimes differ-

little girl a bedtime tale about a

stores. And ﬁrms like Fidelity

ent. To better reach this group,

young woman who is whisked

Investments are putting multi-

Schwab is designing invest-

away by a knight to a castle,

lingual brokers in many ofﬁces.

ment seminars speciﬁcally for,

married, and given her every

So, Schwab will need to con-

and taught by, women

wish “forever and ever.” But

tinue seeking markets with

(www.schwab.com/women).

the ad ends with a shot of

new growth opportunities.1

Schwab’s strategies and

Target Marketers Focus on the Customer
Target marketers believe that the customer should be the focus of all business and
marketing activity. These marketers hope to develop unique marketing strategies by
ﬁnding unsatisﬁed customers and offering them superior value with more attractive
marketing mixes. They want to work in less-competitive markets with more inelastic
demand curves. Finding these attractive opportunities takes real knowledge of potential
customers and what they want. This means ﬁnding those market dimensions that make
a difference—in terms of population, income, needs, attitudes, and buying behavior.
Marketers need to answer three important questions about any potential market:
1. What are its relevant segmenting dimensions?
2. How big is it?
3. Where is it?
The ﬁrst question is basic. Management judgment—perhaps aided by analysis of
existing data and new ﬁndings from marketing research—is needed to pick the right
dimensions.
To help build your judgment regarding buying behavior, this chapter and the next
two will discuss what we know about various kinds of customers and their buying
behavior. Keep in mind that we aren’t trying to make generalizations about average
customers or how the mass market behaves—but rather how some people in some
markets behave. You should expect to ﬁnd differences.
In this chapter we focus on demographic dimensions. Demographic dimensions
provide marketing managers with critical information about the size, location, and
characteristics of target markets. Marketing managers must also be alert to
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Information about demographic
characteristics of consumer
markets is readily available and
can help marketing managers
plan more successful strategies.

demographic trends. They often provide an early warning about new opportunities—or the need to adjust existing strategies.

Get the facts straight—
for good marketing
decisions

Everybody “knows” that there is a vast and largely untapped market in China
and that many people in Somalia live in desperate poverty. It’s also clear that demographic dimensions vary within countries: Lots of retired people live in Florida,
many Californians speak Spanish, and the population in the Sun Belt states is growing fast. Generalities like these may be partly true—but “partly true” isn’t good
enough when it comes to making marketing strategy decisions.
Fortunately, much useful information is available on the demographic dimensions
of consumer markets around the world. Most of it is free because it has been collected by government agencies. With valid data available, managers have no excuse
for basing their decisions on guesses. Look at the data in the next few chapters in
terms of selecting relevant market dimensions—and estimating the potential in different market segments. Also, check your own assumptions against this data. Now
is a good time to get your facts straight!

People with Money Make Markets
Markets consist of people with money to spend. So it makes sense to start with
a broad view of how population, income, and other key demographic dimensions
vary for different countries around the world. This will help you to see why so many
ﬁrms pursue opportunities in international markets. And our examples will illustrate
why companies can’t depend on half-truths in increasingly competitive international
markets.

Marketers search for
growing markets

Some marketing managers never consider opportunities outside of their own
country. That may make sense in some cases, but it may also lead to missed opportunities. For example, crowded cities in the U.S. may seem to offer great potential,
but the U.S. population makes up less than 5 percent of the total world population—which is now over 6 billion.
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Marketers who are interested in the rapidly growing teen market often ﬁnd that teens have many common interests,
values, and needs—whether they are shopping online or in-store.

Although a country’s current population is important, it provides only a snapshot of the market. The population trend is also important.
Thirty years ago, global population growth was over 2 percent per year. Now it’s
down to just 1.3 percent. Exhibit 5-1 shows where long-term world population
growth will come from. Notice the expected growth of countries in the Middle and
Far East. India (with a population of over 1 billion) and China (with a population
of almost 1.3 billion) are getting even larger. You can see why so many ﬁrms from
all over the world want to reach consumers in these countries now that trade barriers are relaxing. Although many of the countries in South America and Africa
have much smaller populations, they too are growing at a rapid rate.2
Exhibit 5-1 shows that over the long term population growth is expected in most
countries. But how rapidly? And will output increase faster than population? These
are important questions for marketers. The answers affect how rapidly a country
moves to higher stages of development—and becomes a new market for different
kinds of products.
Population, income, and other demographic dimensions help to answer these
questions. Exhibit 5-2 on pp. 132–133 summarizes current data for representative
countries from different regions around the world. Note that population growth
varies dramatically from country to country. In general, less-developed countries
experience the fastest rate of growth. The populations of Pakistan, Nicaragua, Nigeria, and Saudi Arabia are expected to double in 25 years or less. It will take about
ﬁve times as long for the population of the U.S. to double. Population growth is
even slower in Canada, Japan, and the European countries.3

Population is becoming
more concentrated

The population in some countries is spread over a very large area. Population
density is important to marketers. If the population is very spread out, as it is in
many of the African countries, it is difﬁcult and expensive for marketers to adjust
time and place discrepancies between producers and consumers. This is especially a
problem in countries without efﬁcient highway and rail systems. Similarly, a widely
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In countries like the Philippines
and Venezuela, where consumers
have less purchasing power and
shops are small, Colgate is
gaining widespread acceptance
by providing products in
economical sizes.

spread population may make promotion more difﬁcult, especially if there are language differences or communication systems are poor. Of course, even in countries
with low population density, major cities may be packed with people.
The extent to which a country’s population is clustered around urban areas varies
a lot. In the United Kingdom, Argentina, Australia, Israel, and Singapore, for example, more than 85 percent of people live in urban areas. See Exhibit 5-2. By contrast,
in Ethiopia, Nepal, and Uganda less than 17 percent of the people live in major
urban areas.
People everywhere are moving off the farm and into industrial and urban areas.
Shifts in population—combined with already dense populations—have led to
extreme crowding in some parts of the world. And the crowding is likely to get worse.
The worldwide trend toward urbanization has prompted increased interest in
international markets. For many ﬁrms, the concentration of people in major cities
simpliﬁes Place and Promotion strategy decisions—especially for major cities in the
wealthiest nations. Afﬂuent, big-city consumers often have similar lifestyles and
needs. Thus, many of the products successful in Toronto, New York, or Paris are
likely to be successful in Caracas and Tokyo. The spread of the Internet, satellite
TV, and other communication technologies will accelerate this trend.
However, keep in mind that many of the world’s consumers—whether crowded
in cities or widely spread in rural areas—live in deplorable conditions. These people have little hope of escaping the crush of poverty. They certainly have needs—
but they don’t have the income to do anything about the needs.

There’s no market
when there’s no
income

Proﬁtable markets require income—as well as people. The amount of money people can spend affects the products they are likely to buy. When considering
international markets, income is often one of the most important demographic
dimensions.
There are a variety of different measures of national income. One widely used
measure is gross national product (GNP)—the total market value of goods and
services produced by a country’s economy in a year. Gross domestic product
(GDP) is a similar measure that often is used to describe the U.S. economy. The
difference between the two measures is that GNP for a nation does not include
income earned by foreigners who own resources in that nation. By contrast, the
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Exhibit 5-1 Projected Population Increase (millions) between 1994 and 2020
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Exhibit 5-2 Demographic Dimensions for Representative Countries

Country

2000
Population
(000s)

1990–2000
Annual
Percent
Population
Growth

2000
Years for
Population
to Double

Algeria
Argentina
Australia
Bangladesh
Brazil
Cameroon
Canada
Chile
China
Colombia
Croatia
Cuba
Ecuador
Egypt
Ethiopia
Finland
France
Germany
Ghana
Greece
Haiti
Hungary
Iceland
India
Indonesia
Iran
Iraq
Ireland
Israel
Italy
Jamaica
Japan
Kenya
Kuwait
Libya
Madagascar
Malaysia

31,194
36,955
19,165
129,194
172,860
15,422
31,278
15,154
1,261,832
39,686
4,282
11,142
12,920
68,360
64,117
5,167
59,330
82,797
19,534
10,602
6,868
10,139
276
1,014,004
224,784
65,620
22,676
3,797
5,842
57,634
2,653
126,550
30,340
1,974
5,115
15,506
21,793

2.1
1.2
1.2
1.6
1.3
2.7
1.2
1.4
1.0
1.9
0.5
0.6
2.2
2.0
2.8
0.4
0.4
0.4
2.4
0.4
1.3
0.2
0.8
1.8
1.8
1.6
2.2
0.8
2.6
0.2
0.7
0.2
2.4
0.8
2.1
3.0
2.2

29
62
110
38
45
27
178
54
79
34
no
103
33
35
29
433
204
no
29
no
40
no
81
39
44
48
25
116
45
no
45
462
33
32
28
24
34

2000
Population
Density
(people/
square mile)
34
35
6
2,305
52
84
8
52
342
91
211
260
116
177
150
40
279
596
212
208
599
279
7
789
289
107
137
140
766
497
615
870
135
318
8
66
183

1999
Percent of
Population
in Urban
Areas

1999
GNP
(millions
of $U.S.)

1999
GNP
per
Capita

1999
GDP
(millions
of $U.S.)

60
90
85
24
81
48
77
85
32
73
57
75
64
45
17
67
75
87
38
60
35
64
92
28
40
61
74
59
91
67
56
79
32
97
87
29
57

46,455
277,882
380,791
46,960
742,819
8,509
591,354
71,145
980,246
93,558
20,932
—
16,231
87,530
6,578
122,874
1,427,160
2,079,230
7,396
124,010
3,163
46,810
8,109
442,233
119,544
110,535
—
71,405
104,081
1,135,990
6,042
4,078,920
10,601
32,270
—
3,716
77,278

1,550
7,600
20,050
370
4,420
580
19,320
4,740
780
2,250
4,650
—
1,310
1,400
100
23,780
23,480
25,350
390
11,770
410
4,650
29,280
450
580
1,760
—
19,160
17,450
19,710
2,330
32,230
360
19,020
—
250
3,400

47,015
281,942
389,691
45,779
760,345
8,781
612,049
71,093
991,203
88,596
21,752
—
18,713
92,413
6,534
126,130
1,410,260
2,081,200
7,606
123,934
3,871
48,355
8,483
459,765
140,964
101,073
—
84,861
125,031
1,149,960
6,134
4,395,080
10,603
29,572
—
3,733
74,634

1999
IIIiteracy
Percent

GDP does include foreign income. The measure you use can make a difference, especially when comparing countries with different patterns of international investment.
For example, Ford has a factory in Thailand. The GDP measure for Thailand would
include the proﬁts from that factory because they were earned in that country. However, Ford is not a Thai ﬁrm and most of its proﬁt will ultimately ﬂow out of
Thailand. Thus, the Thai GNP would not include those proﬁts. You should see that
using GDP income measures can give the impression that people in less-developed

33
3
0
59
15
25
0
4
17
9
2
3
9
45
63
0
0
0
30
3
51
1
0
44
14
24
45
0
4
2
14
0
19
18
21
34
13
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Country
Mexico
Morocco
Mozambique
Nepal
Netherlands
Nicaragua
Nigeria
North Korea
Norway
Pakistan
Panama
Peru
Philippines
Poland
Romania
Russia
Saudi Arabia
Singapore
Somalia
South Africa
South Korea
Spain
Sri Lanka
Sudan
Sweden
Switzerland
Syria
Tanzania
Thailand
Turkey
Uganda
Ukraine
United Kingdom
United States
Venezuela
Vietnam
Zimbabwe

2000
Population
(000s)
100,350
30,122
19,105
24,702
15,892
4,813
123,338
21,688
4,481
141,554
2,808
27,013
81,160
38,646
22,411
146,001
22,024
4,152
7,253
43,421
47,471
39,997
19,239
35,080
8,873
7,262
16,306
35,306
61,231
65,667
23,318
49,153
59,508
281,422
23,543
78,774
11,343

1990–2000
Annual
Percent
Population
Growth

2000
Years for
Population
to Double

1.7
2.0
2.9
2.5
0.6
2.8
2.9
0.8
0.5
2.2
1.6
2.1
2.2
0.1
0.2
0.1
3.3
3.2
0.8
1.3
1.0
0.2
1.1
2.8
0.4
0.6
2.7
3.0
1.1
1.6
3.1
0.5
0.3
1.0
2.0
1.7
1.2

36
41
32
28
193
23
24
48
217
25
41
32
31
no
no
no
23
84
24
55
82
6,931
60
32
no
315
25
24
70
46
24
no
546
120
34
48
69

2000
Population
Density
(people/
square mile)
132
167
62
421
1,010
101
346
466
36
490
98
55
693
310
244
22
26
16,714
29
92
1,234
202
757
30
51
448
231
97
313
218
251
212
632
77
69
615
75

1999
Percent of
Population
in Urban
Areas
74
55
39
12
89
56
43
60
75
36
56
72
58
65
56
77
85
100
27
52
81
77
23
35
83
68
54
32
21
74
14
68
89
77
87
20
35

1999
GNP
(millions
of $U.S.)

1999
GNP
per
Capita

1999
GDP
(millions
of $U.S.)

428,794
33,816
3,889
5,091
384,325
2,110
37,882
—
146,430
63,971
8,624
60,319
77,966
153,065
34,188
332,536
143,361
95,429
—
133,216
397,910
551,560
15,176
8,300
221,764
273,061
15,172
8,027
121,019
186,289
6,786
42,713
1,338,080
8,350,960
86,963
28,157
6,131

4,400
1,200
230
220
24,320
430
310
—
32,880
470
3,070
2,390
1,020
3,960
1,520
2,270
6,910
29,610
—
3,160
8,490
14,000
810
290
25,040
38,350
970
240
1,960
2,900
320
850
22,640
30,600
3,670
370
520

474,951
35,238
4,169
4,904
384,766
2,302
43,286
—
145,449
59,880
9,606
57,318
75,350
154,146
33,750
375,345
128,892
84,945
—
131,127
406,940
562,245
15,707
10,695
226,388
260,299
19,380
8,777
123,887
188,374
6,349
42,415
1,373,610
8,708,870
103,918
28,567
5,716

133

1999
IIIiteracy
Percent
9
52
57
60
0
32
37
1
0
55
8
10
5
0
2
1
24
8
—
15
2
2
9
43
0
0
26
25
5
15
34
0
0
0
8
7
12

countries have more income than they really do. For that reason, we’ll focus on
comparisons that are based on GNP.
Exhibit 5-2 gives an estimate of GNP and GDP for each country listed. You can
see that the more developed industrial nations—including the U.S., Japan, and
Germany—have the biggest share of the world’s GNP. This is why so much trade
takes place between these countries—and why many ﬁrms see them as the more
important markets.4
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This chart from Monsanto’s
annual report shows how the ﬁrm
wants to build its presence in
countries with large populations
and projected strong economic
growth. India is an example of a
key target.

People can’t spend
what they don’t have

GNP tells us about the income of a whole nation, but in a country with a large
population that income must be spread over more people. GNP per person is a useful ﬁgure because it gives some idea of the income level of people in a country.
Exhibit 5-2 shows, for example, that GNP per capita in the U.S. is quite high—
about $30,600. Japan, Norway, Switzerland, and Singapore are among those with
the highest GNP per capita. In general, markets like these offer the best potential
for products that are targeted at consumers with higher income levels.
Many managers, however, see great potential—and less competition—where
GNP per capita is low. For example, Mars is making a big push to promote its candy
in the countries of Eastern Europe. As with many other ﬁrms, it hopes to establish
a relationship with consumers now, and then turn strong brand loyalty into profitable growth as consumer incomes increase.

A business and a
human opportunity

The large number of countries with low GNP per capita is a stark reminder that
much of the world’s population lives in extreme poverty. Even among countries with
the largest overall GNPs, you see some sign of this. In India, for example, GNP per
person is only $450 a year. Many countries are in the early stages of economic development. Most of their people work on farms—and live barely within the money
economy. At the extreme, in Ethiopia GNP per person per year is only about $100
(in U.S. dollars). To put this in perspective, 60 percent of the world’s population—
in 61 countries—receive only 6 percent of the world’s total income, or about $2
a day.
These people, however, have needs, and many are eager to improve themselves.
But they may not be able to raise their living standards without outside help. This
presents a challenge and an opportunity to the developed nations—and to their
business ﬁrms.
Some companies are trying to help the people of less-developed countries. Corporations such as Pillsbury, Monsanto, and Coca-Cola have developed nutritious
foods that can be sold cheaply—but still proﬁtably—in poorer countries.5
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China is the home of almost 1.3 billion people and
accounts for about 25 percent of the world’s population. Its population would be even larger, but about 20
years ago the communist government set a rule that
most families could have only one child. Although the
Chinese economy is changing rapidly, the gross
national product per capita in China is only about 2.5
percent what it is in the U.S. and Japan. To put that in
perspective, the average per capita income in China
is less than $70 per month. Yet, not everyone in China
is on the low end of the income distribution, and with
so many people the demand for some goods and
services is huge. In fact, China is becoming the
world’s fastest growing market for personal computers and mobile phones. For example, by 2005 it is
expected that one out of four mobile phones in the
world will be in China—a total of 250 million units.
Similarly, although only about 1 out of every 175
Chinese currently has a personal computer, sales in
China are already over 1.5 million units a year. It’s
easy to see why ﬁrms like Compaq and Dell that are
leaders in other parts of the world want to capture

135

more of this market. But they are ﬁnding it difﬁcult to
compete with Legend, a Chinese computer maker.
One reason is that managers at Legend understand
their customers better. For example, unlike customers
in more developed markets, most Chinese are ﬁrsttime buyers who want a lot of hand-holding and
service. So Legend developed easy-to-use software
and Chinese language tutorials for its high-quality
computers. Legend also installs speech recognition
software; that helps because there are many more
characters in the Chinese language than letters in the
English alphabet (and keys on the typical keyboard).
Legend also has a big advantage in reaching customers. It has over 1,800 local distributors and more
than 50 of its own stores. They help overcome
distribution problems caused by China’s inefﬁcient
highway and rail system, and they support customers
with good service and free training. When China
enters the World Trade Organization, lower import
tariffs on foreign made computers will probably
increase competition. However, by then, market
growth may be slower.6

What do Third World
consumers really
need?

Marketing managers from developed nations sometimes face an ethical dilemma
about whether their products help or hurt consumers in less-developed nations. For
example, a United Nations report criticized Coke and Pepsi for expanding their softdrink sales in the Philippines. The study concluded that consumers had shifted to
soft drinks from local beverages—such as a mixture of lime juice and coconut
water—that provided needed vitamins.
In another much publicized case, producers of infant formula were criticized for
giving free samples to hospitals. Nestlé and other big suppliers in this market say
that they only gave the free samples to children who were in need—and at the
request of hospitals. But critics argued that the practice encouraged new mothers to
give up breast feeding. Away from the hospital, mothers would rely on unsanitary
water supplies. Such improper use of the formula could lead to malnutrition and
other illnesses. So, Nestlé and the others pledged to stop giving away free samples.
Although that step stopped some misuse, now the formula is not available to many
people who really need it. For example, over a million babies have been infected
with AIDS from breast feeding. To help ﬁght this staggering epidemic, Nestlé is
willing to donate formula, but not unless the World Health Organization agrees that
it is not a violation of its pledge.
In cases like these, a marketing manager may need to weigh the beneﬁts and risks
of trying to serve Third World markets. For example, in the U.S. Quicksilver Enterprises sells its 250-pound aluminum and ﬁberglass “ultralight” airplanes—that look like
go-carts with wings—to wealthy hobbyists. However, Quicksilver found a growing market for ultralights in developing nations, where farmers use them for crop dusting. They
help farmers increase production of much needed foods. So what’s the problem? In the
U.S., the government bans ultralights as not being safe enough for crop dusting. Some
critics argue that a ﬁrm shouldn’t sell its products in foreign markets if they are illegal
in the U.S. But ultimately, the marketing manager often must decide what to do.7

Reading, writing, and
marketing problems

The ability of a country’s people to read and write has a direct inﬂuence on the
development of its economy—and on marketing strategy planning. The degree of
135
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literacy affects the way information is delivered—which in marketing means promotion. Unfortunately, only about three-fourths of the world’s population can read
and write. Data on illiteracy rates is inexact because different countries use different measures. Even so, you may be surprised by the high illiteracy rates for some of
the countries in Exhibit 5-2.
Illiteracy sometimes causes difﬁculties with product labels and instructions—for
which we normally use words. This was one issue in the infant formula conﬂict. In
an even more extreme case, some producers of baby food found that consumers misinterpreted a baby’s picture on their packages. Illiterate natives believed that the
product was just that—a ground-up baby! Many companies meet this lack of literacy with instructions that use pictures instead of words. Singer used this approach
with its sewing machines.
Even in Latin America—which has generally higher literacy rates than Africa
or Asia—a large number of people cannot read and write. Marketers have to use
symbols, colors, and other nonverbal means of communication if they want to reach
the masses.8

Much segmenting may
be required

Internet

Marketers can learn a great deal about possible opportunities in different countries by studying available demographic data and trends. The examples we
considered here give you a feel, but much more useful data is available. For example, The World Factbook is prepared by the Central Intelligence Agency (CIA) for
the use of U.S. government ofﬁcials, but it is available to everyone. It gives facts
and statistics on each country in the world. This book can be accessed at the CIA’s
website (www.odci.gov/cia/publications/factbook). The World Bank publishes The
World Development Indicators, another excellent source for statistics on individual
countries. It is available at the World Bank’s website (www.worldbank.org/data/wdi).
The International Programs Center of the U.S. Census Bureau also publishes an
analysis on world population and related topics called World Population Proﬁle. You
can also access useful statistics for individual countries at the Census Bureau’s website (www.census.gov/ipc).

Internet Exercise Visit the website for the CIA’s World Factbook
(www.odci.gov/cia/publications/factbook) and compare the proﬁle data for
Canada and Australia. How are they similar and how are they different?

After ﬁnding some countries or regions of possible interest (and eliminating unattractive ones), much more segmenting may be required. To illustrate how useful
demographic dimensions can be in this effort, we will consider speciﬁc characteristics of the U.S. market in some detail. For additional data on the U.S. market, you
can go to the Census Bureau’s website (www.census.gov). Similar ideas apply to
other markets around the world.

Population Trends in the U.S. Consumer Market
Where does your state
stand?

Exhibit 5-3 is a map of the U.S. showing the relative population for each state.
The “high areas” on this map emphasize the concentration of population in different
geographic regions. Note that California is the most populated state, with Texas a
distant second. New York, in third place, still has almost as large a population as Texas,
but Texas’ population is more spread out. More generally, the heavy concentration
of people in the Northeast makes this market larger than the whole West Coast.
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Exhibit 5-3 Map of U.S. Showing Population by State (all ﬁgures in thousands)
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As is the case in many countries, the most populated U.S. areas developed near
inexpensive water transportation—on ocean harbors (East and West Coasts), along
major rivers (like the Mississippi), or in the Great Lakes region. Obviously, these
markets are attractive to many marketers. But this can also mean tough competition—as in the big urban East and West Coast markets.
Marketers anxious to avoid the extremely competitive East and West Coast markets often view the midwestern and southern states as unique target markets. Note,
too, the few people in the plains and mountain states, which explains why some
national marketers pay less attention to these areas. Yet these states can provide an
opportunity for an alert marketer looking for less competitive markets.

Where are the people
today and tomorrow?

Population ﬁgures for a single year don’t show the dynamic aspects of markets.
Currently, U.S. population is about 281 million. By 2050, the U.S. population could
rise to more than 400 million. But it is important to remember that the population
has been growing continuously since the founding of the country. It almost doubled
from 1950 to the present. But—and this is valuable to marketers—the population
did not double everywhere. Marketers always look for fast-growing markets. They
want to know where growth has occurred recently—and where growth is likely to
occur in the future.
Exhibit 5-4 shows the percentage growth in population in different regions of the
country. The states with the darkest shading are growing at the fastest rate. Note
that the greatest growth is in the West—in states such as Nevada, Arizona, Idaho,
Utah, and Colorado. Growth continued in the Sun Belt states of the South as well,
with Georgia leading the way with 26 percent, and other Sun Belt states like Florida,
Texas, North Carolina, and Tennessee growing rapidly.
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Exhibit 5-4 Percent Change in Population by State, 1990-2000
WA
21.1
MT
12.9

OR
20.4

ID
28.5
WY
8.9
NV
66.3

CA
13.8

MN
12.4

SD
8.5

CO
30.6

IL
8.6

KS
8.5
OK
9.7

NM
20.1
TX
22.8

AK
14.0

Percent change in population:
0–13.1
13.2–26.3

WI
9.6

IA
5.4

NE
8.4

UT
29.6

AZ
40.0

8.2 (VT)

ND
0.5

HI
9.3

26.4–39.5 (two times U.S. rate)

NY
5.5

MI
6.9
IN
9.7

MO
9.3

OH
4.7
KY
9.7

PA
3.4
WV
0.8

MS
10.5

AL
10.1

11.4 (NH)
5.5 (MA)
4.5 (RI)
3.6 (CT)
8.9 (NJ)
10.8 (MD)
17.6 (DE)
5.7 (DC)

NC
21.4

TN
16.7

AR
13.7

VA
14.4

ME
3.8

SC
15.1
GA
26.4

LA
5.9
FL
23.5

39.6 or more (three times U.S. rate)

Notice that some of the most populated areas in Exhibit 5-3 are not growing the
fastest. The population of New York, for example, grew at less than 6 percent during the last decade. Other states like Connecticut and Pennsylvania grew less than
4 percent. In fact, the West is growing at almost four times the rate of the Northeast.
These different rates of growth are especially important to marketers. Sudden
growth in one area may create a demand for many new shopping centers—while
retailers in declining areas face tougher competition for a smaller number of customers. In growing areas, demand may increase so rapidly that proﬁts may be good
even in poorly planned facilities.
These maps summarize state-level data to give the big picture. However, much more
detailed population data is available. You can obtain detailed census data—or updated
estimates—for very small geographic areas. Just as we mapped population changes at
the state level, a local marketer can divide a big metropolitan area into many smaller
areas to see where the action is. As this decade continues, census data may become
outdated—but by then local and state government planning groups may be able to
provide updates.

Population will keep
growing, but . . .

Despite the large increases, the rate of population growth in the U.S. has slowed
dramatically—to about 1 percent a year during the last decade. In fact, many U.S.
marketers who enjoyed rapid and proﬁtable growth in the 1960s and 1970s know
that the domestic picnic is over. They now turn to international markets where population—and sales revenues—continue to grow.
In the U.S., most of our future growth is expected to come from immigration. In
fact, even now the total U.S. population would start to decline if immigration stopped.
Let’s look at some of these trends—and what they mean to marketing managers.9
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Exhibit 5-5
Changes in the U.S.
Birthrate, 1935–2005
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Birthrate—boom or
bust?

The U.S. birthrate—the number of babies born per 1,000 people—ﬂuctuated
greatly in the last 50 years. Exhibit 5-5 shows a clear pattern. A post–World War
II baby boom began as returning soldiers started families, and it lasted about 15 years
into the early 1960s. In the 1970s the situation changed to a “baby bust” as more
women stayed in the workforce and couples waited longer to have children. When
you see the dip in the birthrate—and think about the declining market for baby
products—you can understand why Johnson & Johnson promotes its baby shampoo
to adults who want a gentle product. You can also understand why Johnson & Johnson looks for opportunities in Asia and Latin America where the birthrate is higher.
The U.S. birthrate hit a low in 1976 and then rose again—but only slightly.
From 1980 to 1990 the birthrate was between 15 and 17. It is starting to drop again
now, and this trend should continue—with an estimated birthrate of about 14.1
around the year 2005. These shifts are easy to explain. As the baby boom generation entered its child-bearing years, there were more women to have babies.
However, as the boomers aged this baby “boomlet” passed and turned to what some
have called a “baby bust.” In addition, American couples are having fewer children.
There may be more demand for small apartments, in-home entertainment, travel,
and smaller food packages.
With fewer children, parents can spend more money on each child. For example, expensive bikes, video game consoles, MP3 players, and designer clothes for
children have all sold well in recent years because parents can indulge one or two
children more easily than a houseful.10

The graying of America

Because our population is growing slowly, the average age is rising. In 1970, the
average age of the population was 28—but by the year 2000 the average age jumped
to about 36.
Stated another way, the percentage of the population in different age groups is
changing. Exhibit 5-6 shows the number of people in different age groups in 1990
and 2000—and how the size of these groups will look in 2010. Note the big
increases in the 45–64 age group from 1990 to 2000 and also 2000 to 2010.
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Highly targeted advertising media
such as magazines and cable TV
are proving especially effective at
targeting messages to speciﬁc
groups.

The major reason for the changing age distribution is that the post–World War
II baby boom produced about one-fourth of the present U.S. population. This large
group crowded into the schools in the 1950s and 60s—and then into the job market in the 1970s. In the 1980s, they swelled the middle-aged group. And early in
the 21st century, they will reach retirement—still a dominant group in the total
population. According to one population expert, “It’s like a goat passing through a
boa constrictor.”
Some of the effects of this big market are very apparent. For example, recording
industry sales exploded—to the beat of rock and roll music and the Beatles—as the
baby boom group moved into their record-buying teens. Soon after, colleges added
facilities and faculty to handle the surge—then had to cope with excess capacity
and loss of revenue when the student-age population dwindled. To relieve ﬁnancial
strain many colleges now add special courses and programs for adults to attract the
now-aging baby boom students. On the other hand, the ﬁtness industry and food
producers who offer low-calorie foods are reaping the beneﬁt of a middle-aged
“bulge” in the population.
Medical advances help people live longer and are also adding to the proportion
of the population in the senior citizen group. Note from Exhibit 5-6 that the over65 age group will grow another 14 percent by 2010. Even more dramatic, by 2030
the over-65 group will double in size and they will be almost 20 percent of the total
U.S. population. This ongoing growth creates new opportunities for such industries
as tourism, health care, and ﬁnancial services.11

The teen cycle is
starting again

While society—and many marketers—have been ﬁxated on the aging baby
boomers, the ranks of teenagers have started to grow again. This is in part reﬂected
in the 14.0 percent growth of the 5–17 age group between 1990 and 2000 and the
13.4 percent growth rate of the 18–24 age group in this decade (see Exhibit 5-6).
But the coming changes are even bigger than this suggests. For 15 years, there was
a steady decline in the number of teenagers. Now that has reversed. Between 1995
and 2005, the teenage group will grow at close to twice the rate of the overall population. By the time the number of teens peaks in 2010, the size of this group will
top the baby boom–fueled teen explosion of the 1970s. In 2010, there will be over
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Exhibit 5-6
Population Distribution (and
Percent Growth Rate) by
Age Groups for Different
10-Year Periods
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Age Group
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35 million U.S. teens—and along the way a new teen-oriented culture will reshape
society and markets. However, marketers who simultaneously try to appeal to aging
baby boomers and to teens may ﬁnd themselves right in the middle of a real clash
of cultures.12

Household
composition is
changing

Many people incorrectly think of the “typical” American household as a married
couple with two children—living in the suburbs. This never was true and is even
less true now. Less than 24 percent of households consist of a husband, wife, and
children under 18. Another 28 percent of households involve married couples, but
ones without children living at home.
Although almost all Americans marry, they are marrying later, delaying child
bearing, and having fewer children. And couples don’t stay together as long as they
used to. The U.S. has the highest divorce rate in the world—about 50 percent of
marriages end in divorce. That helps to explain why more than 12 percent of U.S.
households are now families headed by a single woman. Yet, divorce does not seem
to deter people from marrying again. Over 80 percent of divorced people remarry
in what is described as “the triumph of hope over experience.” Still, even with all
this shifting around, at any given time only about 60 percent of all adults are
married.

Nonfamily households
are increasing

Many households are not families in the traditional sense. There are now about
5.5 million unmarried couples who live together. That’s a whopping 70 percent
increase during the last decade. Some of these arrangements are temporary—as in
college towns or in large cities where recent graduates go for their ﬁrst “real” job.
But the majority are older couples who choose not to get married. The number of
these nontraditional households is still relatively small. But marketers pay special
attention to them because they are growing at a much higher rate than the traditional family households. And they have different needs and attitudes than the
stereotypical American family. To reach this market, some banks changed their policies about loans to unmarried couples for homes, cars, and other major purchases.
And some insurance companies designed coverage for unmarried couples.
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Single-adult households are also on the rise and they account for over one-fourth
of all households—almost 27 million people! These include young adults who leave
home when they ﬁnish school, as well as separated, divorced, or widowed people
who live alone. In some big cities, the percentage of single-person households is
even higher—around 30 percent in New York and Washington, D.C. These people need smaller apartments, smaller cars, smaller food packages, and, in some cases,
less-expensive household furnishings because many singles don’t have much money.
Other singles have ample discretionary income and are attractive markets for topof-the-line clothing, expensive electronic gadgets, status cars, travel, nice
restaurants, and trendy bars.13

The shift to urban and
suburban areas

Migration from rural to urban areas has been continuous in the U.S. since 1800.
In 1920, about half the population lived in rural areas. By 1950, the number living
on farms dropped to 15 percent—and now it is less than 2 percent. We have become
an urban and suburban society.14
Since World War II, there has been a continuous ﬂight to the suburbs by middle-income consumers. By 1970, more people lived in the suburbs than in the
central cities. Retailers moved too—following their customers. Lower-income consumers—often with varied ethnic backgrounds—moved in, changing the nature of
markets in the center of the city.
Industries too have been ﬂeeing the cities, moving many jobs closer to the
suburbs. Today’s urban economic system is not as dependent on central cities. A
growing population must go somewhere—and the suburbs can combine pleasant
neighborhoods with easy transportation to higher-paying jobs nearby or in the
city.
Purchase patterns are different in the suburbs. For example, a big city resident
may not need or own a car. But with no mass transportation, living carless in the
suburbs is difﬁcult. And in some areas, it almost seems that an SUV or a minivan—
to carpool kids and haul lawn supplies or pets—is a necessity.

Local political
boundaries don’t
deﬁne market areas

These continuing shifts—to and from urban and suburban areas—mean that the
usual practice of reporting population by city and county boundaries can result in
misleading descriptions of markets. Marketers are more interested in the size of
homogeneous marketing areas than in the number of people within political boundaries. To meet this need, the U.S. Census Bureau has developed a separate
population classiﬁcation based on metropolitan statistical areas. Much data is
reported on the characteristics of people in these areas. The technical deﬁnition of
these areas has changed over time. But basically a Metropolitan Statistical Area
(MSA) is an integrated economic and social unit with a large population nucleus.
Generally, an MSA centers on one city or urbanized area of 50,000 or more inhabitants and includes bordering urban areas.
The largest MSAs—basically those with a population of more than a million—
are called Consolidated Metropolitan Statistical Areas. Over three-fourths of all
Americans live in MSAs and almost 40 percent live in the 18 largest CMSAs. More
detailed data is available for areas within these sprawling, giant urban areas.

Big targets are
attractive—but very
competitive

Some national marketers sell only in these metro areas because of their large,
concentrated populations. They know that having so many customers packed into
a small area can simplify the marketing effort. They can use fewer middlemen and
still offer products conveniently. One or two local advertising media—a city newspaper or TV station—can reach most residents. If a sales force is needed, it will
incur less travel time and expense because people are closer together.
Metro areas are also attractive markets because they offer greater sales potential
than their large population alone suggests. Consumers in these areas have more
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money to spend because wages tend to be higher. In addition, professionals—with
higher salaries—are concentrated there. But, remember that competition for consumer dollars is usually stiff in an MSA.15

The mobile ones are an
attractive market

Of course, none of these population shifts is necessarily permanent. People move,
stay awhile, and then move again. In fact, about 16 percent of Americans move
each year. Although about 6 out of 10 moves are within the same county, both the
local and long-distance mobiles are important market segments.
Often people who move in the same city trade up to a bigger or better house or
neighborhood. They tend to be younger and better educated people on the way up
in their careers. Their income is rising—and they have money to spend. Buying a
new house may spark many other purchases too. The old sofa may look shabby in
the new house. And the bigger yard may require a new lawn mower—or even a
yard service.
Many long-distance moves are prompted by the search for a better lifestyle. Many
afﬂuent retirees, for example, move to ﬁnd a more comfortable life. Young people
also hop from place to place—attracted by better job opportunities. This applies to
graduates moving to high-paying, new-economy jobs as well as recent immigrants
whose only choice may be a low-wage service job.
Regardless of why someone moves, many market-oriented decisions have to be
made fairly quickly after a move. People must ﬁnd new sources of food, clothing,
medical and dental care, and household products. Once they make these basic buying decisions, they may not change for a long time. Alert marketers try to locate
these potential customers early—to inform them of offerings before they make their
purchase decisions. Retail chains, “national” brands, and franchised services available in different areas have a competitive advantage with mobiles. The customer
who moves to a new town may ﬁnd the familiar CVS sign down the street and
never even try its local competitors.16

Income Dimensions of the U.S. Market
So far, we have been concerned mainly with the number of different types of
people—and where they live.

More people are in
middle and upper
income levels

Earlier in this chapter you saw how GNP ﬁgures can be helpful in analyzing markets. But GNP ﬁgures are more meaningful to marketing managers when converted
to family or household income—and its distribution. Family incomes in the U.S.
generally increased with GNP. But even more important to marketers, the distribution of income changed drastically over time.
Fifty years ago, the U.S. income distribution looked something like a pyramid.
Most families were bunched together at the low end of the income scale—just over
a subsistence level—to form the base of the income pyramid. There were many
fewer families in the middle range, and a relative handful formed an elite market
at the top. This pattern still exists in many nations.
By the 1970s, real income (buying power) in the U.S. had risen so much that
most families—even those near the bottom of the income distribution—could
afford a comfortable standard of living. And the proportion of people with middle
incomes was much larger. Such middle-income people enjoyed real choices in the
marketplace.
This revolution broadened markets and drastically changed the U.S. marketing
system. Products viewed as luxuries in most parts of the world sell to “mass” markets
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Marketers are very aware that
spending varies with income and
other demographic dimensions.

in the U.S. And these large markets lead to economies of scale, which boost our
standard of living even more. Similar situations exist in Canada, many Western
European countries, Australia, New Zealand, and Japan.

Real income growth
has slowed—but for
how long?

Trends in median family income from 1960 to 1999 reﬂect this upward shift in
the income distribution—and the increased number of families with more money
to spend. See Exhibit 5-7. Note, though, that (real) median income stopped its continuous rise during the inﬂation-ridden 1970s. Since then it has gone through
periods of both upswings and decreases, but the changes in recent years have not
been as great as they were a few decades ago.

Exhibit 5-7
Median Family Income over
Time (in 1999 dollars)
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Groups in 1999
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There is heated debate about what will happen to consumer incomes—and
income distribution—in the future. Some business analysts feel that the lack of signiﬁcant income growth signals worse things to come. They think that a decline in
the manufacturing sector of the economy threatens America’s middle-class standard
of living. These analysts argue that in industries with traditionally high wages, ﬁrms
are replacing workers with technology—to be able to compete with low-cost foreign producers. At the same time, new jobs are coming from growth of the
lower-paying service industries. But other analysts are not so pessimistic. They agree
that the percentage of the workforce earning middle-income wages has declined
recently—but they think this is a temporary shift, not a long-term trend, and that
over time the efﬁciencies that come from new information technologies will “lift”
the whole economy.
What happens to income levels will be critical to you—and to American consumers in general. It is easy for both consumers and marketing managers to be lulled
by the promise of a constantly increasing standard of living. Both consumer thinking—and marketing strategy—will have to adjust if growth does not resume.

The higher-income
groups receive a
big share

Higher-income groups in the U.S. receive a very large share of total income, as
you can see in Exhibit 5-8, which divides all families into ﬁve equal-sized groups—
from lowest income to highest. Note that although the median income of U.S. families
in 1999 was about $48,950, the top 20 percent of the families—those with incomes
over $88,082—received over 47 percent of the total income. This gave them extra
buying power, especially for luxury items like cellular phones, memberships in country clubs, and yachts. Well-to-do families with incomes over $155,040—the top
5 percent nationally—got more than 20 percent of the total income.
At the lower end of the scale, over 14 million families had less than $22,826
income. They account for 20 percent of all families but receive only 4.3 percent of
total income. Even this low-income group is an attractive market for some basic
commodities, especially food and clothing—even though almost half of them live
below the poverty level of $17,029 for a family of four. These consumers may receive
food stamps, medicare, and public housing, which increases their buying power.
Some marketers target this group, usually with a lower-price marketing mix.

How much income is
“enough?”

We can’t stress the importance of income distribution too much. Many companies make serious marketing strategy errors by overestimating the amount of income
in various target markets. Marketers can easily make such errors because of the natural tendency for people to associate with others like themselves—and to assume
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that almost everyone lives like they do. A marketing manager who earns $125,000
a year may have no clue what life is like for a family that lives on $25,000 a year.
The 1999 median family income of about $48,950 is a useful reference point
because some college graduates start near this level. And a young working couple
together can easily go way over this ﬁgure. This may seem like a lot of money at
ﬁrst—but it is surprising how soon needs and expenses rise and adjust to available
income. America’s middle-income consumers have been hit hard by the spiraling
costs of health care, housing, energy, cars, taxes, and tuition bills. More than ever,
these consumers look for purchases that offer good value for the money spent. Some
high-living marketers may not understand that these consumers need to pinch their
pennies, but that practical reality now explains much of the buying behavior of
lower and middle-income markets in the U.S.17

Can low-income
consumers protect
themselves?

In market-directed economies, consumers are free to make choices in the marketplace. But with little income, education, or opportunity to become informed,
many consumers in the lowest income groups have few real choices. Some marketing managers struggle over whether to serve these markets. A credit company, for
example, may ﬁnd customers willing to pay a high ﬁnance charge to borrow money.
And the high rate may be needed to cover the risk of unpaid loans. But is it
exploitation to charge a higher rate to those who can least afford it and who really
have no other choice?18

Spending Varies with Income and Other Demographic Dimensions
We’ve been using the term family income because consumer budget studies show
that most consumers spend their incomes as part of family or household units. They
usually pool their incomes when planning major expenditures. So, most of our discussion will concern how families or households spend their income.

Disposable income is
what you get to spend

Families don’t get to spend all of their income. Disposable income is what is left
after taxes. Out of this disposable income—together with gifts, pensions, cash savings, or other assets—the family makes its expenditures. Some families don’t spend
all their disposable income—they save part of it. Therefore, when trying to estimate potential sales in target markets, we should distinguish among income,
disposable income, and what consumers actually spend.

Discretionary income is
elusive

Most families spend a good portion of their income on such “necessities” as food,
rent or house payments, car and home furnishings payments, and insurance. A family’s purchase of “luxuries” comes from discretionary income—what is left of
disposable income after paying for necessities.
Discretionary income is an elusive concept because the deﬁnition of necessities
varies from family to family and over time. It depends on what they think is necessary for their lifestyle. A cable TV service might be purchased out of discretionary
income by a lower-income family but be considered a necessity by a higher-income
family. But if many people in a lower-income neighborhood subscribe to cable TV,
it might become a “necessity” for the others—and severely reduce the discretionary
income available for other purchases.
The majority of U.S. families do not have enough discretionary income to afford
the lifestyles they see on TV and in other mass media. On the other hand, some
young adults and older people without family responsibilities have a lot of discretionary income. They may be especially attractive markets for electronic gear, digital
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Purchases of luxuries, like overseas tourist travel, come from discretionary income.

cameras, new cars, foreign travel, cell phone services, and various kinds of recreation—tennis, skiing, boating, concerts, and ﬁne restaurants.19

Spending varies over
the family life cycle

Income has a direct bearing on spending patterns, but many other demographic
dimensions are also useful in understanding consumer buying. Marital status, age,
and the age of any children in the family have an especially important effect on
how people spend their income. Put together, these dimensions tell us about the
life-cycle stage of a family. Exhibit 5-9 shows a summary of stages in the family life
cycle. In our discussion, we will focus on the traditional ﬂow from one stage to the
next—as shown in the middle of the diagram. However, as shown at the top and
bottom of the exhibit, divorce does interrupt the ﬂow for many people; after a
divorce, they may recycle through earlier stages.20

Young people and
families accept
new ideas

Singles and young couples seem to be more willing to try new products and
brands—and they are careful, price-conscious shoppers. Younger people often earn
less than older consumers, but they spend a greater proportion of their income on
discretionary items because they don’t have the major expenses of home ownership,
education, and family rearing. Although many young people are waiting longer to
marry, most do tie the knot eventually. These younger families—especially those
with no children—are still accumulating durable goods, such as automobiles and
home furnishings. They spend less on food. Only as children arrive and grow does
family spending shift to soft goods and services, such as education, medical, and personal care. This usually happens when the family head reaches the 35–44 age group.
To meet expenses, people in this age group often make more purchases on credit,
and they save less of their income.
Divorce—increasingly a fact of American life—disrupts the family life-cycle pattern. Divorced parents don’t spend like other singles. The mother usually has
custody of the children, and the father may pay child support. The mother and children typically have much less income than two-parent families. Such families spend
a larger percent of their income on housing, child care, and other necessities—with
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Exhibit 5-9 Stages in Modern Family Life Cycles
Middle-aged
divorced
without
children

Young
divorced
without
children

Young
single*

Young
married
without
children*

Middle-aged
married
without
children

Young
married with
children*

Middle-aged
married with
children*

Middle-aged
married without
dependent
children*

Young
divorced
(or single)
with children

Middle-aged
divorced with
children

Middle-aged
divorced without
dependent
children

Usual flow

Recycled flow

Older
married*

Older
unmarried*

* Traditional family flow

little left for discretionary purchases. If a single parent remarries, the family life cycle
may start over again.21

Reallocation for
teenagers

Once children become teenagers, further shifts in spending occur. Teenagers eat
more, want to wear expensive clothes, and develop recreation and education needs
that are hard on the family budget. The parents—or, increasingly the single parent—may be forced to reallocate expenditures to cover these expenses—spending
less on durable goods, such as appliances, automobiles, household goods, and housing. The fast-rising expense of sending a son or daughter to college can create a
major ﬁnancial crisis.
For many ﬁrms, teens are an important and attractive market. The amount of
money involved may surprise you. America’s teens currently spend over $150 billion
a year and spending is growing at double-digit rates. Further, in today’s families with
a single parent or with two wage earners, teens play an increasingly important role
in shopping and shaping family purchases. With teens spending more money, they
are a target for many ﬁrms. For example, Siemens added an MP3 player to its wireless phone to help it win teen preference away from Nokia. Similarly, MasterCard is
targeting teens with its credit card promotions and Bausch & Lomb’s contact-lens
sales hit record levels when the ﬁrm refocused its marketing efforts on teens.22

Selling to the empty
nesters

Another important category is the empty nesters—people whose children are
grown and who are now able to spend their money in other ways. Usually these
people are in the 50–64 age group. But this is an elusive group because some people marry later and are still raising a family at this age. And in recent years lots of
empty nesters have been surprised when adult singles move back in to avoid the
big costs of housing.
Empty nesters are an attractive market for many items. They have paid for their
homes, and the big expenses of raising a family are behind them. They are more
interested in travel, small sports cars, and other things they couldn’t afford before.
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Much depends on their income, of course. But this is a high-income period for many
workers—especially white-collar workers.23

Senior citizens are a
big market

Finally, marketers should not neglect the senior citizens—people over 65. The
number of people over 65 is increasing rapidly because of modern medicine,
improved sanitary conditions, and better nutrition. This group now makes up almost
13 percent of the population.
Our senior citizens are more prosperous than ever before. Their income is lower
than in their peak earning years, but most do have money to spend. They don’t just
squeak by on Social Security. Such prosperity is a dramatic change. In 1960, about
a third of all senior citizens had incomes below the poverty level. Now, only about
10 percent are considered “poor”—lower than the 11.8 percent ﬁgure for all adults.
Older people also have very different needs. Many ﬁrms already cater to senior
citizens—and more will be serving this market. For example, some companies developed housing and “life care” centers designed to appeal to older people. Casio makes
a calculator with large, easy-to-read numbers. Publix Super Markets, a big Florida
chain, trains employees to cater to older customers. Checkout clerks, for example,
give older customers two light bags instead of one heavier one. Some travel agents
ﬁnd that senior citizens are an eager market for expensive tours and cruises. Other
companies offer diet supplements and drug products—often in special easy-to-open
packages. And senior citizen discounts at drugstores are more than just a courtesy—
the elderly make up the biggest market for medicines.
Keep in mind, however, that older people are not all the same. With a group this
large, generalities and stereotypes can be dangerous. Different senior citizen target
markets have different needs—and require different marketing strategies.24

Ethnic Dimensions of the U.S. Market
Do ethnic groups buy
differently?

Internet

America may be called the melting pot, but ethnic groups deserve special attention when analyzing markets. One basic reason is that people from different ethnic
groups may be inﬂuenced by very different cultural variables. They may have quite
different needs and their own ways of thinking. Moreover, Americans are beginning
to recognize the value of multicultural diversity. The U.S. is becoming a multicultural market. As a result, rather than disappearing in a melting pot, some important
cultural and ethnic dimensions are being preserved and highlighted. This creates
both opportunities and challenges for marketers.
Some important ethnic differences are obvious. For example, more than 1 out of
10 families in the U.S. speaks a language other than English at home. Some areas
have a much higher rate. In Miami and San Antonio, for example, about one out
of three families speaks Spanish. This obviously affects promotion planning. Similarly, brand preferences vary for some ethnic groups. For example, cosmetic
companies offer products tailored to different skin tones. But, ethnic groups don’t
just differ in the color of their skin. Differences in attitudes, experiences, and values, as well as where they shop and what advertising appeals they attend to, come
together to shape differences in buying behavior.
Internet Exercise Visit the website for Ethnic Grocer (www.ethnicgrocer.com),
select “Shop by Country,” and then “Mexico.” Are any of the carbonated beverages listed for Mexico likely to become popular in the U.S.? Why or why not?
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Many ﬁrms are developing new
strategies to appeal to fastgrowing ethnic markets in the
U.S. For example, this Spanishlanguage ad promotes Suavitel
fabric softener, which has a
special fragrance that appeals to
many Hispanic-American
consumers.

Stereotypes are
common—and
misleading

A marketer needs to study ethnic dimensions very carefully because they can be
subtle and fast-changing. This is also an area where stereotyped thinking is the most
common—and misleading. Many ﬁrms make the mistake of treating all consumers
in a particular ethnic group as homogeneous. For example, some marketing managers treat all 35 million African-American consumers as “the black market,”
ignoring the great variability among African-American households on other segmenting dimensions. Income variability is a good example. While the median
income of black families is still lower than for the whole population, that is changing. Today 51 percent of black couples have an income of at least $50,000—and
23 percent have an income of $75,000 or more. These afﬂuent consumers are also
a relatively youthful market and a larger percentage (compared with white consumers) are in earlier stages of the life cycle and therefore a better market for certain
products—especially durable goods like cars, furniture, home appliances, and electronic equipment.

Ethnic markets are
becoming more
important

More marketers pay attention to ethnic groups now because the number of ethnic consumers is growing at a much faster rate than the overall society. Much of
this growth results from immigration. In addition, however, the median age of Asian
Americans, African Americans, and Hispanics is much lower than that of whites—
and the birthrate is higher.
In combination, these factors have a dramatic effect. The Hispanic population
in the U.S., now over 35 million and about 12.5 percent of the total population,
surged by more than 60 percent since 1990. To put this in perspective, there are
now more Hispanics in the U.S. than there are Canadians in Canada and more Hispanics in the U.S. than African Americans, previously the largest minority group.
Hispanics are on average 10 years younger than the overall population, which helps
to explain why one out of every ﬁve babies born in the U.S. is Hispanic. You can
see why strong Hispanic inﬂuences among the youth culture will be even greater in
the years ahead.
While there are fewer Asian Americans (about 11.6 million, or 3.6 percent of
the total population), the number has tripled since 1980—one of the fastest growth
rates for any segment of the population. These shifts are changing the face of the
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American market. Already, more than 36 percent of American children are African
American, Hispanic, or Asian. Longer term, whites are expected to become a minority by 2050.
The buying power of ethnic submarkets is also increasing rapidly. Estimates suggest that African American consumers now spend about $543 billion a year,
Hispanics more than $383 billion a year, and Asian Americans more than $250 billion a year. It’s also important to marketers that much of this buying power is
concentrated in certain cities and states. For example, half of all Hispanics in the
U.S. live in California and Texas, and another fourth live in New York, Florida,
Arizona, and New Jersey. Over 20 percent of San Francisco’s residents are Asians.

Strategy changes may
be needed

Companies may need separate strategies for these ethnically or racially deﬁned
markets. Many of these strategies may require only changes in Place and Promotion. But sometimes companies have more difﬁculty developing strategies and
segmenting ethnic submarkets. For example, Asian Americans emigrated from
China, Japan, the Philippines, India, Korea, Vietnam, Laos, and Cambodia. Many
come from very different backgrounds with no common language, religion, or culture. That adds to the marketing challenge; it means marketers must really
understand the basic needs that motivate speciﬁc target markets to think and act
as they do. This is important with any consumer market—regardless of people’s ethnic or racial background or where in the world they live. We’ll deal with that
important issue in more detail in the next chapter.25

Conclusion
In this chapter, we studied population, income, and
other demographic dimensions of consumer markets.
Getting the facts straight on how about 6 billion people
are spread over the world is important to marketing
managers. We learned that the potential of a given market cannot be determined by population ﬁgures alone.
Geographic location, income, stage in life cycle, ethnic
background, and other factors are important too. We
talked about some of the ways these dimensions—and
changes in them—affect marketing strategy planning.
We also noted the growth of urban areas in countries
around the world. The high concentration of population
and spending power in large metropolitan areas of the
U.S. has already made them attractive target markets.
However, competition in these markets is often tough.
One of the outstanding characteristics of U.S. consumers is their mobility. Managers must pay attention to
changes in markets. High mobility makes even relatively

new data suspect. Data can only aid a manager’s judgment—not replace it.
U.S. consumers are among the most afﬂuent in the
world. They have more discretionary income and can afford a wide variety of products that people in other parts
of the world view as luxuries. However, in the U.S., as in
most other societies, income is distributed unevenly
among different groups. Consumers at the top income
levels have a disproportionately large share of the total
buying power.
The kind of data discussed in this chapter can be very
useful for estimating the market potential within possible target markets. But, unfortunately, it is not very
helpful in explaining speciﬁc customer behavior—why
people buy speciﬁc products and speciﬁc brands. Yet such
detailed forecasts are important to marketing managers.
Better forecasts can come from a better understanding of
consumer behavior—the subject of the next chapter.

Questions and Problems
1. Drawing on data in Exhibit 5-2, do you think that
Romania would be an attractive market for a ﬁrm
that produces home appliances? What about Finland? Discuss your reasons.

2. Discuss the value of gross national product and gross
national product per capita as measures of market
potential in international consumer markets. Refer
to speciﬁc data in your answer.
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3. Discuss how the worldwide trend toward urbanization
is affecting opportunities for international marketing.
4. Discuss how slower population growth will affect
businesses in your local community.
5. Discuss the impact of the new teen cycle on marketing strategy planning in the U.S.
6. Name three speciﬁc examples of ﬁrms that developed a marketing mix to appeal to senior citizens.
Name three examples of ﬁrms that developed a marketing mix to appeal to teenagers.

9. Explain how the continuing mobility of U.S.
consumers—as well as the development of big metropolitan areas—should affect marketing strategy
planning in the future. Be sure to consider the impact on the four Ps.
10. Explain why the concept of the Metropolitan Statistical Area was developed. Is it the most useful
breakdown for retailers?
11. Explain why mobile consumers can be an attractive
market.

7. Some demographic characteristics are more important than others in determining market potential.
For each of the following characteristics, identify
two products for which this characteristic is most
important: (a) size of geographic area, (b) population, (c) income, (d) stage of life cycle.

12. Explain how the redistribution of income in the
U.S. has affected marketing planning thus far—and
its likely impact in the future.

8. Name three speciﬁc examples (speciﬁc products or
brands—not just product categories) and explain
how demand in the U.S. will differ by geographic location and urban–rural location.

14. Name three categories of products marketed in the
U.S. that are inﬂuenced by Hispanic culture.

13. Why are marketing managers paying more attention
to ethnic dimensions of consumer markets in the
U.S.?

Suggested Cases
8. Sophia’s Ristorante

30. Deluxe Foods, Ltd.

10. O’Keefe’s Ice Arena

Computer-Aided Problem
5. Demographic Analysis
Stylco, Inc., is a producer of specialty clothing. To differentiate its designs and appeal to its African American
target market, Stylco uses authentic African prints.
Originally, it just focused on designs targeted at adults in
the 35–44 age range. However, in the late 1990s, when
sales to these middle-aged adults started to level off,
Stylco added a more conservative line of clothes for
older consumers. Most buyers of the conservative styles
are in the 45–59 age group.
Stylco has focused on distributing its products
through select fashion boutiques in metropolitan market
areas with the highest concentrations of African American consumers. This approach has reduced Stylco’s
personal selling expense; as a result, however, only a percentage of the total black population is served by current
Stylco retailers. For example, about half of the consumers in the 35–44 age group are in the market areas
served by Stylco retailers.

Naomi Davis, Stylco’s marketing manager, recently
read an article about the “graying of America.” She is
wondering how shifts in the age distribution might affect
her market and sales.
To get a long-run view of these trends, she looked at
census data on black consumers by age group. She also
looked up estimates of the expected percent rate of
change in the size of each group through the year 2005.
By multiplying these rates by the size her target markets
were in 2000, she can estimate how large they are likely
to be in the year 2005. Further, from analysis of past sales
data, she knows that the number of units the ﬁrm sells is
directly proportional to the size of each age group.
Speciﬁcally, the ratio of units sold to target market size
has been about 5 units per 1,000 people (that is, a ratio
of .005). Finally, she determined the ﬁrm’s average unit
proﬁt for each of the lines. To see how changes in population are likely to affect Stylco units sold and future
proﬁts from each line, Davis programmed all of these
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data, and the relationships discussed above, into a
spreadsheet.
a. Brieﬂy compare the proﬁt data for 2000 and estimated proﬁt for 2005 as it appears on the initial
spreadsheet. What is the basic reason for the expected
shift? What are the implications of these and other
data in the spreadsheet for Stylco’s marketing strategy
planning?
b. The rate of growth or decline for different age groups
tends to vary from one geographic region to another.
Davis thinks that in the market areas that Stylco
serves the size of the 35–44 age group may decrease
by as much as 10 to 12 percent by 2005. However,
the Census Bureau estimates that the decline of the
black 35–44 age group for the whole country will only
be about 1.7 percent. If the decline in the target
market size for Davis’ market areas turns out to be
1.7 percent rather than the 10.1 she has
assumed, what is the potential effect on proﬁts from
the young adult line? On overall proﬁts?
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c. Because more ﬁrms are paying attention to fast-growing ethnic markets, Davis thinks competition may
increase in lines targeted at afﬂuent African Americans in the 45–59 age group. Because of price
competition, the line targeted at this group already
earns a lower average proﬁt per unit. Further, as
more ﬁrms compete for this business, she thinks that
her “ratio of units sold to market size” may decrease.
Use the what-if analysis to prepare a table showing
how percent of proﬁt from this group, as well as total
proﬁt, might change as the ratio of units sold to market size varies between a minimum of .001 and a
maximum of .010. Explain the implications to the
ﬁrm.
For additional questions related to this problem, see
Exercise 5-4 in the Learning Aid for Use with Basic Marketing, 14th edition.
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1. Understand the
economic-buyer
model of buyer
behavior.
2. Understand how
psychological variables affect an
individual’s buying
behavior.
3. Understand how
social inﬂuences
affect an individual’s
and household’s buying behavior.
4. See why the
purchase situation
has an effect on consumer behavior.
5. Know how consumers use
problem-solving
processes.
6. Have some feel for
how a consumer handles all the behavioral
variables and incoming stimuli.
7. Understand the
important new terms
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In the 1970s, yogurt was a

grew slowly at first, but that

popular food in Europe but for the

changed in the 1980s as more

most part unknown in the U.S.

adults became interested in

culture. Most American con-

healthy eating. For lots of on-the-

sumers were not aware of it, had

go workers, yogurt was an

never tried it, and didn’t know if

economical lunch that tasted

they would like it. All of that

good and saved time. It didn’t

changed when Dannon and other

require preparation or clean up,

firms began to promote and dis-

and it could be eaten almost any-

tribute yogurt in the U.S. Sales

where. All you needed was a
plastic spoon.
By the 1990s, many brands and
ﬂavors of yogurt were on the
market. Most consumers
couldn’t tell the difference
between brands. When it was
time to buy, they just picked
up their routine brand or perhaps whatever was on sale.
Most marketers felt that growth
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taste, convenience, and fun.
Traditional yogurt was convenient, but it still took one hand
for the spoon and one to hold
the carton. And a carton of
yogurt didn’t exactly impress
the other kids as a cool thing
to eat. Go-Gurt took care of
that. It did away with the
spoon by putting the yogurt in
a 9-inch-long, one-handed
squeeze tube. The creaminess
of the product was adjusted to
make it just right for on-the-go
eating. Kids didn’t have a very

www.mhhe.com/fourps
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standard yogurt ﬂavors, so the

could learn to love—like
Strawberry Splash and Water-

ct

Go-Gurt’s introductory ads

in the yogurt category was

that represented new demand

pretty much tapped out. But

in the yogurt category

were placed on media like

by carefully studying con-

because the percentage of

Nickelodeon so they’d reach

sumer behavior, Ian Friendly

kids eating yogurt doubled.

kids directly. Then it was up to

and others on his marketing

That was no accident. They

them to ask their parents to

team at Yoplait changed all of

created Go-Gurt to have kid

buy Go-Gurt at the store. The

that. Their marketing plan for

appeal.

ads positioned Go-Gurt not
just as a food but as a lifestyle

a new product, Go-Gurt,

Kids need nutritious food,

racked up $100 million in

but research showed that what

accessory for kids. To build

sales in the ﬁrst year. Much of

they want in snacks is great

awareness of the beneﬁts of

price
place
product
promotion

www.mhhe.com/fourps

melon Meltdown.
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the package and interest in the

squeeze tube you can

passed out samples from

product, the ads conveyed the

squeeze and slurp, grab and

backpacks at festivals, theme

idea that it was OK to play

glurp.” The Go-Gurt slurping

parks, soccer games, and

with your food. For example,

skateboarder tells the other

local parks.

in one spot, a young skate-

boy, “Hey, lose the spoon.”

Go-Gurt has been such a

boarder holding a Go-Gurt

To follow up on the aware-

blasts past another kid who

ness and interest generated by

decided to give adult yogurt

looks bored eating from a car-

the ads, a heavy sampling pro-

eaters something else to think

ton of yogurt as the announcer

gram played a crucial role in

about when they visit the

asks, “Why eat yogurt like this

building product trial. No, the

yogurt aisle—four ﬂavors of a

when you can eat with your

samples were not distributed

comparable yogurt in a tube,

hands, not a spoon? Go-Gurt

at the grocery store. Kids on

Yoplait Expresse.1

comes in a totally cool

skateboards and scooters

success that Yoplait has

Consumer Behavior—Why Do They Buy What They Buy?
In the last chapter, we discussed basic data on population, income, and consumer
spending patterns. This information can help marketers predict basic trends in consumer spending patterns. For example, the average person in the U.S. or Canada
consumes 5 times more than a Mexican person, 10 times more than a Chinese person, and 30 times more than a person from India. Unfortunately, when many ﬁrms
sell similar products, demographic analysis isn’t much help in predicting which speciﬁc
products and brands consumers will purchase—and why. Our Go-Gurt example shows
that many other variables can inﬂuence consumers and their buying behavior.
Economic needs affect many
buying decisions, but for some
purchases the behavioral
inﬂuences on a consumer are
more important.
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To better understand why consumers buy as they do, many marketers turn to the
behavioral sciences for help. In this chapter, we’ll explore some of the thinking from
economics, psychology, sociology, and the other behavioral disciplines.
Speciﬁc consumer behaviors vary a great deal for different products and from one
target market to the next. In today’s global markets, the variations are countless.
That makes it impractical to try to catalog all the detailed possibilities for every different market situation. For example, how and why a given consumer buys a speciﬁc
brand of cookies may be very different from how that same consumer buys a bicycle; and different customers in different parts of the world may have very different
reactions to either product. But there are general behavioral principles—
frameworks—that marketing managers can apply to learn more about their speciﬁc
target markets. Our approach focuses on developing your skill in working with these
frameworks.

The Behavioral Sciences Help You Understand the Buying Process
Economic needs affect
most buying decisions

Most economists assume that consumers are economic buyers—people who
know all the facts and logically compare choices in terms of cost and value received
to get the greatest satisfaction from spending their time and money. A logical extension of the economic-buyer theory led us to look at consumer income patterns. This
approach is valuable because consumers must at least have income to be in a market. Further, most consumers don’t have enough income to buy everything they
want; that’s why economics is sometimes called the “dismal science.”
This view assumes that economic needs guide most consumer behavior. Economic
needs are concerned with making the best use of a consumer’s time and money—
as the consumer judges it. Some consumers look for the lowest price. Others will
pay extra for convenience. And others may weigh price and quality for the best
value. Some economic needs are:
1.
2.
3.
4.
5.

Economy of purchase or use.
Convenience.
Efﬁciency in operation or use.
Dependability in use.
Improvement of earnings.

Clearly, marketing managers must be alert to new ways to appeal to economic
needs. Most consumers appreciate ﬁrms that offer them improved value for the
money they spend. But improved value does not just mean offering lower and lower
prices. Many consumers face a “poverty of time.” Carefully planned Place decisions
can make it easier and faster for customers to make a purchase. Products can be
designed to work better, require less service, or last longer. Promotion can inform
consumers about their choices or explain product beneﬁts in terms of measurable
factors like operating costs, the length of the guarantee, or the time a product will
save.
The economic value that a purchase offers a customer is an important factor in
many purchase decisions. But most marketing managers think that buyer behavior
is not as simple as the economic-buyer model suggests. A product that one person
sees as a good value—and is eager to buy—is of no interest to someone else. So
we can’t expect to understand buying behavior without taking a broader view.

How we will view
consumer behavior

Many behavioral dimensions inﬂuence consumers. Let’s try to combine these
dimensions into a model of how consumers make decisions. Exhibit 6-1 shows that
psychological variables, social inﬂuences, and the purchase situation all affect a
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Exhibit 6-1
A Model of Buyer Behavior

Marketing mixes

All other stimuli

Psychological variables

Social influences

Purchase situation

Motivation
Perception
Learning
Attitude
Personality/lifestyle

Family
Social class
Reference groups
Culture

Purchase reason
Time
Surroundings

Person making
decision

Problem-solving process

Person does or does not purchase (response)

person’s buying behavior. We’ll discuss these topics in the next few pages. Then
we’ll expand the model to include the consumer problem-solving process.

Psychological Inﬂuences within an Individual
Here we will discuss some variables of special interest to marketers—including
motivation, perception, learning, attitudes, and lifestyle. Much of what we know
about these psychological (intrapersonal) variables draws from ideas originally developed in the ﬁeld of psychology.

Needs motivate
consumers

Everybody is motivated by needs and wants. Needs are the basic forces that motivate a person to do something. Some needs involve a person’s physical well-being,
others the individual’s self-view and relationship with others. Needs are more basic
than wants. Wants are “needs” that are learned during a person’s life. For example,
everyone needs water or some kind of liquid, but some people also have learned to
want Clearly Canadian’s raspberry-ﬂavored sparkling water on the rocks.
When a need is not satisﬁed, it may lead to a drive. The need for liquid, for
example, leads to a thirst drive. A drive is a strong stimulus that encourages action
to reduce a need. Drives are internal—they are the reasons behind certain behavior patterns. In marketing, a product purchase results from a drive to satisfy some
need.
Some critics imply that marketers can somehow manipulate consumers to buy
products against their will. But marketing managers can’t create internal drives.
Most marketing managers realize that trying to get consumers to act against their
will is a waste of time. Instead, a good marketing manager studies what consumer
drives, needs, and wants already exist and how they can be satisﬁed better.

Consumers seek
beneﬁts to meet needs

We’re all a bundle of needs and wants. Exhibit 6-2 lists some important needs
that might motivate a person to some action. This list, of course, is not complete.
But thinking about such needs can help you see what beneﬁts consumers might seek
from a marketing mix.
When a marketing manager deﬁnes a product-market, the needs may be quite
speciﬁc. For example, the food need might be as speciﬁc as wanting a thick-crust
pepperoni pizza—delivered to your door hot and ready to eat.
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Exhibit 6-2 Possible Needs Motivating a Person to Some Action
Types of Needs

Speciﬁc Examples

Physiological needs

Hunger
Sex
Rest

Thirst
Body elimination

Activity
Self-preservation

Sleep
Warmth/coolness

Psychological needs

Aggression
Family preservation
Nurturing
Playing-relaxing
Self-identiﬁcation

Curiosity
lmitation
Order
Power
Tenderness

Being responsible
Independence
Personal fulﬁllment
Pride

Dominance
Love
Playing-competition
Self-expression

Desire for . . .

Acceptance
Afﬁliation
Comfort
Esteem
Knowledge
Respect
Status

Achievement
Appreciation
Leisure
Fame
Prestige
Retaliation
Sympathy

Acquisition
Beauty
Distance_“space”
Happiness
Pleasure
Self-satisfaction
Variety

Affection
Companionship
Distinctiveness
Identiﬁcation
Recognition
Sociability
Fun

Freedom from . . .

Fear
Pain
Harm

Depression
Stress
Ridicule

Discomfort
Loss
Sadness

Anxiety
Illness
Pressure

Several needs at
the same time

Some psychologists argue that a person may have several reasons for buying—at the
same time. Maslow is well known for his ﬁve-level hierarchy of needs. We will discuss
a similar four-level hierarchy that is easier to apply to consumer behavior. Exhibit
6-3 illustrates the four levels along with an advertising slogan showing how a company has tried to appeal to each need. The lowest-level needs are physiological. Then
come safety, social, and personal needs. As a study aid, think of the PSSP needs.2

Exhibit 6-3 The PSSP Hierarchy of Needs

“So it costs a bit more. But I’m worth it!”
(L’Oréal hair color)

“When you care enough to send the very best”
(Hallmark)
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Some products ﬁll more than one
need at the same time.

Physiological needs are concerned with biological needs—food, drink, rest, and
sex. Safety needs are concerned with protection and physical well-being (perhaps
involving health, food, medicine, and exercise). Social needs are concerned with
love, friendship, status, and esteem—things that involve a person’s interaction with
others. Personal needs, on the other hand, are concerned with an individual’s need
for personal satisfaction—unrelated to what others think or do. Examples include
self-esteem, accomplishment, fun, freedom, and relaxation.
Motivation theory suggests that we never reach a state of complete satisfaction.
As soon as we get our lower-level needs reasonably satisﬁed, those at higher levels
become more dominant. This explains why marketing efforts targeted at afﬂuent
consumers in advanced economies often focus on higher-level needs. It also explains
why these approaches may be useless in parts of the world where consumers’ basic
needs are not being met.
It is important to see, however, that a particular product may satisfy more than
one need at the same time. In fact, most consumers try to ﬁll a set of needs rather
than just one need or another in sequence.
Obviously marketers should try to satisfy different needs. Yet discovering these
speciﬁc consumer needs may require careful analysis. Consider, for example, the
lowly vegetable peeler. Marketing managers for OXO International realized
that many people, especially young children and senior citizens, have trouble gripping the handle of a typical peeler. OXO redesigned the peeler with a bigger handle
that addressed this physical need. OXO also coated the handle with dishwasher-safe
rubber. This makes cleanup more convenient—and the sharp peeler is safer to use
when the grip is wet. The attractively designed grip also appeals to consumers who
get personal satisfaction from cooking and who want to impress their guests. Even
though OXO priced the peeler much higher than most kitchen utensils, it has sold
very well because it appeals to people with a variety of needs.3

Perception determines
what consumers see
and feel

Consumers select varying ways to meet their needs sometimes because of differences in perception—how we gather and interpret information from the world
around us.
We are constantly bombarded by stimuli—ads, products, stores—yet we may not
hear or see anything. This is because we apply the following selective processes:
1. Selective exposure—our eyes and minds seek out and notice only information
that interests us.
2. Selective perception—we screen out or modify ideas, messages, and information
that conﬂict with previously learned attitudes and beliefs.
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How consumers perceive a
product or marketing
communication may depend on
consumer interest and the
urgency of the need.

3. Selective retention—we remember only what we want to remember.
These selective processes help explain why some people are not affected by some
advertising—even offensive advertising. They just don’t see or remember it! Even
if they do, they may dismiss it immediately. Some consumers are skeptical about any
advertising message.
Our needs affect these selective processes. And current needs receive more attention. For example, Goodyear tire retailers advertise some sale in the newspaper
almost weekly. Most of the time we don’t even notice these ads—until we need
new tires. Only then do we tune in to Goodyear’s ads.
Marketers are interested in these selective processes because they affect how target consumers get and retain information. This is also why marketers are interested
in how consumers learn.

Learning determines
what response is likely

Exhibit 6-4
The Learning Process
Drive

Cues
Reinforcement
Response

Learning is a change in a person’s thought processes caused by prior experience.
Learning is often based on direct experience: A little girl tastes her ﬁrst cone of
Ben & Jerry’s Concession Obsession ﬂavor ice cream, and learning occurs! Learning may also be based on indirect experience or associations. If you watch an ad
that shows other people enjoying Ben & Jerry’s Chocolate Fudge Brownie low-fat
frozen yogurt, you might conclude that you’d like it too.
Consumer learning may result from things that marketers do, or it may result
from stimuli that have nothing to do with marketing. Either way, almost all consumer behavior is learned.4
Experts describe a number of steps in the learning process. We’ve already discussed the idea of a drive as a strong stimulus that encourages action. Depending
on the cues—products, signs, ads, and other stimuli in the environment—an
individual chooses some speciﬁc response. A response is an effort to satisfy a
drive. The speciﬁc response chosen depends on the cues and the person’s past
experience.
Reinforcement of the learning process occurs when the response is followed by
satisfaction—that is, reduction in the drive. Reinforcement strengthens the relationship between the cue and the response. And it may lead to a similar response
the next time the drive occurs. Repeated reinforcement leads to development of a
habit—making the individual’s decision process routine. Exhibit 6-4 shows the
relationships of the important variables in the learning process.
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The learning process can be illustrated by a thirsty person. The thirst drive
could be satisﬁed in a variety of ways. But if the person happened to walk past
a vending machine and saw a Mountain Dew sign—a cue—then he might satisfy the drive with a response—buying a Mountain Dew. If the experience is
satisfactory, positive reinforcement will occur, and our friend may be quicker to
satisfy this drive in the same way in the future. This emphasizes the importance
of developing good products that live up to the promises of the ﬁrm’s advertising. People can learn to like or dislike Mountain Dew—reinforcement and
learning work both ways. Unless marketers satisfy their customers, they must
constantly try to attract new ones to replace the dissatisﬁed ones who don’t come
back.
Good experiences can lead to positive attitudes about a ﬁrm’s product. Bad experiences can lead to negative attitudes that even good promotion won’t be able to
change. In fact, the subject of attitudes, an extremely important one to marketers,
is discussed more fully in a later section.

Positive cues help a
marketing mix

Sometimes marketers try to identify cues or images that have positive associations from some other situation and relate them to their marketing mix. Many
people associate the smell of lemons with a fresh, natural cleanliness. So companies
often add lemon scent to household cleaning products—Clorox bleach and Pledge
furniture polish, for example—because it has these associations. Similarly, ﬁrms like
Calvin Klein use ads suggesting that people who use their products have more appeal
to the opposite sex. And some shampoos and deodorants are formulated to be clear
and packaged in clear bottles because some consumers associate that look with being
natural and pure.

Many needs are
culturally learned

Many needs are culturally (or socially) learned. The need for food, for instance,
may lead to many speciﬁc food wants. Many Japanese enjoy sushi (raw ﬁsh), and
their children learn to like it. Fewer Americans, however, have learned to enjoy it.
Some critics argue that marketing efforts encourage people to spend money on
learned wants totally unrelated to any basic need. For example, Europeans are less concerned about perspiration, and many don’t buy or use antiperspirants. Yet Americans
spend millions of dollars on such products. Advertising says that using Ban deodorant
“takes the worry out of being close.” But is marketing activity the cause of the difference in the two cultures? Most research says that advertising can’t convince buyers of
something contrary to their basic attitudes.

Attitudes relate
to buying

An attitude is a person’s point of view toward something. The “something” may
be a product, an advertisement, a salesperson, a ﬁrm, or an idea. Attitudes are an
important topic for marketers because attitudes affect the selective processes, learning, and eventually the buying decisions people make.
Because attitudes are usually thought of as involving liking or disliking, they have
some action implications. Beliefs are not so action-oriented. A belief is a person’s
opinion about something. Beliefs may help shape a consumer’s attitudes but don’t
necessarily involve any liking or disliking. It is possible to have a belief—say, that
Listerine has a medicinal taste—without really caring what it tastes like. On the
other hand, beliefs about a product may have a positive or negative effect in shaping consumers’ attitudes. For example, a person with allergies is unlikely to switch
to a new medicine like Claritin unless she believes it will be more effective than
what she used in the past.
In an attempt to relate attitude more closely to purchase behavior, some marketers stretched the attitude concept to include consumer “preferences” or
“intention to buy.” Managers who must forecast how much of their brand customers

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

6. Behavior Dimensions of
the Consumer Market

Text

© The McGraw−Hill
Companies, 2002

Behavioral Dimensions of the Consumer Market

163

Companies that sell soy-based
products are developing new
marketing mixes to help
overcome negative attitudes that
some consumers have about the
taste of soy. For example, White
Wave Silk is now packaged like
milk and promotion focuses on
the health beneﬁts. In the same
vein, CardioLink’s name and
trade ads help position its soy
powder as healthy for the heart.

will buy are particularly interested in the intention to buy. Forecasts would be easier
if attitudes were good predictors of intentions to buy. Unfortunately, the relationships usually are not that simple. A person may have positive attitudes toward
Jacuzzi whirlpool bathtubs but no intention of buying one.

Try to understand
attitudes and beliefs

Research on consumer attitudes and beliefs can sometimes help a marketing manager get a better picture of markets. For example, consumers with very positive
attitudes toward a new product idea might provide a good opportunity—especially if
they have negative attitudes about competitors’ offerings. Or they may have beliefs
that would discourage them from buying a product.
Marketing managers for Purina Dog Chow faced this challenge. Research showed
that one segment of consumers thought that Purina was a great dog food, but they
didn’t buy it all of the time. They believed that their dogs would get bored with it.
After all, people don’t like eating the same thing all of the time. But dogs are not
people. Vets have found dogs beneﬁt from a good, consistent diet. So, Purina developed an ad campaign to convince these dog owners that what they believed was
not true. Each ad gives a dog’s-eye-view reaction to being fed a different dog food.
In one ad, after taking a few bites, the dog looks into the camera with a pained
expression and walks away. He returns with a packet of antacid, which he drops in
his water bowl. Advertising research and sales results both showed that the soft-sell
ad hit the bull’s-eye in convincing occasional customers that switching foods was
not good. Many bought Purina more regularly, and Dog Chow sales increased by
$36 million. Consumer beliefs—right or wrong—can have a signiﬁcant impact on
whether a strategy succeeds.5

Most marketers work
with existing attitudes

Purina’s efforts were successful in changing beliefs. But marketers generally try to
understand the attitudes of their potential customers and work with them. We’ll discuss this idea again when we review the way consumers evaluate product
alternatives. For now, we want to emphasize that it’s more economical to work with
consumer attitudes than to try to change them. Attitudes tend to be enduring.
Changing present attitudes—especially negative ones—is sometimes necessary. But
that’s probably the most difﬁcult job marketers face.6
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Marketing managers for new Olay Cleansing Cloths (and other Olay skin care products) wanted to take advantage of the familiar Oil of
Olay brand name, but realized that many consumers didn’t have a positive association between “oil” and beauty. So, the brand name was
updated to just Olay and the logo of a woman’s ﬁgure was changed slightly to appeal to younger women.

Ethical issues
may arise

Part of the marketing job is to inform and persuade consumers about a ﬁrm’s offering. An ethical issue sometimes arises, however, if consumers have inaccurate beliefs.
For example, many consumers are confused about what foods are really healthy.
Marketers for a number of food companies have been criticized for packaging and
promotion that take advantage of inaccurate consumer perceptions about the meaning of the words lite or low-fat. A ﬁrm’s lite donuts may have less fat or fewer calories
than its other donuts—but that doesn’t mean that the donut is low in fat or calories. Similarly, promotion of a “children’s cold formula” may play off parents’ fears
that adult medicines are too strong—even though the basic ingredients in the children’s formula are the same and only the dosage is different. And when Tiger Woods’
happy smile appears in the American Express ad it’s easy to forget that he’s paid for
his endorsement.
Marketers must also be careful about promotion that might encourage false
beliefs, even if the advertising is not explicitly misleading. For example, ads for Ultra
Slim-Fast low-fat beverage don’t claim that anyone who buys the product will lose
all the weight they want or look like the slim models who appear in the ads—but
some critics argue that the advertising gives that impression.7

Meeting expectations
is important

Attitudes and beliefs sometimes combine to form an expectation—an outcome
or event that a person anticipates or looks forward to. Consumer expectations often
focus on the beneﬁts or value that the consumer expects from a ﬁrm’s marketing
mix. This is an important issue for marketers because a consumer is likely to be dissatisﬁed if his or her expectations are not met. For example, when Dryel home dry
cleaning kits were introduced, ads portrayed Dryel as an alternative to expensive
dry-cleaner services. Many consumers who tried it were disappointed because it
failed to get out some stains and clothing still needed to be pressed.8
A key point here is that consumers may evaluate a product not just on how
well it performs, but on how it performs relative to their expectations. A product
that otherwise might get high marks from a satisﬁed consumer may be a disappointment if there’s a gap between what the consumer gets and what the consumer
expects. Promotion that overpromises what the rest of the marketing mix can
really deliver leads to problems in this area. Finding the right balance, however,
can be difficult. Consider the challenge faced by marketing managers for
Van Heusen shirts. A few years ago Van Heusen came up with a new way to treat
its shirts so that they look better when they come out of the wash than previous
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Marketing managers for Planters’ peanuts wanted
a new package that would keep peanuts fresh. They
also wanted the package to be a cue to promote
freshness to consumers. They thought that they had
the right idea when they put Planters Fresh Roast
Salted Peanuts in a vacuum-packed bric-pac, like the
ones that coffee comes in. They were conﬁdent that
when consumers saw the vacuum-packed peanuts it
would remind them that they were fresh roasted, just
like with fresh-roasted coffee. To reinforce that message, Planters put the words “Fresh Roast” in large
print on the front of the package—right under the
Planters name and over the words “salted peanuts.”
The familiar Mr. Peanut trademark character was
there too. He looked dapper with his top hat and cane
pointing toward the words “Fresh Roast.” This all
seemed like a good idea, but it didn’t work as
planned.
One problem was that the peanuts weren’t the
same size and shape as coffee, so the bags were
pretty lumpy. That made the words harder to read on
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supermarket shelves. Also, the bags were supposed
to be resealable. But that didn’t work well because of
the lumps. So, once the bag was opened, the peanuts
got stale. Consumers who expected extra freshness
were disappointed. But, other shoppers had a bigger
surprise before they even left the store.
Some consumers opened the bag and put the contents into the grocery store’s coffee grinder. You can
imagine the gooey peanut butter mess that made.
You can also imagine that the store manager was not
happy with Planters. Were the consumers trying to
make peanut butter? No. Everything on the bag made
it clear that it was peanuts. However, the link of the
bag with coffee was so strong that consumers didn’t
stop to think about it. Moreover, the new package
came out at about the same time that ﬂavored
coffees were just becoming popular. Hey, if some ad
is telling you to try hazelnut-ﬂavored coffee, why not
peanut-ﬂavored coffee too? No, Planters doesn’t
want to compete with Starbucks, so this package is
off the market.9

wash-and-wear shirts. Van Heusen promotes these shirts as “wrinkle-free” and the
label shows an iron stuffed in a garbage can. Most people agree that the new shirt
is an improvement. Even so, consumers who buy a shirt expecting it to look as
crisp as if it had just been ironed are disappointed. For them, the improvement is
not enough.10

Personality affects how
people see things

Many researchers study how personality affects people’s behavior, but the results
have generally been disappointing to marketers. A trait like neatness can be associated with users of certain types of products—like cleaning materials. But
marketing managers have not found a way to use personality in marketing strategy
planning.11 As a result, they’ve stopped focusing on personality measures borrowed
from psychologists and instead developed lifestyle analysis.

Psychographics focus
on activities, interests,
and opinions

Psychographics or lifestyle analysis is the analysis of a person’s day-to-day
pattern of living as expressed in that person’s Activities, Interests, and Opinions—
sometimes referred to as AIOs. Exhibit 6-5 shows a number of variables for each of
the AIO dimensions—along with some demographics used to add detail to the
lifestyle proﬁle of a target market.
Lifestyle analysis assumes that marketers can plan more effective strategies if they
know more about their target markets. Understanding the lifestyle of target customers has been especially helpful in providing ideas for advertising themes. Let’s
see how it adds to a typical demographic description. It may not help Mercury
marketing managers much to know that an average member of the target market
for a Mountaineer SUV is 34.8 years old, married, lives in a three-bedroom home,
and has 2.3 children. Lifestyles help marketers paint a more human portrait of the
target market. For example, lifestyle analysis might show that the 34.8-year-old is
also a community-oriented consumer with traditional values who especially enjoys
spectator sports and spends much time in other family activities. An ad might show
the Mountaineer being used by a happy family at a ball game so the target market
could really identify with the ad. And the ad might be placed on an ESPN show
whose viewers match the target lifestyle proﬁle.12
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Exhibit 6-5 Lifestyle Dimensions (and some related demographic dimensions)
Dimension

Examples

Activities

Work
Hobbies
Social events

Vacation
Entertainment
Club membership

Surﬁng Web
Shopping
Sports

Interests

Family
Home
Job

Community
Recreation
Fashion

Food
Media
Achievements

Opinions

Themselves
Social issues
Politics

Business
Economics
Education

Products
Future
Culture

Demographics

Income
Age
Family life cycle

Geographic area
Ethnicity
Dwelling

Occupation
Family size
Education

Marketing managers for consumer products ﬁrms who are interested in learning
more about the lifestyle of a target market sometimes turn to outside specialists for
help. For example, SRI Consulting, a research ﬁrm, offers a service called geoVALS
(VALS is an abbreviation for values, attitudes, and lifestyles). GeoVALS uses psychographics to show where customers live and why they behave as they do; it is
especially useful for targeting direct-mail ad campaigns. With another service,
VALS 2, SRI describes a ﬁrm’s target market in terms of a set of typical VALS
lifestyle groups (segments). An advantage of this approach is that SRI has developed very detailed information about the various VALS groups. For example, the
VALS approach has been used to proﬁle consumers in the United Kingdom, Germany, Japan, and Canada as well as the United States. However, the disadvantage
of VALS 2—and other similar approaches—is that it may not be very speciﬁc to
the marketing manager’s target market.13

Internet

Internet Exercise Go to the SRI Internet site (http://future.sri.com), click on
VALS, and then click on “To the Survey” to review the VALS questionnaire. If
you wish, complete the short questionnaire online. SRI will provide you with
your VALS proﬁle.

1965

1972

1980
1986
Betty Crocker 2000
The original Betty, 1936
General Mills has changed “Betty Crocker’s” appearance as consumer attitudes and lifestyles have changed. The face of the newest Betty
Crocker reﬂects her multicultural background.
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Social Inﬂuences Affect Consumer Behavior
We’ve been discussing some of the ways needs, attitudes, and other psychological variables inﬂuence the buying process. Now we’ll see that these variables—and
the buying process—are usually affected by relations with other people too. We’ll
look at how the individual interacts with family, social class, and other groups who
may have inﬂuence.

Who is the real
decision maker in
family purchases?

Relationships with other family members inﬂuence many aspects of consumer
behavior. We saw speciﬁc examples of this in Chapter 5 when we considered the
effects of the family life cycle on family spending patterns. Family members may
also share many attitudes and values, consider each other’s opinions, and divide various buying tasks. In years past, most marketers in the United States targeted the
wife as the family purchasing agent. Now, with sex-role stereotypes changed and
with night and weekend shopping more popular, men and older children may take
more responsibility for shopping and decision making. In other countries, family
roles vary. For example, in Norway women still do most of the family shopping.
Although only one family member may go to
the store and make a speciﬁc purchase, when planning
marketing strategy it’s important to know who else
may be involved. Other family members may have
inﬂuenced the decision or really decided what to buy.
Still others may use the product.
You don’t have to watch much Saturday morning TV to see that Kellogg’s knows this. Cartoon
characters like Tony the Tiger tell kids about the
goodies found in certain cereal packages and urge
them to remind Dad or Mom to pick up that brand at
the store. Similarly, the box for Post’s Oreo O’s cereal
looks like the wrapper on the cookies, to get kid’s
attention in the store. Kids also inﬂuence grown-up
purchases—to the tune of $250 billion a year. Surveys
show that kids often have a big say in a family’s choice of products such as apparel,
cars, vacations, electronics, and health and beauty aids.

Family considerations
may overwhelm
personal ones

A husband and wife may jointly agree on many important purchases, but sometimes they may have strong personal preferences. However, such individual
preferences may change if the other spouse has different priorities. One might want
to take a family vacation to Disneyland—when the other wants a new Sony DVD
player and large-screen TV. The actual outcome in such a situation is unpredictable.
The preferences of one spouse might change because of affection for the other or
because of the other’s power and inﬂuence.
Buying responsibility and inﬂuence vary greatly depending on the product and the
family. A marketer trying to plan a strategy will ﬁnd it helpful to research the speciﬁc target market. Remember, many buying decisions are made jointly, and thinking
only about who actually buys the product can misdirect the marketing strategy.14

Social class affects
attitudes, values,
and buying

Up to now, we’ve been concerned with individuals and their family relationships.
Now let’s consider how society looks at an individual and perhaps the family—in
terms of social class. A social class is a group of people who have approximately
equal social position as viewed by others in the society.
Almost every society has some social class structure. In most countries social class
is closely related to a person’s occupation, but it may also be inﬂuenced by education,
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Exhibit 6-6 Characteristics and Relative Sizes of Different Social Class Groups in the United States
Group

Relative size

1.5%

12.5%

32%

Upper-class

People from old wealthy families (the upper-upper) as well as socially
prominent new rich (lower-upper), such as top professionals and
corporate executives. These people have high discretionary income,
often have second homes, and are a good market for antiques, art, rare
jewelr y, luxur y travel, and unique designer products.

Upper-middle
class

Successful professionals, owners of small businesses, or managers of
large corporations. They want quality products that are symbols of their
success. They are community minded and want to be socially
acceptable. They are ambitious for their children and more “future
oriented” than the lower-class groups.

Lower-middle
class*

Small-businesspeople, office workers, teachers, and technicians—the
white-collar workers. They are in the “average” income group and try to
save something for the future. The American moral code and emphasis
on hard work come from this class. This is the most “conforming”
segment of society. They are home- and family-oriented.

Upper-lower
38% (“working”)
class*

16%

Description

Lower-lower
class

The blue-collar workers—factory workers, skilled laborers, and service
people. Most earn good incomes (especially in two-career families) but
are still very concerned about security. They are less confident in their
own judgments about products and may rely more on salespeople and
advertising. They often feel controlled by the world around them.
Unskilled laborers and people in very low-status occupations. These
people usually don’t have much income but are good markets for
necessities and products that help them enjoy the present. At the lowest
end of this group are people without steady employment and people who
live in severe poverty. Many of America’s illiterate are in this group.
* Note: in combination, these groups form America’s “mass market.”

community participation, where a person lives, income, possessions, social skills, and
other factors—including what family a person is born into. Because of such differences, people in different social classes tend to have different beliefs and feelings.
In most countries—including the United States—there is some general relationship between income level and social class. But the income level of people
within the same social class can vary greatly, and people with the same income level
may be in different social classes. So income by itself is usually not a good measure
of social class. And people in different social classes may spend, save, and borrow
money in very different ways. For example, spending for clothing, housing, home
furnishings, and leisure activities, as well as choices of where and how to shop, often
vary with social class.
The U.S. class system is far less rigid than those in most countries. Children start
out in the same social class as their parents—but they can move to a different social
class depending on their educational levels or the jobs they hold. By contrast, India’s
social structure is much more rigid, and individuals can’t easily move up in the class
system.
Marketers want to know what buyers in various social classes are like. In the
United States, simple approaches for measuring social class groupings are based on
a person’s occupation, education, and type and location of housing. By using marketing
research surveys or available census data, marketers can get a feel for the social class
of a target market. Exhibit 6-6 illustrates a multilevel social class structure for the
United States. Note the relative sizes of the groupings.
Although the exhibit uses traditional technical terms like upper, middle, and
lower, a word of warning is in order. These terms may seem to imply “superior” and
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Reference group inﬂuence is
usually more important when
others will be able to see which
product a consumer is using, but
Jockey wants young people to
view its underwear as in fashion
and encourages them to “Let
’em know you’re Jockey.”

“inferior.” But in sociological and marketing usage, no value judgment is intended.
We cannot say that any one class is “better” or “happier” than another.

What do these
classes mean?

Social class studies suggest that the old saying “A rich man is simply a poor man
with more money” is not true. Given the same income as middle-class consumers,
people belonging to the lower class handle themselves and their money very differently. Many people think of America as a middle-class society. In fact, when asked
to classify themselves, most people just say that they’re middle class or working class.
But in many marketing situations the social class groups are more distinct than that
suggests. Various classes shop at different stores. They prefer different treatment from
salespeople. They buy different brands of products—even though prices are about
the same. And they have different spending–saving attitudes.

Reference groups
are relevant too

A reference group is the people to whom an individual looks when forming attitudes about a particular topic. People normally have several reference groups for
different topics. Some they meet face-to-face. Others they just wish to imitate. In
either case, they may take values from these reference groups and make buying decisions based on what the group might accept.
We’re always making comparisons between ourselves and others. So reference
groups are more important when others will be able to “see” which product or brand
we’re using. Inﬂuence is stronger for products that relate to status in the group. For
one group, owning an expensive fur coat may be a sign of “having arrived.” A group
of animal lovers might view it as a sign of bad judgment. In either case, a consumer’s decision to buy or not buy a fur coat might depend on the opinions of others
in that consumer’s reference group.15

Reaching the opinion
leaders who are buyers

An opinion leader is a person who inﬂuences others. Opinion leaders aren’t necessarily wealthier or better educated. And opinion leaders on one subject aren’t
necessarily opinion leaders on another. For example,
you may have a friend who is ahead of the curve in
knowing about computer products, but you might not
want that friend’s opinion about new clothing styles
and cosmetics. On the other hand, sometimes a
leader in one area earns respect in another. For
example, George Foreman, former heavyweight
champion of the world, has become a household
name representing his line of Foreman grills. Each
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social class and age group tends to have its own opinion leaders. Some marketing
mixes aim especially at these people since their opinions affect others and research
shows that they are involved in many product-related discussions with “followers.”
Favorable word-of-mouth publicity from opinion leaders can really help a marketing mix. But the opposite is also true. If opinion leaders aren’t satisﬁed, they’re
likely to talk about it and inﬂuence others.16

Culture surrounds
the other inﬂuences

Culture is the whole set of beliefs, attitudes, and ways of doing things of a reasonably homogeneous set of people. In Chapters 4 and 5, we looked at the broad
impact of culture.
We can think of the American culture, the French culture, or the Latin American
culture. People within these cultural groupings tend to be more similar in outlook and
behavior. But sometimes it is useful to think of subcultures within such groupings. For
example, within the American culture, there are various religious and ethnic subcultures; also different cultural forces tend to prevail in different regions of the country.
Failure to consider cultural differences, even subtle ones, can result in problems.
To promote their product and get people to try it, marketers for Pepto-Bismol often
provide free samples at festivals and street fairs. Their idea is that people tend to
overindulge at such events. However, when they distributed sample packets at a
festival in San Francisco’s Chinatown, they insulted many of the people they
wanted to inﬂuence. Booths with Chinese delicacies lined the streets, and many
of the participants interpreted the sample packets (which featured the word
“Nauseous” in large letters) as suggesting that Chinese delicacies were nauseating.
The possibility of this misinterpretation may seem obvious in hindsight, but if it
had been that obvious in advance the whole promotion would have been handled
differently.17

Culture varies in
international markets

Planning strategies that consider cultural differences in international markets can
be even harder—and such cultures usually vary more. Each foreign market may need
to be treated as a separate market with its own submarkets. Ignoring cultural differences—or assuming that they are not important—almost guarantees failure in
international markets.
For example, Japanese consumers tend to snap up the latest gadgets, but only
about 7 percent of Japanese households have a dishwasher (compared to about
50 percent in the U.S.). Appliance manufacturers who have tried to export their
standard models to Japan have met with failure. One reason is that Japanese
kitchens are much too small for units that are standard in the U.S. Another problem is that fermented soybeans and other common Japanese foods tend to be very
sticky. A standard dishwasher won’t clean the dishes well. To address these cultural differences, manufacturers have developed small countertop machines with
powerful jets to do the cleaning. But another obstacle remains. Many traditional
Japanese feel that it is the woman’s duty to wash the dishes. For many housewives,
the guilt of having dishes done by a machine is worse than the aggravation of
doing the job. Foreign ﬁrms seem to have missed that. But it became more obvious when Matsushita, the Japanese firm whose washers lead the market,
got increases in sales by focusing its promotion on conservation of hot water
and hygiene—rather than convenience—as the important reasons to buy a
dishwasher.18
From a target marketing point of view, a marketing manager probably wants to
aim at people within one culture or subculture. A ﬁrm developing strategies for two
cultures often needs two different marketing plans.19
The attitudes and beliefs that we usually associate with culture tend to change
slowly. Consider something as unemotional as a cup of tea. For a long time, tea has
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been a basic part of British culture. Taking a break for a cup of hot tea is tradition—a social moment with friends. In striking contrast, few British consumers ever
drink iced tea. Lipton, Nestea, and other iced-tea makers would like to change that.
They look at the 330 million gallons of iced tea routinely purchased by Americans
each year and ask, “Why not in Britain?” But they face tough odds—and it’s not
just the cooler weather in England. Consumers there associate iced tea with the
dregs left in the bottom of the teapot after it’s cooled off. It’s not an appealing image,
and it isn’t likely to change quickly. Iced-tea sales won’t pick up until it does.20
Because cultural forces tend to change slowly, marketers can often get good help
from someone who already has a good understanding of the culture of the target
customers. This helps to avoid problems. Then the marketers should be able to focus
on the more dynamic variables discussed above.

Individuals Are Affected by the Purchase Situation
Needs, beneﬁts sought, attitudes, motivation, and even how a consumer selects
certain products all vary depending on the purchase situation. So different purchase
situations may require different marketing mixes—even when the same target market is involved. Let’s brieﬂy consider some of the ways that the purchase situation
can vary.

Purchase reason
can vary

Why a consumer makes a purchase can affect buying behavior. For example, a
student buying a pen to take notes might pick up an inexpensive Bic. But the same
student might choose a Cross pen as a gift for a friend.

Time affects
what happens

Time inﬂuences a purchase situation. When consumers make a purchase—and
the time they have available for shopping—will inﬂuence their behavior. A leisurely
dinner or socializing with friends at a Starbucks induces different behavior than
grabbing a quick cup of 7-Eleven coffee on the way to work.
The urgency of the need is another time-related factor. A sports buff who needs
a VCR in time for the Super Bowl—that evening—might spend an hour driving
across town in heavy trafﬁc to get the right unit. In a different circumstance, the
same person might order the VCR online from a website and ﬁgure that the extra
time for it to be shipped is well worth the money saved.

The nature of the purchase
situation and the problem-solving
processes that consumers use
are typically different when they
are shopping on the Internet
rather than at a store.
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On the other hand, how long something takes may be relative. Our online shopper might be frustrated by a web page that takes two minutes to load and abandon
his virtual shopping cart after the VCR is already selected. This happens all of the
time online. On the other hand, you don’t often see a consumer walk away from a
shopping cart because of a two-minute wait in a checkout line at a store.

Surroundings affect
buying too

Surroundings can affect buying behavior. The excitement at an auction may stimulate impulse buying. Checking out an auction online might lead to a different
response.
Surroundings may discourage buying too. For example, some people don’t like to
stand in a checkout line where others can see what they’re buying—even if the
other shoppers are complete strangers.21

Consumers Use Problem-Solving Processes
The variables discussed affect what products a consumer ﬁnally decides to
purchase. Marketing managers also need to understand how buyers use a problemsolving process to select particular products.
Most consumers seem to use the following ﬁve-step problem-solving process:
1.
2.
3.
4.
5.

Becoming aware of—or interested in—the problem.
Recalling and gathering information about possible solutions.
Evaluating alternative solutions—perhaps trying some out.
Deciding on the appropriate solution.
Evaluating the decision.22

Exhibit 6-7 presents an expanded version of the buyer behavior model shown in
Exhibit 6-1. Note that this exhibit integrates the problem-solving process with the
whole set of variables we’ve been reviewing.
When consumers evaluate information about purchase alternatives, they may
weigh not only a product type in relation to other types of products but also
differences in brands within a product type and the stores where the products may
be available. This can be a very complicated evaluation procedure, and, depending on their choice of criteria, consumers may make seemingly irrational decisions.
If convenient service is crucial, for example, a buyer might pay list price for an
unexciting car from a very convenient dealer. Marketers need a way to analyze
these decisions.

Grid of evaluative
criteria helps

On the basis of studies of how consumers seek out and evaluate product information, researchers suggest that marketing managers use an evaluative grid showing
features common to different products (or marketing mixes). For example, Exhibit 6-8
shows some of the features common to three different cars a consumer might consider.
The grid encourages marketing managers to view each product as a bundle of features or attributes. The pluses and minuses in Exhibit 6-8 indicate one consumer’s
attitude toward each feature of each car. If members of the target market don’t rate
a feature of the marketing manager’s brand with pluses, it may indicate a problem.
The manager might want to change the product to improve that feature or perhaps
use more promotion to emphasize an already acceptable feature. The consumer in
Exhibit 6-8 has a minus under gas mileage for the Nissan. If the Nissan really gets
better gas mileage than the other cars, promotion might focus on mileage to improve
consumer attitudes toward this feature and toward the whole product.
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All other stimuli

Psychological variables

Social influences

Purchase situation

Motivation
Perception
Learning
Attitude
Personality/lifestyle

Family
Social class
Reference groups
Culture

Purchase reason
Time
Surroundings

Person making
decision
Need-want awareness

Routinized response

Search for information

Feedback of
information
as attitudes

Set criteria and evaluate
alternative solutions

Decide on solution

Postpone
decision

Purchase product
Postpurchase
evaluation

Response

Some consumers will reject a product if they see one feature as substandard—
regardless of how favorably they regard the product’s other features. The consumer
in Exhibit 6-8 might avoid the Saab, which he saw as less than satisfactory on ease
of service, even if it were superior in all other aspects. In other instances, a consumer’s overall attitude toward the product might be such that a few good features
could make up for some shortcomings. The comfortable interior of the Toyota
(Exhibit 6-8) might make up for less exciting styling—especially if the consumer
viewed comfort as really important.
Of course, most consumers don’t use a grid like this. However, constructing such
a grid helps managers think about what evaluative criteria target consumers consider
really important, what consumers’ attitudes are toward their product (or marketing
mix) on each criteria, and how consumers combine the criteria to reach a ﬁnal decision. Having a better understanding of the process should help a manager develop
a better marketing mix.23
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Exhibit 6-8
Grid of Evaluative Criteria for
Three Car Brands

Common features
Brands

Gas
mileage

Ease of
service

Comfortable
interior

Styling

Nissan

–

+

+

–

Saab

+

–

+

+

Toyota

+

+

+

–

Note: Pluses and minuses indicate a consumer’s evaluation of a feature for a brand.

Three levels of problem
solving are useful

The basic problem-solving process shows the steps consumers may go through
trying to ﬁnd a way to satisfy their needs—but it doesn’t show how long this process
will take or how much thought a consumer will give to each step. Individuals who
have had a lot of experience solving certain problems can move quickly through
some of the steps or almost directly to a decision.
It is helpful, therefore, to recognize three levels of problem solving: extensive problem solving, limited problem solving, and routinized response behavior. See Exhibit
6-9. These problem-solving approaches are used for any kind of product. Consumers
use extensive problem solving for a completely new or important need—when they
put much effort into deciding how to satisfy it. For example, a music lover who wants
to download music might decide to buy an MP3 player—but not have any idea what
model to buy. After talking with friends to ﬁnd out about their experiences with different models, she might do a search on the Internet to see if highly recommended
models were still available, to get the details about features, and even to look for
published product reviews. She might also compare prices listed by ﬁrms selling the
players over the Internet. After thinking about her needs some more, she might want
to visit a local dealer to listen to a Sony unit with an optional memory card to hold
more tracks. And if she likes the sound—and the store has a good extended service
guarantee at the right price—she’ll buy it. This is not exactly an impulse purchase!
Consumers use limited problem solving when they’re willing to put some effort
into deciding the best way to satisfy a need. Limited problem solving is typical when
a consumer has some previous experience in solving a problem but isn’t certain
which choice is best at the current time. If our music lover also wanted some new
compact discs for her car CD player, she would already know what type of music
she enjoys. She might go to a familiar store and evaluate what new CDs they had
in stock for her favorite types of music.
Consumers use routinized response behavior when they regularly select a particular way of satisfying a need when it occurs. Routinized response behavior is
typical when a consumer has considerable experience in how to meet a need and
has no need for additional information. For example, our music lover might routinely buy the latest recording by her favorite band as soon as it’s available.

Exhibit 6-9 Problem-Solving Continuum
Low involvement
Frequently purchased
Inexpensive
Little risk
Little information needed

Routinized
response
behavior

Limited
problem
solving

Extensive
problem
solving

High involvement
Infrequently purchased
Expensive
High risk
Much information desired
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Most marketing managers would like their target consumers to buy their products in this routinized way. Some ﬁrms provide special services for frequent buyers,
encourage repeat business with discounts, or do other things to build a good relationship so that the customer purchases from them in a routinized way.
Routinized response behavior is also typical for low-involvement purchases—
purchases that have little importance or relevance for the customer. Let’s face it,
buying a box of salt is probably not one of the burning issues in your life.24

Problem solving is
a learning process

The reason problem solving becomes simpler with time is that people learn from
experience—both positive and negative things. As consumers approach the
problem-solving process, they bring attitudes formed by previous experiences and
social training. Each new problem-solving process may then contribute to or modify this attitude set.

New concepts require
an adoption process

When consumers face a really new concept, their previous experience may not
be relevant. These situations involve the adoption process—the steps individuals
go through on the way to accepting or rejecting a new idea. Although the adoption process is similar to the problem-solving process, learning plays a clearer role
and promotion’s contribution to a marketing mix is more visible.
In the adoption process, an individual moves through some fairly deﬁnite steps:
1. Awareness—the potential customer comes to know about the product but lacks
details. The consumer may not even know how it works or what it will do.
2. Interest—if the consumer becomes interested, he or she will gather general
information and facts about the product.
3. Evaluation—a consumer begins to give the product a mental trial, applying it
to his or her personal situation.
4. Trial—the consumer may buy the product to experiment with it in use. A
product that is either too expensive to try or isn’t available for trial may never
be adopted.
5. Decision—the consumer decides on either adoption or rejection. A satisfactory
evaluation and trial may lead to adoption of the product and regular use.
According to psychological learning theory, reinforcement leads to adoption.
6. Conﬁrmation—the adopter continues to rethink the decision and searches for
support for the decision—that is, further reinforcement.25

Marketers often want to make it
easier for consumers to adopt a
product. Colgate offers free
samples to encourage consumers
in Colombia to try its Protex
Fresh soap bars; AOL gives away
free diskettes in dozens of ways,
including with newspapers.
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PepsiCo had to work with the adoption process when it introduced Pepsi One,
a low-calorie cola. Many consumers are interested in staying trim, but diet sodas
have an image of bad taste. In light of that, Pepsi’s initial ads didn’t directly say
that Pepsi One was a diet drink. Rather, they used the slogan “True Cola Taste. One
Calorie.” But that confused a lot of consumers who couldn’t tell what made it different from Diet Pepsi. As a result, consumer interest was not as great as Pepsi had
expected. Because awareness and interest were low among consumers, retailers didn’t
devote much shelf space to Pepsi One, so it often wasn’t even there for a consumer
to evaluate. Even after a year on the market, trial was low. To help more consumers
through the adoption process, Pepsi made changes. To build awareness and interest, new ads explained that Pepsi One was using a new sweetener, recently approved
by the government, which tasted better than the sweetener used in other diet drinks.
The ads showed consumers drinking Pepsi One and not being able to taste the difference from a regular cola; they used the tagline “Too good to be one calorie, but
it is.” Pepsi also changed the packaging graphics to put more emphasis on the sweetener at the point of purchase. To generate more trial, Pepsi pushed to get Pepsi One
promoted on special end-aisle displays and stepped up its sampling program with
taste-testing booths on campuses, in ofﬁce cafeterias, and at movie theaters. Of
course, consumers will decide to regularly buy Pepsi One only if they are satisﬁed
with the taste.26

Internet
Dissonance may set
in after the decision

Internet Exercise To make it easier for consumers to visualize how certain
fashions will look, the Lands’ End website (www.landsend.com) has an interactive “virtual model” feature. Go to the Lands’ End website, click on “My
Model,” and check out this feature. Do you think that it makes it easier to
evaluate a potential purchase?

A buyer may have second thoughts after making a purchase decision. The buyer
may have chosen from among several attractive alternatives—weighing the pros
and cons and finally making a decision. Later doubts, however, may lead to
dissonance—tension caused by uncertainty about the rightness of a decision. Dissonance may lead a buyer to search for additional information to conﬁrm the
wisdom of the decision and so reduce tension. Without this conﬁrmation, the
adopter might buy something else next time or not comment positively about the
product to others.27

Several Processes Are Related and Relevant to Strategy Planning
Exhibit 6-10 shows the interrelation of the problem-solving process, the adoption process, and learning. It is important to see this interrelation and to
understand that promotion can modify or accelerate it. Also note that the potential buyers’ problem-solving behavior should affect how firms design their
distribution systems. Similarly, customers’ attitudes may determine how price sensitive they are and what price the firm should charge. Knowing how target
markets handle these processes helps companies with their marketing strategy
planning.
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Exhibit 6-10
Relation of Problem-Solving
Process, Adoption Process,
and Learning (given
a problem)

Problem-solving steps

Adoption process steps

177

Learning steps

1. Becoming aware of
or interested in the
problem

Awareness and
interest

Drive

2. Gathering information about possible
solutions

Interest and
evaluation

Cues

3. Evaluating alternative solutions,
perhaps trying
some out

Evaluation, maybe
trial

4. Deciding on the
appropriate
solution

Decision

5. Evaluating the
decision

Confirmation

Reinforcement

Response

Consumer Behavior in International Markets
All the inﬂuences
interact—often in
subtle ways

You’re a consumer, so you probably have very good intuition about the many
inﬂuences on consumer behavior that we’ve been discussing. For many different purchase situations you also intuitively know from experience which variables are most
important. That’s good, but it’s also a potential trap—especially when developing
marketing mixes for consumers in international markets. The less a marketing manager knows about the speciﬁc social and intrapersonal variables that shape the
behavior of target customers, the more likely it is that relying on intuition will be
misleading. We all have a tendency to try to explain things we don’t understand by
generalizing from what we do know. Yet when it comes to consumer behavior, many
of the speciﬁcs do not generalize from one culture to another.
Cadbury’s effort to develop a Japanese market for its Dairy Milk Chocolate candy
bar illustrates the point. Cadbury marketing managers conducted marketing research
to ﬁnd out more about candy preferences among Japanese consumers. The consumers said that they didn’t like the high milk-fat content of Cadbury’s bar.
Cadbury’s managers, however, reasoned that this reaction must be from lack of
opportunity to become accustomed to the candy. After all, in most other countries
it’s the rich taste of the candy that turns consumers into “chocoholics.” When
Cadbury introduced the bar in Japan, it was a real ﬂop. Taste preferences in other
countries simply didn’t generalize to Japan. It also wasn’t just a matter of opportunity. The whole diet in Japan is different enough that eating the candy was
unpleasant. By contrast, Dannon was successful because it took similar research ﬁndings to heart and dramatically modiﬁed its yogurt dairy desserts until they satisﬁed
Japanese tastes.
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E*Trade ads often rely on humor
in the U.S. and abroad. For
example, this Swedish ad says,
“Here is a service for all of you
that inherited money. Or brains.”
However, because humor may
not work in the same way in
different cultures, E*Trade often
uses locally produced ads and in
some countries, like France, a
more serious approach is taken.

Sometimes important inﬂuences on consumer behavior are more subtle. When
P&G ﬁrst introduced disposable diapers in Japan, interest was limited. Research suggested that price and health concerns were a sticking point, as was product ﬁt. The
diapers leaked because the design was too large for most Japanese babies. From the
Western vantage point, these were reasonable problems to work on. However, another
powerful cultural force was also at work. At that time, most Japanese mothers were
expected to dedicate themselves to caring for their babies. Many women who could
afford the convenience of disposable diapers felt guilty using them. Japanese ﬁrms that
entered the market later used ads to emphasize that disposables were best for the baby.
That appeal relieved the mother’s guilt. Even so, it took time for basic attitudes to
change.

Watch out for
stereotypes,
and change

Our diaper example can also serve as a reminder to watch out for oversimplifying stereotypes. Consumers in a foreign culture may be bound by some similar
cultural forces, but that doesn’t mean that they are all the same. Further, changes
in the underlying social forces may make outdated views irrelevant.
Many Westerners believe that the typical Japanese executive works very long
hours and devotes very little time to family life. That stereotype has been highlighted in the Western media. It’s still partly true. Yet in today’s Japan, many young
Japanese executives want a more balanced family life; they don’t want to continue
the almost total dedication to business accepted by the previous generation. A
marketer who didn’t recognize this change probably wouldn’t fully understand these
people, their needs, or buying behavior in their families.
Developing a marketing mix that really satisﬁes the needs of a target market takes
a real understanding of consumer behavior and the varied forces that shape it. That
holds whether the target market is local or half way around the world. So when
planning strategies for international markets, it’s best to involve locals who have a
better chance of understanding the experience, attitudes, and interests of your customers. Many companies, even very sophisticated ones, have faltered because they
failed to heed that simple advice.28
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Conclusion
In this chapter, we analyzed the individual consumer
as a problem solver who is inﬂuenced by psychological
variables, social inﬂuences, and the purchase situation.
All of these variables are related, and our model of
buyer behavior helps integrate them into one process.
Marketing strategy planning requires a good grasp of
this material.
Assuming that everyone behaves the way you do—or
even like your family or friends do—can lead to expensive marketing errors.
Consumer buying behavior results from the consumer’s efforts to satisfy needs and wants. We discussed
some reasons why consumers buy and saw that consumer
behavior can’t be fully explained by only a list of needs.
We also saw that most societies are divided into social
classes, a fact that helps explain some consumer behavior. And we discussed the impact of reference groups and
opinion leaders.
We presented a buyer behavior model to help you interpret and integrate the present ﬁndings—as well as
any new data you might get from marketing research. As

of now, the behavioral sciences can only offer insights
and theories, which the marketing manager must blend
with intuition and judgment to develop marketing
strategies.
Companies may have to use marketing research to
answer speciﬁc questions. But if a ﬁrm has neither the
money nor the time for research, then marketing managers have to rely on available descriptions of present
behavior and guesstimates about future behavior. Popular magazines and leading newspapers often reﬂect the
public’s shifting attitudes. And many studies of the
changing consumer are published regularly in the business and trade press. This material—coupled with the
information in this book—will help your marketing
strategy planning.
Remember that consumers—with all their needs and
attitudes—may be elusive, but they aren’t invisible. Research has provided more data and understanding of
consumer behavior than business managers generally
use. Applying this information may help you ﬁnd your
breakthrough opportunity.

Questions and Problems
1. In your own words, explain economic needs and how
they relate to the economic-buyer model of consumer behavior. Give an example of a purchase you
recently made that is consistent with the economicbuyer model. Give another that is not explained by
the economic-buyer model. Explain your thinking.
2. Explain what is meant by a hierarchy of needs and
provide examples of one or more products that enable you to satisfy each of the four levels of need.
3. Cut out (or copy) two recent advertisements: one
full-page color ad from a magazine and one large display from a newspaper. In each case, indicate which
needs the ads are appealing to.
4. Explain how an understanding of consumers’ learning processes might affect marketing strategy
planning. Give an example.
5. Brieﬂy describe your own beliefs about the potential
value of wearing automobile seat belts, your attitude
toward seat belts, and your intention about using a
seat belt the next time you’re in a car.

6. Give an example of a recent purchase experience in
which you were dissatisﬁed because a ﬁrm’s marketing mix did not meet your expectations. Indicate
how the purchase fell short of your expectations—
and also explain whether your expectations were
formed based on the ﬁrm’s promotion or on something else.
7. Explain psychographics and lifestyle analysis. Explain how they might be useful for planning
marketing strategies to reach college students, as opposed to average consumers.
8. A supermarket chain is planning to open a number
of new stores to appeal to Hispanics in southern
California. Give some examples that indicate how
the four Ps might be adjusted to appeal to the
Hispanic subculture.
9. How should the social class structure affect the
planning of a new restaurant in a large city? How
might the four Ps be adjusted?

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

180

6. Behavior Dimensions of
the Consumer Market

© The McGraw−Hill
Companies, 2002

Text

Chapter 6

10. What social class would you associate with each of
the following phrases or items? In each case, choose
one class if you can. If you can’t choose one class but
rather feel that several classes are equally likely,
then so indicate. In those cases where you feel that
all classes are equally interested or characterized by
a particular item, choose all ﬁve classes.
a.
b.
c.
d.
e.
f.
g.
h.
i.

A gun rack in a pickup truck.
The National Enquirer.
New Yorker magazine.
Working Woman magazine.
People watching soap operas.
Jaguar automobile.
Men who drink beer after dinner.
Families who vacation at a Disney theme park.
Families who distrust banks (keep money in
socks or mattresses).
j. Owners of pit bulls.

11. Illustrate how the reference group concept may apply in practice by explaining how you personally are
inﬂuenced by some reference group for some product. What are the implications of such behavior for
marketing managers?
12. Give two examples of recent purchases where the
speciﬁc purchase situation inﬂuenced your purchase
decision. Brieﬂy explain how your decision was affected.

13. Give an example of a recent purchase in which you
used extensive problem solving. What sources of
information did you use in making the decision?
14. On the basis of the data and analysis presented in
Chapters 5 and 6, what kind of buying behavior
would you expect to ﬁnd for the following products:
(a) a haircut, (b) a dishwasher detergent, (c) a
printer for a personal computer, (d) a tennis racket,
(e) a dress belt, (f) a telephone answering machine,
(g) life insurance, (h) an ice cream cone, and (i) a
new checking account? Set up a chart for your answer with products along the left-hand margin as
the row headings and the following factors as headings for the columns: (a) how consumers would shop
for these products, (b) how far they would travel to
buy the product, (c) whether they would buy by
brand, (d) whether they would compare with other
products, and (e) any other factors they should consider. Insert short answers—words or phrases are
satisfactory—in the various boxes. Be prepared to
discuss how the answers you put in the chart would
affect each product’s marketing mix.
15. Review the Go-Gurt case that introduces this chapter, and identify which of the key terms (that appear
in red) from the text of the chapter that you think
are illustrated in the case. Write down each
key term you identify and brieﬂy explain how it is
illustrated.

Suggested Cases
1. McDonald’s “Seniors” Restaurant
3. Pillsbury’s Häagen-Dazs

9. SleepyTime Motel
11. Runners World

Computer-Aided Problem
6. Selective Processes
Submag, Inc., uses direct-mail promotion to sell magazine subscriptions. Magazine publishers pay Submag
$3.12 for each new subscription. Submag’s costs include
the expenses of printing, addressing, and mailing each
direct-mail advertisement plus the cost of using a mailing list. There are many suppliers of mailing lists, and
the cost and quality of different lists vary.
Submag’s marketing manager, Shandra Debose, is trying to choose between two possible mailing lists. One
list has been generated from phone directories. It is less
expensive than the other list, but the supplier acknowl-

edges that about 10 percent of the names are out-of-date
(addresses where people have moved away.) A competing supplier offers a list of active members of professional
associations. This list costs 4 cents per name more than
the phone list, but only 8 percent of the addresses are
out-of-date.
In addition to concerns about out-of-date names, not
every consumer who receives a mailing buys a subscription. For example, selective exposure is a problem. Some
target customers never see the offer—they just toss out
junk mail without even opening the envelope. Industry
studies show that this wastes about 10 percent of each
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mailing—although the precise percentage varies from
one mailing list to another.
Selective perception inﬂuences some consumers who do
open the mailing. Some are simply not interested.
Others don’t want to deal with a subscription service.
Although the price is good, these consumers worry that
they’ll never get the magazines. Submag’s previous experience is that selective perception causes more than half
of those who read the offer to reject it.
Of those who perceive the message as intended, many
are interested. But selective retention can be a problem.
Some people set the information aside and then forget to
send in the subscription order.
Submag can mail about 25,000 pieces per week.
Shandra Debose has set up a spreadsheet to help her
study effects of the various relationships discussed above
and to choose between the two mailing lists.
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a. If you were Debose, which of the two lists would you
buy based on the initial spreadsheet? Why?
b. For the most proﬁtable list, what is the minimum
number of items that Submag will have to mail to earn
a proﬁt of at least $3,500?
c. For an additional cost of $.01 per mailing, Submag
can include a reply card that will reduce the percent of
consumers who forget to send in an order (Percent
Lost—Selective Retention) to 45 percent. If Submag
mails 25,000 items, is it worth the additional cost to
include the reply card? Explain your logic.
For additional questions related to this problem, see
Exercise 6-3 in the Learning Aid for Use with Basic Marketing, 14th edition.
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When You Finish
This Chapter, You
Should
1. Know who the
business and organizational customers
are.
2. See why multiple
inﬂuence is common
in business and organizational purchase
decisions.
3. Understand the
problem-solving
behavior of organizational buyers.
4. Understand the different types of
buyer–seller relationships and their
beneﬁts and limitations.
5. Know the basic
e-commerce methods
used in organizational
buying.
6. Know about the
number and distribution of manufacturers
and why they are an
important customer
group.
7. Know how buying
by service ﬁrms,
retailers, wholesalers,
and governments is
similar to_and different from_buying by
manufacturers.
8. Understand the
important new terms
(shown in red).
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MetoKote Corp. specializes in

example, when you see John

protective coatings, like powder-

Deere (JD) agricultural or construc-

coat and liquid paint, that other

tion equipment, its familiar green

manufacturers need for the parts

ﬁnish probably came from

and equipment they make. For

MetoKote. In fact, John Deere and
MetoKote have a close buyerseller relationship. While
purchasing managers at Deere
use Internet portals to identify
suppliers and get competitive
bids for many items they
need, it’s different with
MetoKote. Deere isn’t going
to switch to some other supplier just because an Internet
search identiﬁes some cheaper
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does best. Deere’s ﬁnance
people liked the idea that a
Deere plant could be smaller
and less costly to build and
maintain if it didn’t need space
for big spray booths. Because
MetoKote does not have to
ship the parts to Deere after
they are coated, there are
fewer scratches and dents_
which the quality people like.
And the purchasing people
don’t have to worry about
parts being there when they’re
needed. Of course, this was

www.mhhe.com/fourps

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

not a simple sale for
ing basis many people
cooperate and share informa-

183

MetoKote_and on an ongo-

tion to make it work for both
ﬁrms.

ct

coating. MetoKote doesn’t just

The decision to purchase

quality protective ﬁnishes

supply Deere with coatings; it

coating services this way

because the buyers for its

handles the whole coating job

wasn’t made casually and

customers want durable, long-

for Deere. In fact, it has built

many people were involved.

lasting equipment. Like Deere,

facilities right next to some

JD’s production people

they want good value from

Deere plants. When it’s time

favored this arrangement.

their suppliers. That means

for a part to be coated, a con-

They let MetoKote’s experts

that marketers at Deere need

veyer belt moves it out of the

keep up with all of the environ-

to think about the quality of

JD plant and into the

mental regulations and new

Deere service as well as the

MetoKote facility. Four hours

technologies for coatings, so

quality of Deere equipment.

later it’s back_and it’s green.

Deere can worry about what it

For example, when a huge

price
place
product
promotion
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commercial farm in California

inventory, to check the price,

owner to use JD’s Vantage-

or Brazil needs a repair part

and to place an order for fast

Point Network to collect, store,

they can’t afford delays. Deere

delivery. But helping its cus-

and interpret detailed data

helps them, and the dealers

tomers earn better proﬁts in

generated by their farming

who sell its parts and equip-

their own operations doesn’t

operations online, right down

ment, with information

stop there. For example, some

to creation of maps of ﬁelds

technology. At any hour an

Deere farm equipment

that need to be plowed,

equipment customer can

includes global positioning

seeded, or cut. It is beneﬁts

check Deere’s website

devices that track exactly

like this that make Deere the

(www.deere.com) to see which

where the equipment goes.

supplier of choice for many

dealers have a needed part in

That makes it possible for the

business customers.1

Business and Organizational Customers—A Big Opportunity
Most of us think about individual ﬁnal consumers when we hear the term customer. But many marketing managers aim at customers who are not ﬁnal consumers.
In fact, more purchases are made by businesses and other organizations than by ﬁnal
consumers. As the John Deere case illustrates, the buying behavior of these organizational customers can be very different from the buying behavior of ﬁnal consumers.
Developing marketing strategies for these markets requires a solid understanding of
who these customers are and how they buy. That is the focus of this chapter.

What types of
customers are
involved?

Business and organizational customers are any buyers who buy for resale or to
produce other goods and services. Exhibit 7-1 shows the different types of customers
in these markets. As you can see, not all of the organizational customers in these markets are business ﬁrms. Even so, to distinguish them from the ﬁnal consumer market,
managers sometimes refer to them collectively as the “business-to-business” market,
or simply the B2B market.
Many characteristics of buying behavior are common across these varied types of
organizations. That’s why the different kinds of organizational customers are sometimes loosely called “business buyers,” “intermediate buyers,” or “industrial buyers.”
As we discuss organizational buying, we will intermix examples of buying by many
different types of organizations. Later in the chapter, however, we will highlight
some of the speciﬁc characteristics of the different customer groups.

Organizational Customers Are Different
Organizations buy for
a basic purpose

Like ﬁnal consumers, organizations make purchases to satisfy needs. But it’s often
easier to understand an organization’s needs because most organizations make purchases for the same basic reason. They buy goods and services that will help them
meet the demand for the goods and services that they in turn supply to their
markets. In other words, their basic need is to satisfy their own customers and
clients. A producer buys because it wants to earn a proﬁt by making and selling
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Examples of Different Types
of Business and
Organizational Customers
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Manufacturers

Farms, fisheries, forestry,
mining operations,
construction firms
Producers of
goods and
services

Financial institutions—
insurance, banks, real estate

Other service providers—
transportation firms, utilities,
hotels, lawyers, doctors

Wholesalers
All business
and
organizational
customers

Middlemen
Retailers

Federal agencies (U.S. and other
countries)
Government
units
State and local governments

National organizations (such as
Red Cross, Girl Scouts)
Nonprofit
organizations
Local organizations (such as
churches, colleges, museums)

goods or services. A wholesaler or retailer buys products it can proﬁtably resell to
its customers. A town government wants to meet its legal and social obligations to
citizens. Similarly, a country club wants to help its members enjoy their leisure time.

Basic purchasing
needs are economic

Organizational buyers typically focus on economic factors when they make purchase decisions. They are usually less emotional in their buying than ﬁnal
consumers.
Buyers try to consider the total cost of selecting a supplier and its particular marketing mix, not just the initial price of the product. For example, a hospital that
needs a new type of X-ray equipment might look at both the original cost and ongoing costs, how it would affect doctor productivity, and of course the quality of the
images it produces. The hospital might also consider the seller’s reliability and general cooperativeness; the ability to provide speedy maintenance and repair, steady
supply under all conditions, and reliable and fast delivery; and any past and present
relationships (including previous favors and cooperation in meeting special requests).
The matter of dependability deserves further emphasis. An organization may not
be able to function if purchases don’t arrive when they’re expected. For example,
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Business customers usually focus
on economic needs when they
make purchase decisions, so
Microsoft wants top decision
makers to realize that its reliable
server software eliminates
downtime costs because it is up
and running 99.999 percent of
the time.

there’s nothing worse to a manufacturer than shutting down a production line
because sellers haven’t delivered the goods. Dependable product quality is important
too. For example, a bug in e-commerce software purchased by a ﬁrm might cause the
ﬁrm’s online order system to shut down. The costs of ﬁnding and correcting the
problem—to say nothing about the cost of the lost business—could be completely
out of proportion to the original cost of the software.

Even small differences
are important

Understanding how the buying behavior of a particular organization differs from
others can be very important. Even seemingly trivial differences in buying behavior
may be important because success often hinges on ﬁne-tuning the marketing mix.
Sellers often approach each organizational customer directly, usually through a
sales representative. This gives the seller more chance to adjust the marketing mix
for each individual customer. A seller may even develop a unique strategy for each
individual customer. This approach carries target marketing to its extreme. But sellers often need unique strategies to compete for large-volume purchases.
In such situations, the individual sales rep takes much responsibility for strategy
planning. The sales rep often coordinates the whole relationship between the supplier and the customer. That may involve working with many people—including
top management—in both ﬁrms. This is relevant to your career planning since these
interesting jobs are very challenging, and they pay well too.

Serving customers in
international markets

Many marketers discover that there are good opportunities to serve business customers in different countries around the world. Speciﬁc business customs do vary
from one country to another—and the differences can be important. For example,
a salesperson working in Japan must know how to handle a customer’s business card
with respect. Japanese consider it rude to write notes on the back of a card or put
it in a wallet while the person who presented it is still in the room. But the basic
approaches marketers use to deal with business customers in different parts of the
world are much less varied than those required to reach individual consumers.
This is probably why the shift to a global economy has been so rapid for many
ﬁrms. Their business customers in different countries buy in similar ways and can
be reached with similar marketing mixes. Moreover, business customers are often
willing to work with a distant supplier who has developed a superior marketing mix.
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Steel bearings are a small portion
of the cost of producing an
airplane, but Timken wants
decision makers to keep in mind
that it’s critical to get the proven
quality of its products.

Speciﬁcations describe
the need

Organizational buyers often buy on the basis of a set of purchasing speciﬁcations—a written (or electronic) description of what the ﬁrm wants to buy. When
quality is highly standardized, as is often the case with manufactured items, the speciﬁcation may simply consist of a brand name or part number. With products like
agricultural commodities, where there is more variation, the speciﬁcation may
include information about the grade of the product. Often, however, the purchase
requirements are more complicated; then the speciﬁcations may set out detailed
information about the performance standards the product must meet. Purchase speciﬁcations for services tend to be detailed because services tend to be less standardized
and usually are not performed until after they’re purchased.

Customers may expect
quality certiﬁcation

Organizational customers considering a new supplier or one from overseas may
be concerned about product quality. However, this is becoming less of an obstacle
because of ISO 9000. ISO 9000 is a way for a supplier to document its quality procedures according to internationally recognized standards.
ISO 9000 assures a customer that the supplier has effective quality checks in
place, without the customer having to conduct its own costly and time-consuming
audit. Some customers won’t buy from any supplier who doesn’t have it. To get ISO
9000 certiﬁed, a company basically must prove to outside auditors that it documents
in detail how the company operates and who is responsible for quality every step of
the way.2

Many Different People May Inﬂuence a Decision
Purchasing managers
are specialists

Many organizations, especially large ones, rely on specialists to ensure that purchases are handled sensibly. These specialists have different titles in different ﬁrms
(such as purchasing agent, procurement ofﬁcer, or buyer), but basically they are all
purchasing managers—buying specialists for their employers. In large organizations,
they usually specialize by product area and are real experts.

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

188

7. Business and
Organizational Customers
and Their Buying Behavior

Text

© The McGraw−Hill
Companies, 2002

Chapter 7

A person who works on a utility ﬁrm’s high-power wires needs safe, durable climbing gear. A number of different people may
inﬂuence the decision about which gear the ﬁrm should buy.

Some people think purchasing is handled by clerks who sit in cubicles and do
the paperwork to place orders. That view is out-of-date. Today, most ﬁrms look to
their purchasing departments to help cut costs and provide competitive advantage.
In this environment, purchasing people have a lot of clout. And there are good job
opportunities in purchasing for capable business graduates.
Salespeople often have to see a purchasing manager ﬁrst—before they contact
any other employee. These buyers hold important positions and take a dim view of
sales reps who try to go around them. Rather than being “sold,” these buyers want
salespeople to provide accurate information that will help them buy wisely. They
like information on new goods and services, and tips on potential price changes,
supply shortages, and other changes in market conditions. Sometimes all it takes for
a sales rep to keep a buyer up-to-date is to send an occasional e-mail. But a buyer
can tell when a sales rep has the customer ﬁrm’s interest at heart.
Although purchasing managers usually coordinate relationships with suppliers,
other people may also play important roles in inﬂuencing the purchase decision.3

Multiple buying
inﬂuence in a buying
center

Multiple buying inﬂuence means that several people—perhaps even top management—share in making a purchase decision. Possible buying inﬂuences include:

1. Users—perhaps production line workers or their supervisors.
2. Inﬂuencers—perhaps engineering or R&D people who help write speciﬁcations
or supply information for evaluating alternatives.
3. Buyers—the purchasing managers who have the responsibility for working with
suppliers and arranging the terms of the sale.
4. Deciders—the people in the organization who have the power to select or
approve the supplier—often a purchasing manager but perhaps top management for larger purchases.
5. Gatekeepers—people who control the ﬂow of information within the organization—perhaps a purchasing manager who shields users or other deciders.
Gatekeepers can also include receptionists, secretaries, research assistants, and
others who inﬂuence the ﬂow of information about potential purchases.
An example shows how the different buying inﬂuences work.
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Buyers

Users

Gatekeepers

Buying
Center

Influencers

Deciders

Suppose Electrolux, the Swedish ﬁrm that produces vacuum cleaners, wants to
buy a machine to stamp out the various metal parts it needs. An assistant to the
purchasing manager does an Internet search to identify possible vendors. However,
the list that the assistant (a gatekeeper) prepares for the manager excludes a few
vendors on the basis of an initial evaluation of information from their websites. The
manager e-mails a description of the problem to vendors on the list. It turns out
that each of them is eager to get the business and submits a proposal. Several people (inﬂuencers) at Electrolux help to evaluate the vendors’ proposals. A ﬁnance
manager worries about the high cost and suggests leasing the machine. The quality
control people want a machine that will do a more accurate job—although it’s more
expensive. The production manager is interested in speed of operation. The production line workers and their supervisors want the machine that is easiest to use
so workers can continue to rotate jobs.
The company president (the decider) asks the purchasing department to assemble all the information but retains the power to select and approve the supplier. The
purchasing manager’s assistant schedules visits for salespeople. After all these buying
inﬂuences are considered, one of the purchasing agents for the ﬁrm (the buyer) will
be responsible for making recommendations and arranging the terms of the sale.
It is helpful to think of a buying center as all the people who participate in or
inﬂuence a purchase. Different people may make up a buying center from one decision to the next. This makes the marketing job difﬁcult.
The salesperson must study each case carefully. Just learning who to talk with
may be hard, but thinking about the various roles in the buying center can help.
See Exhibit 7-2.
The salesperson may have to talk to every member of the buying center—stressing different topics for each. This not only complicates the promotion job but also
lengthens it. Approval of a routine order may take anywhere from a day to several
months. On very important purchases—a new computer system, a new building, or
major equipment—the selling period may take a year or more.4

Vendor analysis
considers all of the
inﬂuences

Considering all of the economic factors and inﬂuences relevant to a purchase decision is sometimes complex. A supplier or product that is best in one way may not be
best in others. To try to deal with these situations, many ﬁrms use vendor analysis—
a formal rating of suppliers on all relevant areas of performance. The purpose isn’t just
to get a low price from the supplier on a given part or service. Rather, the goal is to
lower the total costs associated with purchases. Analysis might show that the best vendor is the one that helps the customer reduce costs of excess inventory, retooling of
equipment, or defective parts.5
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Internet

Internet Exercise At the Computer Discount Warehouse website
(www.cdw.com) a buyer can compare the features and prices of alternative
products. Click on “Notebooks” (under the PRODUCTFINDER heading) and
then search for notebooks with a Processor Speed of at least 1GHz. Select
two notebooks from two different manufacturers and click compare. How
helpful would this analysis be if you were a computer buyer?

Behavioral needs are
relevant too

Vendor analysis tries to focus on economic factors, but purchasing in organizations may also involve many of the same behavioral dimensions we discussed in
Chapter 6. Purchasing managers and others involved in buying decisions are human,
and they want friendly relationships with suppliers.
The purchasing people in some ﬁrms are eager to imitate progressive competitors
or even to be the ﬁrst to try new products. Such “innovators” deserve special attention when new products are being introduced.
The different people involved in purchase decisions are also human with respect
to protecting their own interests and their own position in the company. That’s
one reason people from different departments may have different priorities in trying to inﬂuence what is purchased. Similarly, purchasing managers may want to
avoid taking risks that might reﬂect badly on their decisions. They have to buy a
wide variety of products and make decisions involving many factors beyond their
control. If a new source delivers late or quality is poor, you can guess who will be
blamed. Marketers who can help the buyer avoid risk have a deﬁnite appeal. In
fact, this may make the difference between a successful and unsuccessful marketing mix.
A seller’s marketing mix should satisfy both the needs of the customer company
as well as the needs of individuals who inﬂuence the purchase. Therefore, sellers
need to ﬁnd an overlapping area where both can be satisﬁed. See Exhibit 7-3 for a
summary of this idea.

Ethical conﬂicts
may arise

Although organizational buyers are inﬂuenced by their own needs, most are serious professionals who are careful to avoid a conﬂict between their own self-interest
and company outcomes. Marketers must be careful here. A salesperson who offers
one of his company pens to a prospect may view the giveaway as part of the promotion effort—but the customer ﬁrm may have a policy against any employee
accepting any gift from a supplier. For example, General Motors developed an ethics
policy that forbids employees from accepting anything of value from a vendor. It
speciﬁcally includes entertainment—like a golf outing, a steak dinner, or tickets to
a sporting event.

Organizational customers want
reliable suppliers who will deliver
on their promises and not reﬂect
badly on the buyer’s decisions.
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Most organizational buyers do their work ethically and expect marketers to do
the same. Yet there have been highly publicized abuses. For example, some members of the site selection committee for the 2000 Olympic Games asked for personal
gifts that may have inﬂuenced where the games were held. In another case, the
telephone company that serves New York found out that some of its buyers were
giving contracts to suppliers who offered them vacation trips and other personal
favors. Abuses of this sort have prompted many organizations to set up policies that
prohibit a buyer or other employees from accepting anything from a potential
supplier.
Marketers need to take concerns about conﬂict of interest very seriously. Part of
the promotion job is to persuade different individuals who may inﬂuence an organization’s purchase. Yet the whole marketing effort may be tainted if it even appears
that a marketer has encouraged a person who inﬂuences a decision to put personal
gain ahead of company interest.6

Purchasing may be
centralized

If a large organization has facilities at many locations, much of the purchasing
work may be done at a central location. With centralized buying, a sales rep may
be able to sell to facilities all over a country—or even across several countries—
without leaving a base city. Wal-Mart handles most of the purchase decisions for
stores in its retail chain from its headquarters in Arkansas. Many purchasing decisions for agencies of the U.S. government are handled in Washington, D.C.
Many ﬁrms also have centralized controls on who can make purchases. A person
who needs to purchase something usually completes a requisition—a request to buy
something. This is frequently handled online to cut time and paper shufﬂing. Even
so, there may be delays before a supervisor authorizes the requisition and a purchasing manager can select the “best” seller and turn the authorization into a
purchase order. The process may take a few hours for a simple purchase—but it may
turn into months for a complex purchase.

Organizational Buyers Are Problem Solvers
Three kinds of buying
processes are useful

In Chapter 6, we discussed problem solving by consumers and how it might vary
from extensive problem solving to routine buying. In organizational markets, we can
adapt these concepts slightly and work with three similar buying processes: a newtask buying process, a modiﬁed rebuy process, or a straight rebuy.7 See Exhibit 7-4.
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Exhibit 7-4
Organizational Buying
Processes

Type of Process
Characteristics

New-Task
Buying

Modified
Rebuy

Straight
Rebuy

Time Required

Much

Medium

Little

Multiple Influence

Much

Some

Little

Review of Suppliers

Much

Some

None

Information Needed

Much

Some

Little

New-task buying occurs when an organization has a new need and the customer
wants a great deal of information. New-task buying can involve setting product speciﬁcations, evaluating sources of supply, and establishing an order routine that can
be followed in the future if results are satisfactory. Multiple buying inﬂuence is typical in new-task buying.
A straight rebuy is a routine repurchase that may have been made many times
before. Buyers probably don’t bother looking for new information or new sources of
supply. Most of a company’s small or recurring purchases are of this type—but they
take only a small part of an organized buyer’s time. Important purchases may be made
this way too—but only after the ﬁrm has decided what procedure will be “routine.”
The modiﬁed rebuy is the in-between process where some review of the buying situation is done—though not as much as in new-task buying. Sometimes a competitor
will get lazy enjoying a straight rebuy situation. An alert marketer can turn these
situations into opportunities by providing more information or a better marketing mix.

New-task buying
requires information

Exhibit 7-5
Major Sources of Information
Used by Organizational
Buyers

Customers in a new-task buying situation are likely to seek information from a
variety of sources. See Exhibit 7-5. Keep in mind that many of the impersonal
sources are readily available in electronic form online as well as in other formats.
How much information a customer collects depends on the importance of the purchase and the level of uncertainty about what choice might be best. The time and
expense of searching for information may not be justiﬁed for a minor purchase. But
a major purchase often involves real detective work by the buyer.
Of course, the ﬂip side of the new-task buying situation is that a seller’s promotion has much more chance to have an impact. At the very least, the marketer
needs to be certain that his or her ﬁrm will turn up in the buyer’s search. In this
regard, a good website is a crucial piece of insurance. Later we will talk more about
the role of e-commerce at this stage, but for now you should see that even a simple website is likely to turn up in a buyer’s Internet search.8
Marketing sources
Personal
sources

Impersonal
sources

Nonmarketing sources

• Salespeople
• Others from supplier firms
• Trade shows

• Buying center members
• Outside business associates
• Consultants and outside
experts

• Advertising in trade
publications
• Sales literature
• Sales catalogs
• Web page

• Rating services
• Trade associations
• News publications
• Product directories
• Internet news pointcasts
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Once a buying ﬁrm gets beyond the early stages of a new-task buying decision,
it needs to make important decisions about how it is going to deal with one or more
suppliers to meet its needs. At one extreme, a buyer might want to rely on competition among all available vendors to get the best price on each and every order
it places. At the other extreme, it might just routinely buy from one vendor with
whom it already has a good relationship. In practice, there are many important and
common variations between these extremes. To better understand the variations—
and why ﬁrms rely on different approaches in different situations—let’s take a closer
look at the beneﬁts and limitations of different types of buyer–seller relationships.
That will also help you to see why new e-commerce developments in business
markets have become so important.

Buyer-Seller Relationships in Business Markets
Close relationships
may produce mutual
beneﬁts

In business-to-business markets,
the Internet has prompted
explosive growth in e-commerce
and new central market “portals”
that bring buyers and sellers
together more quickly and at
lower cost.

There are often signiﬁcant beneﬁts of a close working relationship between a
supplier and a customer ﬁrm. And such relationships are becoming common. Many
ﬁrms are reducing the number of suppliers with whom they work—expecting more
in return from the suppliers that remain. The best relationships involve real partnerships where there’s mutual trust and a long-term outlook.
Closely tied ﬁrms can often share tasks at lower total cost than would be possible working at arm’s length. Costs are sometimes reduced simply by reducing
uncertainty and risk. A supplier is often able to reduce its selling price if a customer
commits to larger orders or orders over a longer period of time. A large sales volume may produce economies of scale and reduce selling costs. The customer beneﬁts
from lower cost and also is assured a dependable source of supply.
A ﬁrm that works closely with a supplier can resolve joint problems. For example, it may cost both the supplier and the customer more to resolve the problems
of a defective product after it is delivered than it would have cost to prevent
the problem. But without the customer’s help it may be impossible for the
supplier to identify a solution to the problem. As the head of purchasing at
Motorola puts it, “Every time we make an error it takes people at both ends to
correct it.”
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In today’s business markets,
suppliers of both goods and
services are working to build
closer relationships with their
business customers—to meet
needs better and create a
competitive advantage.

The partnership between AlliedSignal and Betz Laboratories shows the beneﬁts of a good relationship. A while back, Betz was just one of several suppliers
that sold Allied chemicals to keep the water in its plants from gunking up pipes
and rusting machinery. But Betz didn’t stop at selling commodity powders. Teams
of Betz experts and engineers from Allied studied each plant to ﬁnd places where
water was being wasted. In less than a year a team in one plant found $2.5 million in potential cost reductions. For example, by adding a few valves to recycle
the water in a cooling tower, Betz was able to save 300 gallons of water a minute,
which resulted in savings of over $100,000 a year and reduced environmental
impact. Because of ideas like this, Allied’s overall use of water treatment chemicals decreased. However, Betz sales to Allied doubled because it became Allied’s
sole supplier.9

Relationships may not
make sense

Although close relationships can produce beneﬁts, they are not always best. A
long-term commitment to a partner may reduce ﬂexibility. When competition
drives down prices and spurs innovation, the customer may be better off letting
suppliers compete for the business. It may not be worth the customer’s investment
to build a relationship for purchases that are not particularly important or made
that frequently.
It may at ﬁrst appear that a seller would always prefer to have a closer relationship with a customer, but that is not so. Some customers may place orders that are
too small or require so much special attention that the relationship would never be
proﬁtable for the seller. Also, in situations where a customer doesn’t want a relationship, trying to build one may cost more than it’s worth. Further, many small
suppliers have made the mistake of relying too heavily on relationships with too
few customers. One failed relationship may bankrupt the business.10

Relationships have
many dimensions

Relationships are not “all or nothing” arrangements. Firms may have a close relationship in some ways and not in others. Thus, it’s useful to know about ﬁve key
dimensions that help characterize most buyer–seller relationships: cooperation,
information sharing, operational linkages, legal bonds, and relationship-speciﬁc
adaptations. Purchasing managers for the buying ﬁrm and salespeople for the supplier
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usually coordinate the different dimensions of a relationship. However, as shown in
Exhibit 7-6, close relationships often involve direct contacts between a number of
people from other areas in both ﬁrms.11

Cooperation treats
problems as joint
responsibilities

In cooperative relationships, the buyer and seller work together to achieve both
mutual and individual objectives. This doesn’t mean that the buyer (or seller) will
always do what the other wants. Rather, the two ﬁrms treat problems that arise as
a joint responsibility.
National Semiconductor (NS) and Siltec, a supplier of silicon wafers, have found
clever ways to cooperate and cut costs. For example, workers at the NS plant used
to throw away the expensive plastic cassettes that Siltec uses to ship the silicon
wafers. Now Siltec and NS cooperate to recycle the cassettes. This helps the environment and also saves more than $300,000 a year. Siltec passes along most of that
to NS as lower prices.12

Shared information is
useful but may be risky

Some relationships involve open sharing of information that is useful to both the
buyer and seller. This might include the exchange of proprietary cost data, discussion of demand forecasts, and joint work on new product designs. Information might
be shared through information systems or over the Internet. This is often a key facet
of relationships that involve e-commerce.
Many ﬁrms share information by providing relationship partners with access to
password-protected websites. One big advantage of this approach is that it is fast
and easy to update the information. A customer can trust information that is the
same information used by someone inside the company. In addition, it provides easy
“click-here” self-service access for customers who might have very different computer systems in their own ﬁrms. It also saves time. A customer can check detailed
product specs or the status of a job on the production line without having to wait
for a sales rep or someone else to answer the question.
Information sharing can lead to better decisions, reduced uncertainty about the
future, and better planning. However, ﬁrms don’t want to share information if there’s
a risk that a partner might misuse it. For example, some suppliers claim that General Motors’ former purchasing chief showed blueprints of their secret technology
to competing suppliers. Such violations of trust in a relationship are an ethical matter and should be taken seriously. However, as a practical matter, it makes sense to
know a partner well before revealing all.
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IBM, I2, and Ariba have formed
an alliance to work together
cooperatively and develop closer
relationships with business
customers, no matter what the
customer’s e-commerce
purchasing needs may be.

Operational linkages
share functions
between ﬁrms

Operational linkages are direct ties between the internal operations of the buyer
and seller ﬁrms. These linkages usually involve formal arrangements and ongoing
coordination of activities between the ﬁrms. Shared activities are especially important when neither ﬁrm, working on its own, can perform a function as well as the
two ﬁrms can working together. John Deere’s relationship with MetoKote, described
at the start of this chapter, involves operational linkages.
Operational linkages are often required to reduce total inventory costs. Business
customers want to maintain an adequate inventory—certainly enough to prevent
stock-outs or keep production lines moving. On the other hand, keeping too much
inventory is expensive. Providing a customer with inventory when it’s needed may
require that a supplier be able to provide just-in-time delivery—reliably getting
products there just before the customer needs them. We’ll discuss just-in-time systems in more detail in Chapter 12. For now, it’s enough to see that just-in-time
relationships between buyers and sellers usually require operational linkages (as well
as information sharing). For example, Wal-Mart might want a producer of socks to
pack cartons so that when they are unloaded at a Wal-Mart distribution facility all
of the cartons for a certain store or district are grouped together. This makes it easier
and faster for forklifts to “cross dock” the pallets and load them onto an outbound
truck. This also reduces Wal-Mart’s costs because the cartons only need to be handled one time. However, it means that the supplier’s production and packing of socks
in different colors and sizes must be closely linked to the precise store in the WalMart chain that places each order.
Operational linkages may also involve the routine activities of individuals who
almost become part of the customer’s operations. Design engineers, salespeople, and
service representatives may participate in developing solutions to ongoing problems,
conduct regular maintenance checks on equipment, or monitor inventory and coordinate orders. At the DaimlerChrysler design center, for example, 30 ofﬁces are set
aside for full-time use by people employed by suppliers.
Linkages may be customized to a particular relationship, or they may be standardized and operate the same way across many exchange partners. For example, in
the channel of distribution for grocery products many different producers are standardizing their distribution procedures and coordinating with retail chains to make
it faster and cheaper to replenish grocery store shelves.
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When a customer’s operations are dependent on those of a supplier, it may be
difﬁcult or expensive to switch to another supplier. So buyers sometimes avoid a
relationship that would result in these “switching costs.”

Contracts spell out
obligations

Many purchases in business markets are simple transactions. The seller’s basic
responsibility is to transfer title to goods or perform services, and the buyer’s basic
responsibility is to pay the agreed price. However, in some buyer–seller relationships the responsibilities of the parties are spelled out in a detailed legal contract.
An agreement may apply only for a short period, but long-term contracts are also
common.
For example, a customer might ask a supplier to guarantee a 6 percent price
reduction for a particular part for each of the next three years and pledge to virtually eliminate defects. In return, the customer might offer to double its orders and
help the supplier boost productivity. This might sound attractive to the supplier but
also require new people or facilities. The supplier may not be willing to make these
long-term commitments unless the buyer is willing to sign a contract for promised
purchases. The contract might spell out what would happen if deliveries are late or
if quality is below speciﬁcation.
Sometimes the buyer and seller know roughly what is needed but can’t ﬁx all the
details in advance. For example, speciﬁcations or total requirements may change
over time. Then the relationship may involve negotiated contract buying, which
means agreeing to a contract that allows for changes in the purchase arrangements.
In such cases, the general project and basic price is described but with provision for
changes and price adjustments up or down. Or a supplier may be asked to accept a
contract that provides some type of incentive—such as full coverage of costs plus
a ﬁxed fee or full costs plus a proﬁt percentage tied to costs.
When a contract provides a formal plan for the future of a relationship, some
types of risk are reduced. But a ﬁrm may not want to be legally locked in when the
future is unclear. Alternatively, some managers ﬁgure that even a detailed contract
isn’t a good substitute for regular, good-faith reviews to make sure that neither party
gets hurt by changing business conditions.
Harley-Davidson used this approach when it moved toward closer relationships
with a smaller number of suppliers. Purchasing executives tossed out detailed contracts and replaced them with a short statement of principles to guide relationships
between Harley and its suppliers. This “operate on a handshake” approach is typical of relationships with Japanese ﬁrms. Many other ﬁrms have adopted it. It’s great
when it works, and a disaster when it doesn’t.

Speciﬁc adaptations
invest in the
relationship

Relationship-speciﬁc adaptations involve changes in a ﬁrm’s product or procedures that are unique to the needs or capabilities of a relationship partner. Industrial
suppliers often custom design a new product for just one customer; this may require
investments in R&D or new manufacturing technologies. Donnelly Corp. is an
extreme example. It had been supplying Honda with mirrors for the interiors of its
cars. Honda’s purchasing people liked Donnelly’s collaborative style, so they urged
Donnelly to supply exterior mirrors as well. Donnelly had never been in that business—so it had to build a factory to get started.
Buying ﬁrms may also adapt to a particular supplier; a computer maker may design
around Intel’s Pentium chip, and independent photo processors say “We use Kodak
paper for the good look” in their advertising. However, buyers are often hesitant about
making big investments that increase dependence on a speciﬁc supplier. Typically,
they do it only when there isn’t a good alternative—perhaps because only one or
a few suppliers are available to meet a need—or if the beneﬁts of the investment
are clear before it’s made. On the other hand, sometimes a buyer will invest in a
relationship because the seller has already demonstrated a willingness to do so.13
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The relationship between Flex-N-Gate and
Toyota illustrates relationship-speciﬁc adaptations.
Flex-N-Gate had a contract to supply some of
the rear bumpers Toyota needed for its U.S. facilities. After a while, however, Toyota’s quality control
people were unhappy about the number of minor defects in the bumpers. Further,
Flex-N-Gate’s deliveries were not as dependable as Toyota’s production people
required. Rather than just end the relationship, Toyota and Flex-N-Gate both made
investments to improve it. Toyota sent a team of experts who spent a lot of time
ﬁguring out the reasons for the problems and then showing Flex-N-Gate how to
build better bumpers faster and cheaper. Following the advice of Toyota’s experts,
Shahid Khan (Flex-N-Gate’s owner) reorganized equipment in his factory. He also
had to retrain his employees to do their jobs in new ways. The changes were so
complicated that two of Khan’s six production supervisors quit in frustration. But
the trouble was worth the effort. Productivity went up 60 percent, the number of
defects dropped by 80 percent, and Flex-N-Gate got a larger share of Toyota’s business. Toyota got something it wanted, too: a committed supplier that could meet its
standards and a big price reduction on bumpers.14
A seller may have more incentive to propose new ideas that save the customer
money when the ﬁrms have a mutual investment in a long-term relationship. The
customer ﬁrm usually rewards the seller with more orders or a larger share of its business, and this encourages future suggestions and loyalty by the supplier. In contrast,
buyers who use a competitive bid system exclusively—either by choice or necessity,
as in some government and institutional purchasing—may not be offered much
beyond basic goods and services. They are interested primarily in price.

Powerful customer
may control the
relationship

Although a marketing manager may want to work in a cooperative partnership,
that may be impossible with large customers who have the power to dictate how
the relationship will work. For example, Duall/Wind, a plastics producer, was a supplier of small parts for Polaroid instant cameras. But when Duall/Wind wanted to
raise its prices to cover increasing costs, Polaroid balked. Polaroid’s purchasing manager demanded that Duall/Wind show a breakdown of all its costs, from materials
to labor to proﬁt. As Duall/Wind’s president said, “I had a tough time getting
through my head that Polaroid wanted to come right in here and have us divulge
all that.” But Polaroid is a big account—and it got the information it wanted.
Polaroid buyers agreed to a price increase only after they were conﬁdent that
Duall/Wind was doing everything possible to control costs.15

Buyers may still use
several sources to
spread their risk

Even if a marketing manager develops the best marketing mix possible and cultivates a close relationship with the customer, the customer may not give all of its
business to one supplier. Buyers often look for several dependable sources of supply
to protect themselves from unpredictable events such as strikes, ﬁres, or ﬂoods in
one of their suppliers’ plants. A good marketing mix is still likely to win a larger
share of the total business—which can prove to be very important. From a buyer’s
point of view, it may not seem like a big deal to give a particular supplier a 30 percent share of the orders rather than a 20 percent share. But for the seller that’s a
50 percent increase in sales!16

Reciprocity may
inﬂuence relationship

We’ve emphasized that most buyer–seller relationships are based on reducing the
customer’s total procurement costs. However, for completeness we should mention
that some relationships are based on reciprocity. Reciprocity means trading sales for
sales—that is, “if you buy from me, I’ll buy from you.” If a company’s customers also
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can supply products that the ﬁrm buys, then the sales departments of both buyer
and seller may try to trade sales for sales. Purchasing managers generally resist reciprocity but often face pressure from their sales departments.
When prices and quality are otherwise competitive, an outside supplier seldom
can break a reciprocity relationship. The supplier can only hope to become an alternate source of supply and wait for the competitor to let its quality slip or prices rise.
Reciprocity is often a bigger factor in other countries than it is in the United
States. In Japan, for example, reciprocity is very common.17
We’ve been discussing some of the differences in how customer ﬁrms and their
suppliers relate to each other. How a customer uses e-commerce is also related to
these differences.

Internet E-Commerce Is Reshaping Many Business Markets
The Internet and new types of B2B e-commerce websites have quickly and
dramatically changed the way in which many purchase decisions are made and how
a ﬁrm relates to its suppliers. In general, the Web is making it possible for all types
of information to flow back and forth between buyers and sellers much more
quickly and efﬁciently. This lowers the cost of the search for market information
and, in many cases, the cost of transactions. For example, online order systems can
cut out paper-shufﬂing bottlenecks, speed the delivery of purchases, and reduce
inventory costs. We’ll discuss distribution service related issues in more detail in
Chapter 12.
Here, we’ll consider basic e-commerce website resources that many buyers use
and the role that they play. We’ll consider them separately, but often one website
(or linked set of websites) combines them.

Community sites
mainly offer digital
information

Like online trade magazines (or online trade associations), community sites offer
information and communications of interest for speciﬁc industries. A website may
focus on a single “community” or feature different sections for many different industries. For example, www.verticalnet.com has many separate communities for different
industries, ranging from food processing and solid-waste management to health care
and utilities. Community sites were among the ﬁrst on the Web because many just
put in digital form information that was already being distributed in other ways. Initially they relied on advertising revenue to operate, but now some of them are trying
to earn commissions based on sales referrals.

Catalog sites make it
convenient to search
for products

Catalog sites, as the name implies, offer digital product catalogs, usually for a
number of different sellers. For example, PlasticsNet.com focuses on polymers and
resins used in the plastic industry. The basic beneﬁt of catalog sites is that they make
it easy for industrial buyers to search for a product and do one-stop shopping. For
example, Grainger’s OrderZone.com features a vast array of supply items that are
used across many different industries. Some catalog sites are trying to upgrade their
software and service to make it easier for a buyer to place an order, track delivery
status, and update inventory information. Others are trying to improve the quality
of the information available. For example, rather than just give a basic description
of an electric motor a site might also provide a link so the buyer can download
detailed engineering drawings and electrical details.

Exchanges bring
buyers and sellers
together

Exchanges operate much like a stock exchange (for example, the New York Stock
Exchange) by bringing buyers and sellers together, usually anonymously, to agree on
prices for commodities such as energy (see, for example, www.altranet.com) or
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telecommunications capacity. Exchanges are sometimes independent intermediaries or
they may be backed by major ﬁrms in the industry. Either way, an exchange must maintain a neutral role and not favor either buyers or sellers if it expects return visits.

Procurement hubs
operate for the beneﬁt
of buyers

Procurement hub sites direct suppliers to particular companies (or industries) in
one place. Some large companies have created procurement hubs to handle purchasing for all of their own divisions. In some industries, recognized leaders have
banded together to create procurement hubs. The big three automakers in the U.S.
are doing this. These hubs are becoming an important, buyer-driven force in ecommerce. They make it easier for a larger number of suppliers to ﬁnd out about
the purchasing needs of customers in target industries. As a result, the number of
suppliers competing for a buyer’s business increases, and this tends to drive down
selling prices or provide beneﬁts to the buyer with respect to other terms of the sale.
On the other hand, procurement hubs are a way for a seller to ﬁnd out about and
pursue sales opportunities with new customers (or new markets) without a lot of
additional selling expense.

Interactive competitive
bidding systems drive
down prices

Most procurement hubs incorporate some sort of interactive system to get competitive bids. Competitive bids are the terms of sale offered by different suppliers in
response to the purchase speciﬁcations posted by the buyer. Usually, the focus is on
the supplier’s price. Firms have used the competitive bidding process for a long time.
However, before the Internet it was usually too slow and too inconvenient to go
through several rounds of bids. Now, however, the Internet makes it fast and easy
for the customer ﬁrm to run what is sometimes called a reverse auction. Vendors are
invited (via e-mail or at the procurement hub) to place a bid for a purchase with
a given speciﬁcation. Usually the bidding still focuses on price, but sometimes other
terms of sales (like warranty period or delivery time) are considered as well. Each
bid, and who made it, is typically visible to all potential bidders via the website.
That way, other bidders can decide whether or not to offer the customer a lower
price. Depending on the preferences of the customer, the bidding can be limited by
a speciﬁc deadline.

Auction sites focus on
unique items

Auction sites tend to be more seller-driven and are especially popular for items
such as used equipment and vehicles, surplus inventory, and perishable products
(such as unsold advertising space or produce) that are unique and only available for
sale once. For example, www.avbid.new runs auctions related to aircraft parts and
services. At these auctions the seller lists and describes what’s for sale, and potential
buyers place their bids (what they would pay) at a website. Auctions use a variety
of formats, but in general the highest bidder (prior to the deadline) purchases the
product. Some auction sites also handle reverse auctions for the beneﬁt of buyers.

Collaboration hubs
support cooperation

Collaboration hubs go beyond matching buyers and sellers for a one-time transaction and instead are designed to help ﬁrms work together. The collaboration might
involve design, manufacturing, and distribution. Many of these sites focus on the
needs of smaller ﬁrms, usually within a vertical industry. For instance, Citadon
(www.citadon.com) provides a single online workplace for construction contractors
to collaborate with architects, store blueprints, work through building permit
requirements, and purchase building materials.

Websites within and
across industries

As the examples above suggest, some B2B e-commerce websites are specialized
for firms at different levels of production and distribution within a particular
industry. For example, one of these “vertical” sites that specializes on the plastics
industry might be of interest to ﬁrms that make the basic chemicals from which
plastics are formed, ﬁrms that create plastic injection molding equipment, and
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Exhibit 7-7 Examples of Different B2B E-Commerce Sites Used by Organizational Buyers and Sellers

All sellers
and buyers
at all levels

Collaboration
hub

Bot search
tool sites

Exchanges

“Vertical” depth
across firms at
different levels of
production &
distribution
process

Communities

Procurement hub

Catalog site
One of two levels
(a seller to
a buyer)

Seller’s site
(information
and orders)

One
business

One
specific
industry

Many
industries

“Horizontal” breadth of goods and services

ﬁrms that use that equipment to make ﬁnished goods. On the other hand, some
websites are designed to serve a broad (“horizontal”) cross section of ﬁrms from
different industries. For example, a horizontal site might serve manufacturers
regardless of whether they produce bearings, truck frames, or construction equipment. See Exhibit 7-7.
One consequence of these differences in focus is that there are many sites with
potentially overlapping coverage. While some industries are not covered well, in other
industries many sites compete to be the central market. As a result, this is an arena
in which there are still many ongoing changes. Hundreds, or perhaps thousands, of
B2B websites that were established just a few years ago have already disappeared, and
consolidation is still underway. In some industries there are so many sites that instead
of simplifying the buying and selling process they have made it unnecessarily complicated. For example, a seller who posts an auction on the wrong site may get few
bids, or no bids, from ﬁrms who might be serious buyers. Those buyers, in turn, might
waste time checking other sites not included in the sellers’ efforts.

Internet (ro)bots search
for products_by
description

Because of such problems, purchasing managers often turn to special software
packages to help with their search effort. For example, if a purchasing manager can
specify a certain model of a product the search “bot” (short for robot) looks at all of
the websites on the Internet to ﬁnd everywhere that the product is mentioned. Some
bots take things further and assemble price comparisons or e-mail distribution lists.
Bots are also helping purchasing people who have trouble ﬁguring out exactly
how to describe what they want. By searching for descriptions of products in a broad
product category, it is often possible to develop a better understanding not only of
what alternatives exist but also of what specs are best for the particular need.
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Some purchasing managers are using this basic approach to locate hard-to-ﬁnd,
off-the-shelf products that eliminate the need for custom-produced items. For
example, Allstates Rubber & Tools in the suburbs of Chicago is a small ﬁrm, but
it’s on the Internet. Allstates recently got a $1,000 order for rubber grommets (tiny
rings used to protect electric wires) from a company in Saudi Arabia. If the customer had not been able to locate Allstates’ website on the Internet it probably
would have paid higher prices to have the grommets custom-produced—and Allstates would have missed the business.18
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General Electric is a true pioneer in e-commerce —
and its successes provide evidence of what is
possible. Even so, some of its early efforts didn’t
work. When it ﬁrst tried to solicit bids from vendors
over the Internet, it only focused on price. So it got a
lot of lowball quotes from ﬁrms that didn’t have the
ability to ﬁll orders. By 1995 GE was on a smarter
track. It developed an Internet-based system called
the Trading Process Network (TPN) that eliminated
the delays of traditional purchasing approaches still
using paper documents and snail mail. With TPN, a
buyer for GE’s lighting division could search the Net
to ﬁnd possible suppliers for the custom-made
machine tools it needed. To eliminate the paper shufﬂe, electronic blueprints could be sent with a bid
request via e-mail. As a GE purchasing manager put
it, they could “simply point and click and send out a
bid package to suppliers around the world.” Suppliers
could respond quickly, too. So a bid process that previously took about a month could be reduced to only
days, or even hours.
When GE executives saw how e-commerce was
improving their purchasing, they decided to offer the

TPN service to outside companies. A small ﬁrm could
try the TPN Web (www.getradeweb.com) for a fee of
only $65 a month. However, the monthly fee for a
large company was $70,000. That pricing gives a hint
of the kind of savings big purchasers could reap—
and why GE’s Global eXchange Services (GXS)
division pushed to develop a full-service Internet portal (www.gegxs.com). GSX now operates one of the
largest B2B e-commerce networks in the world. It has
more than 100,000 trading partners. The network handles 1 billion transactions a year for goods and
services worth $1 trillion.
GE has continued to drive down its own purchasing costs with e-commerce. In the ﬁrst six months
that it used real-time, online competitive bidding, GE
saved $480 million. However, even GE does not purchase everything this way. Its current target is to do
about 30 percent of purchases online. And even with
online competitive bidding it does not always select
the lowest bid. A supplier with a higher bid may get
the business when it offers service or other value that
GE needs.19

More progress
is needed

You can see that there are many different B2B e-commerce sites that are helping sellers ﬁnd interested buyers and vice versa. Until recently, much of the
attention was on providing information to drive down the purchase price for speciﬁc
transactions. Yet as we’ve said from the start, business customers are usually interested in the total cost of working with a supplier and the value of a supplier’s
marketing mix—not just in the product price. When everything else is the same,
a buyer would obviously prefer low prices. But “everything else” is not always the
same. We considered many examples of this earlier when we reviewed why a buyer
might prefer closer relationships with fewer sellers. So it is important to see that
Internet tools that focus primarily on lowering purchase prices do not necessarily
lower total purchasing costs or apply to all types of purchases.
On the other hand, great strides are being made in developing websites and Internet-based software tools that help both buyers and sellers work together in more
efﬁcient and effective relationships. National Semiconductor’s website is a good
example. It is designed to create easy links between its customers, products, and distributors. Its large customers get special services, like access to a secure website that
shows speciﬁc purchase histories and production or shipping status of their orders.
Smaller customers can get all the product information they need and then link
directly to the order page for the distributor that serves them. This system does not
go as far as some, but it does illustrate how shared information and cooperation over
the Internet is helping to create better relationships in business markets.20

E-commerce order
systems are common

We’ve been discussing ways in which buyers and sellers use the Web. But
e-commerce computer systems now automatically handle a large portion of routine
order-placing. Buyers program decision rules that tell the computer how to order
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Many ﬁrms, including Hertz and
Chevrolet (a division of GM), are
developing new strategies to
target small businesses—a fast
growing sector of the economy.

and leave the details of following through to the machine. For example, when an
order comes in that requires certain materials or parts, the computer system
automatically orders them from the appropriate suppliers, the delivery date is set,
and production is scheduled.
When economic conditions change, buyers modify the computer instructions.
When nothing unusual happens, however, the computer system continues to
routinely rebuy as needs develop—electronically sending purchase orders to the
regular supplier.
Obviously, it’s a big sale to be selected as the major supplier that routinely
receives all of a customer’s electronic orders for the products you sell. Often this
type of customer will be more impressed by an attractive marketing mix for a whole
line of products than just a lower price for a particular order. Further, it may be too
expensive and too much trouble to change the whole buying system just because
somebody is offering a low price on a particular day.

It pays to have an
ongoing relationship

In this sort of routine order situation, it’s very important to be one of the regular sources of supply. For straight rebuys, the buyer (or computer) may place an order
without even considering other potential sources. However, if a buyer believes that
there are several suppliers who could meet the specs, the buyer may request competitive bids. If different suppliers’ quality, dependability, and delivery schedules all
meet the specs, the buyer will select the low-price bid. But a creative marketer needs
to look carefully at the purchaser’s specs—and the need—to see if other elements
of the marketing mix could provide a competitive advantage.
Sellers’ sales reps (and perhaps whole teams of people) regularly call on these
customers, but not to sell a particular item. Rather, they want to maintain relations,
become a preferred source, or point out new developments that might cause the
buyer to reevaluate the present straight rebuy procedure and give more business to
the sales rep’s company.

Variations in buying by
customer type

We’ve been discussing aspects of relationships and e-commerce that generally
apply with different types of customer organizations—in both the U.S. and internationally. However, it’s also useful to have more detail about speciﬁc types of
customers.
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Manufacturers Are Important Customers
There are not many
big ones

One of the most striking facts about manufacturers is how few there are compared
to ﬁnal consumers. This is true in every country. In the United States, for example,
there are about 366,000 factories. Exhibit 7-8 shows that the majority of these are
quite small—over half have less than 10 workers. But these small ﬁrms account for
less than 3 percent of manufacturing value. In small plants, the owners often do the
buying. And they buy less formally than buyers in the relatively few large manufacturing plants—which employ most of the workers and produce a large share of the
value added by manufacturing. For example, plants with 250 or more employees make
up less than 4 percent of the total—yet they employ nearly half of the production
employees and produce about 61 percent of the value added by manufacturers.
In other countries, the size distribution of manufacturers varies. But across different countries, the same general conclusion holds: It is often desirable to segment
industrial markets on the basis of customer size because large ﬁrms do so much of
the buying.

Customers cluster in
geographic areas

In addition to concentration by company size, industrial markets are concentrated
in certain geographic areas. Internationally, industrial customers are concentrated
in countries that are at the more advanced stages of economic development. From
all the talk in the news about the U.S. shifting from an industrial economy to a
service economy or an information economy you might conclude that the U.S. is
an exception—that the industrial market in this country is shrinking. But that’s a
myth. The U.S. is still the world’s leading industrial economy. What’s more, manufacturing output is higher than at any other time in the nation’s history. So in a
global sense, there is a high concentration of manufacturers in the U.S.
Within a country, there is often further concentration in speciﬁc areas. In the
U.S., many factories are concentrated in big metropolitan areas—especially in New
York, Pennsylvania, Ohio, Illinois, Texas, and California.21
There is also concentration by industry. In Germany, for example, the steel industry is concentrated in the Ruhr Valley. Similarly, U.S. manufacturers of high-tech
electronics are concentrated in California’s famous Silicon Valley near San Francisco and also along Boston’s Route 128.

Exhibit 7-8 Size Distribution of Manufacturing Establishments
Number of
employees
(firm size)
(small)

Percentage of
total firms in
each size group

1–9

Percentage of
total dollar value added
by each size group
51.3%

10–19 15.6%
20–49 15.7%

2.5%

3.8%

3.0%

4.7%

7.3%

50–249 13.9%
(large) 250 or
more

8

10.6%

26.3 %

3.5%
0

Percentage of all
employed people by
each size group

16 24 32 40 48 56 64
Percent

32.2 %
60.9 %

0

8

16 24 32 40 48 56 64
Percent

48.7 %
0

8

16 24 32 40 48 56 64
Percent
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A ﬁrm like Alcoa Aluminum is likely to ﬁnd that the majority of its customers are concentrated within a few industries that it can
identify by Industry Classiﬁcation System code number.

Business data often
classiﬁes industries

Internet

The products an industrial customer needs to buy depend on the business it is
in. Because of this, sales of a product are often concentrated among customers in
similar businesses. For example, apparel manufacturers are the main customers for
buttons. Marketing managers who can relate their own sales to their customers’ type
of business can focus their efforts.
Detailed information is often available to help a marketing manager learn more
about customers in different lines of business. The U.S. government collects and
publishes data by the North American Industry Classiﬁcation System (NAICS) codes—
groups of ﬁrms in similar lines of business. (NAICS is pronounced like “nakes.”) The
number of establishments, sales volumes, and number of employees—broken down by
geographic areas—are given for each NAICS code. A number of other countries collect similar data, and some of them try to coordinate their efforts with an international
variation of the NAICS system. However, in many countries data on business customers is incomplete or inaccurate.
The NAICS is a recent development. The U.S. adopted it as a standard in 1997.
However, it is being phased in over time. The phase-in makes it easier to use the
system because in the past data were reported using Standard Industrial Classiﬁcation (SIC) codes. Many of the codes are similar; check the website at
www.naics.com for details. However, the move to the new system should help business marketers. The NAICS system is suited for identifying new or fast-changing
industries—and for marketers that spells opportunity. NAICS is also more detailed
than SIC and works better for services such as ﬁnancial institutions, health care
providers, and ﬁrms in the entertainment business. The general logic of NAICS and
SIC is similar. So let’s take a closer look at how the NAICS codes work.
The NAICS code breakdowns start with broad industry categories such as
construction (23), manufacturing (31), wholesale trade (42), ﬁnance and insurance
(52), and so on. Within each two-digit industry breakdown, much more detailed
data may be available for three-digit industries (that is, subindustries of the
Internet Exercise Comprehensive information about NAICS codes is available online (www.naics.com). At the website select “Find Your NAICS Code”
and when the search page appears submit a query for the keyword “welding.” If your ﬁrm was interested in selling its lasers to manufacturers of laser
welding equipment, what is the NAICS code of the industry for which you
would want to get a list of manufacturers?
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Exhibit 7-9 Illustrative NAICS Code Breakdown for Apparel Manufacturers
Construction
(23)

Manufacturing
(31)

others…

Food
(311)

Apparel
(315)

others…

Knitting mills
(3151)

Cut and sew apparel
(3152)

Apparel accessories
(3159)

others…

Women’s & girls’
(31523)

Men’s & boys’
(31522)

Other cut & sew
(31529)

others…

Underwear & nightwear
(315221)

Suits and coats
(315222)

Shirts
(315223)

others…

two-digit industries). For example, within the two-digit manufacturing industry
(code 31) there are manufacturers of food (311), beverages and tobacco (312), and
others, including apparel manufacturers (315). Then each three-digit group of ﬁrms
is further subdivided into more detailed four-, ﬁve-, and six-digit classiﬁcations. For
instance, within the three-digit (315) apparel manufacturers there are four-digit
subgroups for knitting mills (3151), cut and sew ﬁrms (3152), and producers of
apparel accessories (3159). Exhibit 7-9 illustrates that breakdowns are more
detailed as you move to codes with more digits. However, detailed data (say, broken
down at the four-digit level) isn’t available for all industries in every geographic
area. The government does not provide detail when only one or two plants are
located in an area.
Many ﬁrms ﬁnd their current customers’ NAICS (or SIC) codes and then look
at NAICS-coded lists for similar companies that may need the same goods and services. Other companies look at which NAICS categories are growing or declining to
discover new opportunities.
If companies aiming at business target markets in the United States know exactly
who they are aiming at, readily available data organized by NAICS (or SIC) codes
can be valuable. Most trade associations and private organizations that gather data
on business markets also use these codes.
The NAICS codes are an improvement over the old approach, but they are not
perfect. Some companies have sales in several categories but are listed in only one—
the code with the largest sales. In addition, some businesses don’t ﬁt any of the
categories very well. So although a lot of good information is available, the codes
must be used carefully.22

Producers of Services—Smaller and More Spread Out
Marketing managers need to keep in mind that the service side of the U.S.
economy is large and has been growing fast. Service operations are also growing in
some other countries. There may be good opportunities in providing these companies
with the products they need to support their operations. But there are also challenges.
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The United States has about 2.5 million service ﬁrms—over six times as many
as it has manufacturers. Some of these are big companies with international operations. Examples include AT&T, Hilton Hotels, Prudential Insurance, CitiGroup,
and EDS (Electronic Data Systems). These ﬁrms have purchasing departments that
are like those in large manufacturing organizations. But as you might guess given
the large number of service ﬁrms, most of them are small. They’re also more spread
out around the country than manufacturing concerns. Factories often locate where
transportation facilities are good, raw materials are available, and it is less costly to
produce goods in quantity. Service operations, in contrast, often have to be close
to their customers.

Buying may not be
as formal

Purchases by small service ﬁrms are often handled by whoever is in charge. This
may be a doctor, lawyer, owner of a local insurance agency, or manager of a hotel.
Suppliers who usually deal with purchasing specialists in large organizations may
have trouble adjusting to this market. Personal selling is still an important part of
promotion, but reaching these customers in the ﬁrst place often requires more advertising. And small service ﬁrms may need much more help in buying than a large
corporation.
Canon, the familiar name in ofﬁce copiers, was very successful serving the needs
of smaller service ﬁrms like law ofﬁces. Canon developed promotion materials to
help ﬁrst-time buyers understand differences in copiers. It emphasized that its
machines were easy to use and maintain. And Canon also used retail channels to
make the copiers available in smaller areas where there wasn’t enough business to
justify using a sales rep.23

Retailers and Wholesalers Buy for Their Customers
Most retail and wholesale buyers see themselves
as purchasing agents for their target customers—
remembering the old saying that “Goods well
bought are half sold.” Typically, retailers do not see
themselves as sales agents for particular manufacturers. They buy what they think they can
proﬁtably sell. For example, the buying specialist at
Walgreens Drugstores who handles products targeted at ethnic consumers is a real expert. He
knows what ethnic customers want and won’t be
persuaded by a sales rep for a manufacturer who
can’t provide it. Of course, there is a place for
collaboration, as when the Walgreens buyer works
with people at Soft Sheen Products to develop a new product for the African
American target market. That’s proﬁtable for both ﬁrms.
Similarly, wholesalers buy what they think their retailers can sell. In other words,
they focus on the needs and attitudes of their target customers. For example, Super
Valu—a leading food distributor in the U.S.—calls itself “the retail support company.” As a top manager at Super Valu put it, “Our mandate is to try to satisfy our
retailer customers with whatever it takes.”24

Committee buying is
impersonal

Some buyers—especially those who work for big retail chains—are annoyed by
the number of wholesalers’ and manufacturers’ representatives who call on them.
Space in their stores is limited and they simply are not interested in carrying every
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Colgate and Carrefour executives
in France work together to create
mutually beneﬁcial programs not
only for the retailer’s home
country but for the many other
countries where Carrefour is
expanding.

product that some salesperson wants them to sell. Consider the problem facing grocery chains. In an average week, 150 to 250 new items are offered to the buying
ofﬁces of a large chain like Safeway. If the chain accepted all of them, it would add
10,000 new items during a single year! Obviously, these ﬁrms need a way to deal
with this overload.25
Decisions to add or drop lines or change buying policies may be handled by a
buying committee. The seller still calls on and gives a pitch to a buyer—but the
buyer does not have ﬁnal responsibility. Instead, the buyer prepares forms summarizing proposals for new products and passes them on to the committee for
evaluation. The seller may not get to present her story to the buying committee
in person. This rational, almost cold-blooded approach certainly reduces the
impact of a persuasive salesperson. On the other hand, it may favor a ﬁrm that
has hard data on how its whole marketing mix will help the retailer to attract
and keep customers.

Buyers watch
computer output
closely

Most larger ﬁrms now use sophisticated computerized inventory replenishment
systems. Scanners at retail checkout counters keep track of what goes out the door—
and computers use this data to update the records. Even small retailers and
wholesalers use automated control systems that create daily reports showing sales of
every product. Buyers with this kind of information know, in detail, the proﬁtability of the different competing products. If a product isn’t moving, the retailer isn’t
likely to be impressed by a salesperson’s request for more in-store attention or added
shelf space.

Reorders are straight
rebuys

Retailers and wholesalers usually carry a large number of products. A drug wholesaler, for example, may carry up to 125,000 products. Because they deal with so
many products, most middlemen buy their products on a routine, automatic reorder
basis—straight rebuys—once they make the initial decision to stock speciﬁc items.
Automatic computer ordering is a natural outgrowth of computerized checkout systems. Sellers to these markets must understand the size of the buyer’s job and have
something useful to say and do when they call.
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Some are not “open to
buy”

Retail buyers are sometimes controlled by a miniature proﬁt and loss statement
for each department or merchandise line. In an effort to make a proﬁt, the buyer
tries to forecast sales, merchandise costs, and expenses. The ﬁgure for “cost of merchandise” is the amount buyers have budgeted to spend over the budget period. If
the money has not yet been spent, buyers are open to buy—that is, the buyers have
budgeted funds that can be spent during the current period. However, if the budget
has been spent, they are no longer in the market and no amount of special promotion or price-cutting is likely to induce them to buy.26

Buying and selling are
closely related

In wholesale and retail ﬁrms, there is usually a very close relationship between
buying and selling. Buyers are often in close contact with their ﬁrm’s salespeople
and with customers. The housewares buyer for a local department store, for example, may even supervise the salespeople who sell housewares. Salespeople are quick
to tell the buyer if a customer wants a product that is not available—especially if
the salespeople work on commission.

Resident buyers may
help a ﬁrm’s buyers

Resident buyers are independent buying agents who work in central markets
(New York City, Paris, Rome, Hong Kong, Chicago, Los Angeles) for several retailer
or wholesaler customers based in outlying areas or other countries. They buy new
styles and fashions and ﬁll-in items as their customers run out of stock during
the year.
Resident buying organizations ﬁll a need. They help small channel members (producers and middlemen) reach each other inexpensively. Resident buyers usually are
paid an annual fee based on their purchases.

The Government Market
Size and diversity

Some marketers ignore the government market because they think that government red tape is more trouble than it’s worth. They probably don’t realize how big
the government market really is. Government is the largest customer group in many
countries—including the United States. About 35 percent of the U.S. gross national
product is spent by various government units; the ﬁgure is much higher in some
economies. Different government units in the United States spend about
$2,866,000,000,000 (think about it!) a year to buy almost every kind of product.
They run not only schools, police departments, and military organizations, but also
supermarkets, public utilities, research laboratories, ofﬁces, hospitals, and even liquor
stores. These huge government expenditures cannot be ignored by an aggressive
marketing manager.

Competitive bids may
be required

Government buyers in the United States are expected to spend money
wisely—in the public interest—so their purchases are usually subject to much
public review. To avoid charges of favoritism, most government customers buy by
speciﬁcation using a mandatory bidding procedure. Often the government buyer
must accept the lowest bid that meets the speciﬁcations. You can see how important it is for the buyer to write precise and complete speciﬁcations. Otherwise,
sellers may submit a bid that fits the specs but doesn’t really match what is
needed. By law, a government unit might have to accept the lowest bid—even
for an unwanted product.
Writing speciﬁcations is not easy—and buyers usually appreciate the help of wellinformed salespeople. Salespeople want to have input on the speciﬁcations so their
product can be considered or even have an advantage. One company may get the
business—even with a bid that is not the lowest—because the lower bids don’t meet
minimum speciﬁcations.
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Government agencies are
important customers for a wide
variety of products, even rental
truck services (for example, if
they have to unexpectedly move
ballot boxes from one place to
another as was the case in
Florida in the 2000 national
election).

Rigged specs are
an ethical concern

At the extreme, a government customer who wants a speciﬁc brand or supplier
may try to write the description so that no other supplier can meet all the specs.
The buyer may have good reasons for such preferences—a more reliable product,
prompt delivery, or better service after the sale. This kind of loyalty sounds great,
but marketers must be sensitive to the ethical issues involved. Laws that require
government customers to get bids are intended to increase competition among suppliers, not reduce it. Specs that are written primarily to defeat the purpose of these
laws may be viewed as illegal bid rigging.

The approved
supplier list

Speciﬁcation and bidding difﬁculties aren’t problems in all government orders.
Some items that are bought frequently—or for which there are widely accepted
standards—are purchased routinely. The government unit simply places an order at
a previously approved price. To share in this business, a supplier must be on the list
of approved suppliers. The list is updated occasionally, sometimes by a bid procedure. Government units buy school supplies, construction materials, and gasoline
this way. Buyers and sellers agree on a price that will stay the same for a speciﬁc
period—perhaps a year.

Negotiated contracts
are common too

Contracts may be negotiated for items that are not branded or easily described,
for products that require research and development, or in cases where there is no
effective competition. Depending on the government unit involved, the contract
may be subject to audit and renegotiation, especially if the contractor makes a larger
proﬁt than expected.
Negotiation is often necessary when there are many intangible factors. Unfortunately, this is exactly where favoritism and inﬂuence can slip in. And such inﬂuence
is not unknown—especially in city and state government. Nevertheless, negotiation is an important buying method in government sales—so a marketing mix
should emphasize more than just low price.27

Learning what
government wants

In the United States, there are more than 85,000 local government units
(school districts, cities, counties, and states) as well as many federal agencies that
make purchases. Keeping on top of all of them is nearly impossible. Potential
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suppliers should focus on the government units they want to cater to and learn
the bidding methods of those units. Then it’s easier to stay informed since most
government contracts are advertised. Target marketing can make a big contribution here—making sure the marketing mixes are well matched with the different
bidding procedures.
A marketer can learn a lot about potential government target markets from various
government publications and by using the Internet. For example, there is an online
government contractors’ resource center at www.govcon.com. It includes a link to
the online version of the U.S. federal government’s Commerce Business Daily,
which lists most current purchase bid requests. The Small Business Administration
(www.sba.gov) offers many resources, including the U.S. Purchasing, Speciﬁcations,
and Sales Directory. It explains government procedures to encourage competition for
such business. Various state and local governments also offer guidance, as do government units in many other countries.
Trade magazines and trade associations provide information on how to reach
schools, hospitals, highway departments, park departments, and so on. These are
unique target markets and must be treated as such when developing marketing
strategies.

Dealing with foreign
governments

Selling to government units in foreign countries can be a real challenge. In many
cases, a ﬁrm must get permission from the government in its own country to sell to
a foreign government. Moreover, most government contracts favor domestic suppliers if they are available. Even if such favoritism is not explicit, public sentiment
may make it very difﬁcult for a foreign competitor to get a contract. Or the government bureaucracy may simply bury a foreign supplier in so much red tape that
there’s no way to win.

Is it unethical to “buy
help”?

In some countries, government ofﬁcials expect small payments (grease money)
just to speed up processing of routine paperwork, inspections, or decisions from
the local bureaucracy. Outright inﬂuence peddling—where government ofﬁcials
or their friends request bribe money to sway a purchase decision—is common in
some markets. In the past, marketers from some countries have looked at such
bribes as a cost of doing business. However, the Foreign Corrupt Practices Act,
passed by the U.S. Congress in 1977, prohibits U.S. ﬁrms from paying bribes to
foreign ofﬁcials. A person who pays bribes, or authorizes an agent to pay them,
can face stiff penalties. However, the law was amended in 1988 to allow small
grease money payments if they are customary in a local culture. Further, a manager isn’t held responsible if an agent in the foreign country secretly pays bribes.
An ethical dilemma may arise if a marketing manager thinks that money paid to
a foreign agent might be used, in part, to bribe a government ofﬁcial. However,
most U.S. businesses have learned to live with this law—and in general they
comply with its intent.28

Conclusion
In this chapter, we considered the number, size, location, and buying behavior of various types of
organizational customers—to try to identify logical dimensions for segmenting markets and developing
marketing mixes. We looked at who makes and inﬂuences organizational buying decisions, and how multiple
inﬂuence may make the marketing job more difﬁcult.

We also saw that the nature of the buyer and the buying
situation are relevant and that the problem-solving
models of buyer behavior introduced in Chapter 6 apply
here, with modiﬁcations.
Buying behavior—and marketing opportunities—
may change when there’s a close relationship between a
supplier and a customer. However, close relationships
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are not an all-or-nothing thing. There are different ways
that a supplier can build a closer relationship with its
customers. We identiﬁed key dimensions of relationships
and their beneﬁts and limitations.
We also looked at how buyers use e-commerce in the
buying process. Some capabilities, like interactive competitive bidding, have already had a major impact. And
much progress is underway toward fostering more efﬁcient relationships.
The chapter focuses on aspects of buying behavior
that often apply to different types of organizational customers. However, we discussed some key differences in
the manufacturer, services, middleman, and government
markets.
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A clear understanding of organizational buying
habits, needs, and attitudes can aid marketing strategy
planning. And since there are fewer organizational customers than ﬁnal consumers, it may even be possible for
some marketing managers (and their salespeople) to develop a unique strategy for each potential customer.
This chapter offers some general principles that are
useful in strategy planning—but the nature of the products being offered may require adjustments in the plans.
Different product classes are discussed in Chapter 9.
Variations by product may provide additional segmenting dimensions to help a marketing manager ﬁne-tune a
marketing strategy.

Questions and Problems
1. In your own words, explain how buying behavior of
business customers in different countries may have
been a factor in speeding the spread of international
marketing.
2. Compare and contrast the buying behavior of ﬁnal
consumers and organizational buyers. In what ways
are they most similar and in what ways are they
most different?
3. Brieﬂy discuss why a marketing manager should think
about who is likely to be involved in the buying center for a particular purchase. Is the buying center idea
useful in consumer buying? Explain your answer.
4. If a nonproﬁt hospital were planning to buy expensive MRI scanning equipment (to detect tumors),
who might be involved in the buying center? Explain your answer and describe the types of
inﬂuence that different people might have.

8. Discuss the advantages and disadvantages of just-intime supply relationships from an organizational
buyer’s point of view. Are the advantages and disadvantages merely reversed from the seller’s point of
view?
9. Explain why a customer might be willing to work
more cooperatively with a small number of suppliers
rather than pitting suppliers in a competition
against each other. Give an example that illustrates
your points.
10. Would a tool manufacturer need a different marketing strategy for a big retail chain like Home Depot
than for a single hardware store run by its owner?
Discuss your answer.

5. Describe the situations that would lead to the use of
the three different buying processes for a particular
product—lightweight bumpers for a pickup truck.

11. How do you think a furniture manufacturer’s buying
habits and practices would be affected by the speciﬁc type of product to be purchased? Consider
fabric for upholstered furniture, a lathe for the production line, cardboard for shipping cartons, and
lubricants for production machinery.

6. Why would an organizational buyer want to get
competitive bids? What are some of the situations
when competitive bidding can’t be used?

12. Discuss the importance of target marketing when analyzing organizational markets. How easy is it to isolate
homogeneous market segments in these markets?

7. How likely would each of the following be to use
competitive bids: (a) a small town that needed a
road resurfaced, (b) a scouting organization that
needed a printer to print its scouting handbook, (c)
a hardware retailer that wants to add a new lawn
mower line, (d) a grocery store chain that wants to
install new checkout scanners, and (e) a sorority
that wants to buy a computer to keep track of member dues? Explain your answers.

13. Explain how NAICS codes might be helpful in
evaluating and understanding business markets.
Give an example.
14. Considering the nature of retail buying, outline the
basic ingredients of promotion to retail buyers. Does
it make any difference what kinds of products are
involved? Are any other factors relevant?
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15. The government market is obviously an extremely
large one, yet it is often slighted or even ignored
by many ﬁrms. Red tape is certainly one reason,
but there are others. Discuss the situation and be
sure to include the possibility of segmenting in
your analysis.

16. Some critics argue that the Foreign Corrupt Practices Act puts U.S. businesses at a disadvantage
when competing in foreign markets with suppliers
from other countries that do not have similar laws.
Do you think that this is a reasonable criticism? Explain your answer.

Suggested Cases
5.

Republic Polymer Company

6.

Three Rivers Steel Company

Computer-Aided Problem
7. Vendor Analysis
CompuTech, Inc., makes circuit boards for microcomputers. It is evaluating two possible suppliers of
electronic memory chips.
The chips do the same job. Although manufacturing
quality has been improving, some chips are always defective. Both suppliers will replace defective chips. But
the only practical way to test for a defective chip is to assemble a circuit board and “burn it in”—run it and see if
it works. When one chip on a board is defective at that
point, it costs $2.00 for the extra labor time to replace it.
Supplier 1 guarantees a chip failure rate of not more
than 1 per 100 (that is, a defect rate of 1 percent). The
second supplier’s 2 percent defective rate is higher, but
its price is lower.
Supplier 1 has been able to improve its quality because it uses a heavier plastic case to hold the chip. The
only disadvantage of the heavier case is that it requires
CompuTech to use a connector that is somewhat more
expensive.
Transportation costs are added to the price quoted by
either supplier, but Supplier 2 is further away so transportation costs are higher. And because of the distance,
delays in supplies reaching CompuTech are sometimes a
problem. To ensure that a sufﬁcient supply is on hand to
keep production going, CompuTech must maintain a
backup inventory—and this increases inventory costs.
CompuTech ﬁgures inventory costs—the expenses of

ﬁnance and storage—as a percentage of the total order
cost.
To make its vendor analysis easier, CompuTech’s purchasing agent has entered data about the two suppliers
on a spreadsheet. He based his estimates on the quantity
he thinks he will need over a full year.
a. Based on the results shown in the initial spreadsheet,
which supplier do you think CompuTech should
select? Why?
b. CompuTech estimates it will need 100,000 chips a
year if sales go as expected. But if sales are slow,
fewer chips will be needed. This isn’t an issue with
Supplier 2; its price is the same at any quantity. However, Supplier 1’s price per chip will be $1.95 if
CompuTech buys less than 90,000 during the year. If
CompuTech only needs 84,500 chips, which supplier
would be more economical? Why?
c. If the actual purchase quantity will be 84,500 and
Supplier 1’s price is $1.95, what is the highest price at
which Supplier 2 will still be the lower-cost vendor for
CompuTech? (Hint: You can enter various prices for
Supplier 2 in the spreadsheet—or use the analysis feature to vary Supplier 2’s price and display the total
costs for both vendors.)
For additional questions related to this problem, see
Exercise 7-3 in the Learning Aid for Use with Basic Marketing, 14th edition.
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4. Know about getting
secondary and
primary data.
5. Understand the
role of observing,
questioning, and
using experimental
methods in marketing
research.
6. Understand the
important new terms
(shown in red).

With over 850 stores,

strategies. It’s also easy for

LensCrafters has quickly become

managers to get—and share—mar-

one of the largest chains of eye-

keting information. That’s because

wear stores in the United States,

the company has its own intranet,

Canada, and Puerto Rico.

and the information on it is con-

A key to LensCrafters’ success

stantly updated.

is that its managers use marketing

When LensCrafters was ﬁrst

research to better understand tar-

evaluating the eye care market, a

get market needs and to plan

situation analysis revealed that
there was a big opportunity. For
example, library research revealed
that 57 percent of people aged 18
or older wear eyeglasses, contact lenses, or both. Many also
get sunglasses. Similarly,
government statistics
showed that demographic
trends were favorable to
long-run growth in the $10
billion a year eye care market.
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The LensCrafters case
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about discounts and price

today’s fast-changing markets,

Research also guides pro-

LensCrafters’ new adver-

encourage consumers to think

1

points.

that invites failure.

Radical Changes Are Underway in Marketing Information
Marketing managers for some companies make decisions based almost totally on
their own judgment—with very little hard data. The manager may not even know
that he or she is about to make the same mistake that the previous person in that
job already made! When it’s time to make a decision, they may wish they had more
information. But by then it’s too late, so they do without.

MIS makes information
available and
accessible

There is a difference between information that is available and information that
is readily accessible. Some information—such as the details of competitors’ plans—
is just not available. Other information may be available, but not really accessible
without a time-consuming effort. For example, a company may have ﬁle cabinets
full of records of customer purchases, what was sold by sales reps last month, past
marketing plans, or what is in the warehouse. In a sense, all of this information is
available. But, if a manager can’t quickly get this information when it’s needed, it
isn’t useful. By contrast, making the same information instantly accessible over a
computer network could be very useful.
Firms like LensCrafters realize that it doesn’t pay to wait until you have important questions you can’t answer. They anticipate the information they will need.
They work to develop a continual ﬂow of information that is available and quickly
accessible when it’s needed.
A marketing information system (MIS) is an organized way of continually gathering, accessing, and analyzing information that marketing managers need to make
decisions.
We won’t cover all of the technical details of planning for an MIS. That’s beyond
the scope of this course. But you should understand what an MIS is so you know
some of the possibilities. So, we’ll be discussing the elements of a complete MIS as
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New developments in computer
networks and software are
making it easier for companies to
gather and analyze marketing
information.

shown in Exhibit 8-1. As part of that review, we’ll highlight how technology is
changing MIS use.

Exhibit 8-1
Elements of a Complete
Marketing Information
System

Basic MIS concepts are not very different today than they were 20 years ago.
However, recent developments in information technology are having a radical
impact on what information is available to marketing managers and how quickly.
A big difference today is how easy it is to set up and use an MIS. A short
time ago, connecting remote computers or exchanging data over networks was
very difﬁcult. Now, it’s standard. And even a manager with little computer experience can quickly learn to use an MIS. As a result, managers everywhere have
access to much more information. It’s instantly available, and often just a mouse
click away.

Information
sources
Market
research
studies

Decision
maker

Questions and answers
New
information

Get more information—
faster and easier

Marketing
models

Results

Answers

Questions
Inputs

Internal
data
sources

External
data
sources

Databases
(“Data
warehouse”)

Decision
support
system
(DSS)

Marketing
manager
decisions

Information
technology
specialists
Feedback

Outcomes
(sales, profit,
customer
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Equally important, the type of information available is changing dramatically. As
recently as 1995, most marketing managers with information needs relied on
computers mainly for number crunching. The multimedia revolution in computing
has quickly lifted that limitation. Now it doesn’t matter whether marketing information takes the form of a marketing plan, report, memo, spreadsheet, database,
presentation, photo, graphic, or table of statistics. It is all being created on computer. So it can be easily stored and accessed by computer. Moreover, programs exist
to help ﬁnd whatever information is available—even if it is “lost” on the computer
hard drive of a manager in an ofﬁce across the ocean. When we talk about a database of marketing information, keep in mind that it may include all types of
information, not just numbers.

An intranet is easy
to update

We covered some of the important ways that the Internet is making more information available and changing marketing. In addition, many ﬁrms, even very small
ones, have their own intranet—a system for linking computers within a company.
An intranet works like the Internet. However, to maintain security, access to websites on an intranet is usually limited to employees. Even so, information is available
on demand. Further, it’s a simple matter to “publish” new information to a website
as it becomes available. So, information can be constantly updated. Prior to this
decade managers could only dream about this sort of capability.
Information technology is expanding what an MIS can do and how well it works.
Even so, you seldom have all the information you need. Both customers and competitors can be unpredictable. Getting the precise information you want may cost
too much or take too long. For example, data on international markets is often
incomplete, outdated, or difﬁcult to obtain. So a manager often must decide what
information is really critical and how to get it.

Marketing managers
must help develop
an MIS

Computers are getting easier to use, but setting up and supporting an MIS still
requires technical skill. In fact, converting an existing MIS to take advantage of
Internet capabilities can be a real challenge. So in some companies, an MIS is set
up by a person or group that provides all departments in the ﬁrm with information
technology support. Or it may be set up by marketing specialists.
These specialists are important, but the marketing manager should play an important role, too. Marketing managers may not know in advance exactly what questions
they will have or when. But they do know what data they’ve routinely used or
needed in the past. They can also foresee what types of data might be useful. They
should communicate these needs to the specialists so the information will be there
when they want it and in the form they want it.

Decision support
systems put managers
online

An MIS system organizes incoming information into a data warehouse—a place
where databases are stored so that they are available when needed. You can think
of a data warehouse as a sort of electronic library, where all of the information is
indexed extremely well. Firms with an MIS often have information technology specialists who help managers get specialized reports and output from the warehouse.
However, to get better decisions, most MIS systems now provide marketing managers with a decision support system. A decision support system (DSS) is a computer
program that makes it easy for a marketing manager to get and use information as
he or she is making decisions.
A decision support system usually involves some sort of search engine—a computer program that helps a marketing manager ﬁnd information that is needed.
Often, the manager provides a word or phrase to guide the search. For example, a
manager who wants sales data for the previous week or day might search for any
database or computer ﬁle that references the term unit sales as well as the relevant
data. The search engine would identify any ﬁles where that term appeared. If there
were many, the manager could narrow the search further (say by specifying the
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product of interest), or the manager could brieﬂy review the ﬁles to ﬁnd the most
appropriate one.
When the search is focused on numerical data, simply ﬁnding the information
may not go far enough. Thus, a DSS typically helps change raw data—like product sales for the previous day—into more useful information. For example, it may
draw graphs to show relationships in data—perhaps comparing yesterday’s sales
to the sales on the same day in the last four weeks. The MIS that managers at
Frito-Lay use illustrates the possibilities.
All of Frito-Lay’s salespeople are equipped with hand-held computers. Throughout the day they input sales information at the stores they visit. In the evening they
send all the data over telephone lines to a central computer, where it is analyzed.
Within 24 hours marketing managers at headquarters and in regional ofﬁces get
reports and graphs that summarize how sales went the day before—broken down by
brands and locations. The information system even allows a manager to zoom in
and take a closer look at a problem in Peoria or a sales success in Sacramento.2
Some decision support systems go even further. They allow the manager to see
how answers to questions might change in various situations. For example, a manager at Kraft Foods may want to estimate how much sales will increase if the ﬁrm
uses a certain type of promotion in a speciﬁc market area. The DSS will ask the
manager for a personal judgment about how much business could be won from each
competitor in that market. Then, using this input and drawing on data in the database about how the promotion had worked in other markets, the system will make
a sales estimate using a marketing model. A marketing model is a statement of relationships among marketing variables.
In short, the decision support system puts managers online so they can study
available data and make better marketing decisions—faster.3

Information makes
managers greedy
for more

Once marketing managers see how a functioning MIS—and perhaps a DSS—
can help their decision making, they are eager for more information. They realize
that they can improve all aspects of their planning—blending individual Ps, combining the four Ps into mixes, and developing and selecting plans. Further, they can
monitor the implementation of current plans, comparing results against plans and
making necessary changes more quickly. (Note: The sales and cost analysis techniques discussed in Chapter 18 are often used in an MIS.) Marketing information
systems will become more widespread as managers become more sensitive to the
possibilities and as more information is available in a form that makes it easy to
transfer from one computer program format to another. This may seem like a small
problem, but it has been a big stumbling block for many ﬁrms.

Many ﬁrms are not
there yet

Of course, not every ﬁrm has a complete MIS system. And in some ﬁrms that
do, managers don’t know how to use what’s there. A major problem is that many
managers are used to doing it the old way—and they don’t think through what
information they need.
One sales manager thought he was progressive when he asked his assistant for
a report listing each sales rep’s sales for the previous month and the current
month. The assistant quickly found the relevant information on the firm’s
intranet, put it into an Excel spreadsheet, and printed out the report. Later, however, she was surprised to see the sales manager working on the list with a
calculator. He was ﬁguring the percentage change in sales for the month and
ranking the reps from largest increase in sales to smallest. The spreadsheet software could have done all of that—instantly—but the sales manager got what he
asked for, not what he really needed. An MIS can provide information—but only
the marketing manager knows what problem needs solving. It’s the job of the
manager—not the computer or the MIS specialist—to ask for the right information in the right form.
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MIS use is growing
rapidly

Some people think that only large ﬁrms can develop an effective MIS. In fact,
just the opposite may be true. Big ﬁrms with complicated marketing programs often
face a challenge trying to develop an MIS from scratch. And once a large ﬁrm has
a system in place it may be very costly to switch to something better. It can be easier for small ﬁrms because they are often more focused. They can get started with
a simple system and then expand it as needs expand. There is a lot of opportunity
in this area for students who are able and willing to apply computer skills to solve
real marketing problems.4

New questions require
new answers

MIS systems tend to focus on recurring information needs. Routinely analyzing
such information can be valuable to marketing managers. But it shouldn’t be their
only source of information for decision making. They must try to satisfy ever-changing needs in dynamic markets. So marketing research must be used—to supplement
data already available and accessible through the MIS.

What Is Marketing Research?
Research provides a
bridge to customers

The marketing concept says that marketing managers should meet the needs of
customers. Yet today, many marketing managers are isolated in company ofﬁces—
far from potential customers.
This means marketing managers have to rely on help from marketing research—
procedures to develop and analyze new information to help marketing managers
make decisions. One of the important jobs of a marketing researcher is to get the
“facts” that are not currently available in the MIS.

Who does the work?

Most large companies have a separate marketing research department to plan and
carry out research projects. These departments often use outside specialists—including interviewing and tabulating services—to handle technical assignments. Further,
they may call in specialized marketing consultants and marketing research organizations to take charge of a research project.
Small companies (those with less than $4 or $5 million in sales) usually don’t
have separate marketing research departments. They often depend on their sales
people or managers to conduct what research they do.
Some nonproﬁt organizations have begun to use marketing research—usually
with the help of outside specialists. For example, many politicians rely on research
ﬁrms to conduct surveys of voter attitudes.5

Ethical issues in
marketing research

The basic reason for doing marketing research is to get information that people
can trust in making decisions. But as you will see in this chapter, research often
involves many hidden details. A person who wants to misuse marketing research to
pursue a personal agenda can often do so.
Perhaps the most common ethical issues concern decisions to withhold certain
information about the research. For example, a manager might selectively share only
those results that support his or her viewpoint. Others involved in a decision might
never know that they are getting only partial truths. Or during a set of interviews,
a researcher may discover that consumers are interpreting a poorly worded question
many different ways. If the researcher doesn’t admit the problem, an unknowing
manager may rely on meaningless results.
Another problem involves more blatant abuses. It is unethical for a ﬁrm to contact consumers under the pretense of doing research when the real purpose is to sell
something. For example, some political organizations have been criticized for surveying consumers to ﬁnd out their attitudes about various political candidates and
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Developments in information
technology are making it easier
to gather information about
customers, but marketers need
to be sensitive to concerns that
some consumers and critics have
about privacy. Zero-Knowledge,
the Canadian company featured
here, positions itself as the
“consumer’s advocate on
privacy.”

issues. Then, armed with that information, someone else calls back to solicit donations. Legitimate marketing researchers don’t do this!
The relationship between the researcher and the manager sometimes creates an
ethical conﬂict. Managers must be careful not to send a signal that the only acceptable results from a research project are ones that conﬁrm their existing viewpoints.
Researchers are supposed to be objective, but that objectivity may be swayed if
future jobs depend on getting the “right” results.6

Effective research
usually requires
cooperation

Good marketing research requires cooperation between researchers and marketing managers. Researchers must be sure their research focuses on real problems.
Marketing managers must be able to explain what their problems are and what
kinds of information they need. They should be able to communicate with specialists in the specialists’ language. Marketing managers may only be “consumers” of
research. But they should be informed consumers—able to explain exactly what
they want from the research. They should also know about some of the basic decisions made during the research process so they know the limitations of the ﬁndings.
For this reason, our discussion of marketing research won’t emphasize mechanics
but rather how to plan and evaluate the work of marketing researchers.7

The Scientiﬁc Method and Marketing Research
The scientiﬁc method—combined with the strategy planning framework we discussed in Chapter 2—can help marketing managers make better decisions.
The scientiﬁc method is a decision-making approach that focuses on being objective and orderly in testing ideas before accepting them. With the scientiﬁc method,
managers don’t just assume that their intuition is correct. Instead, they use their
intuition and observations to develop hypotheses—educated guesses about the relationships between things or about what will happen in the future. Then they test
their hypotheses before making ﬁnal decisions.
A manager who relies only on intuition might introduce a new product without
testing consumer response. But a manager who uses the scientiﬁc method might say,
“I think (hypothesize) that consumers currently using the most popular brand will
prefer our new product. Let’s run some consumer tests. If at least 60 percent of the
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Exhibit 8-2
Five-Step Scientiﬁc
Approach to Marketing
Research Process

Early
identification
of solution

Defining the
problem

Analyzing the
situation

Getting
problemspecific data

Interpreting
the data

Solving the
problem

Feedback to previous steps

consumers prefer our product, we can introduce it in a regional test market. If it
doesn’t pass the consumer test there, we can make some changes and try again.”
The scientiﬁc method forces an orderly research process. Some managers don’t
carefully specify what information they need. They blindly move ahead—hoping
that research will provide “the answer.” Other managers may have a clearly deﬁned
problem or question but lose their way after that. These hit-or-miss approaches waste
both time and money.

Five-Step Approach to Marketing Research
The marketing research process is a ﬁve-step application of the scientiﬁc
method that includes:
1.
2.
3.
4.
5.

Deﬁning the problem.
Analyzing the situation.
Getting problem-speciﬁc data.
Interpreting the data.
Solving the problem.

Exhibit 8-2 shows the ﬁve steps in the process. Note that the process may lead
to a solution before all of the steps are completed. Or as the feedback arrows
show, researchers may return to an earlier step if needed. For example, the interpreting step may point to a new question—or reveal the need for additional
information—before a ﬁnal decision can be made.

Deﬁning the Problem—Step 1
Deﬁning the problem is often the most difﬁcult step in the marketing research
process. But it’s important for the objectives of the research to be clearly deﬁned.
The best research job on the wrong problem is wasted effort.

Finding the right
problem level almost
solves the problem

The strategy planning framework introduced in Chapter 2 can be useful here. It
can help the researcher identify the real problem area and what information is
needed. Do we really know enough about our target markets to work out all of the
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four Ps? Do we know enough to decide what celebrity to use in an ad or how to
handle a price war in New York City or Tokyo? If not, we may want to do research
rather than rely on intuition.
The importance of understanding the problem—and then trying to solve it—can
be seen in the introduction of Fab One Shot, a laundry product developed to clean,
soften, and reduce static cling all in one step. Marketing managers were sure that
Fab One Shot was going to appeal to heavy users—especially working women with
large families. Research showed that 80 percent of these women used three different
laundry products for the family wash, but they were looking for more convenience.
When marketing managers found that other ﬁrms were testing similar products,
they rushed Fab One Shot into distribution. To encourage ﬁrst-time purchases, they
offered introductory price discounts, coupons, and rebates. And they supported the
sales promotion with heavy advertising on TV programs that research showed the
heavy users watched.
However, research never addressed the problem of how the heavy user target
market would react. After the introductory price-off deals were dropped, sales
dropped off too. While the product was convenient, heavy users weren’t willing to
pay the price—about 25 cents for each washload. For the heavy users, price was a
qualifying dimension. And these consumers didn’t like Fab’s premeasured packets
because they had no control over how much detergent they could put in. The competing ﬁrms recognized these problems at the research stage and decided not to
introduce their products.
After the fact, it was clear that Fab One Shot was most popular with college students, singles, and people living in small apartments. They didn’t use much—so the
convenience beneﬁt offset the higher price. But the company never targeted those
segments. It just assumed that it would be proﬁtable to target the big market of
heavy users.8
The moral of this story is that our strategy planning framework is useful for guiding the problem deﬁnition step—as well as the whole marketing research process.
First, a marketing manager should understand the target market and what needs the
ﬁrm can satisfy. Then the manager can focus on lower-level problems—namely, how
sensitive the target market is to a change in one or more of the marketing mix
ingredients. Without such a framework, marketing researchers can waste time, and
money, working on the wrong problem.

Don’t confuse
problems with
symptoms

The problem deﬁnition step sounds simple—and that’s the danger. It’s easy to
confuse symptoms with the problem. Suppose a ﬁrm’s MIS shows that the company’s
sales are decreasing in certain territories while expenses are remaining the same—
resulting in a decline in proﬁts. Will it help to deﬁne the problem by asking: How
can we stop the sales decline? Probably not. This would be like ﬁtting a hearingimpaired patient with a hearing aid without ﬁrst trying to ﬁnd out why the patient
was having trouble hearing.
It’s easy to fall into the trap of mistaking symptoms for the problem. When this
happens, the research objectives are not clear, and researchers may ignore relevant
questions—while analyzing unimportant questions in expensive detail.

Setting research
objectives may require
more understanding

Sometimes the research objectives are very clear. A manager wants to know if
the targeted households have tried a new product and what percent of them bought
it a second time. But research objectives aren’t always so simple. The manager might
also want to know why some didn’t buy or whether they had even heard of the
product. Companies rarely have enough time and money to study everything. A
manager must narrow the research objectives. One good way is to develop a list of
research questions that includes all the possible problem areas. Then the manager
can consider the items on the list more completely—in the situation analysis step—
before narrowing down to ﬁnal research objectives.
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Analyzing the Situation—Step 2
What information do
we already have?

When the marketing manager thinks the real problem has begun to surface, a situation analysis is useful. A situation analysis is an informal study of what information
is already available in the problem area. It can help deﬁne the problem and specify
what additional information, if any, is needed.

Pick the brains
around you

The situation analysis usually involves informal talks with informed people.
Informed people can be others in the ﬁrm, a few good middlemen who have close
contact with customers, or others knowledgeable about the industry. In industrial
markets—where relationships with customers are close—researchers may even call
the customers themselves.

Situation analysis helps
educate a researcher

The situation analysis is especially important if the researcher is a research specialist who doesn’t know much about the management decisions to be made or if
the marketing manager is dealing with unfamiliar areas. They both must be sure
they understand the problem area—including the nature of the target market, the
marketing mix, competition, and other external factors. Otherwise, the researcher
may rush ahead and make costly mistakes or simply discover facts that management
already knows. The following case illustrates this danger.
A marketing manager at the home ofﬁce of a large retail chain hired a research
ﬁrm to do in-store interviews to learn what customers liked most, and least, about
some of its stores in other cities. Interviewers diligently ﬁlled out their questionnaires. When the results came in, it was apparent that neither the marketing
manager nor the researcher had done their homework. No one had even talked with
the local store managers! Several of the stores were in the middle of some messy
remodeling—so all the customers’ responses concerned the noise and dust from the
construction. The research was a waste of money.

Secondary data may
provide the answers—
or some background

The situation analysis should also ﬁnd relevant secondary data—information
that has been collected or published already. Later, in Step 3, we will cover primary
data—information speciﬁcally collected to solve a current problem. Too often
researchers rush to gather primary data when much relevant secondary information
is already available—at little or no cost! See Exhibit 8-3.

Much secondary data
is available

Ideally, much secondary data is already available from the ﬁrm’s MIS. Data that
has not been organized in an MIS may be available from the company’s ﬁles and
reports. Secondary data also is available from libraries, trade associations, government agencies, and private research organizations; increasingly, these organizations
are putting their information online. So one of the ﬁrst places a researcher should
look for secondary data is on the Internet.

Search engines ﬁnd
information on the
Internet

Although much information relevant to your situation analysis may be on the
Internet, it won’t do you much good if you can’t ﬁnd it. Fortunately, there are a
number of good tools for searching on the Internet and reference books that explain
the details of the different tools. However, the basic idea is simple. And, usually,
the best way to start is to use a search engine.
Most popular Internet browsers, like Netscape Navigator and Microsoft Internet
Explorer, have a menu selection or button to activate an Internet search. In addition, there are hundreds of more specialized search engines. In general a user
speciﬁes words or a phrase to ﬁnd and the search engine produces a list of hyperlinks to websites where that search string is found. Usually all you do is type in the
search string, click on search, wait while the reference list of links is assembled, and
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Exhibit 8-3 Sources of Secondary and Primary Data
Inside
company

Company files, intranet, reports,
marketing information system, people,
sales, cost data

Outside
company

Internet, libraries, governments,
trade associations, universities,
private research organizations

Observation

Mechanical approaches
Personal approaches

Secondary
data sources

All data
sources

Primary data
sources
In-depth and focus group interviews
Questioning Online, mail, phone, personal surveys
Panels

then click on the hyperlink of interest. Then the browser shows the relevant page
for that hyperlink on screen. If you want, you can go back to the list and check out
another hyperlink.
One of the most popular and useful
search engines is at the website for Yahoo
(www.yahoo.com). It is especially good at
searching for web pages. Another very
useful search engine is at the AltaVista
website (www.altavista.digital.com); it does a good job of classifying online documents that include the search string. A search engine that is particularly useful for
locating speciﬁc people or businesses is at www.hotbot.lycos.com. The Northern
Light search engine (www.northernlight.com) is very good at identifying published
articles on the search topic. Keep in mind, however, that these are just a few of the
popular search engines. In fact, if you want to get an idea of how many are available—and how they are different—go to www.yahoo.com and do a search on the
term search engine.9
Most computerized database and index services are now available over the Internet. Some of these are provided by libraries and private ﬁrms. For instance, for a
fee a user can use Dow Jones’ interactive news retrieval system (www.djnr.com) to
search the full text of hundreds of publications, including newspapers from around
the world. ProQuest Direct, at www.proquest.com, is another valuable research tool.
It provides access to one of the world’s largest collections of information, including
summaries of articles from over 5,000 publications. Many articles are available in
full text, full image format.

Internet

Internet Exercise Assume that your boss has asked you to do a customer
satisfaction survey. As part of a situation analysis, you want to get ideas about
what others have done in this area. Go to the website for the Yahoo search
engine (www.yahoo.com). In the dialogue box type ‘customer satisfaction
survey’ (include the single quote marks) and click on search. Look at some of
the websites identiﬁed. How helpful is this? How could it be improved?
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The Internet is dramatically
changing how marketing
managers get both primary and
secondary data.

Government data
is inexpensive

Federal and state governments publish data on many subjects. Government data
is often useful in estimating the size of markets. In Chapter 5 we gave a number of
examples of the different types of data that are available and suggested websites.
Distribution of government data is not limited to the Internet, however. Almost all
government data is available in inexpensive publications. Much of it is also available in computer form ready for further analysis.
Sometimes it’s more practical to use summary publications for leads to more
detailed reports. For the U.S. market, one of the most useful summary references is
the Statistical Abstract of the United States. Like an almanac, it is issued in print form
each year and gives 1,500 summary tables from more than 200 published sources.
Detailed footnotes guide readers to more speciﬁc information on a topic. The
abstract and much of the source material on which it is based are available online
at www.census.gov. Similarly, the United Nations Statistical Yearbook is one of the
ﬁnest summaries of worldwide data; like many other international statistical references, it is available on CD-ROM and online (www.un.org/depts/unsd).
Secondary data is very limited on some international markets. However, most
countries with advanced economies have government agencies that help
researchers get the data they need. For example, Statistics Canada (www.statcan.ca)
compiles a great deal of information on the Canadian market. Eurostat
(europa.eu.int/comm/eurostat), the statistical ofﬁce for the European Union countries, and the Organization for Economic Cooperation (in Paris) offer many
publications packed with data on Europe. In the United States, the Department of
Commerce (www.doc.gov) distributes statistics compiled by all other federal departments. Some city and state governments have similar agencies for local data. The
Yahoo website (www.yahoo.com) provides an index to a large amount of information about different governments.

Private sources are
useful too

Many private research organizations—as well as advertising agencies, newspapers,
and magazines—regularly compile and publish data. A good business library is valuable for sources such as Sales & Marketing Management, Advertising Age, Journal of
Global Marketing, and the publications of the National Industrial Conference Board.
The Encyclopedia of Associations lists 75,000 U.S. and international trade and professional associations that can be a good source of information. For example, the
American Marketing Association (www.ama.org) has an information center with
many marketing publications.
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Much of the information that a
marketing manager needs to
solve a problem may already be
available, if the manager knows
where to look. Specialized
research ﬁrms, like Intelligence
Data, can help in that search.

Most trade associations compile data from and for their members. Some also
publish magazines that focus on important topics in the industry. Chain Store Age,
for example, has much information on retailing (www.chainstoreage.com).
Standard & Poor’s Industry Surveys is another source of information on whole
industries. And the local telephone company or your library usually has copies of
the Yellow Pages for many cities; Yellow Page listings are also available on the Internet. Similarly, a number of ﬁrms sell computer CD-ROMs that include all of the
businesses in the country. Resources such as these may be a big help in estimating
the amount of competition in certain lines of business and where it is located.10

Situation analysis
yields a lot+for
very little

The virtue of a good situation analysis is that it can be very informative but takes
little time. And it’s inexpensive compared with more formal research efforts—like
a large-scale survey. Situation analysis can help focus further research or even eliminate the need for it entirely. The situation analyst is really trying to determine the
exact nature of the situation and the problem.

Determine what else
is needed

At the end of the situation analysis, you can see which research questions—from
the list developed during the problem deﬁnition step—remain unanswered. Then
you have to decide exactly what information you need to answer those questions
and how to get it.
This may require discussion between technical experts and the marketing manager. Often companies use a written research proposal—a plan that speciﬁes what
information will be obtained and how—to be sure no misunderstandings occur later.
The research plan may include information about costs, what data will be collected,
how it will be collected, who will analyze it and how, and how long the process will
take. Then the marketing manager must decide if the time and costs involved are
worthwhile. It’s foolish to pay $100,000 for information to solve a $50,000 problem!

Getting Problem-Speciﬁc Data—Step 3
Gathering primary data

The next step is to plan a formal research project to gather primary data. There
are different methods for collecting primary data. Which approach to use depends
on the nature of the problem and how much time and money are available.
In most primary data collection, the researcher tries to learn what customers
think about some topic or how they behave under some conditions. There are two
basic methods for obtaining information about customers: questioning and observing.
Questioning can range from qualitative to quantitative research. And many kinds
of observing are possible.

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

230

8. Improving Decisions
with Marketing
Information

Text

© The McGraw−Hill
Companies, 2002

Chapter 8

When John Deere does focus
group research for its bulldozer
line, customers have a chance to
see and discuss what’s different
about Deere’s product.

Qualitative
questioning—openended with a hidden
purpose

Qualitative research seeks in-depth, open-ended responses, not yes or no answers.
The researcher tries to get people to share their thoughts on a topic—without giving
them many directions or guidelines about what to say.
A researcher might ask different consumers, “What do you think about when you
decide where to shop for food?” One person may talk about convenient location,
another about service, and others about the quality of the fresh produce. The real
advantage of this approach is depth. Each person can be asked follow-up questions
so the researcher really understands what that respondent is thinking. The depth of
the qualitative approach gets at the details—even if the researcher needs a lot of
judgment to summarize it all.
Some types of qualitative research don’t use speciﬁc questions. For example, a
consumer might simply be shown a product or an ad and be asked to comment.

Focus groups stimulate discussion

The most widely used form of qualitative questioning in marketing research is
the focus group interview, which involves interviewing 6 to 10 people in an informal group setting. The focus group also uses open-ended questions, but here the
interviewer wants to get group interaction—to stimulate thinking and get immediate reactions.
A skilled focus group leader can learn a lot from this approach. A typical session
may last an hour, so participants can cover a lot of ground. Sessions are often
videotaped (or broadcast over the Internet or by satellite) so different managers can
form their own impressions of what happened. Some research ﬁrms create electronic
focus groups in which participants log onto a speciﬁed website and with others participate in a chat session; each person types in comments that are shared on the
computer screen of each of the other participants. What they type is the record of
the session.11
Regardless of how a focus group is conducted, conclusions reached from a session usually vary depending on who watches it. A typical problem—and serious
limitation—with qualitative research is that it’s hard to measure the results
objectively. The results seem to depend so much on the viewpoint of the researcher.
In addition, people willing to participate in a focus group—especially those who talk
the most—may not be representative of the broader target market.
Focus groups can be conducted quickly and at relatively low cost—an average of
about $3,500 each. This is part of their appeal. But focus groups are probably being
overused. It’s easy to fall into the trap of treating an idea arising from a focus group
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as a “fact” that applies to a broad target market. For example, it’s trendy for food
product ﬁrms in Japan to do focus groups with teenage girls. The logic is that girls
will be brutally honest about what they think and that they are good at predicting
what will be a hit. So based on a girl’s comments in a focus group, Meiji Milk Products substituted oolong tea for fruit juice in a new drink it was developing. The
suggested change might or might not be a good one. But there’s no way to know if
one girl’s point of view is representative.12
To avoid this trap, some researchers use qualitative research to prepare for quantitative research. For example, the Jacksonville Symphony Orchestra wanted to
broaden its base of support and increase ticket sales. It hired a marketing research
ﬁrm to conduct focus group interviews. These interviews helped the marketing managers reﬁne their ideas about what these target “customers” liked and did not like
about the orchestra. The ideas were then tested with a larger, more representative
sample. Interviewers telephoned 500 people and asked them how interested they
would be in various orchestra programs, event locations, and guest artists. Then they
planned their promotion and the orchestra’s program for the year based on the
research. Ticket sales nearly doubled.13
As this example suggests, qualitative research can provide good ideas—hypotheses.
But we need other approaches—perhaps based on more representative samples and
objective measures—to test the hypotheses.

Structured questioning
gives more objective
results

CETIA is a European
manufacturer of minicomputers.
When it delivers a product, it
asks the customer to complete
this interactive customer
satisfaction survey, which is
located at CETIA’s Internet
website. The survey uses a
combination of ﬁxed response
questions and open-ended
comments.

When researchers use identical questions and response alternatives, they can
summarize the information quantitatively. Samples can be larger and more representative, and various statistics can be used to draw conclusions. For these reasons,
most survey research is quantitative research—which seeks structured responses that
can be summarized in numbers, like percentages, averages, or other statistics. For
example, a marketing researcher might calculate what percentage of respondents
have tried a new product and then ﬁgure an average score for how satisﬁed they
were.
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Fixed responses speed
answering and analysis

Survey questionnaires usually provide ﬁxed responses to questions to simplify
analysis of the replies. This multiple-choice approach also makes it easier and faster
for respondents to reply. Simple ﬁll-in-a-number questions are also widely used in
quantitative research. Fixed responses are also more convenient for computer analysis, which is how most surveys are analyzed.

Quantitative measures
of attitudes too

One common approach to measuring consumers’ attitudes and opinions is to have
respondents indicate how much they agree or disagree with a questionnaire statement. A researcher interested in what target consumers think about frozen pizzas,
for example, might include a statement like “I add extra topppings when I prepare
frozen pizza.” The respondent might check off a response such as (1) strongly disagree, (2) disagree, (3) agree, or (4) strongly agree.
Another approach is to have respondents rate a product, feature, or store. For example, a questionnaire might ask consumers to rate the taste of a pizza as excellent, good,
fair, or poor.

Surveys come in many
forms

Decisions about what speciﬁc questions to ask and how to ask them are usually
related to how respondents will be contacted—by mail (or electronic mail), via a
website, on the phone, or in person. What question and response approach is used
may also affect the survey. There are many possibilities. For example, whether the
survey is self-administered or handled by an interviewer, the questionnaire may be
on paper or in an interactive computer format (perhaps distributed on a CD or disk
or displayed on a website). The computer can be programmed to skip certain questions, depending on answers given. Computerized questionnaires also allow the
research to show pictures or play audio/video clips (for example, to get reactions to
an advertising jingle). In an automated telephone interview, questions may be prerecorded on an audio tape or computer and the subject responds by pushing
touch-tone buttons on the phone.
Mail and online surveys are common and convenient

A questionnaire distributed by mail, e-mail, or online is useful when extensive
questioning is necessary. Respondents can complete the questions at their convenience. They may be more willing to provide personal information—since a

Online surveys provide fast
feedback and often at a lower
cost than the old-fashioned way.
Of course, as always, the
manager needs to be certain that
the sample used is
representative.
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questionnaire can be completed anonymously. But the questions must be simple and
easy to follow since no interviewer is there to help. If the respondent is likely to be
a computer user, it may be possible to send the questionnaire on a disk (or put it on
a website) and include a help feature with additional directions for people who need
them.
A big problem with questionnaires is that many people don’t complete them.
The response rate—the percentage of people contacted who complete the questionnaire—is often low and respondents may not be representative. There is
particular concern about the representativeness of people who complete computerbased or online questionnaires. The response rates tend to be even lower than by
mail. In addition, online respondents may be younger, better educated, or different
in other ways that impact how they answer. Mail, e-mail, and online surveys are
economical if a large number of people respond. But they may be quite expensive
if the response rate is low. The cost of the research may be wasted if the respondents are not representative; worse, the results may be misleading.
Distributing questionnaires by e-mail, or at a website, is rapidly growing in popularity. The main reason is that it is almost instantaneous—and the responses come
back in computer form. Surveys sent by regular mail usually take a lot longer; penciland-paper responses also need to be computerized. In business markets, the time to
deliver questionnaires can sometimes be reduced by faxing them.
Regardless of how quickly a questionnaire is distributed, people may take a long
time to respond. For example, with a mail survey, it often takes a month or more
to get the data back, which is too slow for some decisions. Moreover, it is difﬁcult to
get respondents to expand on particular points. In markets where illiteracy is a problem, it may not be possible to get any response. In spite of these limitations, the
convenience and economy of self-administered surveys makes them popular for collecting primary data.

Internet

Internet Exercise Perseus Development Corporation sells software that
allows a user to create online questionnaires that can be distributed by e-mail
or used on the Internet. To see samples of online questions, go to the
Perseus website (www.perseus.com) and then click on Sample Surveys. Do
you think that it’s more convenient for a consumer to complete a survey
online or with pencil and paper?

Telephone surveys—fast and effective

Telephone interviews are popular. They are effective for getting quick answers to
simple questions. Telephone interviews allow the interviewer to probe and really learn
what the respondent is thinking. In addition, with computer-aided telephone interviewing, answers are immediately recorded on a computer, resulting in fast data analysis.
On the other hand, some consumers ﬁnd calls intrusive—and about a third refuse to
answer any questions. Moreover, the telephone is usually not a very good contact
method if the interviewer is trying to get conﬁdential personal information—such as
details of family income. Respondents are not certain who is calling or how such personal information might be used.
Personal interview surveys—can be in-depth

A personal interview survey is usually much more expensive per interview than
e-mail, mail, or telephone surveys. But it’s easier to get and keep the respondent’s
attention when the interviewer is right there. The interviewer can also help explain
complicated directions and perhaps get better responses. For these reasons, personal
interviews are commonly used for research on business customers. To reduce the
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cost of locating consumer respondents, interviews
are sometimes done at a store or shopping mall.
This is called a mall intercept interview because
the interviewer stops a shopper and asks for
responses to the survey.
Researchers have to be careful that having an
interviewer involved doesn’t affect the respondent’s
answers. Sometimes people won’t give an answer
they consider embarrassing. Or they may try to
impress or please the interviewer. Further, in some
cultures people don’t want to give any information.
For example, many people in Africa, Latin America, and Eastern Europe are reluctant to be
interviewed. This is also a problem in many low-income, inner-city areas in the
United States; even Census Bureau interviewers have trouble getting cooperation.14
Sometimes questioning has limitations. Then observing may be more accurate or
economical.

Observing—what you
see is what you get

Observing—as a method of collecting data—focuses on a well-deﬁned problem.
Here we are not talking about the casual observations that may stimulate ideas in
the early steps of a research project. With the observation method, researchers try
to see or record what the subject does naturally. They don’t want the observing to
inﬂuence the subject’s behavior.
A museum director wanted to know which of the many exhibits was most popular. A survey didn’t help. Visitors seemed to want to please the interviewer and
usually said that all of the exhibits were interesting. Putting observers near
exhibits—to record how long visitors spent at each one—didn’t help either. The
curious visitors stood around to see what the observer was recording, and that
messed up the measures. Finally, the museum ﬂoors were waxed to a glossy shine.
Several weeks later, the ﬂoors around the exhibits were inspected. It was easy to tell
which exhibits were most popular—based on how much wax had worn off the ﬂoor!
In some situations, consumers are recorded on videotape. Later, researchers can
study the tape by running the ﬁlm at very slow speed or actually analyzing each
frame. Researchers use this technique to study the routes consumers follow
through a grocery store or how they select products in a department store. Similarly, ﬁrms that have online shopping services on the Internet can use software to
“watch” how consumers use the website, how much time they spend at each display, and the like.
Similarly, many franchise companies use the observation method—to check how
well a franchisee is performing. KFC hires people to go to different KFC stores and
act like normal customers. Then these “secret shoppers” report back to KFC on how
they were treated, the quality of the service and food, and the cleanliness of the store.

Observing is common
in advertising research

Observation methods are common in advertising research. For example, Nielsen
Media Research (www.nielsenmedia.com) uses a device called the “people meter”
that adapts the observation method to television audience research. This machine
is attached to the TV set in the homes of selected families. It records when the set
is on and what station is tuned in.

Checkout scanners
see a lot

Computerized scanners at retail checkout counters, a major breakthrough in
observing, help researchers collect very speciﬁc, and useful, information. Often this
type of data feeds directly into a ﬁrm’s MIS. Managers of a large chain of stores can
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Whirlpool Heats Up Sales with Marketing Research
Chapter 20

Marketing managers at Whirlpool want to satisfy
customers. So they do a lot of research to ﬁnd out
how satisﬁed customers really are. For example,
Whirlpool participates in a survey that results in the
American Satisfaction Index. This survey of 50,000
consumers allows Whirlpool to benchmark what customers think about its quality with ratings for other
ﬁrms, including competitors. The ratings published in
2000, for example, put Whirlpool among the top companies studied, and its rating was up 2 points from
the year before. But the research doesn’t stop there.
Each year Whirlpool sends an appliance satisfaction
survey to 180,000 households. Respondents rate all
of their appliances on dozens of dimensions. When a
competing product scores higher, Whirlpool engineers take it apart to see why and build the best
ideas into their new models. However, they don’t just
wait for competitors to ﬁgure things out ﬁrst.
A recently introduced oven, now one of Whirlpool’s
hottest sellers, illustrates their approach. A survey
showed that consumers wanted an oven with easyto-clean controls. That didn’t seem consistent with

previous sales patterns; the ﬁrm’s MIS showed that
models with knobs consistently outsold models with
easier-to-clean push buttons. Rather than disregard
the survey, Whirlpool designed a range with touch pad
controls by listening to consumers at every step along
the way. Consumers who played with computer simulations of the touch pad explained what they liked and
didn’t like. Videotapes of consumers who tried prototype models in mall intercept interviews provided
ideas to further reﬁne the design. The result is a touch
pad control that is easy to clean and so easy to use
that consumers don’t even need to read the manual.
Consumer research has been an even more important factor in Whirlpool’s growth overseas. For
example, until recently only about one-third of European households had a microwave oven. Whirlpool
researchers learned that more people would buy a
microwave oven if it could crisp food as it heated the
food. Whirlpool designed a microwave with a broiler
coil and other innovations. The result is an oven that
is popular in Britain for frying bacon and eggs and in
Italy for crisping pizza crusts.15

see exactly what products have sold each day and how much money each department in each store has earned. But the scanner also has wider applications for
marketing research.
Information Resources, Inc. (www.infores.com), and ACNielsen (acnielsen.com)
use consumer panels—a group of consumers who provide information on a
continuing basis. Whenever a panel member shops for groceries, he or she gives an
ID number to the clerk, who keys in the number. Then the scanner records every
purchase—including brands, sizes, prices, and any coupons used. In a variation of
this approach, consumers use a hand-held scanner to record purchases once they get
home. For a fee, clients can evaluate actual customer purchase patterns and answer

Data from electronic scanners helps retailers decide what brands they will sell and helps their suppliers plan so that products arrive at the
store in time to prevent stock-outs.
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Simmons’ ad agency used an
experiment to improve a new
print ad for the Beautyrest
mattress. Groups of consumers
saw two different ads. The ads
were the same, except that one
featured a father holding a baby
and the other featured a mother.
The ad with the father earned
higher recall scores.

questions about the effectiveness of their discount coupons. Did the coupons draw
new customers, or did current customers simply use them to stock up? If consumers
switched from another brand, did they go back to their old brand the next time?
The answers to such questions are important in planning marketing strategies—and
scanners can help marketing managers get the answers.
Some members of the consumer panel are also tied into a special TV cable system. With this system, a company can direct advertisements to some houses and
not others. Then researchers can evaluate the effect of the ads by comparing the
purchases of consumers who saw the ads with those who didn’t.
The use of scanners to “observe” what customers actually do is changing consumer research methods. Companies can turn to ﬁrms like Information Resources
as a single source of complete information about customers’ attitudes, shopping
behavior, and media habits.
Data captured by electronic scanners is equally important to e-commerce in
business-to-business markets. Increasingly, ﬁrms mark their shipping cartons and
packages with computer-readable bar codes that make it fast and easy to track inventory, shipments, orders, and the like. As information about product sales or
shipments becomes available, it is instantly included in the MIS and accessible over
the Internet. That way, a manager can access any detailed piece of information or
do an analysis to summarize trends and patterns. Here, as with scanner data on consumers, the information available is so detailed that the possibilities are limited more
by imagination—and money—than by technology.16

Experimental method
controls conditions

A marketing manager can get a different kind of information—with either questioning or observing—using the experimental method. With the experimental
method, researchers compare the responses of two (or more) groups that are similar except on the characteristic being tested. Researchers want to learn if the speciﬁc
characteristic—which varies among groups—causes differences in some response
among the groups. For example, a researcher might be interested in comparing
responses of consumers who had seen an ad for a new product with consumers
who had not seen the ad. The “response” might be an observed behavior—like the
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A ﬁrm’s own data on customers’
past purchases, if properly
analyzed, can be an important
source of information for
evaluating new opportunities.

purchase of a product—or the answer to a speciﬁc question—like “How interested
are you in this new product?” See Exhibit 8-4.
Marketing managers for Mars—the company that makes Snickers candy bars—used
the experimental method to help solve a problem. They wanted to know if making
their candy bar bigger would increase sales enough to offset the higher cost. To decide,
they conducted a marketing experiment in which the company carefully varied the size
of candy bars sold in different markets. Otherwise, the marketing mix stayed the same.
Then researchers tracked sales in each market area to see the effect of the different
sizes. They saw a big difference immediately: The added sales more than offset the cost
of a bigger candy bar.

Exhibit 8-4 Illustration of Experimental Method in Comparing Effectiveness of Two Ads
Groups of people
are similar except
for the ad they see

Half of the
people see
Ad #1

Difference in
response between
the two groups

Mean for group who
saw Ad #1  3.2

Representative
group of
customers
Half of the
people see
Ad #2

Mean for group who
saw Ad #2  4.6

1
2
3
4
5
Average product interest rating by group

Conclusion:
Ad #2
causes
people to
have more
product
interest

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

238

8. Improving Decisions
with Marketing
Information

Text

© The McGraw−Hill
Companies, 2002

Chapter 8

SPSS and StatSoft are statistical
packages that make it easy to
summarize and graph marketing
research data.

Test-marketing of new products is another type of marketing experiment. In a
typical approach, a company tries variations on its planned marketing mix in a few
geographic market areas. The results of the tests help to identify problems or reﬁne
the marketing mix—before the decision is made to go to broader distribution. However, alert competitors may disrupt such tests—perhaps by increasing promotion or
offering retailers extra discounts. To avoid these problems, some small ﬁrms conduct
some of their tests in foreign markets.
Researchers don’t use the experimental method as often as surveys and focus
groups. Many managers don’t understand the valuable information they can get from
this method. Further, they don’t like the idea of some researcher “experimenting”
with their business.17

Syndicated research
shares data collection
costs

Some private research ﬁrms specialize in collecting data and supplying it to managers in many different client ﬁrms. Often the marketing manager subscribes to the
research service and gets regular updates.
Marketing managers from many different ﬁrms may have to make the same kinds
of decisions and may need the same type of data. The most economical approach
in a situation like this is for one specialist ﬁrm to collect the data and distribute it
to the different users, who share the cost. This is how Information Resources, Inc.,
and ACNielsen operate.
Many other ﬁrms collect and distribute specialized types of data. For example,
Market Facts (www.marketfacts.com) sells access to its surveys on home appliances
and electronics, retail banking and insurance, and other product categories. Simmons Market Research Bureau (www.smrb.com) does extensive research on
consumer media habits and then sells its data to many advertising agencies and producers of consumer products who want to ﬁnd out about their particular target
markets. Many different auto producers use J. D. Power’s (www.jdpa.com) surveys of
customer satisfaction—often as the basis for advertising claims. Subscription data
services are available for numerous different industries—ranging from food service
to prescription drugs to micro electronic devices.18
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Interpreting the Data—Step 4
What does it really
mean?

After someone collects the data, it has to be analyzed to decide what it all means.
In quantitative research, this step usually involves statistics. Statistical packages—
easy-to-use computer programs that analyze data—have made this step easier. As
we noted earlier, some ﬁrms provide decision support systems so managers can use a
statistical package to interpret data themselves. More often, however, technical specialists are involved at the interpretation step.
Cross-tabulation is one of the most frequently used approaches for analyzing and
interpreting marketing research data. It shows the relationship of answers to two
different questions. Exhibit 8-5 is an example. The cross-tab analysis showed that
customers who had moved in the last year were much more likely than nonmovers
to have adopted “Caller ID” on their phones at home.
There are many other approaches for statistical analysis—the best one depends
on the situation. The details of statistical analysis are beyond the scope of this book.
But a good manager should know enough to understand what a research project can
and can’t do.19

Is your sample really
representative?

It’s usually impossible for marketing managers to collect all the information they
want about everyone in a population—the total group they are interested in. Marketing researchers typically study only a sample, a part of the relevant population.
How well a sample represents the total population affects the results. Results from a
sample that is not representative may not give a true picture.
The manager of a retail store might want a phone survey to learn what consumers think about the store’s hours. If interviewers make all of the calls during the
day, the sample will not be representative. Consumers who work outside the home
during the day won’t have an equal chance of being included. Those interviewed
might say the limited store hours are “satisfactory.” Yet it would be a mistake to
assume that all consumers are satisﬁed.

Random samples tend
to be representative

You can see that getting a representative sample is very important. One method
of doing so is random sampling, where each member of the population has the same
chance of being included in the sample. Great care must be used to ensure that
sampling is really random, not just haphazard.
If a random sample is chosen from a population, it will tend to have the same
characteristics and be representative of the population. “Tend to” is important
because it is only a tendency—the sample is not exactly the same as the population.

Exhibit 8-5 Cross-Tabulation Breakdown of Responses to a Phone Company
Consumer Survey
Have You Moved in the Last Year?
Answers:
Do you have “Caller ID” on
your phone at home?

No

Yes

Total

Yes

10.2%

23.4%

15.5%

No
Total

89.8
100.0%

76.6
100.0%

84.5
100.0%

Interpretation: 15.5 percent of people in the survey said that they had “Caller ID” on their phone at home. However, the
percentage was much higher (23.4%) among people who had moved in the last year, and lower (10.2%) among people
who had not moved.
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Survey Sampling, Inc., and
Simmons Custom Research help
marketing researchers develop
samples that are really
representative of the target
market.

Much marketing research is based on nonrandom sampling because of the high
cost and difﬁculty of obtaining a truly random sample. Sometimes nonrandom
samples give very good results—especially in industrial markets where the number
of customers may be relatively small and fairly similar. But results from nonrandom
samples must be interpreted, and used, with care.

Research results are
not exact

An estimate from a sample, even a representative one, usually varies somewhat
from the true value for a total population. Managers sometimes forget this. They
assume that survey results are exact. Instead, when interpreting sample estimates,
managers should think of them as suggesting the approximate value.
If random selection is used to develop the sample, researchers can use various
methods to help determine the likely accuracy of the sample value. This is done in
terms of conﬁdence intervals—the range on either side of an estimate that is likely
to contain the true value for the whole population. Some managers are surprised to
learn how wide that range can be.
Consider a wholesaler who has 1,000 retail customers and wants to learn how many
of these retailers carry a product from a competing supplier. If the wholesaler randomly samples 100 retailers and 20 say yes, then the sample estimate is 20 percent.
But with that information the wholesaler can only be 95 percent conﬁdent that the
percentage of all retailers is in the conﬁdence interval between 12 and 28 percent.20
The larger the sample size, the greater the accuracy of estimates from a random
sample. With a larger sample, a few unusual responses are less likely to make a big
difference.

Validity problems can
destroy research

Even if the sampling is carefully planned, it is also important to evaluate the
quality of the research data itself.
Managers and researchers should be sure that research data really measures what
it is supposed to measure. Many of the variables marketing managers are interested
in are difﬁcult to measure accurately. Questionnaires may let us assign numbers to
consumer responses, but that still doesn’t mean that the result is precise. An interviewer might ask “How much did you spend on soft drinks last week?” A respondent
may be perfectly willing to cooperate—and be part of the representative sample—
but just not be able to remember.
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Validity concerns the extent to which data measures what it is intended to measure. Validity problems are important in marketing research because many people
will try to answer even when they don’t know what they’re talking about. Further,
a poorly worded question can mean different things to different people and invalidate the results. Often, one or more pretests of a research project are required to
evaluate the quality of the questions and measures and to ensure that potential problems have been identiﬁed. Managers must be sure that they only pay for research
results that are representative and valid.

Poor interpretation can
destroy research

Besides sampling and validity problems, a marketing manager must consider
whether the analysis of the data supports the conclusions drawn in the interpretation step. Sometimes technical specialists pick the right statistical procedure—their
calculations are exact—but they misinterpret the data because they don’t understand the management problem. In one survey, car buyers were asked to rank ﬁve
cars in order from “most preferred” to “least preferred.” One car was ranked ﬁrst by
slightly more respondents than any other car so the researcher reported it as the
“most liked car.” That interpretation, however, ignored the fact that 70 percent of
the respondents ranked the car last!
Interpretation problems like this can be subtle but crucial. Some people draw
misleading conclusions on purpose to get the results they want. Marketing managers
must decide whether all of the results support the interpretation and are relevant to
their problem.

Marketing manager
and researcher should
work together

Marketing research involves many technical details. But you can see that the
marketing researcher and the marketing manager must work together to be sure that
they really do solve the problem facing the ﬁrm. If the whole research process has
been a joint effort, then the interpretation step can move quickly to decision
making—and solving the problem.

Solving the Problem—Step 5
The last step is solving
the problem

In the problem solution step, managers use the research results to make marketing decisions.
Some researchers, and some managers, are fascinated by the interesting tidbits of
information that come from the research process. They are excited if the research
reveals something they didn’t know before. But if research doesn’t have action implications, it has little value and suggests poor planning by the researcher and the
manager.
When the research process is ﬁnished, the marketing manager should be able to
apply the ﬁndings in marketing strategy planning—the choice of a target market or
the mix of the four Ps. If the research doesn’t provide information to help guide
these decisions, the company has wasted research time and money.
We emphasize this step because it is the reason for and logical conclusion to the
whole research process. This ﬁnal step must be anticipated at each of the earlier steps.

International Marketing Research
Research contributes
to international
success

Marketing research on overseas markets is often a major contributor toward international marketing success. Conversely, export failures are often due to a lack of
home ofﬁce management expertise concerning customer interests, needs, and other
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There are a large number of
international marketing research
ﬁrms that offer specialized
services to marketing managers.

segmenting dimensions as well as environmental factors such as competitors’ prices
and products. Effective marketing research can help to overcome these problems.

Avoid mistakes with
local researchers

Whether a ﬁrm is small and entering overseas markets for the ﬁrst time or already
large and well established internationally, there are often advantages to working
with local market research ﬁrms. These research suppliers know the local situation
and are less likely to make mistakes based on misunderstanding the customs,
language, or circumstances of the customers they study.
Many large research ﬁrms have a network of local ofﬁces around the world to
help with such efforts. Similarly, multinational or local advertising agencies and
middlemen can often provide leads on identifying the best research suppliers.

Some coordination and
standardization makes
sense

When a ﬁrm is doing similar research projects in different markets around the
world, it makes sense for the marketing manager to coordinate the efforts. If the
manager doesn’t establish some basic guidelines at the outset, the different research
projects may all vary so much that the results can’t be compared from one market
area to another. Such comparisons give a home ofﬁce manager a better chance of
understanding how the markets are similar and how they differ.
Multinational companies with operations in various countries often attempt to
centralize some market research functions. One reason is to reduce costs or achieve
research economies of scale. The centralized approach also improves the ﬁrm’s ability to transfer experience and know-how from one market area or project to another.
For example, one of Eastman Kodak’s International Divisions appointed a market
research specialist in each subsidiary company throughout the Asian region. The
specialists report to local marketing managers but also receive research direction
from expert research managers in the head ofﬁce in the U.S.
There is even greater opportunity and need to standardize and coordinate elements of a marketing information system in an international marketing operation.
Computer databases and information systems are most useful when they are designed
to include the same variables organized consistently over time. Without this, it is
impossible for the manager to go into much depth in comparing and contrasting
data from different markets.21
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How Much Information Do You Need?
Information is costly+
but reduces risk

We have been talking about the beneﬁts of good marketing information, but
dependable information can be expensive. A big company may spend millions
developing an information system. A large-scale survey can cost from $20,000 to
$100,000—or even more. The continuing research available from companies such
as Information Resources, Inc., can cost a company well over $100,000 a year.
And a market test for 6 to 12 months may cost $200,000 to $500,000 per test
market!
Companies that are willing and able to pay the cost often ﬁnd that marketing
information pays for itself. They are more likely to select the right target market
and marketing mix—or they might see a potential problem before it becomes a
costly crisis.

What is the value
of information?

The high cost of good information must be balanced against its probable value
to management. Managers never get all the information they would like to have.
Very detailed surveys or experiments may be “too good” or “too expensive” or “too
late” if all the company needs is a rough sampling of retailer attitudes toward a new
pricing plan by tomorrow. Money is wasted if research shows that a manager’s guesses
are wrong and the manager ignores the facts.
Marketing managers must take risks because of incomplete information. That’s
part of their job and always will be. But they must weigh the cost of getting more
data against its likely value. If the risk is not too great, the cost of getting more
information may be greater than the potential loss from a poor decision. A decision
to expand into a new territory with the present marketing mix, for example, might
be made with more conﬁdence after a $25,000 survey. But just sending a sales rep
into the territory for a few weeks to try to sell potential customers would be a lot
cheaper. And, if successful, the answer is in and so are some sales.22

Conclusion
Marketing managers face difﬁcult decisions in selecting target markets and managing marketing mixes. And
managers rarely have all the information they would like
to have. This problem is usually worse for managers who
work with international markets. But they don’t have to
rely only on intuition. They can usually obtain good information to improve the quality of their decisions.
Computers and computer networks, like the Internet,
are helping marketing managers become full-ﬂedged
members of the information age. Both large and small
ﬁrms are setting up intranets and marketing information
systems (MIS)—to be certain that routinely needed
data is available and accessible quickly.
Marketing managers deal with rapidly changing environments. Available data is not always adequate to
answer the detailed questions that arise. Then a marketing research project may be required to gather new
information.

Marketing research should be guided by the scientiﬁc
method. The scientiﬁc approach to solving marketing
problems involves ﬁve steps: deﬁning the problem, analyzing the situation, obtaining data, interpreting data,
and solving the problem. This objective and organized
approach helps to keep research on target—reducing
the risk of doing costly research that isn’t necessary or
doesn’t solve the problem.
Our strategy planning framework can be helpful in
ﬁnding the real problem. By ﬁnding and focusing on the
real problem, the researcher and marketing manager
may be able to move quickly to a useful solution—without the cost and risks of gathering primary data in a
formal research project. With imagination, they may
even be able to ﬁnd the answers in their MIS or in other
readily available secondary data.
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Questions and Problems
1. Discuss the concept of a marketing information system and why it is important for marketing managers
to be involved in planning the system.

13. Explain why a company might want to do focus
group interviews rather than individual interviews
with the same people.

2. In your own words, explain why a decision support
system (DSS) can add to the value of a marketing
information system. Give an example of how a decision support system might help.

14. Distinguish between qualitative and quantitative
approaches to research—and give some of the key
advantages and limitations of each approach.

3. If a ﬁrm’s intranet and marketing decision support
system do not include a search engine, would they
still be useful to a marketing manager? Why?
4. Discuss how output from a marketing information
system (MIS) might differ from the output of a typical marketing research department.
5. Discuss some of the likely problems facing the marketing manager in a small ﬁrm that has just
purchased a personal computer with a cable modem
to search the Internet for information on competitors’ marketing plans.
6. Explain the key characteristics of the scientiﬁc
method and show why these are important to managers concerned with research.
7. How is the situation analysis different from the data
collection step? Can both these steps be done at the
same time to obtain answers sooner? Is this wise?
8. Distinguish between primary data and secondary
data and illustrate your answer.
9. With so much secondary information now available
free or at low cost over the Internet, why would a ﬁrm
ever want to spend the money to do primary research?
10. If a ﬁrm were interested in estimating the distribution of income in the state of California, how could
it proceed? Be speciﬁc.
11. If a ﬁrm were interested in estimating sand and clay
production in Georgia, how could it proceed? Be
speciﬁc.
12. Go to the library (or get on the Internet) and ﬁnd
(in some government publication or website) three
marketing-oriented “facts” on international markets
that you did not know existed or were available.
Record on one page and show sources.

15. Deﬁne response rate and discuss why a marketing
manager might be concerned about the response rate
achieved in a particular survey. Give an example.
16. Prepare a table that summarizes some of the key advantages and limitations of mail, e-mail, telephone,
and personal interview approaches for administering questionnaires.
17. Would a ﬁrm want to subscribe to a shared cost data
service if the same data were going to be available to
competitors? Discuss your reasoning.
18. Explain how you might use different types of research (focus groups, observation, survey, and
experiment) to forecast market reaction to a new
kind of disposable baby diaper, which is to receive
no promotion other than what the retailer will
give it. Further, assume that the new diaper’s
name will not be associated with other known
products. The product will be offered at competitive prices.
19. Marketing research involves expense—sometimes
considerable expense. Why does the text recommend
the use of marketing research even though a highly
experienced marketing executive is available?
20. A marketing manager is considering opportunities
to export her ﬁrm’s current consumer products to
several different countries. She is interested in getting secondary data that will help her narrow down
choices to countries that offer the best potential.
The manager then plans to do more detailed primary research with consumers in those markets.
What suggestions would you give her about how to
proceed?
21. Discuss the concept that some information may be
too expensive to obtain in relation to its value.
Illustrate.

Suggested Cases
8. Sophia’s Ristorante

9. SleepyTime Motel
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Computer-Aided Problem
8. Marketing Research
Texmac, Inc., has an idea for a new type of weaving
machine that could replace the machines now used by
many textile manufacturers. Texmac has done a telephone survey to estimate how many of the old-style
machines are now in use. Respondents using the present
machines were also asked if they would buy the improved machine at a price of $10,000.
Texmac researchers identiﬁed a population of about
5,000 textile factories as potential customers. A sample
of these were surveyed, and Texmac received 500 responses. Researchers think the total potential market is
about 10 times larger than the sample of respondents.
Two hundred twenty of the respondents indicated that
their ﬁrms used old machines like the one the new machine was intended to replace. Forty percent of those
ﬁrms said that they would be interested in buying the
new Texmac machine.
Texmac thinks the sample respondents are representative of the total population, but the marketing manager
realizes that estimates based on a sample may not be exact when applied to the whole population. He wants to
see how sampling error would affect proﬁt estimates. Data
for this problem appears in the spreadsheet. Quantity estimates for the whole market are computed from the
sample estimates. These quantity estimates are used in
computing likely sales, costs, and proﬁt contribution.
a. An article in a trade magazine reports that there are
about 5,200 textile factories that use the old-style

machine. If the total market is really 5,200
customers—not 5,000 as Texmac originally
thought—how does that affect the total quantity estimate and proﬁt contribution?
b. Some of the people who responded to the survey didn’t
know much about different types of machines. If the
actual number of old machines in the market is really
200 per 500 ﬁrms—not 220 as estimated from survey responses—how much would this affect the
expected proﬁt contribution (for 5,200 factories)?
c. The marketing manager knows that the percentage of
textile factories that would actually buy the new
machine might be different from the 40 percent who
said they would in the survey. He estimates that the
proportion that will replace the old machine might be
as low as 36 and as high as 44 percent—depending
on business conditions. Use the analysis feature to
prepare a table that shows how expected quantity and
proﬁt contribution change when the sample percent
varies between a minimum of 36 and a maximum of
44 percent. What does this analysis suggest about the
use of estimates from marketing research samples?
(Note: Use 5,200 for the number of potential customers and use 220 as the estimate of the number of
old machines in the sample.)
For additional questions related to this problem, see
Exercise 8-3 in the Learning Aid for Use with Basic Marketing, 14th edition.
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You Should
1. Understand what
“Product” really
means.
2. Know the key differences between
goods and services.
3. Know the differences among the
various consumer
and business product
classes.
4. Understand how
the product classes
can help a marketing
manager plan marketing strategies.
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Elements of Product
Planning for Goods
and Services
For decades, 35mm cameras

most amateur photographers. For

have been the photographic stan-

them, one camera seems pretty

5. Understand what
branding is and how
to use it in strategy
planning.

dard. The technical quality of the

much like another. Their snapshots

films is excellent. They capture sub-

often come out botched because

tle colors and offer sharp resolution.

of errors loading the ﬁlm or the

6. Understand the
importance of packaging in strategy
planning.

And there’s a lot of choice among

wrong light. Sometimes the shape

cameras for serious photographers

of the picture just doesn’t ﬁt the

who study all of the details. Unfor-

subject. Or if there’s one great pic-

tunately, this isn’t enough to satisfy

ture and someone wants a reprint,

7. Understand the
role of warranties in
strategy planning.
8. Understand the
important new terms
(shown in red).

the negative can’t be found. These
problems have been around for a
long time. So to address them_
and get new sales of ﬁlms and
cameras_Kodak and its four
global rivals agreed on a new
photo standard, the Advanced
Photo System (APS).
When Kodak was ready to
introduce its new Advantix
brand APS ﬁlm and cameras in
1996, it looked like a winning
idea. A new ﬁlm cartridge made it
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package, many people bought
Advantix ﬁlm expecting it to
work in a 35mm camera; it
wouldn’t. Initially, getting
Advantix pictures developed
was also a hassle. Retailers
were slow to put money into
new equipment to develop
Advantix ﬁlm; they waited to
see if customers wanted it. And
it added to consumer confusion
that Fuji, Minolta, and other
firms each had their own brand
names for APS products.
By 1998, these problems

www.mhhe.com/fourps
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consumers knew about Advantix. So Kodak relaunched the
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were slow because too few

product. Kodak stuck with the
Advantix name but used a new

easy to load the ﬁlm. Photos

good snapshots_so Advantix

pitted Advantix against the

could be shot in any of three

seemed worth the 15 percent

problems with 35mm pictures,

sizes, including an extrawide

higher price.

even though that risked eating

format. The ﬁlm adjusted for

ct

However, in its rush to beat

into Kodak’s 35mm sales.

differences in light. And devel-

rivals to market, Kodak ran

Camera giveaway promotions

oped ﬁlm came back protected

into production problems. It

on the Kodak website

in the cartridge. Reprints were

could not get enough cameras

(www.kodak.com) stirred

easy to order too because a

to retailers. So the big ad

interest too. And price-off

numbered proof sheet came

campaign to build familiarity

discounts on three-roll pack-

with each set of prints. Cus-

with the Advantix brand of ﬁlm

ages got consumers to take

tomers liked these beneﬁts.

and cameras was wasted.

more pictures. As demand

What they really wanted was

Worse, because of a confusing

grew, retailers also gave

price
place
product
promotion

www.mhhe.com/fourps

package design. Ads directly

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

248

9. Elements of Product
Planning for Goods and
Services

Text

© The McGraw−Hill
Companies, 2002

Chapter 9

Advantix more attention. For

what customers were already

some cases dramatically.

example, Wal-Mart put Kodak’s

buying. Digital cameras and

Take, for example, HP’s

$50 camera on special display.

pictures are a more revolution-

DeskJet brand color printers. If

And many photo labs offered

ary type of new product.

you buy a digital camera, the

consumers a money-back

Consumers who adopt them

odds are that you’ll print out

guarantee on any Advantix

will change their picture-taking

the pictures on a DeskJet, not

prints that were not com-

behavior, and, as Kodak knows,

on a Kodak printer. So just as

pletely satisfactory.

they’ll certainly change their

Kodak is ﬁghting for shelf

For many customers in the

film-buying and ﬁlm-processing

space against low-price Fuji

target market, Kodak’s Advan-

behavior too. It won’t happen

and dealer brands in the

tix line offers new beneﬁts that

overnight, but digital cameras

mature market for 35mm ﬁlm,

they couldn’t get before. But it

will make traditional cameras

it is ﬁghting new and very dif-

involves new products that are

obsolete. And in the process

ferent competitors in the

basically incremental to what

the competition that Kodak

fast-growing market related to

Kodak was already selling and

faces has already changed, in

digital photography.1

The Product Area Involves Many Strategy Decisions
The Kodak case highlights some important topics we’ll discuss in this chapter
and the next. Here we’ll start by looking at how customers see a ﬁrm’s product.
Then we’ll talk about product classes to help you better understand marketing strategy planning. We’ll also talk about branding, packaging, and warranties. In summary,
as shown in Exhibit 9-1, there are many strategy decisions related to the Product area.

What Is a Product?
Customers buy
satisfaction, not parts

When Volkswagen sells a new Beetle, is it just selling a certain number of nuts
and bolts, some sheet metal, an engine, and four wheels?
When Air Jamaica sells a ticket for a ﬂight to the Caribbean, is it just selling so
much wear and tear on an airplane and so much pilot fatigue?
The answer to these questions is no. Instead, what these companies are really
selling is the satisfaction, use, or beneﬁt the customer wants.
All consumers care about is that their new Beetles look cute and keep running.
And when they take a trip on Air Jamaica, they really don’t care how hard it is on
the plane or the crew. They just want a safe, comfortable trip. In the same way,
when producers and middlemen buy a product, they’re interested in the proﬁt they
can make from its purchase—through use or resale.
Product means the need-satisfying offering of a ﬁrm. The idea of “Product” as
potential customer satisfaction or beneﬁts is very important. Many business managers get wrapped up in the technical details involved in producing a product. But
that’s not how most customers view the product. Most customers think about a
product in terms of the total satisfaction it provides. That satisfaction may require
a “total” product offering that is really a combination of excellent service, a physical
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Target
market

Product

Place

Promotion

Price

Product idea

Brand

Package

Warranty

Physical
good/service
Features
Benefits
Quality level
Accessories
Installation
Instructions
Product line

Type of brand:
Individual or
family
Manufacturer or
dealer

Protection
Promotion
Enhancement

None, limited,
full, extended

good with the right features, useful instructions, a convenient package, a trustworthy warranty, and perhaps even a familiar name that has satisﬁed the consumer in
the past.

Product quality and
customer needs

To better satisfy its customers’
needs and make traveling more
enjoyable, this French railroad’s
service includes door-to-door
delivery of the passenger’s
luggage. The ad says “your
luggage is old enough to travel
by itself. It’s up to us to ensure
you’d rather go by train.”

Product quality should also be determined by how customers view the product.
From a marketing perspective, quality means a product’s ability to satisfy a customer’s
needs or requirements. This deﬁnition focuses on the customer—and how the customer thinks a product will ﬁt some purpose. For example, the “best” satellite TV
service may not be the one with the highest number of channels but the one that
includes a local channel that a consumer wants to watch. Similarly, the best-quality
clothing for casual wear on campus may be a pair of jeans, not a pair of dress slacks
made of a higher-grade fabric.
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Because customers buy
satisfaction, not just parts,
marketing managers must be
constantly concerned with the
product quality of their goods
and services.

Among different types of jeans, the one with the strongest stitching and the most
comfortable or durable fabric might be thought of as having the highest grade or
relative quality for its product type. Marketing managers often focus on relative quality when comparing their products to competitors’ offerings. However, a product
with better features is not a high-quality product if the features aren’t what the
target market wants.
Quality and satisfaction depend on the total product offering. If potato chips get
stale on the shelf because of poor packaging, the consumer will be dissatisﬁed. A
broken button on a shirt will disappoint the customer—even if the laundry did a
nice job cleaning and pressing the collar. A full-featured TiVo digital video recorder
is a poor-quality product if it’s hard for a consumer to program a recording session.2

Goods and/or services
are the product

Exhibit 9-2
Examples of Possible Blends
of Physical Goods and
Services in a Product

You already know that a product may be a physical good or a service or a blend of
both. Yet, it’s too easy to slip into a limited, physical-product point of view. We
want to think of a product in terms of the needs it satisﬁes. If a ﬁrm’s objective is
to satisfy customer needs, service can be part of its product—or service alone may
be the product—and must be provided as part of a total marketing mix.
Exhibit 9-2 shows this bigger view of Product. It shows that a product can
range from a 100 percent emphasis on physical goods—for commodities like steel
pipe—to a 100 percent emphasis on service, like dial-up Internet access from
EarthLink. Regardless of the emphasis involved, the marketing manager must

100%

Canned soup, steel pipe,
paper towels
Restaurant meal, cell phone,
automobile tune-up

Physical
good
emphasis

Internet service provider,
hair styling, postal ser vice

0%
0%

Service
emphasis

100%
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consider most of the same elements in planning products and marketing mixes.
Given this, we usually won’t make a distinction between goods and services but will
call all of them Products. Sometimes, however, understanding the differences in
goods and services can help ﬁne tune marketing strategy planning. So let’s look at
some of these differences next.

Differences in Goods and Services
How tangible is
the Product?

Because a good is a physical thing, it can be seen and touched. You can try on
a pair of Timberland shoes, thumb through the latest issue of Rolling Stone magazine, or smell Colombian coffee as it brews. A good is a tangible item. When you
buy it, you own it. And it’s usually pretty easy to see exactly what you’ll get.
On the other hand, a service is a deed performed by one party for another. When
you provide a customer with a service, the customer can’t keep it. Rather, a service
is experienced, used, or consumed. You go see a DreamWorks Pictures movie, but
afterward all you have is a memory. You ride on a ski lift in the Alps, but you don’t
own the equipment. Services are not physical—they are intangible. You can’t “hold”
a service. And it may be hard to know exactly what you’ll get when you buy it.
Most products are a combination of tangible and intangible elements. Shell gas and
the credit card to buy it are tangible—the credit the card grants is not. A Domino’s
pizza is tangible, but the fast home delivery is not.

Is the product
produced before
it’s sold?

Goods are usually produced in a factory and then sold. A Magnavox TV may be
stored in a warehouse or store waiting for a buyer. By contrast, services are often
sold ﬁrst, then produced. And they’re produced and consumed in the same time
frame. Thus, goods producers may be far away from the customer, but service
providers often work in the customer’s presence.
A worker in a Magnavox TV factory can be in a bad mood—and customers will
never know. But a rude bank teller can drive customers away.

Services can’t be
stored or transported

Services are perishable—they can’t be stored. This makes it harder to balance
supply and demand. An example explains the problem.
MCI sells long-distance telephone services. Even when demand is high—during
peak business hours or on Mother’s Day—customers expect the service to be available. They don’t want to hear “Sorry, all lines are busy.” So MCI must have enough
equipment and employees to deal with peak demand times. But when customers
aren’t making many calls, MCI’s facilities are idle. MCI might be able to save money

Providing consistent, high-quality
service is a challenge, so many
ﬁrms are using technology to
make it easier and quicker for
customers to get the services
they want by themselves.
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At companies like 3M, managers
must develop marketing plans for
individual products that are
consistent with the marketing
program for the whole product
assortment.

with less capacity (equipment and people), but then it will sometimes have to face
dissatisﬁed customers.
It’s often difﬁcult to have economies of scale when the product emphasis is on
service. Services can’t be produced in large, economical quantities and then transported to customers. In addition, services often have to be produced in the presence of
the customer. So service suppliers often need duplicate equipment and staff at places
where the service is actually provided. Merrill Lynch sells investment advice along
with ﬁnancial products worldwide. That advice could, perhaps, be produced more
economically in a single building in New York City and made available only on its
website. But Merrill Lynch has ofﬁces all over the world. Many customers want a
personal touch from the stockbroker telling them how to invest their money.3

Think about the
whole Product

Providing the right product—when and where and how the customer wants it—is
a challenge. This is true whether the product is primarily a service, primarily a good, or
as is usually the case, a blend of both. Marketing managers must think about the “whole”
Product they provide, and then make sure that all of the elements ﬁt together and work
with the rest of the marketing strategy. Sometimes a single product isn’t enough to meet
the needs of target customers. Then assortments of different products may be required.

Whole Product Lines Must Be Developed Too
A product assortment is the set of all product lines and individual products that
a ﬁrm sells. A product line is a set of individual products that are closely related.
The seller may see the products in a line as related because they’re produced and/or
operate in a similar way, sold to the same target market, sold through the same types
of outlets, or priced at about the same level. Sara Lee, for example, has many product lines in its product assortment—including coffee, tea, luncheon meats, desserts,
snacks, hosiery, sportswear, lingerie, and shoe polish. But Enterprise has one product line—different types of vehicles to rent. An individual product is a particular
product within a product line. It usually is differentiated by brand, level of service
offered, price, or some other characteristic. For example, each size and ﬂavor of a
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Some items in Bridgestone’s line
of tire products sell as consumer
products, others sell as business
products, and some are both.
However, when different target
markets are involved the rest of
the marketing mix may also need
to be different.

brand of soap is an individual product. Middlemen usually think of each separate
product as a stock-keeping unit (sku) and assign it a unique sku number.
Each individual product and target market may require a separate strategy. For
example, Sara Lee’s strategy for selling tea in England is different from its strategy
for selling men’s underwear in the United States. We’ll focus mainly on developing
one marketing strategy at a time. But remember that a marketing manager may have
to plan several strategies to develop an effective marketing program for a whole
company.

Product Classes Help Plan Marketing Strategies
You don’t have to treat every product as unique when planning strategies. Some
product classes require similar marketing mixes. These product classes are a useful
starting point for developing marketing mixes for new products and evaluating
present mixes.

Product classes start
with type of customer

All products ﬁt into one of two broad groups—based on the type of customer that
will use them. Consumer products are products meant for the ﬁnal consumer.
Business products are products meant for use in producing other products. The same
product—like Bertolli Olive Oil—might be in both groups. Consumers buy it to use
in their own kitchens, but food processing companies and restaurants buy it in large
quantities as an ingredient in the products they sell. Selling the same product to both
ﬁnal consumers and business customers requires (at least) two different strategies.
There are product classes within each group. Consumer product classes are based
on how consumers think about and shop for products. Business product classes are based
on how buyers think about products and how they’ll be used.

Consumer Product Classes
Consumer product classes divide into four groups: (1) convenience, (2) shopping,
(3) specialty, and (4) unsought. Each class is based on the way people buy products.
See Exhibit 9-3 for a summary of how these product classes relate to marketing
mixes.4

Convenience
products—purchased
quickly with little effort

Convenience products are products a consumer needs but isn’t willing to spend
much time or effort shopping for. These products are bought often, require little
service or selling, don’t cost much, and may even be bought by habit. A convenience product may be a staple, impulse product, or emergency product.
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Exhibit 9-3 Consumer Product Classes and Marketing Mix Planning
Consumer Product
Class

Marketing Mix Considerations

Consumer Behavior

Convenience products
Staples

Maximum exposure with widespread, lowcost distribution; mass selling by producer;
usually low price; branding is important.

Routinized (habitual), low effort, frequent
purchases; low involvement.

Impulse

Widespread distribution with display at point
of purchase

Unplanned purchases bought quickly.

Emergency

Need widespread distribution near probable
point of need; price sensitivity low.

Purchase made with time pressure when a
need is great.

Homogeneous

Need enough exposure to facilitate price
comparison; price sensitivity high.

Customers see little difference among
alternatives, seek lowest price.

Heterogeneous

Need distribution near similar products;
promotion (including personal selling) to
highlight product advantages; less price
sensitivity.

Extensive problem solving; consumer may
need help in making a decision (salesperson, website, etc.).

Price sensitivity is likely to be low; limited
distribution may be acceptable, but should
be treated as a convenience or shopping
product (in whichever category product
would typically be included) to reach
persons not yet sold on its specialty
product status.

Willing to expend effort to get speciﬁc
product, even if not necessary; strong
preferences make it an important
purchase; Internet becoming important
information source.

New unsought

Must be available in places where similar (or
related) products are sought; needs attentiongetting promotion.

Need for product not strongly felt;
unaware of beneﬁts or not yet gone
through adoption process.

Regularly unsought

Requires very aggressive promotion, usually
personal selling.

Aware of product but not interested; attitude
toward product may even be negative.

Shopping products

Specialty products

Unsought products

Staples are products that are bought often, routinely, and without much thought—
like breakfast cereal, canned soup, and most other packaged foods used almost every
day in almost every household.
Impulse products are products that are bought quickly—as unplanned purchases—
because of a strongly felt need. True impulse products are items that the customer
hadn’t planned to buy, decides to buy on sight, may have bought the same way many
times before, and wants right now. If the buyer doesn’t see an impulse product at the
right time, the sale may be lost.5
Emergency products are products that are purchased immediately when the need
is great. The customer doesn’t have time to shop around when a trafﬁc accident
occurs, a thunderstorm begins, or an impromptu party starts. The price of the ambulance service, raincoat, or ice cubes won’t be important.

Shopping
products+are
compared

Shopping products are products that a customer feels are worth the time and
effort to compare with competing products. Shopping products can be divided into
two types, depending on what customers are comparing: (1) homogeneous or (2)
heterogeneous shopping products.
Homogeneous shopping products are shopping products the customer sees as
basically the same and wants at the lowest price. Some consumers feel that certain
sizes and types of computers, television sets, washing machines, and even cars are
very similar. So they shop for the best price. For some products, the Internet has
become a way to do that quickly.
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Many consumers shop for plates
and other tableware as if they
were homogeneous products, but
Crate & Barrel wants customers
to see its distinctive offerings as
heterogeneous shopping
products, or perhaps even
specialty items.

Firms may try to emphasize and promote their product differences to avoid headto-head price competition. For example, EarthLink says that with its dial-up
Internet service you get fewer busy signals and lost connections. But if consumers
don’t think the differences are real or important in terms of the value they seek,
they’ll just look at price.
Heterogeneous shopping products are shopping products the customer sees as
different and wants to inspect for quality and suitability. Furniture, clothing, and
membership in a spa are good examples. Often the consumer expects help from a
knowledgeable salesperson. Quality and style matter more than price. In fact, once
the customer ﬁnds the right product, price may not matter at all—as long as it’s
reasonable. For example, you may have asked a friend to recommend a good dentist without even asking what the dentist charges.
Branding may be less important for heterogeneous shopping products. The more
consumers compare price and quality, the less they rely on brand names or labels.
Some retailers carry competing brands so consumers won’t go to a competitor to
compare items.

Specialty
products—no
substitutes please!

Specialty products are consumer products that the customer really wants and makes
a special effort to ﬁnd. Shopping for a specialty product doesn’t mean comparing—
the buyer wants that special product and is willing to search for it. It’s the customer’s
willingness to search—not the extent of searching—that makes it a specialty product.
Any branded product that consumers insist on by name is a specialty product.
Marketing managers want customers to see their products as specialty products and
ask for them over and over again. Building that kind of relationship isn’t easy. It
means satisfying the customer every time. However, that’s easier and a lot less costly
than trying to win back dissatisﬁed customers or attract new customers who are not
seeking the product at all.

Unsought
products—need
promotion

Unsought products are products that potential customers don’t yet want or know
they can buy. So they don’t search for them at all. In fact, consumers probably won’t
buy these products if they see them—unless Promotion can show their value.
There are two types of unsought products. New unsought products are products
offering really new ideas that potential customers don’t know about yet. Informative promotion can help convince customers to accept the product, ending its
unsought status. Dannon’s yogurt, Litton’s microwave ovens, and Netscape’s browser
are all popular items now, but initially they were new unsought products.
Regularly unsought products are products—like gravestones, life insurance, and
encyclopedias—that stay unsought but not unbought forever. There may be a need,
but potential customers aren’t motivated to satisfy it. For this kind of product, personal selling is very important.
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Many nonproﬁt organizations try to “sell” their unsought products. For example,
the Red Cross regularly holds blood drives to remind prospective donors of how
important it is to give blood.

One product may be
seen several ways

We’ve been looking at product classes one at a time. But the same product might
be seen in different ways by different target markets at the same time. For example,
a product viewed as a staple by most consumers in the United States, Canada, or
some similar afﬂuent country might be seen as a heterogeneous shopping product by
consumers in another country. The price might be much higher when considered as
a proportion of the consumer’s budget, and the available choices might be very different. Similarly, a convenient place to shop often means very different things in
different countries. In Japan, for example, retail stores tend to be much smaller and
carry smaller selections of products.

Business Products Are Different
Business product classes are also useful for developing marketing mixes—since
business ﬁrms use a system of buying related to these product classes.
Before looking at business product differences, however, we’ll note some important similarities that affect marketing strategy planning.

One demand derived
from another

The big difference in the business products market is derived demand—the
demand for business products derives from the demand for ﬁnal consumer products.
For example, car manufacturers buy about one-ﬁfth of all steel products. But if
demand for cars drops, they’ll buy less steel. Then even the steel supplier with the
best marketing mix is likely to lose sales.6

Price increases
might not reduce
quantity purchased

Total industry demand for business products is fairly inelastic. Business ﬁrms must
buy what they need to produce their own products. Even if the cost of basic silicon
doubles, for example, Intel needs it to make computer chips. The increased cost of
the silicon won’t have much effect on the price of the ﬁnal computer or on the
number of computers consumers demand. Sharp business buyers try to buy as economically as possible. So the demand facing individual sellers may be extremely
elastic—if similar products are available at a lower price.

Tax treatment affects
buying too

How a ﬁrm’s accountants—and the tax laws—treat a purchase is also important
to business customers. An expense item is a product whose total cost is treated as a

Businesses buy the goods and
services they need to produce
products for their own
customers, so the demand for
GE’s special plastic resins, used
to make lightweight and impactresistant body panels, is derived
from consumer demand for V W’s
unique car.
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business expense in the year it’s purchased. A capital item is a long-lasting product
that can be used and depreciated for many years. Often it’s very expensive. Customers pay for the capital item when they buy it, but for tax purposes the cost is
spread over a number of years. This may reduce the cash available for other purchases.

Business Product Classes—How They Are Deﬁned
Business product classes are based on how buyers see products and how the products
will be used. The classes of business products are (1) installations, (2) accessories,
(3) raw materials, (4) components, (5) supplies, and (6) professional services.
Exhibit 9-4 relates these product classes to marketing mix planning.

Installations—a boomor-bust business

Installations—such as buildings, land rights, and major equipment—are important capital items. One-of-a-kind installations—like ofﬁce buildings and custommade machines—generally require special negotiations for each sale. Standardized
major equipment is treated more routinely. Even so, negotiations for installations
often involve top management and can stretch over months or even years.
Installations are a boom-or-bust business. When sales are high, businesses want
to expand capacity rapidly. And if the potential return on a new investment is very
attractive, ﬁrms may accept any reasonable price. But during a downswing, buyers
have little or no need for new installations and sales fall off sharply.7

Exhibit 9-4 Business Product Classes and Marketing Mix Planning
Business Product
Classes

Marketing Mix Considerations

Buying Behavior

Installations

Usually requires skillful personal selling
by producer, including technical
contacts, and/or understanding of
applications; leasing and specialized
support services may be required.

Multiple buying inﬂuence (including top
management) and new-task buying are
common; infrequent purchase, long
decision period, and boom-or-bust
demand are typical.

Accessory equipment

Need fairly widespread distribution and
numerous contacts by experienced
and sometimes technically trained
personnel; price competition is often
intense, but quality is important.

Purchasing and operating personnel
typically make decisions; shorter
decision period than for installations;
Internet sourcing.

Raw materials

Grading is important, and transportation
and storing can be crucial because of
seasonal production and/or perishable
products; markets tend to be very
competitive.

Long-term contract may be required to
ensure supply; online auctions.

Component parts and
materials

Product quality and delivery reliability
are usually extremely important;
negotiation and technical selling
typical on less-standardized items;
replacement after market may require
different strategies.

Multiple buying inﬂuence is common;
online competitive bids used to
encourage competitive pricing.

Maintenance, repair, and
operating (MRO) supplies

Typically require widespread distribution
or fast delivery (repair items);
arrangements with appropriate
middlemen may be crucial.

Often handled as straight rebuys,
except important operating supplies
may be treated much more seriously
and involve multiple buying inﬂuence.

Professional services

Services customized to buyer’s need;
personal selling very important; inelastic
demand often supports high prices.

Customer may compare outside service
with what internal people could provide;
needs may be very specialized.
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Business customers usually want
a convenient and low-cost way
to buy standard equipment and
supplies, so many are now
turning to vendors who sell over
the Internet.

Specialized services
are needed as part
of the product

Suppliers sometimes include special services with an installation at no extra cost.
A ﬁrm that sells (or leases) equipment to dentists, for example, may install it and
help the dentist learn to use it.

Accessories—
important but shortlived capital items

Accessories are short-lived capital items—tools and equipment used in production or ofﬁce activities—like Canon’s small copy machines, Rockwell’s portable
drills, and Steelcase’s ﬁling cabinets.
Since these products cost less and last a shorter time than installations, multiple
buying inﬂuence is less important. Operating people and purchasing agents, rather
than top managers, may make the purchase decision. As with installations, some
customers may wish to lease or rent—to expense the cost.
Accessories are more standardized than installations. And they’re usually needed
by more customers. For example, IBM sells its robotics systems, which can cost over
$2 million, as custom installations to large manufacturers. But IBM’s Thinkpad computers are accessory equipment for just about every type of modern business all
around the world.

Raw materials become
part of a physical good

Raw materials are unprocessed expense items—such as logs, iron ore, wheat, and
cotton—that are moved to the next production process with little handling. Unlike
installations and accessories, raw materials become part of a physical good and are
expense items.
We can break raw materials into two types: (1) farm products and (2) natural
products. Farm products are grown by farmers—examples are oranges, wheat, sugar
cane, cattle, poultry, eggs, and milk. Natural products are products that occur in
nature—such as ﬁsh and game, timber and maple syrup, and copper, zinc, iron ore,
oil, and coal.
The need for grading is one of the important differences between raw materials
and other business products. Nature produces what it will—and someone must sort
and grade raw materials to satisfy various market segments. Top-graded fruits and
vegetables may ﬁnd their way into the consumer products market. Lower grades,
which are treated as business products, are used in juices, sauces, and soups.
Most buyers of raw materials want ample supplies in the right grades for speciﬁc
uses—fresh vegetables for Green Giant’s production lines or logs for Weyerhaeuser’s
paper mills. To ensure steady quantities, raw materials customers often sign longterm contracts, sometimes at guaranteed prices.

Component parts
and materials must
meet speciﬁcations

Components are processed expense items that become part of a ﬁnished product.
Component parts are ﬁnished (or nearly ﬁnished) items that are ready for assembly
into the ﬁnal product. ATI’s graphics cards included in personal computers, TRW’s
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The ability to arrange a lease or good ﬁnancial terms is often important in the purchase of a business aircraft or other capital
installation. By contrast, component parts become part of a ﬁrm’s product and are paid for when the expense occurs.

air bags in cars, and Briggs and Stratton’s engines for lawn mowers are examples.
Component materials are items such as wire, plastic, textiles, or cement. They have
already been processed but must be processed further before becoming part of the
ﬁnal product. Since components become part of the ﬁrm’s own product, quality is
extremely important.
Components are often produced in large quantity to meet standard speciﬁcations.
However, some components are custom-made. Then teamwork between the buyer
and seller may be needed to arrive at the right speciﬁcations. So a buyer may ﬁnd
it attractive to develop a close partnership with a dependable supplier. And top
management may be involved if the price is high or the component is extremely
important to the ﬁnal product. In contrast, standardized component materials are
more likely to be purchased online using a competitive bidding system.
Since component parts go into ﬁnished products, a replacement market often
develops. This after market can be both large and very proﬁtable. Car tires and batteries are two examples of components originally sold in the OEM (original equipment
market) that become consumer products in the after market. The target markets are
different—and different marketing mixes are usually necessary.8

Supplies for
maintenance, repair,
and operations

Supplies are expense items that do not become part of a ﬁnished product. Buyers may treat these items less seriously. When a ﬁrm cuts its budget, orders for
supplies may be the ﬁrst to go. Supplies can be divided into three types: (1) maintenance, (2) repair, and (3) operating supplies—giving them their common name:
MRO supplies.
Maintenance and small operating supplies are like convenience products. The
item will be ordered because it is needed—but buyers won’t spend much time on
it. Branding may become important because it makes buying easier for such “nuisance” purchases. Breadth of assortment and the seller’s dependability are also
important. Middlemen usually handle the many supply items, and now they are
often purchased via online catalog sites.9
If operating supplies are needed regularly, and in large amounts, they receive special treatment. Many companies buy coal and fuel oil in railroad-car quantities.
Usually there are several sources for such commodity products—and large volumes
may be purchased at global exchanges on the Internet.
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Professional
services—pay to
get it done

Professional services are specialized services that support a ﬁrm’s operations.
They are usually expense items. Engineering or management consulting services can
improve the plant layout or the company’s efﬁciency. Information technology
services can maintain a company’s networks and websites. Design services can
suggest a new look for products or promotion materials. Advertising agencies can
help promote the ﬁrm’s products. And food services can improve morale.
Here the service part of the product is emphasized. Goods may be supplied—as
coffee and doughnuts are with food service—but the customer is primarily interested in the service.
Managers compare the cost of buying professional services outside the ﬁrm (“outsourcing”) to the cost of having company people do them. For special skills needed
only occasionally, an outsider can be the best source. Further, during the last decade,
many ﬁrms have tried to cut costs by downsizing the number of people that they
employ; in many cases, work that was previously done by an employee is now provided as a service by an independent supplier. Clearly, the number of service
specialists is growing in our complex economy.

Branding Needs a Strategy Decision Too
There are so many brands—and we’re so used to seeing them—that we take
them for granted. But branding is an important decision area, so we will treat it in
some detail.

What is branding?

Branding means the use of a name, term, symbol, or design—or a combination
of these—to identify a product. It includes the use of brand names, trademarks, and
practically all other means of product identiﬁcation.
Brand name has a narrower meaning. A brand name is a word, letter, or a group
of words or letters. Examples include America Online (AOL), WD-40, 3M Post-its,
and PT Cruiser.
Trademark is a legal term. A trademark includes only those words, symbols, or
marks that are legally registered for use by a single company. A service mark is the
same as a trademark except that it refers to a service offering.
The word Buick can be used to explain these differences. The Buick car is branded
under the brand name Buick (whether it’s spoken or printed in any manner). When
“Buick” is printed in a certain kind of script, however, it becomes a trademark. A
trademark need not be attached to the product. It need not even be a word—it can
be a symbol. Exhibit 9-5 shows some common trademarks.
These differences may seem technical. But they are very important to business
ﬁrms that spend a lot of money to protect and promote their brands.

Brands meet needs

Well-recognized brands make shopping easier. Think of trying to buy groceries,
for example, if you had to evaluate the advantages and disadvantages of each of
25,000 items every time you went to a supermarket. Many customers are willing to
buy new things—but having gambled and won, they like to buy a sure thing the
next time.
Brand promotion has advantages for branders as well as customers. A good brand
reduces the marketer’s selling time and effort. And sometimes a ﬁrm’s brand name
is the only element in its marketing mix that a competitor can’t copy. Also, good
brands can improve the company’s image—speeding acceptance of new products
marketed under the same name. For example, many consumers quickly tried
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Exhibit 9-5
Recognized Trademarks and Symbols Help in Promotion

Starbucks’ coffee-ﬂavored Frappuccino beverage when it appeared on grocery store
shelves because they already knew they liked Starbucks’ coffee.10

Conditions Favorable to Branding
Can you recall a brand name for ﬁle folders, bed frames, electric extension cords,
or nails? As these examples suggest, it’s not always easy to establish a respected brand.
The following conditions are favorable to successful branding:
1. The product is easy to identify by brand or trademark.
2. The product quality is the best value for the price and the quality is easy to
maintain.
3. Dependable and widespread availability is possible. When customers start using
a brand, they want to be able to continue using it.
4. Demand is strong enough that the market price can be high enough to make
the branding effort proﬁtable.
5. There are economies of scale. If the branding is really successful, costs should
drop and proﬁts should increase.
6. Favorable shelf locations or display space in stores will help. This is something
retailers can control when they brand their own products. Producers must use
aggressive salespeople to get favorable positions.
In general, these conditions are less common in less-developed economies, and
that may explain why efforts to build brands in less-developed nations often fail.

Achieving Brand Familiarity Is Not Easy
The earliest and most aggressive brand promoters in America were the patent
medicine companies. They were joined by the food manufacturers, who grew in size
after the Civil War. Some of the brands started in the 1860s and 1870s (and still
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It takes time and money to build
brand awareness, so sometimes
brands can be extended. Both
Bounce and Mr. Clean have
recently introduced new products
that beneﬁt from their wellrecognized brand names.

going strong) are Borden’s Condensed Milk, Quaker Oats, Pillsbury’s Best Flour, and
Ivory Soap. Today, familiar brands exist for most product categories, ranging from
crayons (Crayola) to real estate services (Century 21). However, what brand is
familiar often varies from one country to another.
Brand acceptance must be earned with a good product and regular promotion.
Brand familiarity means how well customers recognize and accept a company’s brand.
The degree of brand familiarity affects the planning for the rest of the marketing
mix—especially where the product should be offered and what promotion is needed.

Five levels of brand
familiarity

Five levels of brand familiarity are useful for strategy planning: (1) rejection, (2)
nonrecognition, (3) recognition, (4) preference, and (5) insistence.
Some brands have been tried and found wanting. Brand rejection means that
potential customers won’t buy a brand unless its image is changed. Rejection may
suggest a change in the product or perhaps only a shift to target customers who have
a better image of the brand. Overcoming a negative image is difﬁcult and can be
very expensive.
Brand rejection is a big concern for service-oriented businesses because it’s hard
to control the quality of service. A business traveler who gets a dirty room in a
Hilton Hotel in Caracas, Venezuela, might not return to a Hilton anywhere. Yet it’s
difﬁcult for Hilton to ensure that every maid does a good job every time.
Some products are seen as basically the same. Brand nonrecognition means ﬁnal
consumers don’t recognize a brand at all—even though middlemen may use the
brand name for identiﬁcation and inventory control. Examples include school supplies, inexpensive dinnerware, many of the items that you’d ﬁnd in a hardware store,
and thousands of dot-coms on the Internet.
Brand recognition means that customers remember the brand. This may not seem
like much, but it can be a big advantage if there are many “nothing” brands on the
market. Even if consumers can’t recall the brand without help, they may be reminded
when they see it in a store among other less familiar brands.
Most branders would like to win brand preference—which means that target
customers usually choose the brand over other brands, perhaps because of habit or
favorable past experience.
Brand insistence means customers insist on a ﬁrm’s branded product and are willing to search for it. This is an objective of many target marketers.
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Exhibit 9-6 Characteristics of a Good Brand Name
• Short and simple

• Suggestive of product beneﬁts

• Easy to spell and read

• Adaptable to packaging /labeling needs

• Easy to recognize and remember

• No undesirable imagery

• Easy to pronounce

• Always timely (does not go out-of-date)

• Can be pronounced in only one way

• Adaptable to any advertising medium

• Can be pronounced in all languages
(for international markets)

• Legally available for use (not in use by
another ﬁrm)

The right brand name
can help

A good brand name can help build brand familiarity. It can help tell something
important about the company or its product. Exhibit 9-6 lists some characteristics
of a good brand name. Some successful brand names seem to break all these rules,
but many of them got started when there was less competition.
Companies that compete in international markets face a special problem in
selecting brand names. A name that conveys a positive image in one language may
be meaningless in another. Or, worse, it may have unintended meanings. GM’s Nova
car is a classic example. GM stuck with the Nova name when it introduced the car
in South America. It seemed like a sensible decision because nova is the Spanish
word for star. However, Nova also sounds the same as the Spanish words for “no
go.” Consumers weren’t interested in a no-go car, and sales didn’t pick up until GM
changed the name.11

A respected name
builds brand equity

Because it’s costly to build brand recognition, some ﬁrms prefer to acquire established brands rather than try to build their own. The value of a brand to its current
owner or to a ﬁrm that wants to buy it is sometimes called brand equity—the value
of a brand’s overall strength in the market. For example, brand equity is likely to
be higher if many satisﬁed customers insist on buying the brand and if retailers are
eager to stock it. That almost guarantees ongoing proﬁts.
Traditional ﬁnancial statements don’t show brand equity or the future proﬁt
potential of having close relationships with a large base of satisﬁed customers. Perhaps they should. Having that information would prompt a lot of narrow-thinking
finance managers to view marketing efforts as an investment, not just as an
expense.
The ﬁnancial value of the Yahoo brand name illustrates this point. In 1994,
Yahoo was just a tiny start-up trying to make it with a directory site on the Internet. Most people had never heard the name, and for that matter few even knew
what the Internet was or why you’d need a directory site. As interest in the Internet grew, Yahoo promoted its brand name, not just on the Internet but in
traditional media like TV and magazines. It was often the only website name that
newcomers to the web knew, so for many it was a good place from which to start
their surﬁng. When they found the Yahoo site useful, they’d tell their friends—
and that generated more familiarity with the name and more hits on the site.
Within a few years—even before the Internet really took off—Yahoo was attracting 30 million different people a month and 95 million web page views a day.
Since Yahoo’s original marketing plan was to make money by charging fees to
advertisers eager to reach the hordes of people who visit Yahoo’s web pages, the
familiarity of its brand translated directly into ad revenues. Because it attracted
trafﬁc and ad revenue, it could offer users more specialized content, better search
capability, free e-mail, community offerings, and e-commerce. And now, in less
than a decade, it’s become one of the best known brands not only in cyberspace
but in the world.12

www.mhhe.com/fourps
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9
There are few brand names that are more familiar
to U.S. consumers than Firestone and Ford Explorer.
Yet in the aftermath of tread separations on tires that
resulted in many rollovers and tragic deaths, the reputations of these once lofty brand names are seriously
tarnished. There are millions of consumers who say
that they will never again buy any tire with the Firestone name on it. The Firestone brand may not
survive. The plant where many of the unsafe tires
were produced has already been shut down. What
automaker would buy from that plant and risk its own
image and sales. Tire retailers who sell replacement
tires in the consumer market face similar reactions.
It’s easier for them to just sell Michelins, a brand that
positions itself on safety beneﬁts.
In part to protect its customers, Ford recalled
millions of Firestone tires, including many designs
that Firestone says are not a problem. Who should

pay the cost? Unlike most of the components used in
building a car, the tires are covered by a Firestone
warranty, not by Ford’s warranty. Responsibility is
clearer in government recalls. But staff shortages at the
National Highway Trafﬁc Safety Administration contributed to delays in ﬁguring out who was really at fault.
The long-standing relationship between Ford and
Firestone is severed. Imagine how you would feel if
you were Bill Ford, chairman of Ford. Firestone was
his grandfather. That aside, questions about rollovers
have eroded the brand equity of one of the best sellers in Ford’s whole product line. Rebuilding proﬁts
won’t be easy. With all the bad publicity customers
are very concerned about rollover hazards of the
Explorer. Even if a complete redesign would help
reassure them, that’s not an option. The new-product
development process for a big change in the Explorer
will take years.13

Protecting Brand Names and Trademarks
U.S. common law and civil law protect the rights of trademark and brand name
owners. The Lanham Act (of 1946) spells out what kinds of marks (including brand
names) can be protected and the exact method of protecting them. The law applies
to goods shipped in interstate or foreign commerce.
The Lanham Act does not force registration. But registering under the Lanham
Act is often a ﬁrst step toward protecting a trademark to be used in international
markets. That’s because some nations require that a trademark be registered in its
home country before they will register or protect it.

You must protect
your own

A brand can be a real asset to a company. Each ﬁrm should try to see that its
brand doesn’t become a common descriptive term for its kind of product. When this
happens, the brand name or trademark becomes public property—and the owner
loses all rights to it. This happened with the names cellophane, aspirin, shredded
wheat, and kerosene.14

Counterfeiting is
accepted in some
cultures

Even when products are properly registered, counterfeiters may make unauthorized copies. Many well-known brands—ranging from Levi’s jeans to Rolex watches
to Zantax ulcer medicine—face this problem. Counterfeiting is especially common
in developing nations. In China, most videotapes and CDs are bootleg copies.
Counterfeiting is big business in some countries, so efforts to stop it may meet with
limited success. There are also differences in cultural values. In South Korea, for
example, many people don’t see counterfeiting as unethical.15

What Kind of Brand to Use?
Keep it in the family

Branders of more than one product must decide whether they are going to use a

family brand—the same brand name for several products—or individual brands for

each product. Examples of family brands are Keebler snack food products and Sears’
Kenmore appliances.
The use of the same brand for many products makes sense if all are similar in
type and quality. The main beneﬁt is that the goodwill attached to one or two
264
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As these trade ads suggest, both
Del Monte and GE want retailers
to remember that many
consumers already know and
trust their brand names.

products may help the others. Money spent to promote the brand name beneﬁts
more than one product, which cuts promotion costs for each product.
A special kind of family brand is a licensed brand—a well-known brand that
sellers pay a fee to use. For example, the familiar Sunkist brand name has been
licensed to many companies for use on more than 400 products in 30 countries.16

Individual brands for
outside and inside
competition

Internet

A company uses individual brands—separate brand names for each product—
when it’s important for the products to each have a separate identity, as when
products vary in quality or type.
If the products are really different, such as Elmer’s glue and Borden’s ice cream,
individual brands can avoid confusion. Some ﬁrms use individual brands with similar products to make segmentation and positioning efforts easier. Unilever, for
example, markets Aim, Close-Up, and Pepsodent toothpastes, but each involves
different positioning efforts.
Internet Exercise Go to the Procter & Gamble website (www.pg.com) and
click on Product List and Info and then on Beauty Care. Find out the brand
names of the different shampoos that P&G makes. How are the different
brands positioned, and what target markets do they appeal to?

Sometimes ﬁrms use individual brands to encourage competition within the
company. Each brand is managed by a different group within the ﬁrm. They argue
that if anyone is going to take business away from their ﬁrm, it ought to be their
own brand. However, many ﬁrms that once used this approach have reorganized.
Faced with slower market growth, they found they had plenty of competitive
pressure from other ﬁrms. The internal competition just made it more difﬁcult to
coordinate different marketing strategies.17

Generic “brands”

Products that some consumers see as commodities may be difﬁcult or expensive
to brand. Some manufacturers and middlemen have responded to this problem with
generic products—products that have no brand at all other than identiﬁcation of
their contents and the manufacturer or middleman. Generic products are usually
offered in plain packages at lower prices. They are quite common in less-developed
nations.18
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Who Should Do the Branding?
Manufacturer brands
versus dealer brands

Manufacturer brands are brands created by producers. These are sometimes called
national brands because the brand is promoted all across the country or in large
regions. Note, however, that many manufacturer brands are now distributed globally. Such brands include Nabisco, Campbell’s, Whirlpool, Ford, and IBM. Many
creators of service-oriented ﬁrms—like McDonald’s, Orkin Pest Control, and Midas
Mufﬂer—promote their brands this way too.
Dealer brands, also called private brands, are brands created by middlemen.
Examples of dealer brands include the brands of Kroger, Ace Hardware, Radio
Shack, Wal-Mart, and Sears. Some of these are advertised and distributed more
widely than many national brands. For example, national TV ads have helped Original Arizona Jeans (by JCPenney) and Canyon River Blues (by Sears) compete with
Levi’s and Wrangler.
From the middleman’s perspective, the major advantage of selling a popular
manufacturer brand is that the product is already presold to some target customers. Such products may bring in new customers and can encourage higher
turnover with reduced selling cost. The major disadvantage is that manufacturers normally offer lower gross margins than the middleman might be able to earn
with a dealer brand. In addition, the manufacturer maintains control of the brand
and may withdraw it from a middleman at any time. Customers, loyal to the
brand rather than to the retailer or wholesaler, may go elsewhere if the brand is
not available.
Dealer branders take on more responsibility. They must promote their own product. They must be able to arrange a dependable source of supply and usually have
to buy in fairly large quantities. This increases their risk and cost of carrying inventory. However, these problems are easier to overcome if the middleman deals in a
large sales volume, as is the case with many large retail chains.

Who’s winning the
battle of the brands?

The battle of the brands, the competition between dealer brands and manufacturer brands, is just a question of whose brands will be more popular and who will
be in control.
At one time, manufacturer brands were much more popular than dealer brands.
Now sales of both kinds of brands are about equal—but sales of dealer brands are
expected to continue growing. Middlemen have some advantages in this battle.
With the number of large wholesalers and retail chains growing, they are better able
to arrange reliable sources of supply at low cost. They can also control the point of
sale and give the dealer brand special shelf position or promotion.

Innovative packaging turns Yoplait
Go-Gurt into an on-the-go yogurt
snack for kids and makes
Colombo yogurt more convenient
(with its spoon-in-lid feature).
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Exhibit 9-7 Some Ways Packaging Beneﬁts Consumers and Marketers
Opportunity to Add Value
Promotion

Protection

Enhance product

Some Decision Factors

Examples

Link product to promotion

The bunny on the Energizer battery package is a
reminder that it “keeps going and going.”

Branding at point of
purchase or consumption

Coke’s logo greets almost everyone each time the
refrigerator is opened.

Product information

Kraft’s nutrition label helps consumers decide which
cheese to buy, and a UPC code reduces checkout
time and errors.

For shipping and storing

Sony’s MP3 player is kept safe by Styrofoam inserts.

From spoiling

Tylenol’s safety seal prevents tampering.

From shoplifting

Cardboard hang-tag on Gillette razor blades is too
large to hide in hand.

The environment

Tide detergent bottle can be recycled.

Convenience in use

Squeezable tube of Yoplait Go-Gurt is easy to eat on
the go and in new situations.

Added product functions

Plastic tub is useful for refrigerator leftovers after the
Cool Whip is gone.

Consumers beneﬁt from the battle. Competition has already narrowed price
differences between manufacturer brands and well-known dealer brands. And big
retailers like Wal-Mart are constantly pushing manufacturers to lower prices—because
national brands at low prices bring in even more customers than store brands.19

The Strategic Importance of Packaging
Packaging involves promoting, protecting, and enhancing the product. Packaging can be important to both sellers and customers. See Exhibit 9-7. It can make a
product more convenient to use or store. It can prevent spoiling or damage. Good
packaging makes products easier to identify and promotes the brand at the point of
purchase and even in use.

Packaging can
enhance the product

A new package can make the important difference in a new marketing strategy—
by meeting customers’ needs better. Sometimes a new package makes the product easier
or safer to use. For example, Quaker State oil comes with a twist-off top and pouring spout to make it more convenient for customers at self-service gas stations. And
most drug and food products now have special seals to prevent product tampering.
Clever packaging is an important part
of an effort by Dean’s Foods to pump
new life into an old product—milk. Just
as Bird’s Eye did with frozen vegetables,
Dean wants to make milk something
more than a cheap commodity. Dean is
selling six-packs of chocolate-flavored
milk in bottles called chugs—lightweight plastic bottles designed like
old-fashioned milk bottles with a wide
mouth, but with resealable twist-off caps.
The shape of the new package also helps

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

268

9. Elements of Product
Planning for Goods and
Services

Text

© The McGraw−Hill
Companies, 2002

Chapter 9

Dean get distribution in convenience stores and vending machines. Of course, storing milk for long or shipping it large distances is still a problem because milk is
perishable. But Dean is working on packaging technology that will keep milk fresh
for 60 days. For now, Dean is introducing a blue-ice freezer pack that keeps a sixpack of milk cold so people can take it to work or school. The package is also the
focus of an ad campaign that positions the new product as hip. The ad shows a
chug of milk in a back jeans pocket with the tagline, “Milk where you want it.”20

Packaging sends
a message

Packaging can tie the product to the rest of the marketing strategy. Packaging
for Energizer batteries features the pink bunny seen in attention-getting TV ads and
reminds consumers that the batteries are durable. A good package sometimes gives
a ﬁrm more promotion effect than it could get with advertising. Customers see the
package in stores, when they’re actually buying.

Packaging may lower
distribution costs

Better protective packaging is very important to manufacturers and wholesalers.
They sometimes have to pay the cost of goods damaged in shipment. Retailers need
protective packaging too. It can reduce storing costs by cutting breakage, spoilage,
and theft. Good packages save space and are easier to handle and display.21

Universal product
codes speed handling

To speed handling of fast-selling products, government and
industry representatives have developed a universal product code
(UPC) that identiﬁes each product with marks readable by electronic scanners. A computer then matches each code to the
product and its price. Supermarkets and other high-volume
retailers have been eager to use these codes. They speed the
70330 00105
checkout process and reduce the need to mark the price on every
item. They also reduce errors by cashiers and make it easy to control inventory and
track sales of speciﬁc products.22

What Is Socially Responsible Packaging?
Laws reduce confusion
and clutter

In the United States, consumer criticism ﬁnally led to the passage of the Federal
Fair Packaging and Labeling Act (of 1966)—which requires that consumer goods
be clearly labeled in easy-to-understand terms—to give consumers more information. The law also calls on industry to try to reduce the number of package sizes
and make labels more useful. Since then there have been further guidelines. The
most far-reaching are based on the Nutrition Labeling and Education Act of 1990.
It requires food manufacturers to use a uniform format and disclose what is in their
products. The idea was to allow consumers to compare the nutritional value of different products. That could be a plus, and may even lead to healthier diets.
However, the Food and Drug Administration estimated that the total cost to change
250,000 food labels in the U.S. marketplace was over $1.4 billion. Ultimately,
all consumers shared the cost of those changes, whether they use the information
or not.23

Internet

Internet Exercise The FDA’s website has a page on the food label requirements that proclaims “grocery store aisles have become avenues to greater
nutritional knowledge.” Go to that page at Internet address (www.fda.gov/
opacom/backgrounders/foodlabel/newlabel.html ) and review the actual label
requirements. Do you use this information in deciding what products to buy?
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Current laws also offer more guidance on environmental issues. Some states
require a consumer to pay a deposit on bottles and cans until they’re returned. These
laws mean well, but they can cause problems. Channels of distribution are usually
set up to distribute products, not return empty packages.24

Ethical decisions
remain

Although various laws provide guidance on many packaging issues, many areas
still require marketing managers to make ethical choices. For example, some ﬁrms
have been criticized for designing packages that conceal a downsized product, giving consumers less for the money. Similarly, some retailers design packages and labels
for their private-label products that look just like, and are easily confused with, manufacturer brands. Are efforts such as these unethical, or are they simply an attempt
to make packaging a more effective part of a marketing mix? Different people will
answer differently.
Some marketing managers promote environmentally friendly packaging on some
products while simultaneously increasing the use of problematic packages on others. Empty packages now litter our streets, and some plastic packages will lie in a
city dump for decades. But some consumers like the convenience that accompanies
these problems. Is it unethical for a marketing manager to give consumers with
different preferences a choice? Some critics argue that it is; others praise ﬁrms that
give consumers a choice.
Many critics feel that labeling information is too often incomplete or
misleading. Do consumers really understand the nutritional information required
by law? Further, some consumers want information that is difficult, perhaps even
impossible, to provide. For example, how can a label accurately describe a
product’s taste or texture? But the ethical issues usually focus on how far a marketing manager should go in putting potentially negative information on a
package. For example, should Häagen-Dazs affix a label that says “this product
will clog your arteries”? That sounds extreme, but what type of information is
appropriate?25

Unit-pricing is a
possible help

Some retailers, especially large supermarket chains, make it easier for consumers
to compare packages with different weights or volumes. They use unit-pricing—
which involves placing the price per ounce (or some other standard measure) on or
near the product. This makes price comparison easier.26

Food label requirements help
some consumers make healthier
purchases, but many consumers
don’t understand or use the
information.
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Warranty Policies Are a Part of Strategy Planning
Warranty puts
promises in writing

A warranty explains what the seller promises about its product. A marketing
manager should decide whether to offer a speciﬁc warranty, and if so what the warranty will cover and how it will be communicated to target customers. This is an
area where the legal environment—as well as customer needs and competitive offerings—must be considered.
U.S. common law says that producers must stand behind their products—even
if they don’t offer a speciﬁc warranty. A written warranty provided by the seller may
promise more than the common law provides. However, it may actually reduce the
responsibility a producer would have under common law.
The federal Magnuson-Moss Act (of 1975) says that producers must provide a
clearly written warranty if they choose to offer any warranty. The warranty does not
have to be strong. However, Federal Trade Commission (FTC) guidelines try to
ensure that warranties are clear and deﬁnite and not deceptive or unfair. A warranty must also be available for inspection before the purchase.
Some ﬁrms used to say their products were fully warranted or absolutely guaranteed. However, they didn’t state the time period or spell out the meaning of the
warranty. Now a company has to make clear whether it’s offering a full or limited
warranty—and the law deﬁnes what full means. Most ﬁrms offer a limited warranty,
if they offer one at all.

Warranty may improve
the marketing mix

Some ﬁrms use warranties to improve the appeal of their marketing mix. They
design more quality into their goods or services and offer refunds or replacement,
not just repair, if there is a problem. Xerox Corp. uses this approach with its copy
machines. Its three-year warranty says that a customer who is not satisﬁed with a
copier—for any reason—can trade it for another model. This type of warranty sends
a strong signal. A buyer doesn’t have to worry about whether the copier will work
as expected, service calls will be prompt, or even that the Xerox salesperson or
dealer has recommended the appropriate model.

In a competitive market, a
product warranty or a service
guarantee can be a very
important part of the
marketing mix.
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Service guarantees

Customer service guarantees are becoming more common as a way to attract,
and keep, customers. Pizza Hut guarantees a luncheon pizza in ﬁve minutes or it’s
free. General Motors set up a fast-oil-change guarantee to compete with fast-lube
specialists who were taking customers away from dealers. If the dealer doesn’t get
the job done in 29 minutes or less, the next oil change is free. The Hampton
Inn motel chain guarantees “100% satisfaction.” All employees, even the cleaning crews, are empowered to offer an unhappy customer a discount or refund on
the spot.
There’s more risk in offering a service guarantee than a warranty on a physical product. An apathetic employee or a service breakdown can create a big
expense. However, without the guarantee, dissatisfied customers may just go
away mad without ever complaining. When customers collect on a guarantee,
the company can clearly identify the problem. Then the problem can be
addressed.

Warranty support can
be costly

The cost of warranty support ultimately must be covered by the price that consumers pay. This has led some ﬁrms to offer warranty choices. The basic price for a
product may include a warranty that covers a short time period or that covers parts
but not labor. Consumers who want more or better protection pay extra for an
extended warranty or a service contract.27

Conclusion
In this chapter, we looked at Product very broadly. A
product may not be a physical good at all. It may be a
service or it may be some combination of goods and services—like a meal at a restaurant. Most important, we
saw that a ﬁrm’s Product is what satisﬁes the needs of its
target market.
We introduced consumer product and business product classes and showed their affect on planning
marketing mixes. Consumer product classes are based
on consumers’ buying behavior. Business product
classes are based on how buyers see the products and
how they are used. Knowing these product classes—
and learning how marketers handle speciﬁc products
within these classes—will help you develop your marketing sense.
The fact that different people may see the same product in different product classes helps explain why
seeming competitors may succeed with very different
marketing mixes.
Branding and packaging can create new and more
satisfying products. Packaging offers special opportunities to promote the product and inform customers.
Variations in packaging can make a product attractive to
different target markets. A speciﬁc package may have to
be developed for each strategy.
Customers see brands as a guarantee of quality, and
this leads to repeat purchasing. For marketers, such

routine buying means lower promotion costs and higher
sales.
Should companies stress branding? The decision
depends on whether the costs of brand promotion and
honoring the brand guarantee can be more than covered
by a higher price or more rapid turnover, or both.
The cost of branding may reduce pressure on the other
three Ps.
Branding gives marketing managers a choice. They
can add brands and use individual or family brands. In
the end, however, customers express their approval or
disapproval of the whole Product (including the brand).
The degree of brand familiarity is a measure of the marketing manager’s ability to carve out a separate market.
And brand familiarity affects Place, Price, and Promotion decisions.
Warranties are also important in strategy planning. A
warranty need not be strong—it just has to be clearly
stated. But some customers ﬁnd strong warranties
attractive.
Product is concerned with much more than physical
goods and services. To succeed in our increasingly
competitive markets, the marketing manager must
also be concerned about packaging, branding, and
warranties.
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Questions and Problems
1. Deﬁne, in your own words, what a Product is.
2. Discuss several ways in which physical goods are different from pure services. Give an example of a good
and then an example of a service that illustrates
each of the differences.
3. What products are being offered by a shop that specializes in bicycles? By a travel agent? By a
supermarket? By a new car dealer?
4. What kinds of consumer products are the following:
(a) watches, (b) automobiles, and (c) toothpastes?
Explain your reasoning.
5. Consumer services tend to be intangible, and goods
tend to be tangible. Use an example to explain how
the lack of a physical good in a pure service might
affect efforts to promote the service.
6. How would the marketing mix for a staple convenience product differ from the one for a
homogeneous shopping product? How would the
mix for a specialty product differ from the mix
for a heterogeneous shopping product? Use
examples.
7. Give an example of a product that is a new unsought
product for most people. Brieﬂy explain why it is an
unsought product.
8. In what types of stores would you expect to ﬁnd (a)
convenience products, (b) shopping products, (c)
specialty products, and (d) unsought products?
9. Cite two examples of business products that require
a substantial amount of service in order to be useful.
10. Explain why a new law ofﬁce might want to lease
furniture rather than buy it.
11. Would you expect to ﬁnd any wholesalers selling the
various types of business products? Are retail stores
required (or something like retail stores)?
12. What kinds of business products are the following:
(a) lubricating oil, (b) electric motors, and (c) a ﬁrm
that provides landscaping and grass mowing for an
apartment complex? Explain your reasoning.
13. How do raw materials differ from other business
products? Do the differences have any impact on
their marketing mixes? If so, what speciﬁcally?
14. For the kinds of business products described in this
chapter, complete the following table (use one or a
few well-chosen words).
1. Kind of distribution facility(ies) needed and functions they will provide.

2. Caliber of salespeople required.
3. Kind of advertising required.
Products

1

2

3

Installations
Buildings and
land rights
Major equipment
Standard
Custom-made
Accessories
Raw materials
Farm products
Natural products
Components
Supplies
Maintenance and small
operating supplies
Operating supplies
Professional services

15. Is there any difference between a brand name and a
trademark? If so, why is this difference important?
16. Is a well-known brand valuable only to the owner of
the brand?
17. Suggest an example of a product and a competitive situation where it would not be proﬁtable for
a ﬁrm to spend large sums of money to establish a
brand.
18. List ﬁve brand names and indicate what product is
associated with the brand name. Evaluate the
strengths and weaknesses of the brand name.
19. Explain family brands. Should Toys “R” Us carry its
own dealer brands to compete with some of the popular manufacturer brands it carries? Explain your
reasons.
20. In the past, Sears emphasized its own dealer brands.
Now it is carrying more well-known manufacturer
brands. What are the beneﬁts to Sears of carrying
more manufacturer brands?
21. What does the degree of brand familiarity imply
about previous and future promotion efforts? How
does the degree of brand familiarity affect the Place
and Price variables?
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22. You operate a small hardware store with emphasis
on manufacturer brands and have barely been
breaking even. Evaluate the proposal of a large
wholesaler who offers a full line of dealer-branded
hardware items at substantially lower prices. Specify
any assumptions necessary to obtain a deﬁnite
answer.
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23. Give an example where packaging costs probably
(a) lower total distribution costs and (b) raise total
distribution costs.
24. Is it more difﬁcult to support a warranty for a service
than for a physical good? Explain your reasons.

Suggested Cases
1. McDonald’s “Seniors” Restaurant

13. Paper Supplies Corporation

Computer-Aided Problem
9. Branding Decision
Wholesteen Dairy, Inc., produces and sells Wholesteen
brand condensed milk to grocery retailers. The overall
market for condensed milk is fairly ﬂat, and there’s sharp
competition among dairies for retailers’ business.
Wholesteen’s regular price to retailers is $8.88 a case (24
cans). FoodWorld—a fast-growing supermarket chain
and Wholesteen’s largest customer—buys 20,000 cases of
Wholesteen’s condensed milk a year. That’s 20 percent of
Wholesteen’s total sales volume of 100,000 cases per year.
FoodWorld is proposing that Wholesteen produce
private label condensed milk to be sold with the FoodWorld brand name. FoodWorld proposes to buy the
same total quantity as it does now, but it wants half
(10,000 cases) with the Wholesteen brand and half with
the FoodWorld brand. FoodWorld wants Wholesteen to
reduce costs by using a lower-quality can for the FoodWorld brand. That change will cost Wholesteen $.01
less per can than it costs for the cans that Wholesteen
uses for its own brand. FoodWorld will also provide
preprinted labels with its brand name—which will save
Wholesteen an additional $.02 a can.
Wholesteen spends $70,000 a year on promotion to
increase familiarity with the Wholesteen brand. In addition, Wholesteen gives retailers an allowance of $.25 per
case for their local advertising, which features the
Wholesteen brand. FoodWorld has agreed to give up the
advertising allowance for its own brand, but it is only
willing to pay $7.40 a case for the milk that will be sold
with the FoodWorld brand name. It will continue under
the old terms for the rest of its purchases.

Sue Glick, Wholesteen’s marketing manager, is considering the FoodWorld proposal. She has entered cost
and revenue data on a spreadsheet—so she can see more
clearly how the proposal might affect revenue and
proﬁts.
a. Based on the data in the initial spreadsheet, how will
Wholesteen proﬁts be affected if Glick accepts the
FoodWorld proposal?
b. Glick is worried that FoodWorld will ﬁnd another
producer for the FoodWorld private label milk if
Wholesteen rejects the proposal. This would immediately reduce Wholesteen’s annual sales by 10,000
cases. FoodWorld might even stop buying from
Wholesteen altogether. What would happen to proﬁts
in these two situations?
c. FoodWorld is rapidly opening new stores and sells
milk in every store. The FoodWorld buyer says that
next year’s purchases could be up to 25,000 cases of
Wholesteen’s condensed milk. But Sue Glick knows
that FoodWorld may stop buying the Wholesteen
brand and want all 25,000 cases to carry the FoodWorld private label brand. How will this affect proﬁt?
(Hint: enter the new quantities in the “proposal”
column of the spreadsheet.)
d. What should Wholesteen do? Why?
For additional questions related to this problem, see
Exercise 9-5 in the Learning Aid for Use with Basic Marketing, 14th edition.
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In today’s markets, a few years
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store thousands of names and

1990s, it was a really new product

addresses, track expenses, sched-

concept—even in the eyes of its
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easy to use, which helped Palm sell
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Palm introduced new models
with more features—like its
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connect to e-mail anywhere
anytime.
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elsewhere.

subscription to some

Managing Products over Their Life Cycles
The life and death cycle seen in our Palm case is being repeated over and over
again in product-markets worldwide. Cellular phones are replacing shortwave
radios and CBs and also making it possible for people to communicate from places
where it was previously impossible. Cellular linkups over the Internet are coming on strong. Cassette tapes replaced vinyl records, and now CDs, digital
minidiscs, and even VHS tapes are challenged by DVD and MP3 digital ﬁles on
miniature electronic memory cards. Switchboard operators in many ﬁrms were
replaced with answering machines, and then answering machines lost ground to
voice mail services. “Video messaging” over the Internet is now beginning to
replace voice mail.
These innovations show that products, markets, and competition change over
time. This makes marketing management an exciting challenge. Developing new
products and managing existing products to meet changing conditions is important
to the success of every ﬁrm. In this chapter, we will look at some important ideas
in these areas.
Revolutionary products create new product-markets. Competitors are always
developing and copying new ideas and products—making existing products out-ofdate more quickly than ever. Products, like consumers, go through life cycles. So
product planning and marketing mix planning are important.

Product life cycle has
four major stages

The product life cycle describes the stages a really new product idea goes through
from beginning to end. The product life cycle is divided into four major stages: (1)
market introduction, (2) market growth, (3) market maturity, and (4) sales decline.
The product life cycle is concerned with new types (or categories) of product in the
market, not just what happens to an individual brand.
A particular ﬁrm’s marketing mix usually must change during the product life
cycle. There are several reasons why. Customers’ attitudes and needs may change
over the product life cycle. The product may be aimed at entirely different target
markets at different stages. And the nature of competition moves toward pure competition or oligopoly.
Further, total sales of the product—by all competitors in the industry—vary in
each of its four stages. They move from very low in the market introduction stage
to high at market maturity and then back to low in the sales decline stage. More
important, the proﬁt picture changes too. These general relationships can be seen
in Exhibit 10-1. Note that sales and proﬁts do not move together over time. Industry proﬁts decline while industry sales are still rising.2
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Market introduction—
investing in the future

In the market introduction stage, sales are low as a new idea is ﬁrst introduced
to a market. Customers aren’t looking for the product. Even if the product offers
superior value, customers don’t even know about it. Informative promotion is
needed to tell potential customers about the advantages and uses of the new product concept.
Even though a ﬁrm promotes its new product, it takes time for customers to learn
that the product is available. Most companies experience losses during the introduction stage because they spend so much money for Promotion, Product, and Place
development. Of course, they invest the money in the hope of future proﬁts.

Market growth—proﬁts
go up and down

In the market growth stage, industry sales grow fast—but industry proﬁts rise and
then start falling. The innovator begins to make big proﬁts as more and more customers buy. But competitors see the opportunity and enter the market. Some just
copy the most successful product or try to improve it to compete better. Others try
to reﬁne their offerings to do a better job of appealing to some target markets. The
new entries result in much product variety. So monopolistic competition—with
down-sloping demand curves—is typical of the market growth stage.
This is the time of biggest proﬁts for the industry. It is also a time of rapid sales
and earnings growth for companies with effective strategies. But it is toward the end
of this stage when industry proﬁts begin to decline as competition and consumer price
sensitivity increase. See Exhibit 10-1.
Some ﬁrms make big strategy planning mistakes at this stage by not understanding the product life cycle. They see the big sales and proﬁt opportunities of the early
market growth stage but ignore the competition that will soon follow. When they
realize their mistake, it may be too late. This happened with many dot-coms during the late 1990s. Marketing managers who understand the cycle and pay attention
to competitor analysis are less likely to encounter this problem.

Market maturity—sales
level off, proﬁts
continue down

The market maturity stage occurs when industry sales level off and competition
gets tougher. Many aggressive competitors have entered the race for proﬁts—except
in oligopoly situations. Industry proﬁts go down throughout the market maturity
stage because promotion costs rise and some competitors cut prices to attract business. Less efﬁcient ﬁrms can’t compete with this pressure—and they drop out of the
market. Even in oligopoly situations, there is a long-run downward pressure on prices.
New ﬁrms may still enter the market at this stage—increasing competition even
more. Note that late entries skip the early life-cycle stages, including the proﬁtable
market growth stage. And they must try to take a share of the saturated market from
established ﬁrms, which is difﬁcult and expensive. The market leaders have a lot at
stake, so they usually will ﬁght hard to defend their market share and revenue stream.
Satisﬁed customers who are happy with their current relationship typically won’t be
interested in switching to a new brand. So late entrants usually have a tough battle.
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A new product, like equipment
for video conferencing over the
Internet, is likely to get to the
market growth stage of the
product life cycle more quickly if
customers see it as being easy
to use.

Persuasive promotion becomes more important during the market maturity stage.
Products may differ only slightly if at all. Most competitors have discovered the most
effective appeals or quickly copied the leaders. Although each ﬁrm may still have
its own demand curve, the curves become increasingly elastic as the various products become almost the same in the minds of potential consumers. By then, price
sensitivity is a real factor.
In the United States, the markets for most cars, boats, television sets, and many
household appliances are in market maturity. This stage may continue for many
years—until a basically new product idea comes along—even though individual
brands or models come and go. For example, high-deﬁnition digital TV (HDTV) is
coming on now, and over time it will make obsolete not only the old-style TVs but
also the broadcast systems on which they rely.3

Sales decline—a time
of replacement

During the sales decline stage, new products replace the old. Price competition
from dying products becomes more vigorous—but ﬁrms with strong brands may
make proﬁts until the end. These ﬁrms have down-sloping demand curves because
they successfully differentiated their products.
As the new products go through their introduction stage, the old ones may keep
some sales by appealing to the most loyal customers or those who are slow to try new
ideas. These conservative buyers might switch later—smoothing the sales decline.

Product Life Cycles Should Be Related to Speciﬁc Markets
Remember that product life cycles describe industry sales and proﬁts for a product
idea within a particular product-market. The sales and proﬁts of an individual product or brand may not, and often do not, follow the life-cycle pattern. They may vary
up and down throughout the life cycle—sometimes moving in the opposite direction of industry sales and proﬁts. Further, a product idea may be in a different
life-cycle stage in different markets.

Individual brands may
not follow the pattern

A given ﬁrm may introduce or withdraw a speciﬁc product during any stage of
the product life cycle. A “me-too” brand introduced during the market growth stage,
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Marketing managers for
Kellogg and Nabisco have
found many opportunities for
new growth in international
markets.

for example, may never get any sales at all and suffer a quick death. Or it may reach
its peak and start to decline even before the market maturity stage begins. Market
leaders may enjoy high proﬁts during the market maturity stage—even though
industry proﬁts are declining. Weaker products, on the other hand, may not earn a
proﬁt during any stage of the product life cycle. Sometimes the innovator brand
loses so much in the introduction stage that it has to drop out just as others are
reaping big proﬁts in the growth stage.
Strategy planners who naively expect sales of an individual product to follow the
general product life-cycle pattern are likely to be rudely surprised. In fact, it might
be more sensible to think in terms of “product-market life cycles” rather than product life cycles—but we will use the term product life cycle because it is commonly
accepted and widely used.

Each market should be
carefully deﬁned

How we see product life cycles depends on how broadly we deﬁne a productmarket. For example, about 80 percent of all U.S. households own microwave ovens.
Although microwave ovens appear to be at the market maturity stage here, in many
other countries they’re still early in the growth stage. Even in European countries
like Switzerland, Denmark, Italy, and Spain, fewer than 20 percent of all households
own microwave ovens.4 As this example suggests, a ﬁrm with a mature product can
sometimes turn back the clock by focusing on new growth opportunities in international markets.
How broadly we deﬁne the needs of customers in a product-market also affects
how we view product life cycles—and who the competitors are. For example, consider the set of consumer needs related to storing and preparing foods. Wax paper
sales in the United States started to decline when Dow introduced Saran Wrap.
Then sales of Saran Wrap (and other similar products) fell sharply when small plastic storage bags became popular. However, sales picked up again by the end of the
decade. The product didn’t change, but customers’ needs did. Saran Wrap ﬁlled a
new need—a wrap that would work well in microwave cooking. In the last few
years, resealable bags like those from Ziploc have taken over because they can be
used in both the freezer and the microwave.
If a market is deﬁned broadly, there may be many competitors—and the market
may appear to be in market maturity. On the other hand, if we focus on a narrow
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New products that do a better job of meeting the needs of speciﬁc target customers are more likely to move quickly and successfully
through the introductory stage of the product life cycle.

submarket—and a particular way of satisfying speciﬁc needs—then we may see
much shorter product life cycles as improved product ideas come along to replace
the old.

Product Life Cycles Vary in Length
How long a whole product life cycle takes—and the length of each stage—vary
a lot across products. The cycle may vary from 90 days—in the case of toys like the
Ghostbusters line—to possibly 100 years for gas-powered cars.
The product life cycle concept does not tell a manager precisely how long the
cycle will last. But a manager can often make a good guess based on the life cycle
for similar products. Sometimes marketing research can help too. However, it is
more important to expect and plan for the different stages than to know the precise length of each cycle.

Some products
move fast

A new product idea will move through the early stages of the life cycle more
quickly when it has certain characteristics. For example, the greater the comparative
advantage of a new product over those already on the market, the more rapidly its
sales will grow. Sales growth is also faster when the product is easy to use and if its
advantages are easy to communicate. If the product can be tried on a limited basis—
without a lot of risk to the customer—it can usually be introduced more quickly.
Finally, if the product is compatible with the values and experiences of target customers, they are likely to buy it more quickly.
The fast adoption of the Netscape Navigator browser for the Internet’s World
Wide Web is a good example. Netscape offered real beneﬁts. The Internet had been
around for a while, but it was used by very few people because it was hard to access.
Compared to existing ways for computers to communicate on the Internet, Navigator was easy to use and it worked as well with pictures as data. It also offered a
simple way to customize to the user’s preferences. Free online downloads of the software made it easy for consumers to try the product. And Navigator worked like
other Windows software that users already knew, so it was easy to install and learn—
and it was compatible with their computers and how they were working. Most of
the initial growth, however, was in the U.S. In less-developed countries where personal computers were less common and where there were fewer computer networks,
Navigator did not initially have the same comparative advantages.5
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Internet Exercise A number of software, hardware, and programming ﬁrms
are working on products that deliver Internet information via TV. Explore the
WebTV website (www.webtv.com) to ﬁnd out about one aspect of this idea.
How does WebTV stack up when you consider the characteristics of an innovation reviewed earlier?

Product life cycles are
getting shorter

Although the life of different products varies, in general product life cycles are
getting shorter. This is partly due to rapidly changing technology. One new invention may make possible many new products that replace old ones. Tiny electronic
microchips led to hundreds of new products—from Texas Instruments calculators
and Pulsar digital watches in the early days to microchip-controlled heart valves,
color fax machines, and wireless Internet devices such as the Palm now.
Some markets move quickly to market maturity—if there are fast copiers. In the
highly competitive grocery products industry, cycles are down to 12 to 18 months
for really new ideas. Simple variations of a new idea may have even shorter life
cycles. Competitors sometimes copy ﬂavor or packaging changes in a matter of weeks
or months.
Patents for a new product may not be much protection in slowing down competitors. Competitors can often ﬁnd ways to copy the product idea without violating
a speciﬁc patent. Worse, some ﬁrms ﬁnd out that an unethical competitor simply
disregarded the patent protection. Patent violations by foreign competitors are very
common. A product’s life may be over before a case can get through patent-court
bottlenecks. By then, the copycat competitor may even be out of business. These
problems are even more severe in international cases because different governments,
rules, and court systems are involved. The patent system, in the United States and
internationally, needs signiﬁcant improvement if it is to really protect ﬁrms that
develop innovative ideas.6
Although life cycles are moving faster in the advanced economies, keep in mind
that many advances bypass most consumers in less-developed economies. These consumers struggle at the subsistence level, without an effective macro-marketing
system to stimulate innovation. However, some of the innovations and economies
of scale made possible in the advanced societies do trickle down to beneﬁt these
consumers. Inexpensive antibiotics and drought-resistant plants, for example, are
making a life-or-death difference.

The early bird usually
makes the proﬁts

The increasing speed of the product life cycle means that ﬁrms must be developing new products all the time. Further, they must try to have marketing mixes
that will make the most of the market growth stage—when proﬁts are highest.
During the growth stage, competitors are likely to rapidly introduce product
improvements. Fast changes in marketing strategy may be required here because
proﬁts don’t necessarily go to the innovator. Sometimes fast copiers of the basic idea
will share in the market growth stage. Sony, a pioneer in developing videocassette
recorders, was one of the ﬁrst ﬁrms to put VCRs on the market. Other ﬁrms quickly
followed—and the competition drove down prices and increased demand. As sales
of VCRs continued to grow, Sony doggedly stuck to its Beta format VCRs in spite
of the fact that most consumers were buying VHS-format machines offered by
competitors. Not until a decade later did Sony ﬁnally “surrender” and offer a VHSformat machine. However, by then the booming growth in VCR sales had ebbed,
and competitors controlled 90 percent of the market. Although Sony was slow to
see its mistake, its lost opportunities were minor compared to American producers
who sat on the sidelines and watched as foreign producers captured the whole VCR
market. Copiers can be even faster than the innovator in adapting to the market’s
needs. Marketers must be ﬂexible, but also they must fully understand the needs and
attitudes of their target markets.7
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A certain color or style may be in
fashion one season and outdated
the next.

The short happy life of
fashions and fads

The sales of some products are inﬂuenced by fashion—the currently accepted or
popular style. Fashion-related products tend to have short life cycles. What is currently popular can shift rapidly. A certain color or style of clothing—baggy jeans,
miniskirts, or four-inch-wide ties—may be in fashion one season and outdated the
next. Marketing managers who work with fashions often have to make really fast
product changes.
How fast is fast enough? Zara, a women’s fashion retailer based in Spain, takes
only about two weeks to go from a new fashion concept to having items on the
racks of its stores. Zara’s market-watching designers get a constant ﬂow of new fashion ideas from music videos, what celebrities are wearing, fashion shows and
magazines—even trendy restaurants and bars. Zara quickly produces just enough of
a design to test the waters and then sends it out for overnight delivery to some of
its 449 stores around the world. Stores track consumer preferences every day through
point-of-sale computers. Designers may not even wait for online summaries at the
end of the day. They are in constant touch with store managers by phone to get an
early take on what’s selling and where. If an item is hot, more is produced and
shipped. Otherwise it’s dropped. Stores get deliveries several times a week. With this
system items are rarely on the shelves of Zara stores for more than a week or two.
As a result, there is almost no inventory—which helps Zara keep prices down relative to many of its fashion competitors.8
It’s not really clear why a particular fashion becomes popular. Most present fashions are adaptations or revivals of previously popular styles. Designers are always
looking for styles that will satisfy fashion innovators who crave distinctiveness. And
lower-cost copies of the popular items may catch on with other groups and survive
for a while. Yet the speed of change usually increases the cost of producing and marketing products. Companies sustain losses due to trial and error in ﬁnding acceptable
styles, then producing them on a limited basis because of uncertainty about the
length of the cycle. These increased costs are not always charged directly to the
consumer since some ﬁrms lose their investment and go out of business. But in total,
fashion changes cost consumers money. Fashion changes are a luxury that most people in less-developed countries simply can’t afford.
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A fad is an idea that is fashionable only to certain groups who are enthusiastic
about it. But these groups are so ﬁckle that a fad is even more short lived than a
regular fashion. Many toys—whether it’s a Hasbro Planet of the Apes plastic ﬁgure
or a Toymax Paintball pack—are fads but do well during a short-lived cycle. Some
teenagers’ music tastes are fads.9

Planning for Different Stages of the Product Life Cycle
Length of cycle afects
strategy planning

Where a product is in its life cycle—and how fast it’s moving to the next stage—
should affect marketing strategy planning. Marketing managers must make realistic
plans for the later stages. Exhibit 10-2 shows the relationship of the product life
cycle to the marketing mix variables. The technical terms in this ﬁgure are discussed
later in the book.

Introducing new
products

Exhibit 10-2 shows that a marketing manager has to do a lot of work to introduce a really new product—and this should be reﬂected in the strategy planning.
Money must be spent designing and developing the new product. Even if the product is unique, this doesn’t mean that everyone will immediately come running to

Exhibit 10-2
Typical Changes in
Marketing Variables over the
Product Life Cycle
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the producer’s door. The ﬁrm will have to build channels of distribution—perhaps
offering special incentives to win cooperation. Promotion is needed to build demand
for the whole idea not just to sell a speciﬁc brand. Because all this is expensive, it
may lead the marketing manager to try to “skim” the market—charging a relatively
high price to help pay for the introductory costs.
The correct strategy, however, depends on how fast the product life cycle is likely
to move—that is, how quickly the new idea will be accepted by customers—and
how quickly competitors will follow with their own versions of the product. When
the early stages of the cycle will be fast, a low initial (penetration) price may make
sense to help develop loyal customers early and keep competitors out.

Pioneer may need help
from competitors

Sometimes it’s not in the best interest of the market pioneer for competitors to
stay out of the market. This may seem odd. But building customer interest in a really
new product idea—and obtaining distribution to make the product available—can
be too big a job for a single company, especially a small one with limited resources.
Two or more companies investing in promotion to build demand may help to stimulate the growth of the whole product-market. Similarly, a new product that is
unique may languish if it is not compatible with other products that customers rely
on. This is what recently happened with Digital Video Express (Divx) video disks.
When Divx came out, many consumer-electronics makers, retailers, and ﬁlm studios
were struggling to launch DVD format products. Divx had a number of advantages
over DVD, but it was not compatible with many of the ordinary DVD players that
were already on the market. Video rental stores didn’t want to stock movies for both
DVD and Divx, and consumers didn’t want to get stuck with Divx players if movies
were not available. So as DVD started to sizzle Divx ﬁzzled.10

New product sales may
not take off

Not all new product ideas catch on. Customers may conclude that the marketing
mix doesn’t satisfy their needs, or other new products may meet the same need better. But the success that eludes a ﬁrm with its initial strategy can sometimes be
achieved by modifying the strategy. Videodisc players illustrate this point. They were
a ﬂop during their initial introduction in the home-entertainment market. Consumers didn’t see any advantage over cheaper videotape players. But then new
opportunities developed. For example, the business market for these systems grew
because ﬁrms used them for sales presentations and for in-store selling. Customers
could shop for products by viewing pictures at a video kiosk. Of course, change
marches on. CD-ROM took over much of this market when computer manufacturers added a CD drive as a standard feature. And now DVD has the advantage because
it can handle even more video on one disk.11
Also relevant is how quickly the ﬁrm can change its strategy as the life cycle
moves on. Some ﬁrms are very ﬂexible. They can compete effectively with larger,
less adaptable competitors by adjusting their strategies more frequently.

Managing maturing
products

It’s important for a ﬁrm to have some competitive advantage as it moves into
market maturity. Even a small advantage can make a big difference—and some ﬁrms
do very well by carefully managing their maturing products. They are able to capitalize on a slightly better product or perhaps lower production and/or marketing
costs. Or they are simply more successful at promotion—allowing them to differentiate their more or less homogeneous product from competitors. For example,
graham crackers were competing in a mature market and sales were ﬂat. Nabisco
used the same ingredients to create bite-sized Teddy Grahams and then promoted
them heavily. These changes captured new sales and proﬁts for Nabisco. However,
competing ﬁrms quickly copied this idea with their own brands.12
The important point here is that industry proﬁts are declining in market maturity. Top management must see this, or it will continue to expect the attractive
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Some companies continue to do
well in market maturity by
improving their products. Lipton
has developed a cold brew tea
and Nintendo’s Game Boy
remains popular with new color
features.

proﬁts of the market growth stage—proﬁts that are no longer possible. If top
managers don’t understand the situation, they may place impossible burdens on the
marketing department—causing marketing managers to think about collusion with
competitors, deceptive advertising, or some other desperate attempt to reach impossible objectives.
Product life cycles keep moving. But that doesn’t mean a ﬁrm should just sit by
as its sales decline. There are other choices. A ﬁrm can improve its product or
develop an innovative new product for the same market. Or it can develop a strategy for its product (perhaps with modiﬁcations) targeted at a new market. For
example, it might ﬁnd a market in a country where the life cycle is not so far along,
or it might try to serve a new need. Or the ﬁrm can withdraw the product before
it completes the cycle and refocus on better opportunities. See Exhibit 10-3.

Time
Firm introduces an
innovative new (or
improved) product that
starts a new cycle.

Sales of firm’s
product in new
market
Time
Firm introduces old (or
modified) product in a
new market with a
different cycle.
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new product

Total industry sales
for product

Total industry sales for
product in “old” market

Total industry
sales for product
Sales ($)

Exhibit 10-3
Examples of Three
Marketing Strategy Choices
for a Firm in a Mature
Product-Market

When a ﬁrm’s product has won loyal customers, it can be successful for a long
time—even in a mature or declining market. However, continued improvements
may be needed to keep customers satisﬁed, especially if their needs shift. An outstanding example is Procter & Gamble’s Tide. Introduced in 1947, this powdered
detergent gave consumers a much cleaner wash than they were able to get before
because it did away with soap ﬁlm. Tide led to a whole new generation of powdered
laundry products that cleaned better with fewer suds. The demands on Tide continue to change because of new washing machines and fabrics—so the powdered
Tide sold today is much different than the one sold in 1947. In fact, powdered Tide
has had at least 55 (sometimes subtle) modiﬁcations.

Sales ($)

Improve the product or
develop a new one

Sales of firm’s
product

Time
Firm begins to phase out,
and then withdraws, a
dying product.
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A new product idea gives birth to
lots of new products, so the idea
is important.

Do product modiﬁcations—like those made with powdered Tide—create a
wholly new product that should have its own product life cycle? Or are they
technical adjustments of the original product idea? We will take the latter
position—focusing on the product idea rather than changes in features. This means
that some of these Tide changes were made in the market maturity stage. But this
type of product improvement can help to extend the product life cycle.
On the other hand, a ﬁrm that develops an innovative new product may move
to a new product life cycle. For example, by 1985 new liquid detergents like Wisk
were moving into the growth stage, and sales of powdered detergents were declining. To share in the growth-stage proﬁts for liquid detergents and to offset the loss
of customers from powdered Tide, Procter & Gamble introduced Liquid Tide. Then,
in 1997, P&G introduced Tide HE High Efﬁciency Laundry Detergent. It was the
ﬁrst detergent designed speciﬁcally to work with a new type of washing machine
that is just now starting to appear in stores. These environmentally friendly front
loaders use up to 40 percent less water per wash and over 50 percent less electricity than regular washers. Regular detergents don’t work in these washers because
they do too much sudsing, but Tide HE is designed to be a low-suds solution.
Although P&G used the familiar Tide brand name on both Liquid Tide and Tide
HE, they appear to be different product concepts that compete in different productmarkets. Traditional liquid detergent is probably now entering the market maturity
stage, and Tide HE is probably just starting the growth stage.
Even though regular powdered detergents in general appear to be in the decline
stage, traditional powdered Tide continues to sell well because it still does the job
for some consumers. But sales growth is likely to come from liquid detergents and
the new low-suds detergents.13

Develop new strategies
for different markets

We already highlighted the fact that the same product may be in different life
cycle stages in different markets. That means that a ﬁrm may have to pursue very
different strategies for a product, at the same time, in different markets.
In a mature market, a ﬁrm may be ﬁghting to keep or increase its market share. But
if the ﬁrm ﬁnds a new use for the product, it may need to try to stimulate overall
demand. Du Pont’s Teﬂon ﬂuorocarbon resin is a good example. It was developed more
than 50 years ago and has enjoyed sales growth as a nonstick coating for cookware, as
an insulation for aircraft wiring, and as a lining for chemically resistant equipment. But
marketing managers for Teﬂon are not waiting to be stuck with declining proﬁts in
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Tide detergent has been
improved many times over the
years, and now has a new
WearCare formula that helps
protect cotton threads from
damage. By contrast, Dryel is a
completely new type of product
and being able to dry clean
delicate clothes at home is a new
idea.

those mature markets. They are constantly developing strategies for new markets where
Teﬂon will meet needs. For example, Teﬂon is now selling well as a special coating for
the wires used in high-speed communications between computers.14

Phasing out dying
products

Not all strategies have to be exciting growth strategies. If prospects are poor in
some product-market, a phase-out strategy may be needed. The need for phasing
out becomes more obvious as the sales decline stage arrives. But even in market
maturity, it may be clear that a particular product is not going to be proﬁtable
enough to reach the company’s objectives using the current strategy. Then the wisest move may be to develop a strategy that helps the ﬁrm phase out of the
product-market—perhaps over several years.
Marketing plans are implemented as ongoing strategies. Salespeople make calls,
inventory moves in the channel, advertising is scheduled for several months into the
future, and so on. So the ﬁrm usually experiences losses if managers end a plan too
abruptly. Because of this, it’s sometimes better to phase out the product gradually. Managers order materials more selectively so production can end with a minimum of unused
inventory and they shift salespeople to other jobs. They may cancel advertising and
other promotion efforts more quickly since there’s no point in promoting for the long
run. These various actions obviously affect morale within the company—and they may
cause middlemen to pull back too. So the company may have to offer price inducements in the channels. Employees should be told that a phase-out strategy is being
implemented—and hopefully they can be shifted to other jobs as the plan is completed.
Obviously, there are some difﬁcult implementation problems here. But phase-out
is also a strategy—and it must be market-oriented to cut losses. In fact, it is possible to milk a dying product for some time if competitors move out more quickly.
This situation occurs when there is still ongoing (though declining) demand and
some customers are willing to pay attractive prices to get their old favorite.

New-Product Planning
Competition is strong and dynamic in most markets. So it is essential for a ﬁrm to
keep developing new products, as well as modifying its current products, to meet
changing customer needs and competitors’ actions. Not having an active new-product
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development process means that consciously, or subconsciously, the ﬁrm has decided
to milk its current products and go out of business. New-product planning is not an
optional matter. It has to be done just to survive in today’s dynamic markets.

What is a new product?

In discussing the introductory stage of product life cycles, we focused on the type
of really new product innovations that tend to disrupt old ways of doing things.
However, each year ﬁrms introduce many products that are basically reﬁnements of
existing products. So a new product is one that is new in any way for the company
concerned.
A product can become “new” in many ways. A fresh idea can be turned into a
new product and start a new product life cycle. For example, Alza Corporation’s
time-release skin patches are replacing pills and injections for some medications.
Variations on an existing product idea can also make a product new. Oral B
changed its conventional toothbrush to include a strip of colored bristles that fade
as you brush; that way you know when it’s time for a new brush. Colgate redesigned
the toothbrush with a soft handle and angled bristles to do a better job removing
tartar. Even small changes in an existing product can make it new.15

FTC says product is
“new” only six months

A ﬁrm can call its product new for only a limited time. Six months is the limit
according to the Federal Trade Commission (FTC)—the federal government agency
that polices antimonopoly laws. To be called new, says the FTC, a product must be
entirely new or changed in a “functionally signiﬁcant or substantial respect.” While
six months may seem a very short time for production-oriented managers, it may be
reasonable, given the fast pace of change for many products.

Ethical issues in newproduct planning

New product decisions—and decisions to abandon old products—often involve
ethical considerations. For example, some ﬁrms (including ﬁrms that develop drugs
to treat AIDS) have been criticized for holding back important new product innovations until patents run out, or sales slow down, on their existing products.
At the same time, others have been criticized for “planned obsolescence”—
releasing new products that the company plans to soon replace with improved new
versions. Similarly, wholesalers and middlemen complain that producers too often
keep their new-product introduction plans a secret and leave middlemen with dated
inventory that they can sell only at a loss.
Companies also face ethical dilemmas when they decide to stop supplying a product or the service and replacement parts to keep it useful. An old model of a
Cuisinart food processor, for example, might be in perfect shape except for a crack
in the plastic mixing bowl. It’s sensible for the company to improve the design if
the crack is a frequent problem, but if consumers can’t get a replacement part for
the model they already own, they’re left holding the bag.
Criticisms are also leveled at ﬁrms that constantly release minor variations of
products that already saturate markets. Consider what happened with disposable diapers. Marketing managers thought that they were serving some customers’ needs
better when they offered diapers in boys’ and girls’ versions and in a variety of sizes,
shapes, and colors. But many retailers felt that the new products were simply a ploy
to get more shelf space. Further, some consumers complained that the bewildering
array of choices made it impossible to make an informed decision. Of course, some
people would level the same criticism at Huggies Little Swimmers Disposable Swimpants. But unlike other disposables, this new product doesn’t swell in the water.
They have been a success because they seem to ﬁll a different need.
So, different marketing managers might have very different reactions to such criticisms. However, the fact remains that product management decisions often have a
signiﬁcant effect, one way or another, on customers and middlemen. A marketing
manager who is not sensitive to this may ﬁnd that a too casual decision leads to a
negative backlash that affects the ﬁrm’s strategy or reputation.16
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An Organized New-Product Development Process Is Critical
Identifying and developing new-product ideas—and effective strategies to go
with them—is often the key to a ﬁrm’s success and survival. But this isn’t easy. Newproduct development demands effort, time, and talent—and still the risks and costs
of failure are high. Experts estimate that consumer packaged-goods companies spend
at least $20 million to introduce a new brand—and 70 to 80 percent of these new
brands ﬂop. Each year there are over 31,000 new consumer packaged goods in the
U.S. alone. So, about 25,000 failed. That’s a big expense—and a waste. In the service sector, the front-end cost of a failed effort may not be as high, but it can have
a devastating long-term effect if dissatisﬁed consumers turn elsewhere for help.17

Internet

Internet Exercise Marketing Intelligence Service, Ltd., is a U.S.-based ﬁrm
that tracks new consumer packaged goods_both successes and failures.
Enter its website (www.productscan.com) and click on the What’s New button, then review its selections for new product innovations of the year. Do
you think that these products offer customers superior value, or are they just
me-too imitations?

A new product may fail for many reasons. Most often, companies fail to offer a
unique beneﬁt or underestimate the competition. Sometimes the idea is good but
the company has design problems—or the product costs much more to produce than
was expected. Some companies rush to get a product on the market without developing a complete marketing plan.18
But moving too slowly can be a problem too. With the fast pace of change for
many products, speedy entry into the market can be a key to competitive advantage. Marketing managers at Xerox learned this the hard way. Japanese competitors
were taking market share with innovative new models of copiers. It turned out that
the competitors were developing new models twice as fast as Xerox and at half the

Generating innovative and
proﬁtable new products requires
an understanding of customer
needs—and an organized newproduct development process.
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Exhibit 10-4 New-Product Development Process
Idea generation

Ideas from:
Customers and
users
Marketing
research
Competitors
Other markets
Company people
Middlemen, etc.

Screening

Idea evaluation

Strengths and
weaknesses
Fit with
objectives
Market trends
Rough ROI
estimate

Concept testing
Reactions from
customers
Rough estimates
of costs, sales,
and profits

Development

R&D
Develop model
or service
prototype
Test marketing
mix
Revise plans as
needed
ROI estimate

Commercialization
Finalize product
and marketing
plan
Start production
and marketing
“Roll out” in
select markets
Final ROI
estimate

cost. For Xerox to compete, it had to slash its ﬁve-year product development cycle.
Many other companies—ranging from manufacturers like Chrysler Corporation and
Hewlett-Packard to Internet service ﬁrms like E*Trade and Yahoo—are working to
speed up the new-product development process.19
To move quickly and also avoid expensive new-product failures, many companies
follow an organized new-product development process. The following pages describe
such a process, which moves logically through ﬁve steps: (1) idea generation, (2)
screening, (3) idea evaluation, (4) development (of product and marketing mix),
and (5) commercialization.20 See Exhibit 10-4.
The general process is similar for both consumer and business markets—and for
both goods and services. There are some signiﬁcant differences, but we will emphasize the similarities in the following discussion.

Process tries to kill new
ideas—economically

An important element in this new-product development process is continued
evaluation of a new idea’s likely proﬁtability and return on investment. In fact, the
hypothesis-testing approach discussed in Chapter 8 works well for new-product
development. The hypothesis tested is that the new idea will not be proﬁtable. This
puts the burden on the new idea—to prove itself or be rejected. Such a process may
seem harsh, but experience shows that most new ideas have some ﬂaw that can lead
to problems and even substantial losses. Marketers try to discover those ﬂaws early,
and either ﬁnd a remedy or reject the idea completely. Applying this process requires
much analysis of the idea, both within and outside the ﬁrm, before the company
spends money to develop and market a product. This is a major departure from the
usual production-oriented approach—in which a company develops a product ﬁrst
and then asks sales to “get rid of it.”
Of course, the actual new-product success rate varies among industries and companies. But many companies are improving the way they develop new products. It’s
important to see that if a ﬁrm doesn’t use an organized process like this, it may bring
many bad or weak ideas to market—at a big loss.

Step 1: Idea generation

New ideas can come from a company’s own sales or production staff, middlemen,
competitors, consumer surveys, or other sources such as trade associations, advertising agencies, or government agencies. By analyzing new and different views of the
company’s markets and studying present consumer behavior, a marketing manager
can spot opportunities that have not yet occurred to competitors or even to potential customers. For example, ideas for new service concepts may come directly from
analysis of consumer complaints.
No one ﬁrm can always be ﬁrst with the best new ideas. So in their search for ideas,
companies should pay attention to what current or potential competitors are doing.
Microsoft, for example, had to play catchup with its Internet Explorer browser—and
other changes to Windows—when Netscape Navigator became an instant hit. Some
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ﬁrms use what’s called reverse engineering. For example, new-product specialists at
Ford Motor Company buy other ﬁrms’ cars as soon as they’re available. Then they
take the cars apart to look for new ideas or improvements. British Airways talks to
travel agents to learn about new services offered by competitors. Many other companies use similar approaches.21
Many ﬁrms now “shop” in international markets for new ideas. Jamaica Broilers,
a poultry producer in the Caribbean, moved into ﬁsh farming; it learned that many
of the techniques it was using to breed chickens were also successful on ﬁsh farms
in Israel. In the same vein, food companies in the United States and Europe are
experimenting with an innovation recently introduced in Japan—a clear, odorless,
natural ﬁlm for wrapping food. Consumers don’t have to unwrap it; when they put
the product in boiling water or a microwave, the wrapper vanishes.22
Research shows that many new ideas in business markets come from customers who
identify a need they have. Then they approach a supplier with the idea and perhaps
even with a particular design or speciﬁcation. These customers become the lead users
of the product, but the supplier can pursue the opportunity in other markets.23
But ﬁnding new product ideas can’t be left to chance. Companies need a formal
procedure for seeking new ideas. The checkpoints discussed below, as well as the
hierarchy of needs and other behavioral elements discussed earlier, should be
reviewed regularly to ensure a continual ﬂow of new, and sound, ideas. And companies do need a continual ﬂow so they can spot an opportunity early—while there’s
still time to do something about it. Although later steps eliminate many ideas, a
company must have some that succeed.

Step 2: Screening

Screening involves evaluating the new ideas with the type of S.W.O.T analysis
described in Chapter 3 and the product-market screening criteria described in
Chapter 4. Recall that these criteria include the combined output of a resource
(strengths and weaknesses) analysis, a long-run trends analysis, and a thorough
understanding of the company’s objectives. See Exhibit 3-1 and Exhibit 4-5. Further, a “good” new idea should eventually lead to a product (and marketing mix)
that will give the ﬁrm a competitive advantage—hopefully, a lasting one.
Opportunities with better growth potential are likely to be more attractive. We
discussed this idea earlier when we introduced the GE planning grid (see
Exhibit 4-7). Now, however, you know that the life-cycle stage at which a ﬁrm’s
new product enters the market has a direct bearing on its prospects for growth.
Clearly, screening should consider how the strategy for a new product will hold up
over the whole product life cycle. In other words, screening should consider how
attractive the new product will be both in the short- and long-term.
Some companies screen based on consumer welfare

Screening should also consider how a new product will affect consumers over time.
Ideally, the product should increase consumer welfare, not just satisfy a whim.
Exhibit 10-5 shows different kinds of new-product opportunities. Obviously, a socially
responsible ﬁrm tries to ﬁnd desirable opportunities rather than deﬁcient ones. This
may not be as easy as it sounds, however. Some consumers want pleasing products

Exhibit 10-5
Types of New-Product
Opportunities

Immediate satisfaction
High
Low

Long-run
consumer
welfare

High

Desirable products

Salutary products

Low

Pleasing products

Deficient products
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Products that can be regenerated
or remanufactured provide both
immediate satisfaction and longrun consumer welfare.

instead of desirable ones. They emphasize immediate satisfaction and give little
thought to their own long-term welfare. And some competitors willingly offer what
consumers want in the short run. Generating socially responsible new-product ideas
is a challenge for new-product planners, but consumer groups are helping ﬁrms to
become more aware.
Safety must be considered

Real acceptance of the marketing concept certainly leads to safe products. But
consumers still buy some risky products for the thrills and excitement they provide—for example, bicycles, skis, hang gliders, and bungee jumps. Even so,
companies can usually add safety features—and some potential customers want
them.
The U.S. Consumer Product Safety Act (of 1972) set up the Consumer Product
Safety Commission to encourage safety in product design and better quality control. The commission has a great deal of power. It can set safety standards for
products. It can order costly repairs or return of unsafe products. And it can back
up its orders with ﬁnes and jail sentences. The Food and Drug Administration has
similar powers for food and drugs.
Product safety complicates strategy planning because not all customers—even
those who want better safety features—are willing to pay more for safer products.
Some features cost a lot to add and increase prices considerably. These safety concerns must be considered at the screening step because a ﬁrm can later be held liable
for unsafe products.
Products can turn to liabilities
Product liability means the legal obligation of sellers to pay damages to individuals who are injured by defective or unsafe products. Product liability is a serious
matter. Liability settlements may exceed not only a company’s insurance coverage
but its total assets!
Relative to most other countries, U.S. courts enforce a very strict product liability standard. Producers may be held responsible for injuries related to their
products no matter how the items are used or how well they’re designed. Riddell—
whose football helmets protect the pros—was hit with a $12 million judgment for
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a high school football player who broke his neck. The jury concluded that Riddell
should have put a sticker on the helmet to warn players of the danger of butting
into opponents!
Cases and settlements like this are common. In the United States, companies
pay over $100 billion a year to lawyers and consumers. Some critics argue that the
U.S. rules are so tough that they discourage innovation and economic growth. In
contrast, Japan may be too slack. Japan’s system discourages consumers from ﬁling
complaints because they are required to pay a percentage of any damages they seek
as court costs—regardless of whether they win or lose.
Sometimes there is incentive for lawyers to push liability cases to take a share of
the payments. Juries sometimes give huge settlements based on an emotional reaction to the case rather than scientiﬁc evidence. That seems to have happened in
lawsuits over silicon breast implants. On the other hand, until recently tobacco
companies’ lawyers took just about any step they could to try to discredit scientiﬁc
evidence of the cancer hazards of smoking.
Product liability is a serious ethical and legal matter. Many countries are attempting to change their laws so that they will be fair to both ﬁrms and consumers. But
until product liability questions are resolved, marketing managers must be even more
sensitive when screening new-product ideas.24
ROI is a crucial screening criterion

Getting by the initial screening criteria doesn’t guarantee success for the new
idea. But it does show that at least the new idea is in the right ballpark for this ﬁrm.
If many ideas pass the screening criteria, a ﬁrm must set priorities to determine
which ones go on to the next step in the process. This can be done by comparing
the ROI (return on investment) for each idea—assuming the ﬁrm is ROI-oriented.
The most attractive alternatives are pursued ﬁrst.

Step 3: Idea evaluation

When an idea moves past the screening step, it is evaluated more carefully. Note
that an actual product has not yet been developed—and this can handicap the ﬁrm
in getting feedback from customers. For help in idea evaluation, ﬁrms use concept
testing—getting reactions from customers about how well a new product idea ﬁts
their needs. Concept testing uses market research—ranging from informal focus
groups to formal surveys of potential customers.
Companies can often estimate likely costs, revenue, and proﬁtability at this stage.
And market research can help identify the size of potential markets. Even informal
focus groups are useful—especially if they show that potential users are not excited
about the new idea. If results are discouraging, it may be best to kill the idea at this
stage. Remember, in this hypothesis-testing process, we’re looking for any evidence
that an idea is not a good opportunity for this ﬁrm and should be rejected.
Product planners must think about wholesaler and retailer customers as well as
ﬁnal consumers. Middlemen may have special concerns about handling a proposed
product. A Utah ice-cream maker was considering a new line of ice-cream novelty
products—and he had visions of a hot market in California. But he had to drop his
idea when he learned that grocery store chains wanted payments of $20,000 each
just to stock his frozen novelties in their freezers. Without the payment, they didn’t
want to risk using proﬁtable freezer space on an unproven product. This is not an
unusual case. At the idea evaluation stage, companies often ﬁnd that other members of the distribution channel won’t cooperate.25
Idea evaluation is often more precise in business markets. Potential customers are
more informed—and their needs focus on the economic reasons for buying rather
than emotional factors. Further, given the derived nature of demand in business
markets, most needs are already being satisﬁed in some way. So new products just
substitute for existing ones. This means that product planners can compare the cost
advantages and limitations of a new product with those currently being used. And
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GE developed a software system
so that its new product design
engineers in different parts of the
world could collaborate over the
Internet in real time—which helps
GE bring concepts to market
more quickly.

by interviewing well-informed people, they can determine the range of product
requirements and decide whether there is an opportunity.
For example, you’ve probably noticed that most new car designs have switched
to low-proﬁle headlights. They allow sleeker styling and better gas mileage. Yet these
lights were initially only used on high-priced cars. That’s because the GE development team worked with engineers at Ford when they were ﬁrst developing the bulbs
for these headlights. Together they determined that the switch to the new bulb and
headlight assembly would add about $200 to the price of a car. That meant that the
bulb was initially limited to luxury cars—until economies of scale brought down
the costs.26
Whatever research methods are used, the idea evaluation step should gather enough
information to help decide whether there is an opportunity, whether it ﬁts with the
ﬁrm’s resources, and whether there is a basis for developing a competitive advantage.
With such information, the ﬁrm can estimate likely ROI in the various market segments and decide whether to continue the new-product development process.27

Step 4: Development

Product ideas that survive the screening and idea evaluation steps must now be
analyzed further. Usually, this involves some research and development (R&D) and
engineering to design and develop the physical part of the product. In the case of
a new service offering, the ﬁrm will work out the details of what training, equipment, staff, and so on will be needed to deliver on the idea. Input from the earlier
efforts helps guide this technical work.
New computer-aided design (CAD) systems are sparking a revolution in design
work. Designers can develop lifelike 3-D
color drawings of packages and products.
Then the computer allows the manager to
look at the product from different angles
and views, just as with a real product.
Changes can be made almost instantly.
They can be sent by e-mail to managers all
over the world for immediate review. They
can even be put on a website for marketing research with remote customers. Then once the designs are ﬁnalized, they feed
directly into computer-controlled manufacturing systems. Companies like Motorola
and Timex have found that these systems cut their new-product development time
in half—giving them a leg up on many competitors. Most ﬁrms are now using variations on these systems.
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Even so, it is still good to test models and early versions of the product in the
market. This process may have several cycles. A manufacturer may build a model
of a physical product or produce limited quantities; a service ﬁrm may try to train
a small group of service providers. Product tests with customers may lead to revisions—before the ﬁrm commits to full-scale efforts to produce the good or service.
With actual goods or services, potential customers can react to how well the product meets their needs. Using small focus groups, panels, and larger surveys, marketers
can get reactions to speciﬁc features and to the whole product idea. Sometimes that
reaction kills the idea. For example, Coca-Cola Foods believed it had a great idea
with Minute Maid Squeeze-Fresh, frozen orange juice concentrate in a squeeze bottle. Coca-Cola thought consumers would prefer to mix one glass at a time rather than
ﬁnd space for another half-gallon jug in the refrigerator. When actually tested, however, Squeeze-Fresh bombed. Consumers loved the idea but hated the product. It was
messy to use, and no one could tell how much concentrate to squeeze in the glass.28
In other cases, testing can lead to revision of product speciﬁcations for different markets. For example, AMR Corporation had plans for a new reservation system to help
travel agents, hotels, and airlines provide better customer service. But tests revealed
too many problems, and plans for the service had to be revised. Sometimes a complex
series of revisions may be required. Months or even years of research may be necessary
to focus on precisely what different market segments will ﬁnd acceptable. For example, Gillette’s Mach3 razor blade took over a decade and $750 million in development
and tooling costs, plus another $300 million for introductory promotion.29
Firms often use full-scale market testing to get reactions in real market conditions
or to test product variations and variations in the marketing mix. For example, a ﬁrm
may test alternative brands, prices, or advertising copy in different test cities. Note
that the ﬁrm is testing the whole marketing mix, not just the product. For example,
a hotel chain might test a new service offering at one location to see how it goes over.
Test-marketing can be risky because it may give information to competitors. In
fact, a company in Chicago—Marketing Intelligence Services—monitors products
in test markets and then sells the information to competing ﬁrms. Similar ﬁrms monitor markets in other countries.
But not testing is dangerous too. Frito-Lay was so sure it understood consumers’
snack preferences that it introduced a three-item cracker line without market testing. Even with network TV ad support, MaxSnax met with overwhelming consumer
indifference. By the time Frito-Lay pulled the product from store shelves, it had lost
$52 million. Market tests can be very expensive. Yet they can uncover problems
that otherwise might go undetected and destroy the whole strategy.30
If a company follows the new-product development process carefully, the market
test will provide a lot more information to the ﬁrm than to its competitors. Of course,
the company must test speciﬁc variables rather than just vaguely testing whether a
new idea will “sell.” After the market test, the ﬁrm can estimate likely ROI for various strategies to determine whether the idea moves on to commercialization.
Some companies don’t do market tests because they just aren’t practical. In fashion markets, for example, speed is extremely important, and products are usually just
tried in market. And durable products—which have high ﬁxed production costs and
long production lead times—may have to go directly to market. In these cases, it
is especially important that the early steps be done carefully to reduce the chances
for failure.31

Step 5:
Commercialization

A product idea that survives this far can ﬁnally be placed on the market. First,
the new-product people decide exactly which product form or line to sell. Then
they complete the marketing mix—really a whole strategic plan. And top management has to approve an ROI estimate for the plan before it is implemented. Finally,
the product idea emerges from the new-product development process—but success
requires the cooperation of the whole company.

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

296

10. Product Management
and New−Product
Development

Text

© The McGraw−Hill
Companies, 2002

Chapter 10

Firms often take apart
competitors’ products to look for
ideas that they can apply or
adapt in their own products.

Putting a product on the market is expensive. Manufacturing or service facilities
have to be set up. Goods have to be produced to ﬁll the channels of distribution,
or people must be hired and trained to provide services. Further, introductory promotion is costly—especially if the company is
entering a very competitive market.
Because of the size of the job, some ﬁrms introduce their products city by city or region by
region—in a gradual “rollout”—until they have
complete market coverage. Sprint used this
approach in introducing its broadband wireless
service that included a rooftop transmission device.
Detroit, Phoenix, and San Francisco were targeted
ﬁrst. Rollouts also permit more market testing—
although that is not their purpose. Rather, the
purpose is to do a good job implementing the marketing plan. But marketing managers also need to
pay close attention to control—to ensure that the
implementation effort is working and that the
strategy is on target.

New-Product Development: A Total Company Effort
We’ve been discussing the steps in a logical, new-product development process.
However, as shown in Exhibit 10-6, many factors can impact the success of the effort.

Top-level support
is vital

Companies that are particularly successful at developing new goods and services
seem to have one trait in common: enthusiastic top-management support for newproduct development. New products tend to upset old routines that managers of
established products often try in subtle but effective ways to maintain. So someone
with top-level support, and authority to get things done, needs to be responsible for
new-product development.32

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

10. Product Management
and New−Product
Development

© The McGraw−Hill
Companies, 2002

Text

Product Management and New-Product Development

297

Exhibit 10-6 New-Product Development Success Factors

Crossfunctional
team

Top
management
support

Clear
understanding
of customer
needs

Organized New-Product
Development Process

Product
champion with
authority

Timely
development
cycle

Cost
management
(costs add
value)

Complete
marketing
plan

Effective
transition to
regular
operations

A basis for
superior
customer
value

New
product
success

Effective
design

Put someone in charge

In addition, rather than leaving new-product development to someone in engineering, R&D, or sales who happens to be interested in taking the initiative,
successful companies put someone in charge. It may be a person, department, or
team. But it’s not a casual thing. It’s a major responsibility of the job.
A new-product development department or team (committee) from different
departments may help ensure that new ideas are carefully evaluated and proﬁtable
ones quickly brought to market. It’s important to choose the right people for the
job. Overly conservative managers may kill too many, or even all, new ideas. Or
committees may create bureaucratic delays leading to late introduction and giving
competitors a head start. A delay of even a few months can make the difference
between a product’s success or failure.

Market needs guide
R&D effort

Many new-product ideas come from scientiﬁc discoveries and new technologies.
That is why ﬁrms often assign specialists to study the technological environment in
search of new ways to meet customers’ needs. Many ﬁrms have their own R&D
group that works on developing new products and new-product ideas. Even service
ﬁrms have technical specialists who help in development work. For example, a bank
thinking about offering customers a new set of investment alternatives must be certain that it can deliver on its promises. We’ve touched on this earlier, but the
relationship between marketing and R&D warrants special emphasis.
The R&D effort is usually handled by scientists, engineers, and other specialists
who have technical training and skills. Their work can make an important contribution to a ﬁrm’s competitive advantage—especially if it competes in high-tech
markets. However, technical creativity by itself is not enough. The R&D effort must
be guided by the type of market-oriented new-product development process we’ve
been discussing.
From the idea generation stage to the commercialization stage, the R&D specialists, the operations people, and the marketing people must work together to
evaluate the feasibility of new ideas. They may meet in person, or communicate
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with e-mail or intranet sites, or perhaps via teleconferencing or some other technology. There are many ways to share ideas. So it isn’t sensible for a marketing
manager to develop elaborate marketing plans for goods or services that the ﬁrm
simply can’t produce—or produce proﬁtably. It also doesn’t make sense for R&D
people to develop a technology or product that does not have potential for the ﬁrm
and its markets. Clearly, a balancing act is involved here. But the critical point is
the basic one we’ve been emphasizing throughout the whole book: marketingoriented ﬁrms seek to satisfy customer needs at a proﬁt with an integrated, whole
company effort.

A complicated,
integrated effort
is needed

Developing new products should be a total company effort. The whole
process—involving people in management, research, production, promotion,
packaging, and branding—must move in steps from early exploration of ideas to
development of the product and marketing mix. Even with a careful development process, many new products do fail—usually because a company skips some
steps in the process. Because speed can be important, it’s always tempting to skip
needed steps when some part of the process seems to indicate that the company
has a “really good idea.” But the process moves in steps—gathering different
kinds of information along the way. By skipping steps, a ﬁrm may miss an important aspect that could make a whole strategy less proﬁtable or actually cause it
to fail.
Eventually, the new product is no longer new—it becomes just another product. In some ﬁrms, at this point the new-product people turn the product over
to the regular operating people and go on to developing other new ideas. In
other ﬁrms, the person who was the new-product champion continues with the
product, perhaps taking on the broader responsibility for turning it into a successful business.

Need for Product Managers
Product variety leads
to product managers

When a ﬁrm has only one or a few related products, everyone is interested in
them. But when many new products are being developed, someone should be put
in charge of new-product planning to be sure it is not neglected. Similarly, when a
ﬁrm has products in several different product categories, management may decide
to put someone in charge of each category, or each brand, to be sure that attention
to these products is not lost in the rush of everyday business. Product managers or
brand managers manage speciﬁc products—often taking over the jobs formerly handled by an advertising manager. That gives a clue to what is often their major
responsibility—Promotion—since the products have already been developed by the
new-product people. However, some brand managers start at the new-product development stage and carry on from there.
Product managers are especially common in large companies that produce many
kinds of products. Several product managers may serve under a marketing manager.
Sometimes these product managers are responsible for the proﬁtable operation of a
particular product’s whole marketing effort. Then they have to coordinate their
efforts with others—including the sales manager, advertising agencies, production
and research people, and even channel members. This is likely to lead to difﬁculties if product managers have no control over the marketing strategy for other
related brands or authority over other functional areas whose efforts they are
expected to direct and coordinate.
To avoid these problems, in some companies the product manager serves mainly
as a “product champion”—concerned with planning and getting the promotion
effort implemented. A higher-level marketing manager with more authority
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3M Sticks to Its Focus on Innovation

Product Management and New-Product Development

Minnesota Mining & Manufacturing (3M) is fast and
successful in spinning out new products. This isn’t just
by chance. 3M’s top executive set an objective that 30
percent of sales should come from products that didn’t
exist four years ago. You see the emphasis on innovation
in even the quickest visit to 3M’s website (www.3m.com).
For example, current 3M innovations include radiant light
ﬁlm (for uses ranging from graphical signage to glittery
toys), elastomers (which seal in aggressive chemicals in
high-temperature settings), and electrostatic ﬁbers (that
ﬁlter dust out of heating vents). You can see why 3M
says, “we are always new.”
3M motivates innovation by staying close to customers, rewarding new-product champions, and
sharing ideas among divisions. Teams from marketing, operations, and R&D screen new-product
concepts for the ones with the highest proﬁt potential. Then everyone works to bring the best ones to
market fast. 3M’s Scotch-Brite Never Rust Wool Soap
Pads show how this approach can succeed. Consumers told 3M marketing researchers that they
wanted an improved soap pad. Ordinary steel wool
pads leave rust stains on sinks and tiny metal splinters in dishpan hands. 3M screens new products for
their environmental impact, so the R&D people devel-

299

oped a pad using plastic ﬁbers from recycled plastic
bottles. Experts from 3M’s abrasives division ﬁgured
out how to coat the ﬁbers with ﬁne abrasives and
biodegradable soap. Further marketing research
reﬁned the shape of the pads, and test markets evaluated details of the marketing plan. For example, tests
conﬁrmed that consumers liked the colorful package
made from recycled paper and would pay more for
Never Rust pads than they did for Brillo.
The managers varied the marketing plan for different countries. In mature markets such as the U.S. and
Brazil where steel wool pads already had a large consumer base, the objective was to capture share. In
Japan, where steel wool is not commonly used, the
objective was to pioneer the market and attract new
customers. In a ﬁrm renowned for innovation, the
launch of Never Rust pads was one of 3M’s most
proﬁtable ever.
3M is also serious about how its innovations affect
consumer welfare. When managers learned that
traces of a chemical in 3M’s Scotchgard fabric protector might persist in the environment, they didn’t wait
for scientists to do more tests. They voluntarily pulled
the popular product off the market—before they even
knew if R&D could ﬁnd a substitute chemical.33

coordinates the efforts and integrates the marketing strategies for different products
into an overall plan.
The activities of product managers vary a lot depending on their experience and
aggressiveness and the company’s organizational philosophy. Today companies are
emphasizing marketing experience—because this important job takes more than academic training and enthusiasm. But it is clear that someone must be responsible for
developing and implementing product-related plans—especially when a company
has many products.34
Consumer packaged goods
companies, like Nabisco, usually
assign brand managers who are
responsible for individual
products. However, when there
are a number of products in the
same product category there is
often a higher-level manager who
ensures that the marketing
program for the whole category
is effective.
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Conclusion
New-product planning is an increasingly important
activity in a modern economy because it is no longer
very proﬁtable to just sell me-too products in highly
competitive markets. Markets, competition, and product life cycles are changing at a fast pace.
The product life cycle concept is especially important
to marketing strategy planning. It shows that a ﬁrm needs
different marketing mixes—and even strategies—as a
product moves through its cycle. This is an important
point because proﬁts change during the life cycle—with
most of the proﬁts going to the innovators or fast copiers.
We pointed out that a product is new to a ﬁrm if it is
new in any way or to any target market. But the Federal

Trade Commission takes a narrower view of what you
can call “new.”
New products are so important to business survival
that ﬁrms need some organized process for developing
them. We discuss such a process and emphasize that it
requires a total company effort to be successful.
The failure rate of new products is high—but it is
lower for better-managed ﬁrms that recognize product
development and management as vital processes. Some
ﬁrms appoint product managers to manage individual
products and new-product teams to ensure that the
process is carried out successfully.

Questions and Problems
1. Explain how industry sales and industry proﬁts behave over the product life cycle.
2. Cite two examples of products that you feel are currently in each of the product life-cycle stages.
Consider services as well as physical goods.
3. Explain how you might reach different conclusions
about the correct product life-cycle stage(s) in the
worldwide automobile market.
4. Explain why individual brands may not follow the
product life-cycle pattern. Give an example of a
new brand that is not entering the life cycle at the
market introduction stage.
5. Discuss the life cycle of a product in terms of its
probable impact on a manufacturer’s marketing mix.
Illustrate using personal computers.
6. What characteristics of a new product will help it to
move through the early stages of the product life cycle
more quickly? Brieﬂy discuss each characteristic—
illustrating with a product of your choice. Indicate
how each characteristic might be viewed in some
other country.
7. What is a new product? Illustrate your answer.

8. Explain the importance of an organized new-product
development process and illustrate how it might be
used for (a) a new hair care product, (b) a new children’s toy, and (c) a new subscribers-only cable
television channel.
9. Discuss how you might use the new-product development process if you were thinking about offering
some kind of summer service to residents in a beach
resort town.
10. Explain the role of product or brand managers. When
would it make sense for one of a company’s current
brand managers to be in charge of the new-product
development process? Explain your thinking.
11. If a ﬁrm offers one of its brands in a number of different countries, would it make sense for one brand
manager to be in charge, or would each country require its own brand manager? Explain your thinking.
12. Discuss the social value of new-product development activities that seem to encourage people to
discard products that are not all worn out. Is this an
economic waste? How worn out is all worn out?
Must a shirt have holes in it? How big?

Suggested Cases
3. Pillsbury’s Häagen-Dazs
12. ChemTech

20. Outdoor World, Inc.
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Computer-Aided Problem
10. Growth Stage Competition
AgriChem, Inc., has introduced an innovative new
product—a combination fertilizer, weed killer, and insecticide that makes it much easier for soybean farmers
to produce a proﬁtable crop. The product introduction
was quite successful, with 1 million units sold in the year
of introduction. And AgriChem’s proﬁts are increasing.
Total market demand is expected to grow at a rate of
200,000 units a year for the next ﬁve years. Even so,
AgriChem’s marketing managers are concerned about
what will happen to sales and proﬁts during this period.
Based on past experience with similar situations, they
expect one new competitor to enter the market during
each of the next ﬁve years. They think this competitive
pressure will drive prices down about 6 percent a year.
Further, although the total market is growing, they know
that new competitors will chip away at AgriChem’s market share—even with the 10 percent a year increase
planned for the promotion budget. In spite of the competitive pressure, the marketing managers are sure that
familiarity with AgriChem’s brand will help it hold a large
share of the total market and give AgriChem greater
economies of scale than competitors. In fact, they expect
that the ratio of proﬁt to dollar sales for AgriChem
should be about 10 percent higher than for competitors.
AgriChem’s marketing managers have decided the
best way to get a handle on the situation is to organize
the data in a spreadsheet. They have set up the spread-

sheet so they can change the “years in the future” value
and see what is likely to happen to AgriChem and the
rest of the industry. The starting spreadsheet shows the
current situation with data from the ﬁrst full year of production.
a. Compare AgriChem’s market share and proﬁt for
this year with what is expected next year—given the
marketing managers’ current assumptions. What
are they expecting? (Hint: Set number of years in
the future to 1.)
b. Prepare a table showing AgriChem’s expected proﬁt,
and the expected industry revenue and proﬁt, for the
current year and the next ﬁve years. Brieﬂy explain
what happens to industry sales and proﬁts and why.
(Hint: Do an analysis to vary the number of years
in the future value in the spreadsheet from a minimum of 0—the current year—to a maximum of 5.
Display the three values requested.)
c. If market demand grows faster than expected—say,
at 280,000 units a year—what will happen to
AgriChem’s proﬁts and the expected industry revenues and proﬁts over the next ﬁve years? What are
the implications of this analysis?
For additional questions related to this problem, see
Exercise 10-3 in the Learning Aid for Use with Basic Marketing, 14th edition.
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while others rely on
intermediaries and
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3. Understand how
and why marketing
specialists develop to
make channel systems more effective.
4. Understand how to
develop cooperative
relationships and
avoid conﬂict in
channel systems.
5. Know how channel
members in vertical
marketing systems
shift and share
functions—to meet
customer needs.
6. Understand the differences between
intensive, selective,
and exclusive
distribution.
7. Understand the
important new terms
(shown in red).

Steve Bollic’s small ﬁrm creates

news, but in his previous job Bollic

video game software. In the sum-

had gotten a taste of what it might

mer of 2001, he learned that

mean: tough new competition from

Ingram Book Group, a book whole-

game producers whose distribution

saler, had formed an alliance with

channels focused on the big retail

Valley Media, Inc., a distributor of

chains.

music and entertainment products.

Bollic had been a manager for

Most people in his product-market

the Intimate Bookshops, a small

would have glossed over that

chain of shops that for decades
had been the place to buy books in
his college-town market. He
moved on to start his video game
business even before the Intimate
had its ﬁnal clearance sale and
closed its doors for good.
After all, sales of books
through independent bookshops dropped by over 25
percent in the 1990s. Like the
Intimate, many went out of
business because of changes in
the channels of distribution for
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price
place
produc
promotion

frequent-buyer discount and

reality Amazon’s warehouse

with whom they worked also

special-order service at Walden

keeps inventory on only a

had troubles.

Books. Others went to Barnes

couple thousand of the

At the Intimate, competitors

and Noble for the selection—

fastest-selling books. That’s

had chipped away at sales over

and the coffee bar. Wal-Mart

because Amazon ﬁlls most

the years. But the cofﬁn nail

carried only a few best-sellers,

orders through wholesalers.

was not driven by mail-order

but its low prices turned shop-

And that takes us back to

book clubs, or by the religious

pers into impulse buyers. Some

Ingram Book Group. It has

book store that opened in town,

of the Intimate’s ex-customers

been the hidden giant behind

or even by used textbook bro-

were no longer shopping in any

many big book retailers,

kers who ate into that business.

store. Rather, they were order-

including Internet sellers. For

Rather, the bigger issue was

ing books online from

example, in 1998 it handled

the big national chains. They

Amazon.com.

more than 60 percent of

Operating from its website,

Amazon’s orders. At the

ers and could demand lower

Amazon offers consumers an

same time it was a major sup-

prices for larger quantities.

amazing selection of over two

plier for Barnes and Noble.

They also had aggressive mar-

million books. As Amazon ads

There are good reasons. Its

keting programs to woo

pop up on-screen, web surfers

distribution customer service

consumers. The Intimate had

may think the selection is even

is hard to match. Orders ﬂow

lost some customers to the

greater. But Bollic knew that in

into Ingram’s computers

price
place
product
promotion
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electronically, and most are

When that merger fell

assembled and shipped the

through, Barnes and Noble

are scrambling their product

same day from its inventory of

expanded its own distribution

lines to include the best sellers

500,000 titles. With a half-

centers, inventory, and logistics

among these categories. With

dozen warehouses spread

systems to become more efﬁ-

video games becoming a

across the country, Ingram

cient on its own. Ingram, in

mature product, it is not a com-

gets 95 percent of its ship-

turn, is getting new business by

plete surprise that distribution

ments to the retailer within 48

offering its retailer-customers

intensity is expanding. But it

hours. You can see why

new services_like sending

may mean that Bollic will need

Barnes and Noble wanted to

books directly to the consumer.

to decide whether to join one of

merge with Ingram; this

But Ingram is also adding

these new channel systems or

vertical integration would have

music and entertainment prod-

stick with the specialists who

made the combined ﬁrm even

ucts, like video games, to its

helped him get started.1

more efﬁcient and powerful.

line. That’s because many of

the retailer-customers it serves

Place Decisions Are an Important Part of Marketing Strategy
As this example shows, offering customers a good product at a reasonable price
is important to a successful marketing strategy. But it’s not the whole story. Managers must also think about Place—making goods and services available in the right
quantities and locations—when customers want them. And when different target
markets have different needs, a number of Place variations may be required. Our
opening case also makes it clear that new Place arrangements can dramatically
change the competition in a product-market. This is especially important in business today because many ﬁrms are trying to use new information technologies,
including websites and aspects of e-commerce, to reach customers directly. Of
course, not every consumer (or business customer) wants to buy products online;

To provide solutions to problems faced by more different types of home improvement customers, Home Depot has supplemented its
home improvement warehouse stores with Expo Design Centers and smaller Villager’s Hardware Stores.
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Place objectives

Customer
service
level desired

Type of
channel

Direct

Indirect

Degree of market
exposure desired
(intensive, selective,
or exclusive)

Middlemen/facilitators
needed (many types,
Chapters 12—13)

Inventory level
Transportation
arrangements
Facilities needed
Information technology
needed

How to manage
channel relationships

but the numbers are increasing, prompting ﬁrms to rethink the ways that they can
provide greater value to their target markets.
In the next three chapters, we’ll deal with the many important strategy decisions
that a marketing manager must make concerning Place. Exhibit 11-1 gives an
overview. We’ll start in this chapter with a discussion of the type of channel that’s
needed to meet customers’ needs. We’ll show why specialists are often involved and
how they come together to form a channel of distribution—any series of ﬁrms or
individuals who participate in the ﬂow of products from producer to ﬁnal user or
consumer. We’ll also consider how to manage relations among channel members to
reduce conﬂict and improve cooperation.
In Chapter 12, we’ll expand our coverage of Place to include decisions that a
marketing manager makes to decide what level of distribution service to offer—and
why he must coordinate storing and transporting activities—providing the desired
service at a reasonable cost. Then, in Chapter 13, we’ll take a closer look at the
many different types of retailing and wholesaling ﬁrms. We’ll consider their role in
channels as well as the strategy decisions they make to satisfy their own customers.

Place Decisions Are Guided by “Ideal” Place Objectives
All marketing managers want to be sure that their goods and services are available in the right quantities and locations—when customers want them. But
customers may have different needs with respect to time, place, and possession utility as they make different purchases.

Product classes
suggest Place
objectives

You’ve already seen this with the product classes—which summarize consumers’
urgency to have needs satisﬁed and willingness to seek information, shop, and compare. Now you should be able to use the product classes to handle Place decisions.
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Most pet food companies focus on distribution through grocery stores, but Science Diet brand premium pet foods reach consumers in the
U.S., Japan, and Italy through a different channel—veterinary ofﬁces and pet stores. Because Science Diet has developed cooperative
relationships with other members of this channel, Science Diet products often get special promotion support at the point of purchase.

Exhibit 9-3 shows the relationship between consumer product classes and ideal
Place objectives. Similarly, Exhibit 9-4 shows the business product classes and how
they relate to customer needs. Study these exhibits carefully. They set the framework for making Place decisions. In particular, the product classes help us decide
how much market exposure we’ll need in each geographic area.

Place system is not
automatic

A product may be sold both to ﬁnal consumers and business customers, and each
type of customer may want to purchase in different ways. Further, several different
product classes may be involved if different market segments view a product in different ways. Thus, just as there is no automatic classiﬁcation for a speciﬁc product,
we can’t automatically decide the one best Place arrangement.
However, people in a particular target market should have similar attitudes and
therefore should be satisﬁed with the same Place system. If different target segments
view a product in different ways, marketing managers may need to develop several
strategies, each with its own Place arrangements.

Place decisions have
long-run effects

The marketing manager must also consider Place objectives in relation to the
product life cycle; see Exhibit 10-2. Place decisions often have long-run effects.
They’re usually harder to change than Product, Price, and Promotion decisions.
Many ﬁrms that thought they could quickly establish effective websites for direct
online sales, for example, found that it took several years and millions of dollars to
work out the kinks. It can take even longer to develop effective working relationships with others in the channel. Legal contracts with channel partners may also
limit changes. And it’s hard to move retail stores and wholesale facilities once leases
are signed and customer shopping patterns are settled. Yet as products mature, they
typically need broader distribution to reach different target customers.
The distribution of premium pet foods followed this pattern. A decade ago, supermarkets wouldn’t carry specialized pet foods because there wasn’t much demand.
So marketing managers for Science Diet products concentrated on getting distribution through pet shops and veterinary ofﬁces. These pet professionals were already
focused on Science Diet’s target market. Science Diet’s sales in this channel grew rapidly. What’s more, proﬁt margins on the specialty foods were much higher than on
traditional fare. Seeing that this market was growing, Purina, Kal Kan, and other
producers developed new products and worked with their supermarket channels to
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set up special “nutrition centers” on the pet food aisle. P&G bought Iams and pushed
for distribution in pet superstores, at mass-merchandisers, and online. Perhaps the
competition among channels was inevitable. But Science Diet is still doing well in
its own channel. It’s also using the same approach to expand into other countries.
In pet stores in Japan and Italy, for example, Science Diet attracts new customers
with special displays, samples, and free literature.2

Channel System May Be Direct or Indirect
One of the most basic Place decisions producers must make is whether to handle the whole distribution themselves—perhaps by relying on direct-to-customer
e-commerce selling—or use wholesalers, retailers, and other specialists (see Exhibit
11-1). Middlemen, in turn, must select the producers they’ll work with.

Why a ﬁrm might want
to use direct
distribution

Many ﬁrms prefer to distribute directly to the ﬁnal customer or consumer. One
reason is that they want complete control over the marketing job. They may think
that they can serve target customers at a lower cost or do the work more effectively
than middlemen. Further, working with independent middlemen with different
objectives can be troublesome.

The Internet makes
direct distribution
easier

Website-based e-commerce systems give many ﬁrms direct access to prospects and
customers whom it would have been difﬁcult or impossible to reach in the past.
Even very small, specialized ﬁrms may be able to establish a web page and draw customers from all over the world. Of course, there are limitations. If a customer wants
a salesperson to demonstrate a product, then a “virtual store” may not be adequate.
However, the concept of distribution over the Internet is still evolving. Some ﬁrms
now use live camera “feeds” while talking with the customer over an Internet video
phone. Other innovations are being tested. Regardless, if it’s with the help of technology or by other more traditional means, there often are great advantages in
selling directly to the ﬁnal user or consumer.

Direct contact with
customers

If a ﬁrm is in direct contact with its customers, it is more aware of changes in
customer attitudes. It is in a better position to adjust its marketing mix quickly
because there is no need to convince other channel members to help. If a product
needs an aggressive selling effort or special technical service, the marketing manager
can ensure that salespeople receive the necessary training and motivation. In
contrast, middlemen often carry products of several competing producers. So they
might not give any one item the special emphasis its producer wants.

In the U.S. and many other developed nations, Unilever relies primarily on indirect distribution through a variety of wholesalers and
retailers. However, in Spain it delivers frozen foods directly to consumer homes, and in Vietnam a mobile store brings products to local
consumers. And now some products are sold direct to consumers from an Internet website.
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When Snapple bought SoBe’s
main wholesaler in New Jersey,
other goods wholesalers were
not available and SoBe was left
with limited distribution. So
marketers for SoBe sold directly
to retailers. Getting retailer
cooperation and good shelf
space was easier when SoBe
provided its own coolers.

Suitable middlemen are
not available

A ﬁrm may have to go direct if suitable middlemen are not available or will not
cooperate. For example, Apple is again opening its own stores in hopes of getting
more in-store promotional emphasis on what’s different about its iMac computers.3
Middlemen who have the best contacts with the target market may be hesitant
to add unproven vendors or new products, especially really new products that don’t
ﬁt well with their current business. Many new products die because the producer
can’t ﬁnd willing middlemen and doesn’t have the ﬁnancial resources to handle
direct distribution.
In the United States, the Census Bureau publishes detailed data concerning
wholesalers and retailers, including breakdowns by kind of business, product line,
and geographic territory. Similar information is available for Canada and many other
countries, including most of those in the European Union. Most of this data is available online. It can be very valuable in strategy planning—especially to learn
whether potential channel members are serving a target market. You can also learn
what sales volume current middlemen are achieving.

Common with business
customers and
services

Many business products are sold direct-to-customer. Rolm, for example, sells its
computerized voice mail systems direct. Alcan sells aluminum to General Motors
direct. And Honda sells its motors direct to lawn mower producers. This is understandable since in business markets there are fewer transactions and orders are larger.
In addition, customers may be concentrated in a small geographic area, making distribution easier. Further, once relationships are established e-commerce systems can
provide an efﬁcient way to handle orders, inventory replenishment, and routine
information needs (such as delivery schedules).
Service ﬁrms often use direct channels. If the service must be produced in the
presence of customers, there may be little need for middlemen. An accounting ﬁrm
like Arthur Andersen, for example, must deal directly with its customers. However,
many ﬁrms that produce physical goods turn to middlemen specialists to help
provide the services customers expect as part of the product. Maytag may hope that
its authorized dealers don’t get many repair calls, but the service is available when
customers need it. Here the middleman produces the service.4

Some consumer
products are sold
direct

Many companies that produce consumer products have websites where a consumer can place a direct order. But for most consumer products this is still a small
part of total sales. Most consumer products are sold through middlemen.
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Internet Exercise Gateway is a computer company that uses direct distribution to its customers in the U.S. Go to the Gateway website (www.gateway.com)
and think about how it is organized. Is the website organized well to help Gateway reach different segments of customers in the U.S.?

Of course, some consumer products are sold direct to consumers’ homes. Tupperware, Mary Kay and Avon cosmetics, Electrolux vacuum cleaners, Amway household
products, and Fuller Brush products are examples. Most of these ﬁrms rely on direct
selling, which involves personal sales contact between a representative of the company and an individual consumer. However, most of these “salespeople” are not
company employees. Rather, they usually work as independent middlemen, and the
companies that they sell for refer to them as dealers, distributors, agents, or some similar term. So in a strict technical sense, this is not really direct producer-to-consumer
distribution. That does not mean, however, that this approach is unimportant. It has
grown both in the U.S. and in international markets. In fact, many U.S. ﬁrms are
ﬁnding that it’s the best way to crack open international markets. Some of the distribution arrangements might surprise you. For example, Mattel has teamed up with
Avon door-to-door representatives to sell its Barbie dolls in China.5

Don’t be confused by
the term direct
marketing

An increasing number of ﬁrms now rely on direct marketing—direct communication between a seller and an individual customer using a promotion method other
than face-to-face personal selling. Sometimes direct marketing promotion is coupled
with direct distribution from a producer to consumers. Park Seed Company, for
example, sells the seeds it grows directly to consumers with a mail catalog. However, many ﬁrms that use direct marketing promotion distribute their products
through middlemen. So the term direct marketing is primarily concerned with the
Promotion area, not Place decisions. We’ll talk about direct marketing promotion
in more detail in Chapter 14.6

When indirect channels
are best

Even if a producer wants to handle the whole distribution job, sometimes it’s simply not possible. Customers often have established buying patterns. For example,
Square D, a producer of electrical supplies, might want to sell directly to electrical
contractors. It can certainly set up a website for online orders or even open sales
ofﬁces in key markets. But if contractors like to make all of their purchases in one
convenient stop—at a local electrical wholesaler—the only practical way to reach
them is through a wholesaler.
Consumers want convenience

Similarly, consumers are spread throughout many geographic areas and often prefer to shop for certain products at speciﬁc places. Some consumers, for instance, see
Sears as the place to shop for tires, so they’ll only buy the brands that Sears carries.
Similarly, a consumer may see a Walgreens drugstore as the place to shop for emergency items—because it’s conveniently located in the neighborhood. Moreover, if
retailers who serve target customers make most of their purchases from speciﬁc
wholesalers, the producer may have to work with these wholesalers. This is one reason why most ﬁrms that produce consumer products rely so heavily on indirect
channels (see Exhibit 2-10).7
Middlemen may invest in inventory

Direct distribution usually requires a signiﬁcant investment in facilities, people,
and information technology. A new company, one that has limited ﬁnancial
resources, or one that wants to retain ﬂexibility, may want to avoid that investment
by working with established middlemen.
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Middlemen may further reduce a producer’s investment and need for working
capital by buying the producer’s output and carrying it in inventory until it’s sold.
If customers want a good “right now,” there must be an inventory available to make
the sale. And if customers are spread over a large area, it will probably be necessary
to have widespread distribution.
Middlemen may reduce credit risk

Some middlemen play a critical role by providing credit to customers at the end
of the channel. This ﬁnancing function may be very important to small business
customers; it provides their working capital. Even if the producer could afford to
provide credit, a middleman who knows local customers can help reduce credit risks.
As sales via the Internet grow, sellers are looking for faster and better ways to check
the credit ratings of distant customers. It’s an unhappy day when the marketing manager learns that a customer who was shipped goods based on an online order can’t
pay the invoice.
As these examples suggest, there may be a number of reasons why a producer
might want to work with a specific wholesaler or retailer. However, the most
important reason for using an indirect channel of distribution is that an intermediary can often help producers serve customer needs better and at lower cost.
Remember that we discussed this brieﬂy in Chapter 1 (see Exhibit 1-3). Now
we’ll go into more detail so you’ll be able to plan different kinds of distribution
channels.

Channel Specialists May Reduce Discrepancies and Separations
The assortment and quantity of products customers want may be different from
the assortment and quantity of products companies produce. Producers are often
located far from their customers and may not know how best to reach them. Customers in turn may not know about their choices. Specialists develop to adjust these
discrepancies and separations.8

Middlemen may supply
needed information

Specialists often help provide information to bring buyers and sellers together.
For example, most consumers don’t know much about the wide variety of home and
auto insurance policies available from many different insurance companies. A local
independent insurance agent may help them decide which policy, and which insurance company, best ﬁts their needs. In the same vein, a furniture retailer can help
a customer ﬁnd a producer who has a certain style chair with just the right combination of fabric and ﬁnish.
Middlemen who are close to their customers are often in a better position to
anticipate customer needs and forecast demand more accurately. This information
can help reduce inventory costs in the whole channel—and it may help the producer smooth out production.
Most producers seek help from specialists when they ﬁrst enter international markets. Specialists can provide crucial information about customer needs and insights
into differences in the marketing environment.

Discrepancies of
quantity and
assortment

Discrepancy of quantity means the difference between the quantity of products it
is economical for a producer to make and the quantity ﬁnal users or consumers normally want. For example, most manufacturers of golf balls produce large
quantities—perhaps 200,000 to 500,000 in a given time period. The average golfer,
however, wants only a few balls at a time. Adjusting for this discrepancy usually
requires middlemen—wholesalers and retailers.
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Ofﬁce Depot, a large ofﬁce
supplies chain, accumulates
products from many producers at
its distribution center and then
breaks bulk to provide the
convenient assortments that
consumers expect to ﬁnd at
individual Ofﬁce Depot stores.

Producers typically specialize by product—and therefore another discrepancy
develops. Discrepancy of assortment means the difference between the lines a
typical producer makes and the assortment ﬁnal consumers or users want. Most
golfers, for example, need more than golf balls. They want golf shoes, gloves, clubs,
a bag, and, of course, a golf course to play on. And they usually don’t want to shop
for each item separately. So, again, there is a need for wholesalers and retailers to
adjust these discrepancies.
In actual practice, bringing products to customers isn’t as simple as the golf example. Specializing only in golﬁng products may not achieve all the economies possible
in a channel of distribution. Retailers who specialize in sports products usually carry
even wider assortments. And they buy from a variety of wholesalers who specialize
by product line. Some of these wholesalers supply other wholesalers. These complications will be discussed later. The important thing to remember is that
discrepancies in quantity and assortment cause distribution problems for producers
and explain why many specialists develop.

Channel specialists
adjust discrepancies
with regrouping
activities

Regrouping activities adjust the quantities and/or assortments of products handled at each level in a channel of distribution.
There are four regrouping activities: accumulating, bulk-breaking, sorting, and
assorting. When one or more of these activities is needed, a marketing specialist
may develop to ﬁll this need.

Adjusting quantity discrepancies by accumulating and bulk-breaking
Accumulating involves collecting products from many small producers. Much of
the coffee that comes from Colombia is grown on small farms in the mountains.
Accumulating the small crops into larger quantities is a way of getting the lowest
transporting rate and making it more convenient for distant food processing companies to buy and handle it. Accumulating is especially important in less-developed
countries and in other situations, like agricultural markets, where there are many
small producers.
Accumulating is also important with professional services because they often
involve the combined work of a number of individuals, each of whom is a specialized producer. A hospital makes it easier for patients by accumulating the services
of a number of health care specialists, many of whom may not actually work for the
hospital.
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To reach its place objectives,
Sprint sells PCS phones and its
wireless services through 12,000
outlets, including retail chains like
Staples and its own Sprint PCS
Centers.

Many middlemen who operate from Internet websites focus on accumulating.
Specialized sites for everything from Chinese art to Dutch ﬂower bulbs bring
together the output of many producers.
Bulk-breaking involves dividing larger quantities into smaller quantities as products get closer to the ﬁnal market. Sometimes this even starts at the producer’s level.
A golf ball producer may need 25 wholesalers to help sell its output. And the bulkbreaking may involve several levels of middlemen. Wholesalers may sell smaller
quantities to other wholesalers or directly to retailers. Retailers continue breaking
bulk as they sell individual items to their customers.
Adjusting assortment discrepancies by sorting and assorting

Different types of specialists adjust assortment discrepancies. They perform two
types of regrouping activities: sorting and assorting.
Sorting means separating products into grades and qualities desired by different
target markets. For example, an investment ﬁrm might offer its customers a chance
to buy shares in a mutual fund made up only of stocks for certain types of companies—high-growth ﬁrms, ones that pay regular dividends, or ones that have good
environmental track records.
Similarly, a wholesaler that specializes in serving convenience stores may focus
on smaller packages of frequently used products, whereas a wholesaler working with
restaurants and hotels might handle only very large institutional sizes.
Sorting is also a very important process for raw materials. Nature produces what
it will—and then the products must be sorted to meet the needs of different target
markets.
Assorting means putting together a variety of products to give a target market
what it wants. This usually is done by those closest to the ﬁnal consumer or user—
retailers or wholesalers who try to supply a wide assortment of products for the
convenience of their customers. A grocery store is a good example. But some assortments involve very different products. A wholesaler selling Yazoo tractors and
mowers to golf courses might also carry Pennington grass seed, Scott fertilizer, and
even golf ball washers or irrigation systems—for its customers’ convenience.

Watch for changes

Sometimes these discrepancies are adjusted badly—especially when consumer
wants and attitudes shift rapidly. When cellular phones suddenly became popular,
an opportunity developed for a new specialist. Cellular phone dealers came on the
scene to help customers ﬁgure out what type of cellular phone and service would
meet their needs. After all, the traditional phone companies didn’t initially offer
these services. However, it cost the sellers of cellular services about $300 per customer to sell through dealers. As the market grew and the competition for customers
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A channel captain can improve
the performance of the whole
channel—by developing
strategies that help everyone in
the channel do a better job of
meeting the needs of target
customers at the end of the
channel.

heated up, electronics stores wanted a piece of the action, and they were willing
to take a smaller markup. Now that the market is much more established, many
cellular service providers are ﬁnding it cheaper to sell from a website or use their
own salespeople.9
Specialists should develop to adjust discrepancies if they must be adjusted. But
there is no point in having middlemen just because that’s the way it’s been done
in the past. Sometimes a breakthrough opportunity can come from ﬁnding a better
way to reduce discrepancies—perhaps eliminating some steps in the channel. Many
small manufacturers of business products can now reach more customers in distant
markets with an Internet website than it was previously possible for them to reach
with independent manufacturers reps who sold on commission (but otherwise left
distribution to the ﬁrm). If it costs the ﬁrm less to establish an order-taking website and advertise it by e-mail, at an industry community site, or in a trade magazine,
the cost advantage can translate to lower prices and a marketing mix that is a better value for some target segments.10

Channel Relationship Must Be Managed
Marketing manager
must choose type of
channel relationship

Middlemen specialists can help make a channel more efﬁcient. But there may be
problems getting the different ﬁrms in a channel to work together well. How well
they work together depends on the type of relationship they have. This should be
carefully considered since marketing managers usually have choices about what type
of channel system to join or develop.

The whole channel
should have a productmarket commitment

Ideally, all of the members of a channel system should have a shared productmarket commitment—with all members focusing on the same target market at the
end of the channel and sharing the various marketing functions in appropriate ways.
When members of a channel do this, they are better able to compete effectively for
the customer’s business.
This simple idea is very important. Unfortunately, many marketing managers
overlook it because it’s not the way their ﬁrms have traditionally handled relationships with others in the channel.
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Traditional channel
systems involve weak
relationships

In traditional channel systems, the various channel members make little or no
effort to cooperate with each other. They buy and sell from each other—and that’s
the extent of their relationship. Each channel member does only what it considers
to be in its own best interest; it doesn’t worry much about the effect of its policies
on other members of the channel. This is shortsighted, but it’s easy to see how it
can happen. The objectives of the various channel members may be different. For
example, General Electric wants a wholesaler of electrical building supplies to sell
GE products. But an independent wholesaler who carries an assortment of products
from different producers may not care whose products get sold. The wholesaler just
wants happy customers and a good proﬁt margin.

Conﬂict gets in the way

Specialization has the potential to make a channel more efﬁcient—but not if the
specialists are so independent that the channel doesn’t work smoothly. Because
members of traditional channel systems often have different objectives—and different ideas about how things should be done—conﬂict is common.
There are two basic types of conﬂict in channels of distribution. Vertical conﬂicts occur between ﬁrms at different levels in the channel of distribution. For
example, a producer and a retailer may disagree about how much shelf space or promotion effort the retailer should give the producer’s product. Or conﬂict may arise
if a producer that wants to reduce its excess inventory pushes a wholesaler to carry
more inventory than the wholesaler really needs.
Recently there was vertical conﬂict between big recording companies—like Sony,
Warner Music, and Capitol-EMI—and their retail outlets that wanted to sell used CDs
as well as new releases. Retailers were responding to consumers who liked the low cost
of used CDs, but the recording companies argued that the used CDs ate into their sales
and deprived artists of royalties. When Wherehouse Entertainment (a large retail music
chain) started to sell used CDs—at about half the price of new ones—several recording companies said that they would halt cooperative advertising payments to any
retailer that sold used CDs. Garth Brooks, the best-selling artist at the time, underscored the conﬂict and the recording companies’ point of view. He said that he would
not release his new CDs to any stores that were selling used CDs.11
Horizontal conﬂicts occur between ﬁrms at the same level in the channel of distribution. For example, a furniture store that keeps a complete line of furniture on
display isn’t happy to ﬁnd out that a store down the street is offering customers
lower prices on special orders of the same items. The discounter is getting a free
ride from the competing store’s investment in inventory. And nothing gets an independent retailer more charged up than ﬁnding out that a chain store is selling some
product for less than the wholesale price the independent pays.
Traditional channel systems are still typical, and very important, in some industries.
The members of these channels have their independence, but they may pay for it too.
As we will see, such channels are declining in importance—with good reason.12

Cooperative
relationships share
common objectives

Potential channel conﬂicts should be anticipated and, if possible, resolved. Usually the best way to do that is to get everyone in the channel working together in
a cooperative relationship that is focused on the same basic objective—satisfying
the customer at the end of the channel. This leads us away from traditional channels to cooperative channel relationships and the channel captain concept.

Channel captain can
guide channel
relationships

Each channel system should act as a unit, where each member of the channel
collaborates to serve customers at the end of the channel. In this view, cooperation
is everyone’s responsibility. However, some ﬁrms are in a better position to take the
lead in the relationship and in coordinating the whole channel effort. This situation calls for a channel captain—a manager who helps direct the activities of a
whole channel and tries to avoid or solve channel conﬂicts.
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For example, when Harley-Davidson saw an opportunity to expand sales of its
popular fashion accessories, it was difﬁcult for motorcycle dealers to devote enough
space to all of the different styles and sizes. Harley considered selling the items
directly from its own website, but that would take sales away from dealers who were
working hard to help Harley sell both cycles and fashions. So Harley’s president
asked a group of dealers and Harley managers to work together to come up with a
plan they all liked. The result was a website that sells Harley products through the
dealer that is closest to the customer.13
The concept of a single channel captain is logical. But some channels, including most traditional ones, don’t have a recognized captain. The various ﬁrms don’t
act as a system. The reason may be lack of leadership or the fact that members of
the system don’t understand their interrelationship. Many managers—more concerned with individual ﬁrms immediately above and below them—seem unaware
that they are part of a channel.
But like it or not, ﬁrms are interrelated, even if poorly, by their policies. So it
makes sense to try to avoid channel conﬂicts by planning for channel relations. The
channel captain arranges for the necessary functions to be performed in the most
effective way.
The situation faced by Goodyear is a good
example. The Goodyear brand was sold almost
exclusively through its own stores and its 2,500
independent tire dealers. But sales were falling.
There were many reasons. France’s Michelin and
Japan’s Bridgestone had aggressively expanded distribution in North America. The 850 Sears
autocenters were selling one-tenth of all replacement tires. Moreover, many consumers were
shopping at discount outlets and warehouse clubs.
Goodyear decided it had no choice but to expand
distribution beyond its independent dealer network. One of the ﬁrst changes was to sell Goodyear tires to Sears, Kmart’s Penske
autocenters, and other big retail chains. To better reach the discount shoppers,
Goodyear converted many of its company-owned autocenters to no-frills, quickserve stores operated under the Just Tires name. However, to reduce the conﬂict
that these changes caused with its independent dealers, Goodyear introduced new
lines of premium tires—like the innovative Aquatred line and specialized lines for
sports cars and 4-wheel drive vehicles. These were tires that appealed to the dealers’ target market. Goodyear also increased advertising and promotion support to
pull more customers into the dealers’ stores, and offered training on how to build
sales of related services. Goodyear also created the Gemini brand name to help promote service by Goodyear dealers. Because of this channel leadership, Goodyear’s
sales increased and so did the sales of its dealers.14

Some producers lead
their channels

As the Goodyear case suggests, in the U.S. producers frequently take the lead in
channel relations. Middlemen often wait to see what the producer intends to do
and wants them to do. After marketing managers for Goodyear set Price, Promotion, and Place policies, wholesalers and retailers decide whether their roles will be
proﬁtable and whether they want to join in the channel effort.
Exhibit 11-2A shows this type of producer-led channel system. Here the producer
has selected the target market and developed the Product, set the Price structure,
done some consumer and channel Promotion, and developed the Place setup. Middlemen are then expected to ﬁnish the Promotion job in their respective places. Of
course, in a retailer-dominated channel system, the marketing jobs would be handled in a different way.
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Exhibit 11-2 How Channel Functions May Be Shifted and Shared in Different Channel Systems
A.

How strategy decisions are handled in a
producer-led channel

Producer’s part
of the job

Middleman’s part
of the job

Product

Place

B.

How strategy decisions are handled in
a retailer-led channel

Producer’s part
of the job

Product

Customers

Price

Some middlemen are
channel captains

The growing number of retailerled channel systems is prompting
growth of private label dealer
brands in a wide variety of
product categories.

P

Middleman’s part
of the job

Place

Customers

romotion

Price

Promotion

Sometimes large wholesalers or retailers do take the lead. These middlemen analyze the types of products their customers want and then seek out producers who
can provide these products at reasonable prices. With the growth of powerful retail
chains, like Target and Toys “R” Us, this is becoming more common in the United
States. It is already typical in many foreign markets. In Japan, for example, very
large wholesalers (trading companies) are often the channel captains.
Channel captains who are middlemen often develop their own dealer brands.
Large retailers like Sears or Kmart and wholesalers like Ace Hardware in effect act
like producers. They specify the whole marketing mix for a product and merely delegate production to a factory. Exhibit 11-2B shows how marketing strategy might
be handled in this sort of retailer-led channel system.
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Kimberly-Clark Boosts Bottom Line for Disposable Place
Diapers
and Development of Channel Systems
It’s a messy problem when a busy parent makes a
special trip to a Costco store to buy Huggies disposable diapers and they’re out of stock. It can be costly
too. The average retailer’s loss from out-of-stocks on
high-volume items, like diapers, is about 11 percent
of annual sales. So what should a Costco manager do
to avoid the problem? Nothing. That job is handled by
Kimberly-Clark (KC), the ﬁrm that makes Huggies.
Costco has a system that it calls “vendor managed
inventory” in which key suppliers take over responsibility for managing a set of products, often a whole
product category. Every day an analyst at KC’s headquarters studies Costco’s online data that details
Huggies’ sales and inventory at every Costco store.
The analyst studies how much is sold of each item in
each store in the average week. If inventory is getting
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low, a new order is placed and shipping is scheduled.
It’s also important not to order too much or too early.
KC absorbs all of the inventory and delivery costs
required to keep Huggies on the shelves at Costco.
When KC does this job well, it makes more money
and so does Costco. Costco is a powerful customer,
but KC is the channel captain for this category.
Costco could do the job itself, but it handles such a
wide assortment of products that it would be costly to
do all the work required in every high-volume category. Many large retailers use similar approaches.
Smaller retailers, however, may ﬁnd that vendors are
not as eager to provide this kind of extra support. The
beneﬁts justify the costs when the vendor is more
selective about where the service is provided.15

Some strong middlemen use their power to control channel relationships.
Wal-Mart, the largest retail chain, is constantly looking for ways to cut its own
costs—and sometimes that means cutting costs in the channel. Buyers for Wal-Mart
look at the value added by a wholesaler. If they think Wal-Mart can be more efﬁcient without the wholesaler, they tell the producer that the chain will only buy
direct—usually at a lower price than was paid to the wholesaler.
Middlemen are closer to the ﬁnal user or consumer and are in an ideal position
to assume the channel captain role. Middlemen, especially large retailers, may even
dominate the marketing systems of the future.16
Many marketing managers accept the view that a coordinated channel system
can help everyone in the channel. These managers are moving their ﬁrms away
from traditional channel systems and instead developing or joining vertical market
systems.

Vertical Marketing Systems Focus on Final Customers
In contrast to traditional channel systems are vertical marketing systems—channel systems in which the whole channel focuses on the same target market at the
end of the channel. Such systems make sense, and are growing, because if the ﬁnal
customer doesn’t buy the product, the whole channel suffers. There are three types
of vertical marketing systems—corporate, administered, and contractual. Exhibit
11-3 summarizes some characteristics of these systems and compares them with traditional systems.

Corporate channel
systems shorten
channels

Some corporations develop their own vertical marketing systems by internal
expansion and/or by buying other ﬁrms. With corporate channel systems—corporate ownership all along the channel—we might say the ﬁrm is going “direct.” But
actually the ﬁrm may be handling manufacturing, wholesaling, and retailing—so it’s
more accurate to think of the ﬁrm as a vertical marketing system.
Corporate channel systems develop by vertical integration

Corporate channel systems may develop by vertical integration—acquiring ﬁrms
at different levels of channel activity. Bridgestone, for example, has rubber plantations in Liberia, tire plants in Ohio, and wholesale and retail outlets all over the
317
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Exhibit 11-3 Characteristics
of Traditional and Vertical
Marketing Systems

Type of Channel
Vertical Marketing Systems
Characteristics

Traditional

Administered

Contractual

Corporate

Amount of
cooperation

Little or
none

Some to good

Fairly good
to good

Complete

Control
maintained
by

None

Economic
power and
leadership

Contracts

Ownership
by one
company

Examples

Typical
channel
of “independents”

General
Electric,
Miller Beer,
O.M. Scott &
Sons (lawn
products)

McDonald’s,
Holiday Inn,
IGA, Ace
Hardware,
Super Valu,
Coca-Cola,
Chevrolet

Florsheim
Shoes,
SherwinWilliams,
Mothers
Work

world. Sherwin-Williams produces paint, but it also operates 2,000 retail outlets. In
England, most of the quaint local pubs are actually owned and operated by the large
beer breweries.
Corporate channel systems are not always started by producers. A retailer might
integrate into wholesaling and perhaps even manufacturing. Mothers Work is a good
example. It started as a mail-order catalog specializing in maternity clothes. Now
it sells more than a third of all maternity clothes in the U.S. Vertical integration
has been a key factor in this growth and its ability to give its customers what they
want when they want it. It has over 700 company-run stores, its own designers,
fabric-cutting operations, warehouses, and information systems to tie them all
together.17
Vertical integration has potential advantages—stability of operations, assurance
of materials and supplies, better control of distribution, better quality control, larger
research facilities, greater buying power, and lower executive overhead.
Provided that the discrepancies of quantity and assortment are not too great at
each level in a channel—that is, that the ﬁrms ﬁt together well—vertical integration can be efﬁcient and proﬁtable. However, many ﬁrms that have tried vertical
integration have found it difﬁcult to achieve these efﬁciencies. Some managers think
it’s hard to be really good at running manufacturing, wholesaling, and retailing businesses that are very different from each other. Instead, they try to be more efﬁcient
at what they do best and focus on ways to get cooperation in the channel for the
other activities.

Administered and
contractual systems
may work well

Firms can often gain the advantages of vertical integration without building an
expensive corporate channel. A ﬁrm can develop administered or contractual channel systems instead. In administered channel systems, the channel members
informally agree to cooperate with each other. They can agree to routinize ordering,
share inventory and sales information over computer networks, standardize accounting, and coordinate promotion efforts. In contractual channel systems, the channel
members agree by contract to cooperate with each other. With both of these systems, the members achieve some of the advantages of corporate integration while
retaining some of the ﬂexibility of a traditional channel system. In fact, the opportunities to reduce costs, and provide customers with superior value, are growing in
these systems as new information technologies help channel partners share data to
make products ﬂow more efﬁciently through the channel.
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An appliance producer may develop an informal arrangement with the
independent wholesalers in its administered channel system. It agrees to keep production and inventory levels in the system balanced—using sales data from the
wholesalers. Every week, its managers do a thorough analysis of up to 130,000 major
appliances located in the many warehouses operated by its 87 wholesalers. Because
of this analysis, both the producer and the wholesalers can be sure that they have
enough inventory but not the expense of too much. And the producer has better
information to plan its manufacturing and marketing efforts.
Middlemen in many industries—like groceries, drugs, hardware, and books—
develop and coordinate similar systems. Computerized checkout systems track sales.
The information is sent to the wholesaler’s computer, which enters orders automatically when needed. Shipping cartons with computer-readable bar codes track
the status of shipments and reduce errors. This reduces buying and selling costs,
inventory investment, and customer frustration with out-of-stock items throughout
the channel.

Vertical marketing
systems_new wave in
the marketplace

Smoothly operating channel systems are more efﬁcient and successful. In the consumer products ﬁeld, corporate chains that are at least partially vertically integrated
account for about 25 percent of total retail sales. Other vertical systems account for
an additional 37.5 percent. Thus, vertical systems in the consumer products area
have a healthy majority of retail sales and should continue to increase their share
in the future. Vertical marketing systems are becoming the major competitive units
in the U.S. distribution system—and they are growing rapidly in other parts of the
world as well.18

Short-term alliances
are also popular

Firms that cooperate to build vertical marketing systems typically share a longerterm commitment. Sometimes, however, what a ﬁrm wants is a short-term
collaboration to help it be more efﬁcient in accomplishing a speciﬁc objective. This
may lead to an alliance, a partnership (usually informal) among ﬁrms in which they
agree to work together to achieve an objective. An alliance often involves two ﬁrms,
but sometimes it involves a whole network of ﬁrms, who spin a web to catch more
customers. The ﬁrms may be at the same level in the channel or at different levels. For example, a number of ﬁrms in the computer business have formed alliances
to promote a market for the Linux operating system. Some of these ﬁrms produce
hardware and some produce software, some focus on distribution, and some are even
competitors (at least in some of their product-markets). Nevertheless, by forming a
temporary alliance they increase their chances of reaching potential customers at
the end of the channel. Without the alliance, it would be difﬁcult for any one of
these ﬁrms to compete with Microsoft or Intel.19

The Best Channel System Should Achieve Ideal Market Exposure
You may think that all marketing managers want their products to have maximum exposure to potential customers. This isn’t true. Some product classes require
much less market exposure than others. Ideal market exposure makes a product
available widely enough to satisfy target customers’ needs but not exceed them. Too
much exposure only increases the total cost of marketing.

Ideal exposure may be
intensive, selective, or
exclusive

Intensive distribution is selling a product through all responsible and suitable wholesalers or retailers who will stock and/or sell the product. Selective distribution is selling
through only those middlemen who will give the product special attention. Exclusive
distribution is selling through only one middleman in a particular geographic area. As
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As the percentage of people and
ﬁrms adopting personal
computers has increased,
Microsoft has moved to more
intensive distribution of its
products worldwide.

we move from intensive to exclusive distribution, we give up exposure in return for
some other advantage—including, but not limited to, lower cost.
In practice, this means that Wrigley’s chewing gum is handled, through intensive distribution, by about a million U.S. outlets. Rolls Royces are handled, through
exclusive distribution, by only a limited number of middlemen across the country.

Intensive distribution_
sell it where they buy it

Intensive distribution is commonly needed for convenience products and business supplies—such as laser printer cartridges, ring binders, and copier paper—used
by all ofﬁces. Customers want such products nearby.
The seller’s intent is important here. Intensive distribution refers to the desire to
sell through all responsible and suitable outlets. What this means depends on customer habits and preferences. If target customers normally buy a certain product at
a certain type of outlet, ideally, you would specify this type of outlet in your Place
policies. If customers preferred to buy Sharp portable TVs only at electronics stores,
you would try to sell through all electronics stores to achieve intensive distribution.
Today, however, many customers buy small portable TVs at a variety of convenient
outlets—including Eckerd drugstores, a local Kmart, over the phone from the
Sharper Image catalog, or perhaps from a website on the Internet. This means that
an intensive distribution policy requires use of all these outlets, and more than one
channel, to reach one target market.
Rayovac batteries were not selling well against Duracell and Energizer, even
though the performance of the different batteries was very similar. Part of that may
have been due to the heavier advertising for the Duracell and Energizer brands. But
consumers usually don’t go shopping for batteries—83 percent of the time they’re
purchased on impulse. So to get a larger share of the purchases, Rayovac had to be
in more stores. It offered retailers a marketing mix with less advertising and a lower
price. In a period of three years, the brand moved from being available in 36,000
stores to 82,000 stores—and that was enough to give sales a big charge.20

Selective
distribution_sell it
where it sells best

Selective distribution covers the broad area of market exposure between intensive and exclusive distribution. It may be suitable for all categories of products. Only
the better middlemen are used here. Companies usually use selective distribution to
gain some of the advantages of exclusive distribution—while still achieving fairly
widespread market coverage.

Reduce costs and get
better partners

A selective policy might be used to avoid selling to wholesalers or retailers who
(1) place orders that are too small to justify making calls or providing service, (2)
have a reputation for making too many returns or requesting too much service, (3)
have a poor credit rating, or (4) are not in a position to do a satisfactory job.
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Selective distribution is becoming more popular than intensive distribution as
ﬁrms see that they don’t need 100 percent coverage of a market to justify or support national advertising. Often the majority of sales come from relatively few
customers—and the others buy too little compared to the cost of working with
them; that is, they are unproﬁtable to serve. This is called the 80/20 rule—80 percent of a company’s sales often come from only 20 percent of its customers until it
becomes more selective in choosing customers.
Esprit—a producer of colorful, trendy clothing—was selling through about 4,000
department stores and specialty shops nationwide. But Esprit found that about half
of the stores generated most of the sales. Sales analysis also showed that sales in
Esprit’s own stores were about 400 percent better than sales in other sales outlets.
As a result, Esprit cut back to about 2,000 outlets and opened more of its own stores
and a website—and proﬁts increased.21
When producers use selective distribution, fewer sales contacts have to be
made—and fewer wholesalers are needed. A producer may be able to contact
selected retailers directly. Hanes sells men’s underwear this way.

Get special effort from
channel members

Selective distribution can produce greater proﬁts not only for the producer but
for all channel members—because of the closer cooperation among them. Wholesalers and retailers are more willing to promote products aggressively if they know
they’re going to obtain the majority of sales through their own efforts. They may
carry more stock and wider lines, do more promotion, and provide more service—
all of which lead to more sales.

Selective often moves
to intensive as market
grows

In the early part of the life cycle of a new unsought good, a producer’s marketing manager may have to use selective distribution to encourage enough middlemen
to handle the product. The manager wants to get the product out of the unsought
category as soon as possible—but can’t if it lacks distribution. Well-known middlemen may have the power to get such a product introduced but sometimes on their
own terms—which often include limiting the number of competing wholesalers and
retailers. The producer may be happy with such an arrangement at ﬁrst but dislike
it later when more retailers want to carry the product.

Exclusive distribution
sometimes makes
sense

Exclusive distribution is just an extreme case of selective distribution—the ﬁrm
selects only one middleman in each geographic area. Besides the various advantages
of selective distribution, producers may want to use exclusive distribution to help
control prices and the service offered in a channel.
Retailers of shopping products and specialty products often try to get exclusive
distribution rights in their territories. Fast-food franchises often have exclusive
distribution—and that’s one reason they’re popular. Owners of McDonald’s franchises pay a share of sales and follow McDonald’s strategy to keep the exclusive
right to a market.
Unlike selective distribution, exclusive distribution usually involves a verbal or
written agreement stating that channel members will buy all or most of a given
product from the seller. In return, these middlemen are granted the exclusive rights
to that product in their territories. Some middlemen are so anxious to get a producer’s exclusive franchise that they will do practically anything to satisfy the
producer’s demands.
When Honda introduced its Acura luxury car in the U.S., marketing managers
decided to set up a completely new dealer system. In return for the right to sell the
car, each new dealer agreed to focus exclusively on Acura and its target market.
Acura also required its dealers to build expensive new showrooms. The cars sold
well with this strategy, but after three years nearly half of Acura’s dealers were still
losing money or making only a small proﬁt. Steady sales of a few models of just one
make of car were not enough to offset the big investment in new facilities. To help
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its troubled dealers, Acura increased its advertising, developed new models, and
worked with dealers to identify ways to earn more proﬁt from service and used cars.22

Is limiting market
exposure legal?

Exclusive distribution is a vague area under U.S. antimonopoly laws. Courts currently focus on whether an exclusive distribution arrangement hurts competition.
Horizontal arrangements among competitors are illegal

Horizontal arrangements—among competing retailers, wholesalers, or producers—
to limit sales by customer or territory have consistently been ruled illegal by the
U.S. Supreme Court. Courts consider such arrangements obvious collusion that
reduces competition and harms customers.
Vertical arrangements may or may not be legal

The legality of vertical arrangements—between producers and middlemen—is
not as clear-cut. A 1977 Supreme Court decision (involving Sylvania and the distribution of TV sets) reversed an earlier ruling that it was always illegal to set up
vertical relationships limiting territories or customers. Now courts can weigh the
possible good effects against the possible restrictions on competition. They look at
competition between whole channels rather than just focusing on competition at
one level of distribution.
With a very small share of the overall market for television sets, Sylvania couldn’t
compete on price with bigger producers who sold through self-service stores. So Sylvania decided to target customers who saw TVs as a heterogeneous shopping
product. These people preferred stores that specialized in TVs, had a good selection
on hand, and provided advice before the purchase and repair service afterward. Such
retailers faced added costs to provide these services. They didn’t want customers to
inspect their TV sets, get information at their stores, and then be able to buy the
same sets somewhere else at a lower price. In other words, they didn’t want other
retailers to get a free ride on their investment in inventory and higher-paid sales
help. So Sylvania gave exclusive sales territories to dealers who cooperated with its
full-service strategy. Even though this approach tends to reduce competition at the
retail level, Sylvania argued that it needed such exclusive sales territories to compete with other producers. The Supreme Court basically agreed.
The Sylvania decision does not mean that all vertical arrangements are legal.
Rather, it says that a ﬁrm has to be able to legally justify any exclusive arrangements.23

Caution is suggested

In spite of the 1977 Supreme Court ruling, ﬁrms should be extremely cautious
about entering into any exclusive distribution arrangement. The antimonopoly rules
still apply. The courts can force a change in relationships that were expensive to
develop. And even worse, the courts can award triple damages if they rule that competition has been hurt.
The same cautions apply to selective distribution. Here, however, less formal
arrangements are typical—and the possible impact on competition is more remote.
It is now more acceptable to carefully select channel members when building a
channel system. Refusing to sell to some middlemen, however, should be part of a
logical plan with long-term beneﬁts to consumers.

Channel Systems Can Be Complex
Trying to achieve the desired degree of market exposure can lead to complex
channels of distribution. Firms may need different channels to reach different segments of a broad product-market or to be sure they reach each segment. Sometimes
this results in competition between different channels.
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Exhibit 11-4 An Example of Dual Distribution by a Publisher of Computer Books

General book
wholesaler
(like Ingram)
Publisher
of
computer
(specialty)
books

Computer
supplies &
accessories
specialty
wholesaler

Internet book retailers
(like Amazon)

Independent book
retailer (like campus
bookstore)

Electronics superstore
chain (like Best Buy)

Final
consumers
(different
segments
may prefer
to buy from
different
channels)

Book store chain (like
Barnes and Noble)

Direct sales from
publisher's website
Note: Channel members may target different market segments; however, in some
cases they may compete for the same customers. And, the channels shown here
may also compete with channels for similar books by another publisher.

Consider the different channels used by a company that publishes computer
books. See Exhibit 11-4. This publisher sells through a general book wholesaler who
in turn sells to Internet book retailers and independent book retailers. The publisher may have some direct sales of its best-selling books to a large chain or even
to consumers who order directly from its website. However, it might also sell through
a computer supplies wholesaler that serves electronics superstores like Best Buy. This
can cause problems because different wholesalers and retailers want different
markups. It also increases competition, including price competition. And the competition among different middlemen may result in conﬂicts between the middlemen
and the publisher.

Dual distribution
systems may be
needed

Dual distribution occurs when a producer uses several competing channels to
reach the same target market—perhaps using several middlemen in addition to
selling directly. Dual distribution is becoming more common. Big retail chains
want to deal directly with producers. They want large quantities and low prices.
The producer sells directly to retail chains and relies on wholesalers to sell to
smaller accounts. Some established middlemen resent this because they don’t
appreciate any competition—especially price competition set up by their own
suppliers.
Other times, producers are forced to use dual
distribution because their present channels are
doing a poor job or aren’t reaching some potential
customers. For example, Reebok International had
been relying on local sporting goods stores to sell its shoes to high school and college athletic teams. But Reebok wasn’t getting much of the business. When it set
up its own team-sales department to sell directly to the schools, it got a 30,000-unit
increase in sales. Of course, some of the stores weren’t happy about their supplier
also selling to their potential customers. However, they did get the message that
Reebok wanted someone to reach that target market.24
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Some special models of the
Beetle could only be ordered
online direct from V W’s website.
However, the customer was then
directed to a V W dealer who
completed the transaction—an
arrangement that avoids conﬂict
between V W and its dealers.

Ethical decisions may
be required

Internet

Reverse channels
should be planned

A shared product-market commitment guides cooperative relationships among
channel members as long as the channel system is competitive. However, if customers’ Place requirements change, the current channel system may not be effective.
The changes required to serve customer needs may hurt one or more members of
the channel. The most difﬁcult ethical dilemmas in the channels area arise in situations like this—because not everyone can win.
For example, wholesalers and the independent retailers that they serve in a channel of distribution may trust a producer channel-captain to develop marketing
strategies that will work for the whole channel. However, the producer may conclude that everyone in the channel will ultimately fail if it continues exclusive
distribution. It might decide that consumers, and its own business, are best served
by a change (say, dropping current middlemen and selling directly to big retail
chains). A move of this sort, if implemented immediately, may not give current
middlemen-partners a chance to make adjustments of their own. The more dependent they are on the producer, the more severe the impact is likely to be. It’s not
easy to determine the best or most ethical solution in these situations. However,
marketing managers must think carefully about the implications of strategy changes
in the Place area—because they can have very severe consequences for other channel members. In channels, as in any business dealing, relationships of trust must be
treated with care.25
Internet Exercise Avon sells cosmetics and other products through independent sales representatives (agents), in kiosks and stores, and also through
a catalog (both online and printed). Review the Avon website (www.avon.com).
Do you think that Avon’s independent sales representatives would view the
website as competing for their customers’ purchases and a source of conﬂict,
or would they think that it helps them promote the product and identify new
prospects? Explain your thinking.

Most ﬁrms focus on getting products to their customers. But some marketing managers must also plan for reverse channels—channels used to retrieve products that
customers no longer want. The need for reverse channels may arise in a variety of
different situations. Toy companies, automobile ﬁrms, drug companies, and others
sometimes have to recall products because of safety problems. A producer that makes
an error in completing an order may have to take returns from middlemen or other
business customers. If a Viewsonic computer monitor breaks while it’s still under
warranty, someone needs to get it to the authorized repair center. Soft-drink

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

11. Place and Development
of Channel Systems

Text

© The McGraw−Hill
Companies, 2002

Place and Development of Channel Systems

325

companies may need to recycle empty bottles. And of course, at some point or other,
most consumers buy something in error and want to return it. For example, this is
quite common with online purchases where consumers can’t see, touch, or try the
actual product before purchasing it.26
Another problem arises from products that are damaged in shipping or discontinued. Most manufacturers take them back. For example, until recently P&G had
a reclamation center that took back thousands of products, ranging from damaged
boxes of Tide to leaking bottles of Crisco Oil. A grocery products trade group says
that the cost of such unsalable products, in total, may be as much as $4 billion a
year. This has prompted P&G to change its policies. Now, P&G has adopted a noreturns policy and instead gives retailers a payment for damaged items. The system
is designed to reduce the cost of returns to both P&G and retailers. Ultimately, that
cost must be paid by consumers. Some retailers don’t like P&G’s policy, but it is
important to see that it is a speciﬁc plan and part of an overall strategy.
When marketing managers don’t plan for reverse channels, the ﬁrm’s customers
may be left to solve “their” problem. That usually doesn’t make sense. So a complete plan for Place may need to consider an efﬁcient way to return products—with
policies that different channel members agree on. It may also require specialists who
were not involved in getting the product to the consumer. But if that’s what it takes
to satisfy customers, it should be part of marketing strategy planning.27

Conclusion
In this chapter, we discussed the role of Place and
noted that Place decisions are especially important because they may be difﬁcult and expensive to change.
Marketing specialists, and channel systems, develop
to adjust discrepancies of quantity and assortment. Their
regrouping activities are basic in any economic system.
And adjusting discrepancies provides opportunities for
creative marketers.
Channel planning requires ﬁrms to decide on the degree of market exposure they want. The ideal level of
exposure may be intensive, selective, or exclusive. They
also need to consider the legality of limiting market

exposure to avoid having to undo an expensively developed channel system or face steep ﬁnes.
The importance of planning channel systems was
discussed—along with the role of a channel captain. We
stressed that channel systems compete with each other
and that vertical marketing systems seem to be winning.
In this broader context, the “battle of the brands” is
only a skirmish in the battle between various channel
systems. And we emphasized that producers aren’t necessarily the channel captains. Often middlemen control
or even dominate channels of distribution.

Questions and Problems
1. Review the case at the beginning of the chapter and
explain why Amazon.com would use a wholesaler
like Ingram.
2. Give two examples of service ﬁrms that work with
other channel specialists to sell their products to ﬁnal consumers. What marketing functions is the
specialist providing in each case?
3. Discuss some reasons why a ﬁrm that produces installations might use direct distribution in its domestic
market but use middlemen to reach overseas customers.

4. Explain discrepancies of quantity and assortment
using the clothing business as an example. How
does the application of these concepts change when
selling steel to the automobile industry? What impact does this have on the number and kinds of
marketing specialists required?
5. Explain the four regrouping activities with an example from the building supply industry (nails, paint,
ﬂooring, plumbing ﬁxtures, etc.). Do you think that
many specialists develop in this industry, or do
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producers handle the job themselves? What kinds of
marketing channels would you expect to ﬁnd in this
industry, and what functions would various channel
members provide?
6. Insurance agents are middlemen who help other
members of the channel by providing information
and handling the selling function. Does it make
sense for an insurance agent to specialize and work
exclusively with one insurance provider? Why or
why not?
7. Discuss the Place objectives and distribution arrangements that are appropriate for the following products
(indicate any special assumptions you have to make
to obtain an answer):
a. A postal scale for products weighing up to 2
pounds.
b. Children’s toys: (1) radio-controlled model airplanes costing $80 or more, (2) small rubber
balls.
c. Heavy-duty, rechargeable, battery-powered nut
tighteners for factory production lines.
d. Fiberglass fabric used in making rooﬁng shingles.
8. Give an example of a producer that uses two or
more different channels of distribution. Brieﬂy discuss what problems this might cause.
9. Explain how a channel captain can help traditional
independent ﬁrms compete with a corporate (integrated) channel system.
10. Find an example of vertical integration within your
city. Are there any particular advantages to this ver-

tical integration? If so, what are they? If there are no
such advantages, how do you explain the integration?
11. What would happen if retailer-organized channels
(either formally integrated or administered) dominated consumer product marketing?
12. How does the nature of the product relate to the degree of market exposure desired?
13. Why would middlemen want to be exclusive
distributors for a product? Why would producers
want exclusive distribution? Would middlemen be
equally anxious to get exclusive distribution
for any type of product? Why or why not? Explain
with reference to the following products: candy
bars, batteries, golf clubs, golf balls, steak
knives, televisions, and industrial woodworking
machinery.
14. Explain the present legal status of exclusive distribution. Describe a situation where exclusive
distribution is almost sure to be legal. Describe the
nature and size of competitors and the industry, as
well as the nature of the exclusive arrangement.
Would this exclusive arrangement be of any value to
the producer or middleman?
15. Discuss the promotion a new grocery products producer would need in order to develop appropriate
channels and move products through those channels. Would the nature of this job change for a new
producer of dresses? How about for a new, small producer of installations?

Suggested Cases
13. Paper Supplies Corporation

16. Morgan Company

15. Modern Horizons, Inc.

34. Aluminum Basics Co.

Computer-Aided Problem
11. Intensive versus Selective Distribution
Hydropump, Inc., produces and sells high-quality
pumps to business customers. Its marketing research
shows a growing market for a similar type of pump aimed
at ﬁnal consumers—for use with Jacuzzi-style tubs in
home remodeling jobs. Hydropump will have to develop
new channels of distribution to reach this target market
because most consumers rely on a retailer for advice

about the combination of tub, pump, heater, and related
plumbing ﬁxtures they need. Hydropump’s marketing
manager, Robert Black, is trying to decide between
intensive and selective distribution. With intensive distribution, he would try to sell through all the plumbing
supply, bathroom ﬁxture, and hot-tub retailers who will
carry the pump. He estimates that about 5,600 suitable
retailers would be willing to carry a new pump. With
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selective distribution, he would focus on about 280 of
the best hot-tub dealers (2 or 3 in the 100 largest
metropolitan areas).
Intensive distribution would require Hydropump to
do more mass selling—primarily advertising in home
renovation magazines—to help stimulate consumer familiarity with the brand and convince retailers that
Hydropump equipment will sell. The price to the retailer
might have to be lower too (to permit a bigger markup)
so they will be motivated to sell Hydropump rather than
some other brand offering a smaller markup.
With intensive distribution, each Hydropump sales
rep could probably handle about 300 retailers effectively.
With selective distribution, each sales rep could handle
only about 70 retailers because more merchandising help
would be necessary. Managing the smaller sales force and
fewer retailers, with the selective approach, would require less manager overhead cost.
Going to all suitable and available retailers would
make the pump available through about 20 times as
many retailers and have the potential of reaching more
customers. However, many customers shop at more than
one retailer before making a ﬁnal choice—so selective
distribution would reach almost as many potential cus-
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tomers. Further, if Hydropump is using selective distribution, it would get more in-store sales attention for its
pump and a larger share of pump purchases at each retailer.
Black has decided to use a spreadsheet to analyze the
beneﬁts and costs of intensive versus selective distribution.
a. Based on the initial spreadsheet, which approach
seems to be the most sensible for Hydropump? Why?
b. A consultant points out that even selective distribution
needs national promotion. If Black has to increase
advertising and spend a total of $100,000 on mass
selling to be able to recruit the retailers he wants for
selective distribution, would selective or intensive distribution be more proﬁtable?
c. With intensive distribution, how large a share (percent) of the retailers’ total unit sales would
Hydropump have to capture to sell enough pumps to
earn $200,000 proﬁt?
For additional questions related to this problem, see
Exercise 11-3 in the Learning Aid for Use with Basic Marketing, 14th edition.

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

When You
Finish This Chapter,
You Should
1. Understand why
logistics (physical distribution) is such an
important part of
Place and marketing
strategy planning.
2. Understand why
the physical distribution customer service
level is a key marketing strategy variable.
3. Understand the
physical distribution
concept and why it
requires coordination
of storing, transporting, and related
activities.
4. See how ﬁrms can
cooperate and share
logistics activities to
improve value to the
customer at the end
of the channel.
5. Know about the
advantages and disadvantages of the
various transporting
methods.
6. Know how inventory decisions and
storing affect marketing strategy.
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Distribution
Customer Service
and Logistics
If you want a Coca-Cola, there’s

Coke works with many different

usually one close by_no matter

channels of distribution. But that’s

where you might be in the world.

just the start. Think about what it

And that’s no accident. An execu-

takes for a bottle, can, or cup of

tive for the best-known brand

Coke to be there whenever you’re

name in the world stated the

ready. In warehouses and distribu-

objective simply: “Make Coca-Cola

tion centers, on trucks, in gyms

available within an arm’s reach of

and sports arenas, and thousands

desire.” To achieve that objective,

of other retail outlets, Coke handles, stores, and transports over
250 billion servings of soft drink a
year. Getting all of that product to
consumers could be a logistical
nightmare, but Coke does it
effectively and at a low cost.

7. Understand the
distribution center
concept.
8. Understand the
important new terms
(shown in red).

Think about it: A can of Coke
at the store costs only about
15 cents more that it costs
you to have the post ofﬁce
deliver a letter.
Fast information about what the
market needs helps keep Coke’s
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guided vehicles that speed up

Coke uses an army of truck

United States, computer sys-

the product ﬂow and reduce

drivers to constantly restock its

tems show Coke managers

labor costs.

870,000 vending machines,

Coke’s strategies in interna-

more per capita than anywhere

market; that allows Coke to

tional markets rely on many of

else in the world. Coke is even

plan inventories and deliveries.

the same ideas. But the stage of

testing vending machines that

Coke also operates a 24-hour-

market development varies in

raise the price when it’s hot or

a-day communications center

different countries, so Coke’s

when few cans are left. In less-

to respond to the two million

emphasis varies as well. To

developed areas, the Place

requests it gets from channel

increase sales in France, for

system is not always so sophis-

members each year. Orders

example, Coke must ﬁrst make

ticated. In China, for example,

are processed instantly—so

more product available at retail

the Communist Party won’t let

sales to consumers at the end

stores; so Coke is installing

Coke control all of the details,

of the channel aren’t lost

thousands of soft-drink coolers

but a local manager struck a

because of stock-outs. And

in French supermarkets. In

deal. For some cash, the Com-

Coke products move efﬁ-

Great Britain, Coke is using mul-

munist Party keeps inventories

ciently through the channel. In

tipacks because it wants to

in some of its local ofﬁces. Then

Cincinnati, for example, Coke

have more inventory at the point

retired party members use

built the beverage industry’s

of consumption—in consumers’

bicycle-powered pushcarts to

ﬁrst fully automated distribu-

homes. In Japan, by contrast,

sell the Coke inventory at

tion center. Forklifts were

single-unit vending machine

densely populated housing

replaced with automatically

sales are very important—so

projects.

price
place
product
promotion
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Coke is also working to

area. That means that the little

other products are helping it

increase fountain-drink sales

guys could get lost in the

gain market share—which

in domestic and international

shufﬂe. However, to give them

means it gets more shelf

markets. As part of that effort,

the service they need at a

space and more Pepsi stocked

Coke equips restaurants and

reasonable cost, Coke recently

at the point of purchase. Coke

food outlets with Coke dis-

initiated Coke.net, a password-

is pushing on new fronts as

pensers. Once a Coke

protected Web portal where

well. So the competition is

dispenser is installed, the

fountain customers can access

becoming even more intense.

retailer usually doesn’t have

account managers online, track

It’s not just the “Cola Wars”

room for a competitor’s dis-

syrup orders, request equip-

any more but rather the wars

penser. And when a consumer

ment repairs, or download

for cola, juice, water, sports

wants a fountain drink, Coke

marketing support materials.

drinks, tea, and many other

isn’t just “the real thing,” it’s

Of course, Pepsi is a tough

beverages. And who wins cus-

the only thing. The number of

competitor and isn’t taking all

tomers and proﬁts in this

fountain outlets has grown so

of this sitting down. In recent

broader competition will

rapidly that one Coke account

years it has added more non-

depend on overall marketing

rep serves as many as a 1,000

cola products, and its edgy

programs—but clearly Place

customers in a geographic

ads for Mountain Dew and

has an important role to play.1

Physical Distribution Gets It to Customers
Choosing the right channel of distribution is crucial in getting products to the
target market’s Place. But as the Coke case shows, that alone is usually not enough
to ensure that products are available at the right time and in the right quantities.
Whenever the product includes a physical good, Place requires logistics decisions.
Logistics is the transporting, storing, and handling of goods to match target customers’ needs with a ﬁrm’s marketing mix—both within individual ﬁrms and along
a channel of distribution. Physical distribution (PD) is another common name for
logistics.
PD provides time and place utility and makes possession utility possible. A marketing manager may have to make many decisions to ensure that the physical
distribution system provides utility and meets customers’ needs with an acceptable
service level and cost.
Logistics costs are very important to both ﬁrms and consumers. These costs vary
from ﬁrm to ﬁrm and, from a macro-marketing perspective, from country to country. However, for many physical goods, ﬁrms spend half or more of their total
marketing dollars on physical distribution activities. The total amount of money
involved is so large that even small improvements in this area can have a big effect
on a whole macro-marketing system and consumers’ quality of life. For example,
during the past decade many supermarket chains and producers that supply them
collaborated to create a system called Efﬁcient Consumer Response (ECR) that cut
grocers’ costs, and prices, by about 11 percent. That translates to savings of about
$30 billion a year for U.S. consumers! The basic idea of ECR involves paperless,
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The physical distribution
customer service level—including
fast and reliable delivery of
whatever assortment is needed—
is critical to many business
customers.

computerized links between grocers and their suppliers, which leads to more effective merchandise assortments and continuous replenishment of shelves based on
what actually sells each day. Although the ECR movement started in the U.S. and
Canada, it quickly spread across Europe and in other regions. Now, 50 consumer
packaged goods companies have banned together to create Transora, a Web portal
(www.transora.com), to bring more e-commerce beneﬁts to the ECR concept. Obviously, far-reaching innovations like these don’t transform everything overnight, but
you can see that more effective approaches in the distribution area have the potential to save ﬁrms, and their customers, massive amounts of money.2

Physical Distribution Customer Service
From the beginning, we’ve emphasized that marketing strategy planning is based
on meeting customers’ needs. Planning for logistics and Place is no exception. So
let’s start by looking at logistics through a customer’s eyes.

Customers want
products, not excuses

Customers don’t care how a product was moved or stored or what some channel
member had to do to provide it. Rather, customers think in terms of the physical
distribution customer service level—how rapidly and dependably a ﬁrm can deliver
what they, the customers, want. Marketing managers need to understand the customer’s point of view.
What does this really mean? It means that Toyota wants to have enough windshields delivered to make cars that day—not late so production stops or early so
there are a lot of extras to move around or store. In turn, it means that the Toyota
dealer wants the car when it’s due so that salespeople are not left making lame
excuses to the customer who ordered it. It means that business executives who rent
cars from Hertz want them to be ready when they get off their planes. It means
that when you order a blue shirt at the Lands’ End website you receive blue,
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Exhibit 12-1
Trade-Offs among Physical
Distribution Costs, Customer
Service Level, and Sales

Total cost of
physical distribution
Cost ($)

Inventory cost
Lost sales*

Transporting cost
0

0

90%
Customer service level
(percent of customers served
within some time period — say, four days)

*Note: Sales may be lost because of poor customer service or because
of the high price charged to pay for too high a customer service level.

not pink. It means you want your Lay’s Baked Potato Chips to be whole when you
buy a bag at the snack bar—not crushed into crumbs from rough handling in a
warehouse.

Physical distribution is
invisible to most
consumers

PD is, and should be, a part of marketing that is “invisible” to most consumers.
It only gets their attention when something goes wrong. At that point, it may be
too late to do anything that will keep them happy.
In countries where physical distribution systems are inefﬁcient, consumers face
shortages and inconvenient waits for the products they need. By contrast, most consumers in the United States and Canada don’t think much about physical
distribution. This probably means that these market-directed macro-marketing systems work pretty well—that a lot of individual marketing managers have made good
decisions in this area. But it doesn’t mean that the decisions are always clear-cut or
simple. In fact, many trade-offs may be required.

Trade-offs of costs,
service, and sales

Most customers would prefer very good service at a very low price. But that combination is hard to provide because it usually costs more to provide higher levels of
service. So most physical distribution decisions involve trade-offs between costs, the
customer service level, and sales.
If you want a new Compaq computer and the Best Buy store where you would
like to buy it doesn’t have it on hand, you’re likely to buy it elsewhere; or if that
model Compaq is hard to get you might just switch to some other brand. Perhaps
the Best Buy store could keep your business by guaranteeing two-day delivery of
your computer—by using airfreight from Compaq’s factory. In this case, the manager is trading the cost of storing inventory for the extra cost of speedy
delivery—assuming that the computer is available in inventory somewhere in the
channel. In this example, missing one sale may not seem that important, but it all
adds up. In fact, using Compaq Computer to illustrate this point is quite purposeful. A few years ago Compaq lost over $500 million in sales because its computers
weren’t available when and where customers were ready to buy them. With that
kind of lesson in lost sales, you can see why Compaq worked hard to improve on
the trade-off it was making.
Exhibit 12-1 illustrates trade-off relationships like those highlighted in the Compaq example. For example, faster but more expensive transportation may reduce the
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need for a costly inventory of computers. There is also a trade-off between the service level and sales. If the service level is too low—if products are not available on
a timely and dependable basis—customers will buy elsewhere, and sales will be lost.
Alternatively, the supplier may hope that a higher service level will attract more
customers or motivate them to pay a higher price. But if the service level is higher
than customers want or are willing to pay for, sales will be lost to competitors who
have ﬁgured out what kind of service customers value.
The important point is that many trade-offs must be made in the PD area. The
trade-offs can be complicated. The lowest-cost approach may not be best—if customers aren’t satisﬁed. A higher service level may make a better strategy. Further,
if different channel members or target markets want different customer service levels, several different strategies may be needed.3
Many ﬁrms are trying to address these complications with e-commerce. Information technology can improve service levels and cut costs at the same time. As you’ll
see, better information ﬂows make it easier to coordinate the different activities and
cut inefﬁciency that doesn’t add value for the customer.

Physical Distribution Concept Focuses on the Whole Distribution System
The physical
distribution concept

The physical distribution (PD) concept says that all transporting, storing, and
product-handling activities of a business and a whole channel system should be coordinated as one system that seeks to minimize the cost of distribution for a given
customer service level. Both lower costs and better service help to increase customer
value. It may be hard to see this as a startling development. But until just a few
years ago, even the most progressive companies treated physical distribution functions as separate and unrelated activities.
Within a ﬁrm, responsibility for different distribution activities was spread among
various departments—production, shipping, sales, warehousing, and others. No one
person was responsible for coordinating storing and shipping decisions or seeing how
they related to customer service levels. Some ﬁrms even failed to calculate the costs
for these activities, so they never knew the total cost of physical distribution. If it
was unusual for distribution to be coordinated within a ﬁrm, it was even rarer for
different ﬁrms in the channel to collaborate. Each just did its own thing.4
Unfortunately, in too many ﬁrms old-fashioned ways persist—with a focus on
individual functional activities rather than the whole physical distribution system.
Trying to reduce the cost of individual functional activities may actually increase
total distribution costs—not only for the ﬁrm, but also for the whole channel. It
may also lead to the wrong customer service level. Well-run ﬁrms now avoid these
problems by paying attention to the physical distribution concept.

Decide what service
level to offer

With the physical distribution concept, ﬁrms work together to decide what
aspects of service are most important to customers at the end of the channel and
what speciﬁc service level to provide. Then they focus on ﬁnding the least expensive way to achieve the target level of service.
Exhibit 12-2 shows a variety of factors that may inﬂuence the customer service
level (at each level in the channel). The most important aspects of customer service depend on target market needs. Xerox might focus on how long it takes to
deliver copy machine repair parts once it receives an order. When a copier breaks
down, customers want the repair “yesterday.” The service level might be stated as
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Exhibit 12-2
Examples of Factors that
Affect PD Service Levels

•

Advance information on product
availability

•

Online status information

•

Advance information on delays

•

Time to enter and process orders

•

Time needed to deliver an order

•

Backorder procedures

•

Reliability in meeting delivery date

•

Where inventory is stored

•

Complying with customer’s instructions

•

Accuracy in ﬁlling orders

•

Defect-free deliveries

•

Damage in shipping, storing, and
handing

•

How needed adjustments are handled

•

Procedures for handling returns

“we will deliver 90 percent of all emergency repair parts within 8 business hours
and the remainder within 24 hours.” Such a service level might require that almost
all such parts be kept in inventory, that the most commonly needed parts be available on the service truck, that order processing be very fast and accurate, and that
parts not available locally be sent by airfreight. If Xerox doesn’t make the part, it
would need to be sent directly from Xerox’s supplier. Obviously, supplying this service level will affect the total cost of the PD system. But it may also beat competitors
who don’t provide this service level.
Increasing service levels may be very proﬁtable in highly competitive situations
where the ﬁrm has little else to differentiate its marketing mix. Marketing managers
at Clorox, for example, must do everything they can to develop and keep strong
partnerships with Clorox middlemen (supermarket chains, convenience stores, mass
merchandisers, warehouse clubs, and wholesalers) and other business customers
(ranging from white-tablecloth restaurants to the fast-service chains). Many other
ﬁrms sell products with precisely the same ingredients as Clorox and are constantly
trying to get orders from Clorox’s 100,000 business customers worldwide. Yet
Clorox’s objective is to “maintain the highest standards for customer service” in the
product-markets it serves because that helps it obtain a competitive advantage. For
example, when the bleach buyer for a major retail chain went on vacation, the ﬁllin person was not familiar with the computerized reorder procedures. As a result,
the chain’s central distribution center almost ran out of Clorox liquid bleach. But
Clorox’s distribution people identiﬁed the problem themselves—because of a computer system that allowed Clorox to access the chain’s inventory records and sales
data for Clorox products. Clorox rearranged production to get a shipment out fast
enough to prevent the chain, and Clorox, from losing sales at individual stores. In
the future when some other bleach supplier tries to tell buyers for the chain that
“bleach is bleach,” they’ll remember the distribution service Clorox provides.5

Find the lowest total
cost for the right
service level

In selecting a PD system, the total cost approach involves evaluating each possible PD system and identifying all of the costs of each alternative. This approach
uses the tools of cost accounting and economics. Costs that otherwise might be
ignored—like inventory carrying costs—are considered. The possible costs of lost
sales due to a lower customer service level may also be considered. The following
simple example clariﬁes why the total cost approach is important.

A cost comparison of
alternative systems

The Good Earth Vegetable Company was shipping produce to distant markets by
train. The cost of shipping a ton of vegetables by train averaged less than half the
cost of airfreight so the company assumed that rail was the best method. But then
Good Earth managers did a more complete analysis. To their surprise, they found
the airfreight system was faster and cheaper.
Exhibit 12-3 compares the costs for the two distribution systems—airplane and
railroad. Because shipping by train was slow, Good Earth had to keep a large
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Both Business Objects and
Sauder try to help customer ﬁrms
do a better job of tracking the
status of orders and making
certain that products are where
they are needed at the right time.

inventory in a warehouse to ﬁll orders on time. And the company was also surprised
at the extra cost of carrying the inventory in transit. Good Earth’s managers also
found that the cost of spoiled vegetables during shipment and storage in the warehouse was much higher when they used rail shipping.
In this case, total cost analyses showed that airfreight, while more costly by itself,
provided better service than the conventional means—and at a lower total distribution cost. The case also illustrates why it is important to get beyond a focus on
individual functional elements of PD and instead consider the costs and service level
of a whole system. This broader focus should consider how the whole channel operates, not just individual ﬁrms.
Many ﬁrms are now applying this type of thinking to improve value to customers
and proﬁts. For example, after two years of work with the total cost approach,

Exhibit 12-3
Comparative Costs of
Airplane versus Rail and
Warehouse

Total costs of
distribution
by airplane
$ 10,000
$ 5,000
$ 40,000

Total costs of
distribution by
rail with warehouse
Damage
Packing

$ 15,000
$ 20,000

Inventory

$110,000

$199,000
$119,000
Transportation

Total $254,000

$264,000
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National Semiconductor cut its standard delivery time in half, reduced distribution
costs 2.5 percent, and increased sales by 34 percent. In the process it shut down six
warehouses around the globe and started to airfreight microchips to its worldwide
customers from a new 125,000-square-foot distribution center in Singapore. In
advance of these changes, no one would have said that this was an obvious thing
to do. But it proved to be the smart thing.

Identifying all the
alternatives is
sometimes difﬁcult

It’s important for ﬁrms to compare the costs and beneﬁts of all practical PD alternatives, including how functions can be shared in the channel. Sometimes, however,
there are so many possible combinations that it is difﬁcult to study each one completely. For example, there may be hundreds of possible locations for a warehouse.
And each location might require different combinations of transporting, storing, and
handling costs. Some companies use computer simulation to compare the many possible alternatives. But typically, the straightforward total cost analysis discussed
above is practical and will show whether there is need for a more sophisticated analytical approach.6

Coordinating Logistics Activities among Firms
Functions can be
shifted and shared in
the channel

As a marketing manager develops the Place part of a strategy, it is important to
decide how physical distribution functions can and should be divided within the
channel. Who will store, handle, and transport the goods—and who will pay for
these services? Who will coordinate all of the PD activities?
There is no right sharing arrangement. Physical distribution can be varied endlessly in a marketing mix and in a channel system. And competitors may share these
functions in different ways—with different costs and results.

How PD is shared
affects the rest of a
strategy

How the PD functions are shared affects the other three Ps—especially Price.
The sharing arrangement can also make (or break) a strategy. Consider Channel
Master, a ﬁrm that wanted to take advantage of the growing market for the dishlike antennas used to receive TV signals from satellites. The product looked like it
could be a big success, but the small company didn’t have the money to invest in
a large inventory. So Channel Master decided to work only with wholesalers who
were willing to buy (and pay for) several units—to be used for demonstrations and
to ensure that buyers got immediate delivery.
In the ﬁrst few months Channel Master earned $2 million in revenues—just by
providing inventory for the channel. And the wholesalers paid the interest cost of
carrying inventory—over $300,000 the ﬁrst year. Here the wholesalers helped share
the risk of the new venture—but it was a good decision for them too. They won
many sales from a competing channel whose customers had to wait several months
for delivery. And by getting off to a strong start, Channel Master became a market
leader.

A coordinated effort
reduces conﬂict

PD decisions interact with other Place decisions, the rest of the marketing mix,
and the whole marketing strategy. As a result, if ﬁrms in the channel do not plan
and coordinate how they will share PD activities, PD is likely to be a source of conﬂict rather than a basis for competitive advantage. Holly Farms’ problems in
introducing a new product illustrate this point.
Marketers at Holly Farms were encouraged when preroasted chicken performed
well in a market test. But channel conﬂict surfaced when they moved to broader
distribution. As with other perishable food products, the Holly Farm label indicated
a date by which the chicken should be sold. Many grocers refused to buy the roast
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chicken because they worried that they had only a few days after it was delivered
to sell it. They didn’t want it to spoil—at their expense—on the shelf. They also
didn’t want to sell their customers something that wasn’t fresh.
Shelf life had not been a problem with Holly Farms’ raw chicken. It sold in higher
volume and moved off shelves more quickly. The source of the problem with the
roast chicken was that it took too long to ship from the plant to distant stores. Coupled with slow turnover, that didn’t leave grocers enough selling time. To address
the problem, Holly Farms changed its transportation arrangements. It also developed new packaging that allowed grocers to store the chicken longer. Holly Farms
also shifted its promotion budget to put more emphasis on in-store promotions to
speed up sales once the chicken arrived. With these changes, Holly Farms was able
to win cooperation in the channel and establish its product in the market.7

JIT requires a close,
cooperative
relationship

To help a manufacturer of soccer
balls reduce its logistics costs,
CNF ships the balls to Europe
uninﬂated and then pumps them
up before the last leg of their
journey to individual outlets.

We introduced the concept of just-in-time (JIT) delivery in Chapter 7. Now that
you know more about PD alternatives, it’s useful to consider some of the marketing
strategy implications of this approach.
A key advantage of JIT for business customers is that it reduces their PD costs—
especially storing and handling costs. However, if the customer doesn’t have any
backup inventory, there’s no security blanket if something goes wrong. If a supplier’s
delivery truck gets stuck in trafﬁc, if there’s an error in what’s shipped, or if there
are any quality problems when the products arrive, the customer’s business stops.
Thus, a JIT system requires that a supplier have extremely high quality control in
production and in every PD activity, including its PD service.
For example, to control the risk of transportation problems, JIT suppliers often
locate their facilities close to important customers. Trucks may make smaller and
more frequent deliveries—perhaps even several times a day. As this suggests, a JIT
system usually requires a supplier to be able to respond to very short order lead times.
In fact, a supplier’s production often needs to be based on the customer’s production schedule. Thus, e-commerce order systems and information sharing over
computer networks are often required. However, if that isn’t possible, the supplier
must have adequate inventory to meet the customer’s needs. Moreover, the supplier
in turn may need better service from ﬁrms that it relies on, say, for raw materials or
supplies.
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You can see that the JIT system shifts greater responsibility for PD activities backward in the channel. If the supplier can be more efﬁcient than the customer could
be in controlling PD costs—and still provide the customer with the service level
required—this approach can work well for everyone in the channel. However, it
should be clear that JIT is not always the lowest-cost or best approach. It may be
better for a supplier to produce and ship in larger, more economical quantities—if
the savings offset the distribution system’s total inventory and handling costs.
While not every ﬁrm can, or should, use a just-in-time approach, it is an important idea. It focuses attention on the need to coordinate the PD system throughout
the channel. It also highlights the value of close working relationships and effective
communication between marketers and their customers. Whether or not a ﬁrm uses
the JIT approach, good information (and technology to share it quickly) is often the
key to coordinating PD activities and improving the customer service level.8

Chain of supply may
involve even more
ﬁrms

In our discussion, we have taken the point of view of a marketing manager. This
focuses on how logistics should be coordinated to meet the needs of customers at
the end of the channel of distribution. Now, however, we should broaden the picture somewhat because the relationships within the distribution channel are
sometimes part of a broader network of relationships in the chain of supply—the
complete set of ﬁrms and facilities and logistics activities that are involved in
procuring materials, transforming them into intermediate or ﬁnished products, and
distributing them to customers. For example, Toyota not only works with dealers
and customers further down its channel of distribution but also is coordinating with
all of the supplier ﬁrms from which it buys parts, supplies, and raw materials. Those
ﬁrms, in turn, are linked to other suppliers who come earlier in the chain of supply. What happens at each link along the chain can impact coordination further
down the chain. If the ﬁrm that produces seats for Toyota doesn’t get the fabric
from its supplier on time, the seats will be delayed in route to Toyota and the car
will be slow getting to the dealer and consumer.
Ideally, all of the ﬁrms in the chain of supply should work together to meet the
needs of the customer at the very end of the chain. That way, at each link along
the chain the shifting and sharing of logistics functions and costs are handled to
result in maximum value for the ﬁnal customer. Further, all of the ﬁrms in the whole
chain of supply are able to do a better job of competing against competitors who
are involved in other chains of supply.
The practical reality is that coordination across the whole chain of supply doesn’t
always happen. The customer service level that a marketing manager needs to compete may not be possible if ﬁrms earlier in the chain of supply can’t or won’t do what
is needed. In these situations the purchasing and manufacturing departments can’t be
expected to do the impossible. Resolving this sort of problem requires strategic
decisions by the ﬁrm’s top management. For example, the CEO might decide that the
ﬁrm needs to invest in costly new computer networks and software that will provide
e-commerce order systems that also give suppliers information they need.
The challenges of coordinating logistics functions across the complete chain of
supply have prompted some ﬁrms to put a high-level executive in charge of chain
of supply decisions. This person works with people in marketing, procurement, manufacturing, and other areas to ﬁnd the best ways to address problems that arise. Yet,
it’s still difﬁcult for a manager in any one company to know what kind of logistics
sharing arrangement will work best, or even be possible, in a whole series of other
companies. Because of that, many ﬁrms turn to outside experts for help. For example, specialists have developed to design e-commerce computer systems that link all
of the ﬁrms in a chain of supply. Similarly, there are consultants who use computer
models to ﬁgure out the best locations for inventory or the best way to shift logistics functions among ﬁrms. In other cases, ﬁrms sometimes outsource the whole job
of planning and implementing their logistics systems.9
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Internet Exercise Large corporations often turn to other ﬁrms that specialize
in logistics_transportation and warehousing services, consultants, developers
of software for e-commerce, and the like_to help implement the physical
distribution aspects of their marketing strategies. The website of the Virtual
Logistics Directory (www.logisticdirectory.com) lists many logistics specialists
and what they do. Go to the website and select the Integrated Logistics category. Review the descriptions of some of the ﬁrms listed, and then pick one.
Explain why a large corporation with a logistics problem might seek its help
rather than just trying to tackle the problem internally.

Better information
helps coordinate PD

Coordinating all of the elements of PD has always been a challenge—even in a
single ﬁrm. Trying to coordinate PD throughout the whole supply chain is even
tougher. Keeping track of inventory levels, when to order, and where goods are when
they move is complicated. The Internet is becoming more and more important in
ﬁnding solutions to these challenges.
Many ﬁrms now continuously update their marketing information systems—so
they can immediately ﬁnd out what products have sold, the level of the current
inventory, and when goods being transported will arrive. And coordination of physical distribution decisions throughout channels of distribution continues to improve
as more ﬁrms are able to have their computers “talk to each other” directly and as
managers can get information from a website whenever they need it.

Electronic data
interchange sets a
standard

Until recently, differences in computer systems from one ﬁrm to another hampered the ﬂow of information. Many ﬁrms attacked this problem by adopting
electronic data interchange (EDI)—an approach that puts information in a standardized format easily shared between different computer systems. In many ﬁrms,
purchase orders, shipping reports, and other paper documents were replaced with
computerized EDI. With EDI, a customer transmits its order information directly to
the supplier’s computer. The supplier’s computer immediately processes the order
and schedules production, order assembly, and transportation. Inventory information is automatically updated, and status reports are available instantly. The supplier
might then use EDI to send the updated information to the transportation provider’s
computer. This type of system is now very common. In fact, almost all international
transportation ﬁrms rely on EDI links with their customers.
EDI systems were originally developed and popularized before the World Wide
Web and Internet gained widespread use. Most traditional EDI systems are expensive to develop, rely on proprietary computer networks, and use specialized software
to exchange data securely. Alternatives to this approach that rely on the Internet
are gaining in popularity. However, there are still some obstacles. While it’s easy for
ﬁrms to share many types of information that use the standard HTML web-page format, HTML is not well suited for exchanging numerical data (like sku numbers,
sales volume, purchase quantities, and the like) between software programs on different computers. However, a new standard format, called XML, is gaining
popularity and fostering easier EDI-type data exchanges over the Internet.10
This improved information ﬂow and coordination affects other PD activities too.
Instantaneous order processing or using an EDI system or the Internet, for example,
can have the same effect on the customer service level as faster, more expensive
transportation. And knowing what a customer has sold or has in stock can improve
a supplier’s own production planning and reduce both inventory costs and stockouts in the whole channel.
Better coordination of PD activities is a key reason for the success of Pepperidge
Farm’s line of premium cookies. It was making the wrong products and delivering
them too slowly to the wrong market. Poor information was the problem. Delivery
truck drivers took orders from retailers, assembled them manually at regional ofﬁces,
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Transporting costs can be a large part of the total cost for heavy products that are low in value, like sheet aluminum. But the cost of
transportation adds little to the total cost of products—like pharmaceuticals—that are already valuable relative to their size and weight.

and then mailed them to Pepperidge Farm’s bakeries. Now the company has instant
networked data sharing between sales, delivery, inventory, and production. Many of
the company’s 2,200 drivers use hand-held computers to record the inventory at
each stop along their routes. They use the Internet to transmit the information into
a computer at the bakeries—so that cookies in short supply will be produced. The
right assortment of fresh cookies is quickly shipped to local markets, and delivery
trucks are loaded with what retailers need that day. Pepperidge Farm now moves
cookies from its bakeries to store shelves in about three days; most cookie producers take about 10 days. That means fresher cookies for consumers and helps to
support Pepperidge Farm’s high-quality positioning and premium price.11
In summary, using computers to share information and coordinate activities is
helping some ﬁrms and channels compete successfully for customers and increase
their own proﬁts.

Ethical issues
may arise

Most of the ethical issues that arise in the PD area concern communications
about product availability. For example, some critics say that Internet sellers too
often take orders for products that are not available or which they cannot deliver
as quickly as customers expect. Yet a marketing manager can’t always know precisely
how long it will take before a product will be available. It doesn’t make sense for
the marketer to lose a customer if it appears that he or she can satisfy the customer’s
needs. But the customer may be inconvenienced or face added cost if the marketer’s
best guess isn’t accurate. Similarly, some critics say that stores too often run out of
products that they promote to attract consumers to the store. Yet it may not be possible for the marketer to predict demand, or to know when placing an ad that
deliveries won’t arrive. Different people have different views about how a ﬁrm
should handle such situations. Some retailers just offer rain checks.
Some suppliers criticize customers for abusing efforts to coordinate PD activities
in the channel. For example, some retailers hedge against uncertain demand by
telling suppliers that they plan to place an order, but then they don’t conﬁrm the
order until the last minute. They want to be able to say that it wasn’t an order in
the ﬁrst place—if sales in the store are slow. This shifts the uncertainty to the supplier and reduces the retailer’s inventory costs. Is this unethical? Some think it is.
However, a marketing manager should realize that the ﬁrm’s order policies can
reduce such problems—if the cost of providing the service customers want is higher
than what they will pay. In other words, this may simply be another trade-off that
the marketer must consider in setting up the PD system.12
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Now that you see why the coordination of physical distribution activities is so
important, let’s take a closer look at some of the PD decision areas.

The Transporting Function Adds Value to a Marketing Strategy
Transporting aids
economic development
and exchange

Transporting is the marketing function of moving goods. Transportation provides
time and place utilities—at a cost. But the cost is less than the value added to products by moving them or there is little reason to ship in the ﬁrst place.
Transporting can help achieve economies of scale in production. If production
costs can be reduced by producing larger quantities in one location, these savings
may more than offset the added cost of transporting the ﬁnished products to customers. Without low-cost transportation, both within countries and internationally,
there would be no mass distribution as we know it today.

Transporting can be
costly

Transporting costs may limit the target markets a marketing manager can consider.
Shipping costs increase delivered cost—and that’s what really interests customers.
Transport costs add little to the cost of products that are already valuable relative to
their size and weight. A case of medicine, for example, might be shipped to a drugstore at low cost. But transporting costs can be a large part of the total cost for heavy
products of low value—like many minerals and raw materials. You can imagine that
shipping a massive roll of aluminum to a producer of soft-drink cans is an expensive
proposition. Exhibit 12-4 shows transporting costs as a percent of total sales dollars
for several products.13

Governments may
inﬂuence
transportation

Government often plays an important role in the development of a country’s
transportation system—including its roads, harbors, railroads, and airports. And different countries regulate transportation differently—although regulation has in
general been decreasing.
For example, as part of their move toward uniﬁcation, most European countries
are reducing their transporting regulations. The construction of the tunnel under
the English Channel is a dramatic example of the changes taking place. The “chunnel” allows trains to speed between England and the rest of Europe.
As regulations decreased in the U.S., competition in the transportation industry
increased. As a result, a marketing manager generally has many carriers in one or
more modes competing for the ﬁrm’s transporting business. Or a ﬁrm can do its own
transporting. So knowing about the different modes is important.14

Exhibit 12-4
Transporting Costs as a
Percent of Selling Price for
Different Products

Products

Cost of transporting as percent of selling price
55%

Sand and gravel
Bituminous coal

42%

Cabbage

38%

Iron ore

20%

Manufactured food
Chemicals and plastics
Factory machinery
Electronic equipment
Pharmaceuticals

8%
6%
4%
3%
1%
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Exhibit 12-5 Beneﬁts and Limitations of Different Transport Modes
Transporting Features

Mode
Truck

Cost
High

Delivery
speed
Fast

Number of
locations
served
Very extensive

Ability to
handle a
variety of goods
High

Frequency of
scheduled
shipments
High

Dependability
in meeting
schedules
High

Rail

Medium

Average

Extensive

High

Low

Medium

Water

Very low

Very slow

Limited

Very high

Very low

Medium

Air

Very high

Very fast

Extensive

Limited

High

High

Pipeline

Low

Slow

Very limited

Very limited

Medium

High

Which Transporting Alternative Is Best?
Transporting function
must ﬁt the whole
strategy

The transporting function should ﬁt into the whole marketing strategy. But picking the best transporting alternative can be difﬁcult. The “best” alternative depends
on the product, other physical distribution decisions, and what service level the
company wants to offer. The best alternative should not only be as low-cost as possible but also provide the level of service (for example, speed and dependability)
required. Exhibit 12-5 shows that different modes of transportation have different
strengths and weaknesses. You can ﬁnd more detail at the website of the Bureau of
Transportation Statistics (www.bts.gov). Low transporting cost is not the only criterion for selecting the best mode.15

Railroads—large loads
moved at low cost

Railroads are still the workhorse of the U.S. transportation system. They carry
more freight over more miles than any other mode. However, they account for less

Mercedes recently introduced a
new, smaller truck that is
designed to be more ﬂexible in
making deliveries in congested
cities like Istanbul, where this ad
appeared.
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Babbages Changes the Rules to Win Game Lovers’ Business
Winning the hearts, wallets, and loyalty of electronic game fanatics isn’t easy, but Babbages’
marketing strategy has done just that. Imagine, for
instance, the week in which the folks at Babbages
shipped 500,000 units of 73 different games by
overnight delivery to 900 different stores. Or there
was the time they ﬁlled tractor-trailer trucks at
Nintendo’s loading dock, at midnight, and then
rushed to a chartered jet so that a highly anticipated
game would be available in stores the same day it
was released. Have they lost their minds? No, but
some people think that their customers have. Bigspending game enthusiasts want to be the very ﬁrst
to get a new game when it comes out. So Babbages
ships every new game for overnight delivery. While
Wal-Mart and Best Buy stores can stock more at a

lower price, it takes longer for games to work through
their distribution centers and get to store shelves. By
then, Babbages would like to be sold out. The shelf
life of a new game is only about 15 weeks, and most
sales are at the beginning. So gamers will drive
across town to get a game sooner at Babbages, even
if it’s more pricey. That way, when someone asks their
opinions about a new game, they will be in the know.
In fact, game manufacturers like Nintendo know that
avid gamers post reviews of a game on the Internet
within 24 hours of when it gets to Babbages. If
reviews say that a game is really hot, the manufacturer can ramp up production. That saves time
because the factories are in Asia, and it takes about
three weeks to reorder and get more product on
shelves.16

than 10 percent of transport revenues. In the United States, as in other countries,
they carry heavy and bulky goods—such as raw materials, steel, chemicals, and
coal—over long distances. By handling large quantities, the railroads are able to
transport at relatively low cost. For example, in the United States the average cost
to ship by rail runs about 2 to 3 cents a ton-mile. Because railroad freight moves
more slowly than truck shipments, it is not as well suited for perishable items or
those in urgent demand. Railroads are most efﬁcient at handling full carloads of
goods. Less-than-carload (LCL) shipments take a lot of handling and rehandling,
which means they usually move more slowly and at a higher price per pound than
carload shipments.17

Trucks are more
expensive, but ﬂexible
and essential

The ﬂexibility and speed of trucks
make them better at moving small quantities of goods for shorter distances. They
can travel on almost any road. They go
where the rails can’t. They are also reliable in meeting delivery schedules, which
is an essential requirement for many of
today’s logistics systems that require rapid
replenishment of inventory after a sale.
In combination these factors explain why
at least 75 percent of U.S. consumer
products travel at least part of the way from producer to consumer by truck. And
in countries with good highway systems, trucks can give extremely fast service.
Trucks compete for high-value items. This is reﬂected in their rates, which average
about 26 cents per ton-mile in the United States. Critics complain that trucks congest trafﬁc and damage highways. But trucks are essential to our present
macro-marketing system.18

Ship it overseas—but
slowly

Water transportation is the slowest shipping mode—but usually the lowest-cost
way of shipping heavy freight. Water transportation is very important for international shipments and often the only practical approach. This explains why port
cities like Boston, New York City, Rotterdam, Osaka, and Singapore are important
centers for international trade.
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The growth of airfreight has
made it easier and faster for
ﬁrms to serve customers in
foreign markets.

Inland waterways are
important too

Inland waterways (such as the Mississippi River and Great Lakes in the United
States and the Rhine and Danube in Europe) are also important, especially for bulky,
nonperishable products such as iron ore, grain, steel, petroleum products, and gravel.
However, when winter ice closes freshwater harbors, alternate transportation must
be used. Some shippers—such as those moving iron ore—ship their total annual
supply during the summer months and store it near their production facilities for
winter use. Here low-cost transporting combined with storing reduces total cost.

Pipelines move oil
and gas

Pipelines are used primarily by the petroleum industry to move oil and natural
gas. So pipelines are important both in the oil-producing and oil-consuming countries. Only a few major cities in the United States, Canada, Mexico, and Latin
America are more than 200 miles from a major pipeline system. Of course, the
majority of the pipelines in the United States are located in the Southwest—connecting the oil ﬁelds and reﬁneries. From there, the more ﬂexible railroads, trucks,
and ships usually take over—bringing reﬁned and graded products to customers.

Airfreight is expensive
but fast and growing

The most expensive cargo transporting mode is airplane—but it is fast! Airfreight
rates are on average three times higher than trucking rates—but the greater speed
may offset the added cost. Trucks took the cream of the railroads’ trafﬁc. Now airplanes are taking the cream of the cream.
High-value, low-weight goods—like high-fashion clothing and parts for the electronics and metal-working industries—are often shipped by air. Perishable products
that previously could not be shipped are now being ﬂown across continents and
oceans. Flowers and bulbs from Holland, for example, now are jet-ﬂown to points
all over the world. And airfreight has become very important for small emergency
deliveries—like repair parts, special orders, and business documents that must be
somewhere the next day.

Internet

Internet Exercise A ﬁrm that is just starting to export to international markets may want help ﬁguring out what shipping services are available. The
North Carolina Ports Authority’s website (www.ncports.com) helps provide
such information. Go to the website, select Ports Directory, and review the
different ﬁrms and agencies that might be able to provide you with help if you
had to ship a large quantity of furniture to the Middle East. Identify an organization from those listed that you might want to contact ﬁrst, and indicate why.
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But airplanes may cut
the total cost of
distribution

An important advantage of using planes is that the cost of packing, unpacking,
and preparing the goods for sale may be reduced or eliminated. Planes may help a
ﬁrm reduce inventory costs by eliminating outlying warehouses. Valuable byproducts of airfreight’s speed are less spoilage, theft, and damage. Although the
transporting cost of air shipments may be higher, the total cost of distribution may
be lower. As more ﬁrms realize this, airfreight ﬁrms—like DHL Worldwide Express,
FedEx, Airborne, and Emery Air Freight—have enjoyed rapid growth.
These ﬁrms play an especially important role in the growth of international business. While the bulk of international cargo moves on ships, the speed of airfreight
opens up global markets for many businesses that previously had only domestic
opportunities. For example, DHL Worldwide Express offers 24-hour delivery service
from Tokyo to Los Angeles, New York to Rome, and London to Chicago. For a ﬁrm
whose products are valuable relative to their weight and size, the cost of air deliveries may seem trivial when compared to the sales potential of competing in new
markets.19

Put it in a container—
and move between
modes easily

Products often move by several different modes and carriers during their journey.
This is especially common for international shipments. Japanese ﬁrms—like Sony—
ship stereos to the United States, Canada, and Europe by boat. When they arrive
at the dock, they are loaded on trains and sent across the country. Then the units
are delivered to a wholesaler by truck or rail.
Loading and unloading goods several times used to be a real problem. Parts of a
shipment would become separated, damaged, or even stolen. And handling the
goods—perhaps many times—raised costs and slowed delivery. Many of these problems are reduced with containerization—grouping individual items into an
economical shipping quantity and sealing them in protective containers for transit
to the ﬁnal destination. This protects the products and simpliﬁes handling during
shipping. Some containers are as large as truck bodies.

Piggyback—a ride on
two or more modes

Piggyback service means loading truck trailers—or ﬂatbed trailers carrying containers—on railcars to provide both speed and ﬂexibility. Railroads now pick up
truck trailers at the producer’s location, load them onto specially designed rail ﬂatcars, and haul them as close to the customer as rail lines run. The trailers are then
hooked up to a truck tractor and delivered to the buyer’s door. Similar services are
offered on ocean-going ships—allowing door-to-door service between cities around
the world.
To better coordinate the ﬂow of products between modes, transportation companies like CSX offer customers a complete choice of different transportation modes.
Then CSX, not the customer, ﬁgures out the best and lowest-cost way to shift and
share transporting functions between the modes.20

Transportation choices
affect environmental
costs too

Marketing managers must be sensitive to the environmental effects of transportation decisions. Some say trucks cause air pollution in already crowded cities.
People who live near airports suffer the consequences of noise pollution. A damaged pipeline can spew thousands of gallons of oil before it can be repaired. The
Exxon Valdez oil spill in Alaska is a dramatic example of the kind of environmental disaster that can happen when a transportation accident occurs.
Many ﬁrms are taking steps to reduce these problems. For example, Conoco,
a subsidiary of Du Pont, is building ships with double hulls to reduce the risk of
leaks. Some trucking and railroad ﬁrms establish elaborate safety procedures for
dealing with toxic cargo. Today, the public expects companies to manufacture,
transport, sell, and dispose of products in an environmentally sound manner. If
companies are environmentally unsafe, consumers will show their dissatisfaction
through their market choices. However, these environmental efforts increase the
cost of distribution.21
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Economies of Scale in Transporting
Most transporting rates—the prices charged for transporting—are based on the
idea that large quantities of a good can be shipped at a lower transport cost per
pound than small quantities. Whether a furniture producer sends a truck to deliver
one sofa or a full carload, the company still has to pay for the driver, the truck, the
gas, and other expenses like insurance.
Transporters often give much lower rates for quantities that make efﬁcient use of
their transport facilities. Thus, transport costs per pound for less-than-full carloads
or truckloads are often twice as high as for full loads. These quantity rate differences are one important reason for the development of some wholesalers. They buy
in large quantities to get the advantage of economies of scale in transporting. Then
they sell in the smaller quantities their customers need.

Freight forwarders
accumulate
economical shipping
quantities

Freight forwarders combine the small shipments of many shippers into more
economical shipping quantities. Freight forwarders do not own their own transporting facilities—except perhaps for delivery trucks. Rather, they wholesale air,
ship, rail, and truck space. They accumulate small shipments from many shippers
and reship in larger quantities to obtain lower transporting rates.
Freight forwarders are especially useful in arranging international shipping. They
handle 75 percent of the general cargo shipped from U.S. ports to foreign countries.
They are also very helpful for handling international airfreight. For example, Air
Express International specializes in helping marketing managers ﬁnd the most efﬁcient air cargo ﬁrm to speed deliveries around the world.22

Should you do it
yourself?

To cut transporting costs or get more control, some marketing managers do
their own transporting rather than buy from specialists. Large producers, like Levi
Strauss, often buy or lease their own truck ﬂeets. Shell Oil and other large petroleum, iron ore, and gypsum rock producers have their own ships. Some ﬁrms now
buy their own planes for airfreight.23

Both SunLite and GE provide
logistics-related services that help
ﬁrms reduce big inventories and
improve customer service.
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The Storing Function and Marketing Strategy
Store it and smooth out
sales, increase proﬁts
and consumer
satisfaction

Storing varies the
channel system

When consumers buy in large
quantities and keep the product
inventory near the point of
consumption they take over
some of the inventory carrying
costs—and they may consume
more too.

Storing is the marketing function of holding goods. It provides time utility.
Inventory is the amount of goods being stored.

Maintaining the right inventory level is difﬁcult when it’s hard to forecast likely
demand. Even so, a ﬁrm that is stocked out when customers are ready to buy may
not only lose the sale but may also damage the relationship and the possibility of
future sales. Kmart ran into this problem. A number of consumers decided it was
no longer a convenient place to shop when stores repeatedly ran out of basic staples that consumers expected to ﬁnd.
Storing is necessary when production of goods doesn’t match consumption. This
is common with mass production. Nippon Steel, for example, might produce thousands of steel bars of one size before changing the machines to produce another size.
Changing the production line can be costly and time-consuming. It’s often cheaper
to produce large quantities of one size, and store the unsold quantity, than to have
shorter production runs. Thus, storing goods allows the producer to achieve
economies of scale in production.
Some buyers purchase in large quantities to get quantity discounts from the
producer or transporter. Then the extra goods must be stored until there is demand.
And goods are sometimes stored as a hedge against future price rises, strikes, shipping interruptions, and other disruptions.
Storing allows producers and middlemen to keep stocks at convenient locations—ready to meet customers’ needs. In fact, storing is one of the major activities
of some middlemen.
Most channel members provide the storing function for some length of time. Even
ﬁnal consumers store some things for their future needs. Since storing can be provided
anywhere along the channel, the storing function offers several ways to vary a ﬁrm’s
marketing mix and its channel system by (1) adjusting the time goods are held, (2)
sharing the storing costs, and (3) delegating the job to a specialized storing facility.
This latter variation would mean adding another member to the distribution channel.
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Exhibit 12-6 Many Expenses Contribute to Total Inventory Cost

Interest expense of
money tied up in
inventory (“inventory
carrying cost”)

Cost of storage
facilities and
maintaining them

Handling costs (to put
products in inventory
and take them out again)

Total Inventory Cost

Costs of damage
to products while
in inventory

Cost of risks such
as theft and fire

Costs of inventory
becoming obsolete

Which channel members store the product, and for how long, affects the behavior
of all channel members. For example, the producer of Snapper lawn mowers tries to
get wholesalers to inventory a wide selection of its machines. That way, retailers can
carry smaller inventories since they can be sure of dependable local supplies. And they
might decide to sell Snapper—rather than Toro or some other brand that they would
have to store at their own expense.
If ﬁnal customers “store” the product, more of it may be used or consumed. You
saw this in the Coke case that introduces this chapter. Coke wants customers to
buy six packs and 2-liter bottles. Then consumers have an “inventory” in the refrigerator when thirst hits. Of course, consumers aren’t always willing or able to hold
the inventory. In China, for example, Coke had little success until it gave up pushing 2-liter bottles and switched to single-serving 75 ml bottles. Only 1 out of 10
Chinese families has a refrigerator—so they didn’t have a good way to store a bottle once it was open.

Goods are stored
at a cost

Storing can increase the value of goods and make them more available when customers want them. But a manager must remember that storing always involves costs
too. Different kinds of cost are involved. See Exhibit 12-6. Car dealers, for example, must store cars on their lots—waiting for the right customer. The interest
expense of money tied up in the inventory is a major cost. In addition, if a new car
on the lot is dented or scratched, there is a repair cost. If a car isn’t sold before the
new models come out, its value drops. There is also a risk of ﬁre or theft—so the
retailer must carry insurance. And, of course, dealers incur the cost of leasing or
owning the display lot where they store the cars.
In today’s competitive markets, most ﬁrms watch their inventories closely. Taken
in total, the direct and indirect costs of unnecessary inventory can make the difference between a proﬁtable strategy and a loser. Annually these costs are typically
20 to 40 percent of the average value of the inventory. As a result, well-run ﬁrms
everywhere are trying to cut unnecessary stock and reduce the drain it puts on profits. On the other hand, a marketing manager must be very careful in making the
distinction between unnecessary inventory and inventory needed to provide the distribution service customers expect.24
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Many ﬁrms are ﬁnding that they can cut inventory costs and still provide the
desired customer service—if they can reduce the time it takes to replace items
that are sold. This is one important reason that the JIT and ECR approaches we
discussed earlier in the chapter have been widely adopted. These approaches work
because the firms involved use EDI, the Internet, and similar computerized
approaches to share information and speed up the order cycle and delivery
process.
Rapid replenishment of inventories is not the only reason that inventory costs
have been reduced. By using the information from JIT and ECR systems, ﬁrms can
see the beneﬁt of dropping some of the items that they stock and sell. P&G is a
vivid example. Between 1991 and 1996 it introduced many new products but cut
its total number of skus (individual stock-keeping units) by 34 percent. P&G hasn’t
stopped selling bar soap, but it has cut the number of sizes and colors for some of
its brands. After the cuts, sales of the remaining products went up and costs came
down. With fewer products, P&G can put more marketing effort behind those it
has. Its retailers are also more willing to push products that turn over quickly. Reducing the number of skus does reduce consumer choice, but there is a point where
additional choice doesn’t add enough value for consumers to justify the extra inventory.25

Specialized Storing Facilities May Be Required
New cars can be stored outside on the dealer’s lot. Fuel oil can be stored in a
specially designed tank. Coal and other raw materials can be stored in open pits.
But most products must be stored inside protective buildings. Often, ﬁrms can
choose among different types of specialized storing facilities. The right choice may
reduce costs and serve customers better.

Private warehouses
are common

Private warehouses are storing facilities owned or leased by companies for their
own use. Most manufacturers, wholesalers, and retailers have some storing facilities
either in their main buildings or in a separate location. A sales manager often is
responsible for managing a manufacturer’s ﬁnished-goods warehouse—especially if
regional sales branches aren’t near the factory. In retailing, storing is so closely tied
to selling and available shelf space that buyers may control this function.
Firms use private warehouses when a large volume of goods must be stored regularly. Yet private warehouses can be expensive. If the need changes, the extra space
may be hard, or impossible, to rent to others.

Public warehouses ﬁll
special needs

Public warehouses are independent storing facilities. They can provide all the
services that a company’s own warehouse can provide. A company might choose a
public warehouse if it doesn’t have a regular need for space. For example, Tonka
Toys uses public warehouses because its business is seasonal. Tonka pays for the space
only when it is used. Public warehouses are also useful for manufacturers who must
maintain stocks in many locations—including foreign countries.
In most countries, public warehouses are located in all major metropolitan areas
and many smaller cities. See Exhibit 12-7 for a comparison of private and public
warehouses.26

Warehousing facilities
cut handling costs too

The cost of physical handling is a major storing cost. Goods must be handled
once when put into storage and again when removed to be sold. In old warehouse
districts—located in big cities or at ports—trafﬁc congestion, crowded storage areas,
and slow elevators delay the process and increase the costs.
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Exhibit 12-7
A Comparison of Private
Warehouses and Public
Warehouses

Type of warehouse
Characteristics

Private

Public

Fixed investment

Very high

No ﬁxed investment

Unit cost

High if volume is low
Very low if volume is
very high

Low: charges are
made only for
space needed

Control

High

Low managerial control

Adequacy for product line

Highly adequate

May not be convenient

Flexibility

Low: ﬁxed costs have
already been
committed

High: easy to end
arrangement

Today, modern one-story buildings away from downtown trafﬁc are replacing the
old multistory warehouses. They eliminate the need for elevators and permit the use
of power-operated lift trucks, battery-operated motor scooters, roller-skating order
pickers, electric hoists for heavy items, and hydraulic ramps to speed loading and
unloading. Most of these new warehouses use lift trucks and pallets (wooden trays
that carry many cases) for vertical storage and better use of space. Bar codes and
UPC (uniform product code) numbers make it easy for computers to monitor inventory, order needed stock, and track storing and shipping costs. Some warehouses
have computer-controlled order-picking systems or conveyor belts that speed the
process of locating and assembling the assortment required to ﬁll an order.27

The Distribution Center—A Different Kind of Warehouse
Is storing really
needed?

Discrepancies of assortment or quantity between one channel level and another are
often adjusted at the place where goods are stored. It reduces handling costs to regroup
and store at the same place—if both functions are required. But sometimes regrouping is
required when storing isn’t.

Don’t store it,
distribute it

A distribution center is a special kind of warehouse designed to speed the ﬂow
of goods and avoid unnecessary storing costs. Anchor Hocking moves over a million pounds of its housewares products through its distribution center each day.
Faster inventory turnover and easier bulk-breaking reduce the cost of carrying inventory and lead to bigger proﬁts.
Today, the distribution center concept is widely used by ﬁrms at all channel levels. Many products buzz through a distribution center without ever tarrying on a
shelf; workers and equipment immediately sort the products as they come in and
then move them to an outgoing loading dock and the vehicle that will take them
to their next stop. While these “cross-docking” approaches have become more efﬁcient, the basic beneﬁts of the distribution center approach are still the same as they
were over 25 years ago when the idea was pioneered. In fact, a good way to see how
the distribution center works is to consider an early application.

Pillsbury’s distribution
system was
overwhelmed by
expanding product
lines and sales

Pillsbury—the manufacturer of baking products—used to ship in carload
quantities directly from its factories to large middlemen. Initially, plants were as
close to customers as possible, and each plant produced the whole Pillsbury line.
As lines expanded, however, no single plant could produce all the products.
When customers began to ask for mixed carload shipments and faster delivery,
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McKesson is a leading distributor
of drugs, and effective use of
technology has been a key
reason for its success. The
space-age gizmo on this man’s
arm combines a scanner,
computer, and two-way radio—to
speed up order assembly and
delivery from McKesson’s
distribution center.

Pillsbury added warehouse space and started hauling goods from plant to plant.
Over time, Pillsbury set up 100 branch warehouses—controlled by 33 sales
ofﬁces. Accounting, credit, and other processing operations were duplicated in
each sales ofﬁce. PD costs were high, but the customer service level was still a
problem. It took Pillsbury a week just to process an order. And the company had
no effective control over its inventories. Pillsbury needed a change to distribution centers.

The distribution center
brings it all together

Pillsbury ﬁrst specialized production at each plant to a few product lines. Then
Pillsbury sent carload shipments directly to the distribution centers—almost
eliminating storing at the factories. The distribution centers were controlled by
regional data processing centers, which quickly determined where and when
goods were to be shipped. Centralized accounting got invoices to customers
faster—resulting in quicker payment. Because each distribution center always
had adequate inventory, it could ship orders the most economical way. And
because the ﬁeld sales organization no longer handled physical distribution or
inventory, it could focus on sales. Pillsbury could guarantee customers delivery
within three days.
There are many variations of the distribution center. The Pillsbury example
shows it within an integrated operation. But public warehouses offer similar
services.

Managers must be
innovative to provide
customers with
superior value

Improved technology, coordination among ﬁrms, and efﬁcient new distribution
centers are bringing big improvements to the PD area. Yet the biggest challenges
may be more basic. As we’ve emphasized here, physical distribution activities transcend departmental, corporate, and even national boundaries. So seeing and taking
advantage of the opportunities for improvement often requires cooperation all along
the channel system. Too often, such cooperation doesn’t exist—and changing
ingrained ways of doing things is hard. But marketing managers who push for innovations in these areas are likely to win customers away from ﬁrms and whole channel
systems that are stuck doing things in the old way.28
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Conclusion
This chapter deals with logistics activities and how
they provide time and place utility to improve value to
the customer. We looked at the customer service level
and why it is important.
We emphasized the relation between customer service level, transporting, and storing. The physical
distribution concept focuses on coordinating all the storing, transporting, and product handling activities into a
smoothly working system—to deliver the desired service
level and customer value at the lowest cost.
Marketing managers often want to improve service and
may select a higher-cost alternative to improve their marketing mix. The total cost approach might reveal that it is
possible both to reduce costs and to improve service—perhaps by identifying creative new distribution alternatives.

We discussed various modes of transporting and
their advantages and disadvantages. We also discussed
ways to reduce inventory costs. We explained why distribution centers are an important way to cut storing
and handling costs, and we explained how computerized information links—within firms and among
ﬁrms in the channel—are increasingly important in
blending all of the activities into a smooth-running
system.
Effective marketing managers make important strategy decisions about physical distribution. Creative
strategy decisions may result in lower PD costs while
maintaining or improving the customer service level.
And production-oriented competitors may not even understand what is happening.

Questions and Problems
1. Explain how adjusting the customer service level
could improve a marketing mix. Illustrate.

conﬂicts might occur between different departments.

2. Brieﬂy explain which aspects of customer service you
think would be most important for a producer that
sells fabric to a ﬁrm that manufactures furniture.

11. Discuss the relative advantages and disadvantages of
railroads, trucks, and airlines as transporting methods.

3. Brieﬂy describe a purchase you made where the customer service level had an effect on the product you
selected or where you purchased it.

12. Discuss why economies of scale in transportation
might encourage a producer to include a regional
merchant wholesaler in the channel of distribution
for its consumer product.

4. Discuss the types of trade-offs involved in PD costs,
service levels, and sales.
5. Give an example of why it is important for different
ﬁrms in the chain of supply to coordinate logistics
activities.
6. Discuss some of the ways computers are being used
to improve PD decisions.
7. Explain why a just-in-time delivery system would
require a supplier to pay attention to quality control. Give an example to illustrate your points.
8. Discuss the problems a supplier might encounter in
using a just-in-time delivery system with a customer
in a foreign country.
9. Review the list of factors that affect PD service level
in Exhibit 12-2. Indicate which ones are most likely
to be improved by EDI links between a supplier and
its customers.
10. Explain the total cost approach and why it may
cause conﬂicts in some ﬁrms. Give examples of how

13. Discuss some of the ways that air transportation can
change other aspects of a Place system.
14. Explain which transportation mode would probably
be most suitable for shipping the following goods to
a large Los Angeles department store:
a. 300 pounds of Maine lobster.
b. 15 pounds of screwdrivers from Ohio.
c. Three dining room tables from High Point,
North Carolina.
d. 500 high-fashion dresses from the fashion district
in Paris.
e. A 10,000-pound shipment of exercise equipment
from Germany.
f. 600,000 pounds of various appliances from
Evansville, Indiana.
15. Indicate the nearest location where you would expect to ﬁnd large storage facilities. What kinds of
products would be stored there? Why are they stored
there instead of some other place?
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16. When would a producer or middleman ﬁnd it desirable
to use a public warehouse rather than a private warehouse? Illustrate, using a speciﬁc product or situation.

18. Clearly differentiate between a warehouse and a distribution center. Explain how a speciﬁc product
would be handled differently by each.

17. Discuss the distribution center concept. Is this likely
to eliminate the storing function of conventional
wholesalers? Is it applicable to all products? If not,
cite several examples.

19. If a retailer operates only from a website and
ships all orders by UPS, is it freed from the logistics
issues that face traditional retailers? Explain your
thinking.

Suggested Cases
16. Morgan Company

26. Rainbow Packers, Inc.

Computer-Aided Problem
12. Total Distribution Cost
Proto Company has been producing various items
made of plastic. It recently added a line of plain plastic
cards that other ﬁrms (such as banks and retail stores)
will imprint to produce credit cards. Proto offers its customers the plastic cards in different colors, but they all
sell for $40 per box of 1,000. Tom Phillips, Proto’s product manager for this line, is considering two possible
physical distribution systems. He estimates that if Proto
uses airfreight, transportation costs will be $7.50 a box,
and its cost of carrying inventory will be 5 percent of total annual sales dollars. Alternatively, Proto could ship
by rail for $2 a box. But rail transport will require renting space at four regional warehouses—at $26,000 a year
each. Inventory carrying cost with this system will be 10
percent of total annual sales dollars. Phillips prepared a
spreadsheet to compare the cost of the two alternative
physical distribution systems.

a. If Proto Company expects to sell 20,000 boxes a
year, what are the total physical distribution costs for
each of the systems?
b. If Phillips can negotiate cheaper warehouse space for
the rail option so that each warehouse costs only
$20,000 per year, which physical distribution system
has the lowest overall cost?
c. Proto’s ﬁnance manager predicts that interest rates are
likely to be lower during the next marketing plan year
and suggests that Tom Phillips use inventory carrying
costs of 4 percent for airfreight and 7.5 percent for
railroads (with warehouse cost at $20,000 each). If
interest rates are in fact lower, which alternative
would you suggest? Why?
For additional questions related to this problem, see
Exercise 12-3 in the Learning Aid for Use with Basic Marketing, 14th edition.
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Finish This Chapter,
You Should
1. Understand how
retailers plan their
marketing strategies.
2. Know about the
many kinds of retailers that work with
producers and wholesalers as members of
channel systems.
3. Understand the
differences among
the conventional and
nonconventional
retailers—including
Internet merchants
and others who
accept the massmerchandising
concept.
4. Understand
scrambled merchandising and the “wheel
of retailing.”
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Retailers,
Wholesalers, and
Their Strategy
Planning
Frieda’s, Inc., is a family-owned

It is a sign of the marketing savvy

wholesale ﬁrm that each year sup-

of these women that kiwi fruit, arti-

plies supermarkets with $30 million

chokes, Chinese donut peaches,

5. See why size or
belonging to a chain
can be important to
a retailer.

worth of exotic fruits and vegeta-

alfalfa sprouts, spaghetti squash,

bles. It was started by Frieda

pearl onions, and mushrooms no

Caplan in 1962; now, her daughters

longer seem very exotic. All of

6. Know what progressive wholesalers
are doing to modernize
their operations and
marketing strategies.

Karen and Jackie run the company.

these crops were once viewed as

7. Know the various
kinds of merchant
wholesalers and
agent middlemen and
the strategies that
they use.
8. Understand why
retailing and wholesaling have developed
in different ways in
different countries.
9. See why the
Internet is impacting
both retailing and
wholesaling.
10. Understand the
important new terms
354
(shown in red).

unusual. Few farmers grew them,
and consumers didn’t know about
them. Supermarkets and traditional
produce wholesalers didn’t want
to handle them because they
had a limited market. Frieda’s
helped to change all that.
Caplan realized that some
supermarkets wanted to put
more emphasis on their produce departments. These
retailers were targeting consumers
who were less price-sensitive and
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promotion
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salers now handle kiwi. But
that doesn’t bother the
Caplans. When one of Frieda’s
specialty items passes the
point on the growth curve
where it becomes a commodity with low proﬁt margins,
another new and novel item
replaces it. In a typical year,
Frieda’s introduces about 40
new products. The Frieda’s
label, which was redesigned in
1998, is on 400 products_like
Asian pears, kiwano melons
(from New Zealand), sun-dried

www.mhhe.com/fourps
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Asian chiles.

wholesalers like Frieda’s would
bite the dust because online
producers to ensure that she

Produce.com, would make

hard-to-manage produce

could provide her retailer-

them obsolete. However, Pro-

department. So she looked for

customers with an adequate

duce.com is out of business

products that would help her

supply. She packaged kiwi

and Frieda’s is growing faster

retailer-customers meet this

with interesting recipes and

than ever_in part by taking

need. For example, the funny

promoted kiwi and her brand

advantage of its own website

looking, egg-shaped kiwi fruit

name to consumers. Because

and in part by providing value-

with its fuzzy brown skin was

of her efforts, most supermar-

adding services that get

popular in New Zealand but

kets now carry kiwi_which

supermarket buyers to think

virtually unknown to con-

has become a $40 million crop

beyond just getting the lowest

sumers in other parts of the

for California farmers.

bid on some commodity.

world. Caplan worked with a
number of small farmer-

ct

Because demand for kiwi
has grown, other larger whole-

The Caplans recently established a retail operation,

price
place
product
promotion

www.mhhe.com/fourps

market exchanges, like
wanted more choices in the
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Shop@Friedas, but it doesn’t

consumers isn’t new at

sales. For example, one atten-

compete directly with super-

Frieda’s. Earlier the Caplans

tion-getting story was about

markets. Rather, it sells a

developed a database with

Frieda’s “El Mercado de

limited-line of gift selections

detailed information about

Frieda” line, which helps retail-

like the “Asian Basket,” “Chile

preferences and buying habits

ers do a better job attracting

Lover’s Basket,” and other

of 100,000 consumers. These

and serving Hispanic cus-

specialty items. Pictures and

consumers wrote the com-

tomers_a growth segment in

descriptions of the different

pany in response to an

many locales. Now that more

baskets are on the ﬁrm’s

invitation on Frieda’s label.

consumers are eating out,

website at www.friedas.com,

Frieda’s continues to have

Frieda’s is looking beyond the

where consumers can order

an advantage with many

grocery store channel. It has

online. The website also has a

supermarkets because con-

also established a separate

Club Frieda section.

sumers love its products and it

division to help the company

Consumer-members of the

offers many special services. It

grow by serving the special

club get recipes and advance

was the ﬁrst to routinely use

needs of food-service distribu-

notices of new products and

airfreight for orders and to

tors. Frieda’s has been

local promotions. The website

send produce managers a

successful for a long time, in

also invites consumers to be

weekly “hot sheet” about the

part because it keeps rein-

the “eyes and ears of the com-

best sellers. The Caplans also

venting itself to constantly ﬁnd

pany” and send in ideas about

use seminars and press

new ways to add value in the

interesting new products.

releases to inform produce

channel.1

Building relationships with

buyers about how to improve

Wholesalers and Retailers Plan Their Own Strategies
The Frieda’s case shows that wholesalers are often a vital link in a channel system—and in the whole marketing process—helping both their suppliers and
customers. It also shows that retailers and wholesalers, like other businesses, must
select their target markets and marketing mixes carefully.
In Chapter 11, we discussed the functions that wholesalers and retailers perform
as intermediaries in channel systems. In this chapter, we’ll focus on the major decision areas that retailers and wholesalers consider in developing their own strategies.
We’ll also highlight how their strategies are changing.

Understand how
retailing and
wholesaling are
evolving

In this chapter, we’ll highlight how retailers and wholesalers, and their strategies,
are evolving. It’s important to understand this evolution. One basic reason is that
the pace of change is accelerating. Some traditional approaches are being modiﬁed
and newer approaches, like selling from online websites, are prompting marketers
to come up with new and better ways to meet the needs of customers at the end
of the channel. If you understand the evolution, you will be better prepared for
changes that come in the future—and more change will come.
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The other reason, perhaps even more basic, is that different types of retailers and
wholesalers have evolved to meet different needs in the marketplace. As we emphasized from the start, not all customers have the same needs. Seeing the different
ways that retailers and wholesalers have modiﬁed their strategies will make it clear
that it is the whole strategy, not just one aspect of it, that ultimately is a success or
failure. This may seem obvious, but apparently not to everyone.
A few years ago, some people were proclaiming that marketers needed to throw
out all of the thinking that anyone had ever done about retailing and wholesaling
because the Internet had changed everything. It is certainly true that the Internet
has fostered dramatic innovations and that many beneﬁts (for ﬁrms and for consumers)
are yet to be realized. But that doesn’t mean that the Internet changes customers’
basic needs, or wants, or for that matter the role that any sort of specialized middleman (whether in a bricks-and-mortar facility, online, or both) plays in the Place system.
Unfortunately, people who forget the lessons of the past are condemned to repeat
them. Many creative people who had exciting ideas for online retailing innovations
failed precisely because they didn’t learn that. Many fell into the trap of thinking
that all customers were the same—or that customers would be satisﬁed just because
some aspect of a ﬁrm’s marketing mix met some needs really well—even if it ignored
other needs. Yet it doesn’t matter if an online retailer has an incredible assortment
if there’s no way for buyers to get live customer service when they can’t get the
order page to work. It doesn’t matter if a seller posts a low price if the products are
not actually available to ship or if shipping costs make the real price exorbitant.
And it isn’t convenient to return a green shirt that looked blue on the website,
even if the website is conveniently available 24/7.
So in general, in this chapter we will concentrate on strategy decisions that apply
to all retailers and wholesalers. But we will also highlight the differences that are
most signiﬁcant in terms of the ongoing evolution. We’ll start with a closer look at
retailing, and then cover wholesaling.

The Nature of Retailing
Retailing covers all of the activities involved in the sale of products to ﬁnal consumers. Retailers range from large chains of specialized stores—like Toys “R” Us—to
individual merchants like the woman who sells baskets from an open stall in the
central market in Ibadan, Nigeria. Some retailers operate from stores and others
operate without a store—by selling online, on TV, with a printed catalog, from
vending machines, or even in consumers’ homes. Most retailers focus on selling
physical goods produced by someone else. But in the case of service retailing—like
dry cleaning, fast food, tourist attractions, online bank accounts, or one-hour photo
processing, for example—the retailer is also the producer. Because they serve individual consumers, even the largest retailers face the challenge of handling small
transactions. And the total number of transactions with consumers is much greater
than at other channel levels.
Retailing is crucial to consumers in every macro-marketing system. For example,
consumers spend $3.2 trillion (that’s $3,200,000,000,000!) a year buying goods and
services from U.S. retailers.
The nature of retailing and its rate of change are generally related to the stage
and speed of a country’s economic development. In the U.S., retailing is more varied
and more dynamic than in most other countries. By studying the U.S. system, and
how it is changing, you will better understand where retailing is headed in other
parts of the world.
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Planning a Retailer’s Strategy
Retailers interact directly with ﬁnal consumers—so strategy planning is critical
to their survival. If a retailer loses a customer to a competitor, the retailer is the
one who suffers. Producers and wholesalers still make their sale regardless of which
retailer sells the product.

Consumers have
reasons for buying
from particular retailers

Different consumers prefer different kinds of retailers. But many retailers either
don’t know or don’t care why. All too often, beginning retailers just rent a store and
assume customers will show up. As a result, in the U.S. about three-fourths of new
retailing ventures fail during the ﬁrst year. Even an established retailer can quickly
lose its customers if they ﬁnd a better way to meet their needs. To avoid this fate, a
retailer should have a clear strategy. A retailer needs to carefully identify possible target markets and try to understand why these people buy where they do. That helps
the retailer tune its marketing mix to the needs of speciﬁc target markets.2

Retailer’s whole
offering is its Product

Most retailers in developed nations sell more than one kind of product. So their
product assortment (including brands carried) can be critical to their success. Yet
it’s best to take a broader view in thinking about the Product strategy decisions for
a retailer’s marketing mix. The retailer’s whole offering—assortment of goods and
services, advice from salesclerks, convenience, and the like—is its “Product.”
Different consumers have different needs—and needs vary from one purchase situation to another. Which retailer’s Product offers the best customer value depends
on the needs that a customer wants to satisfy. Whatever the effect of other consumer needs, economic needs are usually very important in shaping the choice of a
retailer. Social and individual needs may also come into play. Our discussion of consumer behavior and needs in Chapter 6 applies here.

Features of offering
relate to needs

Features of a retailer’s offering that relate to economic needs include
• Convenience (location, available hours, parking, ﬁnding needed products, fast

checkout).
• Product selection (width and depth of assortment, quality).
• Special services (special orders, home delivery, gift wrap, entertainment).
• Fairness in dealings (honesty, correcting problems, return privileges, purchase

risks).
• Helpful information (courteous sales help, displays, demonstrations, product

information).
• Prices (value, credit, special discounts, taxes or extra charges).

Some features that relate to social and emotional factors include
• Social image (status, prestige, “ﬁtting in” with other shoppers).
• Shopping atmosphere (comfort, safety, excitement, relaxation, sounds, smells).

In later chapters we’ll go into much more detail on the price and promotion decisions that all ﬁrms—including retailers and wholesalers—make.

Strategy requires
carefully set policies

At this point it is important to see that in developing a strategy a retailer should
consciously make decisions that set policies on all of these factors. Each of them
can impact a customer’s view of the costs and beneﬁts of choosing that retailer. And
in combination they differentiate one retailer’s offering and strategy from another.
If the combination doesn’t provide superior value to some target market, the retailer
will fail.
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It’s best of think of a retailer’s Product as its whole offering—including its assortment of goods and services, advice from salespeople, the
convenience of shopping, and hours it is available.

Consumer needs relate
to segmentation and
positioning

As in other businesses, segmentation and positioning decisions are important to
retailers. And ignoring either economic or social and emotional values in those decisions can lead to serious errors in a retailer’s strategy planning.
Consider, for example, how the shopping atmosphere may have an emotional
effect on a consumer’s view of a retailer. How merchandise is displayed, what decorations, colors, and ﬁnishes are used, and even the temperature, sounds, and smell
of a store all contribute to its “atmospherics” and store image. The right combination may attract more target customers and encourage them to spend more. Tiffany’s,
for example, offers luxury surroundings and inventive displays to attract upscale consumers. But Tiffany’s may also appeal to consumers who get an ego boost from
Tiffany’s prestige image and very attentive staff. Of course, interesting surroundings
are usually costly, and the prices that consumers pay must cover that expense. An
online jewelry retailer avoids those costs but offers a completely different shopping
experience and deals with a different set of needs. So a retailer’s atmosphere and
image may be a plus or a minus, depending on the target market. And there’s no
single right answer about which target market is best. Like Tiffany’s, Dollar General has been very proﬁtable. But it has a “budget” image and atmosphere that
appeals to working-class customers, many of whom just prefer to shop where they
don’t feel out of place.3

Different types of
retailers emphasize
different strategies

Retailers have an almost unlimited number of ways in which to alter their offerings—their marketing mixes—to appeal to a target market. Because of all the
variations, it’s oversimpliﬁed to classify retailers and their strategies on the basis of
a single characteristic—such as merchandise, services, sales volume, or even
whether they operate in cyberspace. But a good place to start is by considering basic
types of retailers and some differences in their strategies.
Let’s look ﬁrst at conventional retailers. Then we’ll see how other retailers successfully modify conventional offerings to better meet the needs of some consumers.
Think about why the changes take place. That will help you identify opportunities
and plan better marketing strategies.

Conventional Retailers—Try to Avoid Price Competition
Single-line, limited-line
retailers specialize by
product

A hundred and ﬁfty years ago, general stores—which carried anything they
could sell in reasonable volume—were the main retailers in the United States. But
with the growing number of consumer products after the Civil War, general stores
couldn’t offer enough variety in all their traditional lines. So some stores began specializing in dry goods, apparel, furniture, or groceries.
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In spite of consumer interest in Western products and new retailing formats, most retailing in Asia is still handled by small limited-line
stores, like the independently owned Filipino store on the left and the Japanese electronics one on the right.

Now most conventional retailers are single-line or limited-line stores—stores that
specialize in certain lines of related products rather than a wide assortment. Many
stores specialize not only in a single line, such as clothing, but also in a limited-line
within the broader line. Within the clothing line, a retailer might carry only shoes,
formal wear, men’s casual wear, or even neckties but offer depth in that limited line.

Single-line, limited-line
stores are being
squeezed

The main advantage of such retailers is that they can satisfy some target markets
better. Perhaps some are just more conveniently located near their customers. But
for most it’s because they adjust to suit speciﬁc customers. They try to build a longterm relationship with their customers and earn a position as the place to shop for
a certain type of product. But single-line and limited-line stores face the costly problem of having to stock some slow-moving items in order to satisfy the store’s target
market. Many of these stores are small—with high expenses relative to sales. So
they try to keep their prices up by avoiding competition on identical products.
Conventional retailers like this have been around for a long time and are still
found in every community. Many now face stiff competition from other types of
retailers. Even so, they are a durable lot and clearly satisfy some people’s needs. In
fact, in most countries conventional retailers still handle the vast majority of all
retailing sales.
However, this situation is changing fast. Nowhere is the change clearer than in
the United States. Conventional retailers are being squeezed by retailers who modify their mixes in the various ways suggested in Exhibit 13-1. Let’s look closer at
some of these other types of retailers.

Expand Assortment and Service—To Compete at a High Price
Specialty shops usually
sell shopping products

A specialty shop—a type of conventional limited-line store—is usually small
and has a distinct “personality.” Specialty shops sell special types of shopping products—such as high-quality sporting goods, exclusive clothing, cameras, or even
antiques. They aim at a carefully deﬁned target market by offering a unique product assortment, knowledgeable salesclerks, and better service.
The specialty shop’s major advantage is that it caters to certain types of customers
whom the management and salespeople come to know well. This simpliﬁes buying,
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Exhibit 13-1 Types of Retailers and the Nature of Their Offerings

Conventional Single- and
limited-line
offerings
stores

Expanded assortment
and service

Specialty shops and
department stores

Expanded assortment
and/or reduced
margins and service

Supermarkets, discount
houses, mass-merchandisers,
catalog showrooms,
superstores

Added convenience and
higher than conventional
margins, usually
reduced assortment

Telephone and mail order,
vending machines,
door to door, convenience
stores, some electronic retailing

Expanded assortment,
reduced margins, and
more information

Internet

speeds turnover, and cuts costs due to obsolescence and style changes. Specialty
shops probably will continue to be a part of the retailing scene as long as customers
have varied tastes and the money to satisfy them.4

Department stores
combine many limitedline stores and
specialty shops

Department stores are larger stores that are organized into many separate departments and offer many product lines. Each department is like a separate limited-line
store and handles a wide variety of shopping products—such as men’s wear or housewares. They are usually strong in customer services—including credit, merchandise
return, delivery, and sales help on the ﬂoor.
Department stores are still a major force in big cities. But in the U.S., the number of department stores, the average sales per store, and their share of retail business
has declined continuously since the 1970s. Well-run limited-line stores compete
with good service and often carry the same brands. In the U.S. and many other
countries, mass-merchandising retailers have posed an even bigger threat. We’ll discuss them next.5

Evolution of Mass-Merchandising Retailers
Mass-merchandising
is different from
conventional retailing

So far we’ve been describing retailers primarily in terms of their product assortment. This reﬂects traditional thinking about retailing. We could talk about
supermarkets, discount houses, or online retailers in these terms too. But then we
would miss some important differences—just as some conventional retailers did
when mass-merchandising retailers ﬁrst appeared.
Conventional retailers think that demand in their area is ﬁxed—and they have
a “buy low and sell high” philosophy. Many modern retailers reject these ideas. They
accept the mass-merchandising concept—which says that retailers should offer low
prices to get faster turnover and greater sales volumes—by appealing to larger
markets. The mass-merchandising concept applies to many types of retailers—
including both those that operate stores and those that sell online. But to understand mass-merchandising better, let’s look at its evolution from the development
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Although U.S. supermarkets were the ﬁrst mass-merchandisers, the mass-merchandising concept has now been introduced by many
retailers. Single-line mass-merchandisers like Ofﬁce Depot offer selections and prices that make it difﬁcult for traditional retailers to compete.

of supermarkets and discounters to modern mass-merchandisers like Wal-Mart in
the U.S., Tesco in the U.K., and Amazon.com on the Internet.

Supermarkets
started the move to
mass-merchandising

From a world view, most food stores are relatively small single- or limited-line
operations, a situation that makes shopping for food inconvenient and expensive.
Many Italians, for example, still go to one shop for pasta, another for meat, and yet
another for milk. Although this seems outdated, keep in mind that many of the
world’s consumers don’t have access to supermarkets—large stores specializing in
groceries with self-service and wide assortments.
The basic idea for supermarkets developed in the U.S. during the early Depression years. Some innovators felt they could increase sales by charging lower prices.
They introduced self-service to cut costs but provided a broad product assortment
in large bare-bones stores. Success and proﬁts came from large-volume sales—not
from high traditional markups.6
Newer supermarkets carry 40,000 product items and stores average around 45,000
square feet. To be called a supermarket, a store must have annual sales of at least
$2 million, but the average supermarket sells much more, an average of about
$17 million a year. In the U.S., the number of supermarkets has continued to grow
and it is now about 32,000. In most areas they are at the saturation level and competition is intense. In many other countries, however, they are just becoming a
force.7
To outsell competitors, supermarkets try to differentiate their offerings. Some
have better produce, others have lower prices, some offer a deli or cleaner store,
and so forth. But there are many things they all have to offer—like milk and eggs
and cereal. In fact, an average family gets about 80 percent of its needs from only
about 150 skus. The rub is that particular 150 skus vary from family to family. In
the end, a consumer makes a single choice in deciding to shop at a particular supermarket. But to come out on top in that choice, the supermarket must offer consumers
many thousands of choices and at the same time keep costs low.8
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Modern supermarkets are planned for maximum efﬁciency. Scanners at checkout
counters make it possible to carefully analyze the sales and proﬁt of each item and
allocate more shelf space to faster-moving and higher-proﬁt items. This helps sell
more products—faster. It also reduces the investment in inventory, makes stocking
easier, and minimizes the cost of handling products. Survival depends on such efﬁciency. Net proﬁts in supermarkets usually run a thin 1 percent of sales or less!
To increase sales volume and turnover, some supermarket operators open “super
warehouse” stores. These 50,000- to 100,000-square-foot stores carry more items
than supermarkets, but they usually put less emphasis on perishable items like produce or meat. These efﬁciently run, warehouse-like facilities sell groceries at about
25 percent off the typical supermarket price.9

Catalog showroom
retailers preceded
discount houses

Catalog showroom retailers sell several lines out of a catalog and display showroom—with backup inventories. Before 1940, most catalog sellers were wholesalers
who also sold at discounted prices to friends and members of groups—such as labor
unions or church groups. In the 1970s, however, these operations expanded rapidly
by aiming at ﬁnal consumers and offering attractive catalogs and improved facilities. Catalog showroom retailers—like Service Merchandise—offer price savings
and deliver almost all the items in their catalogs from backroom warehouses. They
emphasize well-known manufacturer brands of jewelry, gifts, luggage, and small
appliances but offer few services.10
Early catalog retailers didn’t bother conventional retailers because they weren’t
well publicized and accounted for only a small portion of total retail sales. If those
catalog retailers had moved ahead aggressively, the current retailing scene might be
different. But instead, discount houses developed and now most catalog showroom
retailers have gone out of business.

Discount houses upset
some conventional
retailers

Right after World War II, some retailers moved beyond offering discounts to
selected customers. These discount houses offered “hard goods” (cameras, TVs,
appliances) at substantial price cuts to customers who would go to the discounter’s
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low-rent store, pay cash, and take care of any service or repair problems themselves. These retailers sold at 20 to 30 percent off the list price being charged by
conventional retailers.
In the early 1950s, with war shortages ﬁnally over, manufacturer brands became
more available. The discount houses were able to get any brands they wanted and
to offer wider assortments. At this stage, many discounters turned respectable—
moving to better locations and offering more services and guarantees. It was from
these origins that today’s mass-merchandisers developed.

Mass-merchandisers
are more than
discounters

Supercenters meet
all routine needs

Mass-merchandisers are large, self-service stores with many departments that
emphasize “soft goods” (housewares, clothing, and fabrics) and staples (like health
and beauty aids) but still follow the discount house’s emphasis on lower margins
to get faster turnover. Mass-merchandisers—like Wal-Mart and Target—have
checkout counters in the front of the store and little sales help on the ﬂoor. Today
the average mass-merchandiser has nearly 60,000 square feet of ﬂoor space, but
many new stores are 100,000 square feet or more.
Mass-merchandisers grew rapidly—and they’ve become the primary nonfood
place to shop for many frequently purchased consumer products. By itself, Wal-Mart
handles a whopping 20 percent or more of the total national sales for whole categories of products. Even if you don’t shop at Wal-Mart, Sam Walton (who started
the company) has had a big impact on your life. He pioneered the use of high-tech
systems to create electronic links with suppliers and take inefﬁciencies out of retailing logistics. That brought down costs and prices and attracted more customers,
which gave Wal-Mart even more clout in pressuring manufacturers to lower prices.
Other retailers are still scrambling to catch up. It was competition from Wal-Mart
on staples such as health and beauty aids and household cleaning products that
prompted ﬁrms in the supermarket supply chain to start the Efﬁcient Consumer
Response movement we discussed in Chapter 12. Many catalog showroom retailers
didn’t adjust fast enough and went bust. Many conventional retailers are adjusting
their strategies—just to survive. And it’s Wal-Mart’s phenomenal growth and success that motivates many new online retailers to think that their innovations can
do the same thing. But this dynamic change is what marketing is all about—and it
is providing consumers with superior value.
Although these mass-merchandisers are the driving force in much of retailing in
the U.S. today, they’ve expanded so rapidly in many areas that they’re no longer
just taking customers from conventional retailers but instead are locked in head-tohead competition with each other. So their growth rate in the U.S. has slowed
substantially and, for future growth, they’re expanding internationally.11

Some supermarkets and mass-merchandisers have moved toward becoming

supercenters (hypermarkets)—very large stores that try to carry not only food and

drug items but all goods and services that the consumer purchases routinely. These
superstores look a lot like a combination of the supermarkets, drugstores, and massmerchandisers from which they have evolved, but the concept is different. A supercenter is trying to meet all the customer’s routine needs at a low price. Supercenter
operators include Wal-Mart, Meijer, Fred Meyer, and Super Target.
Supercenters average more than 150,000 square feet and carry about 50,000
items. In addition to foods, a supercenter carries personal care products, medicine,
some apparel, toys, some lawn and garden products, gasoline, and services such as
dry cleaning, travel reservations, bill paying, and banking. Growth in the number
of supercenters seems to be slowing. Their assortment in one place is convenient,
but many time-pressured consumers think that the crowds, lines, and “wandering
around” time in the store are not. Expect someone to see this as an opportunity—
perhaps for a new type of fast-service mass-merchandiser with stores in the 30,000to 40,000-square-foot range.12
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New massmerchandising formats
keep coming

The warehouse club is another retailing format that quickly gained popularity.
Sam’s Club and Costco are two of the largest. Consumers usually pay an annual
membership fee to shop in these large, no-frills facilities. Among the 3,500 items
per store, they carry food, appliances, yard tools, tires, and other items that many
consumers see as homogeneous shopping items and want at the lowest possible price.
The rapid growth of these clubs has also been fueled by sales to small-business customers. That’s why some people refer to these outlets as wholesale clubs. However,
when half or more of a ﬁrm’s sales are to ﬁnal consumers, it is classiﬁed as a retailer,
not a wholesaler.13

Single-line
mass-merchandisers
are coming on strong

Since 1980 some retailers—focusing on single product lines—have adopted the
mass-merchandisers’ approach with great success. Toys “R” Us pioneered this trend.
Similarly, PayLess Drugstores, B. Dalton Books, Ikea (furniture), Home Depot
(home improvements), Circuit City (electronics), and Ofﬁce Depot attract large
numbers of customers with their large assortment and low prices in a speciﬁc product
category. These stores are called category killers because it’s so hard for less specialized retailers to compete.14
It’s reasonable to think about the move to 24-hours-a-day online selling—by the
established retailers, new ﬁrms that never relied on stores, or both—as a next step
in the evolution of mass-merchandising. But we’ll have a more complete basis for
evaluating the strengths and limitations of selling and shopping on the Web if we
ﬁrst look at some retailers who have targeted consumers who want more convenience, even if the price is higher.

Some Retailers Focus on Added Convenience
Convenience (food)
stores must have the
right assortment

Convenience (food) stores are a convenience-oriented variation of the conventional limited-line food stores. Instead of expanding their assortment, however,
convenience stores limit their stock to pickup or ﬁll-in items like bread, milk, beer,
and eat-on-the-go snacks. Stores such as 7-Eleven and Stop-N-Go aim to ﬁll consumers’ needs between major shopping trips to a supermarket and many of them are
competing with fast-food outlets. They offer convenience, not assortment, and often
charge prices 10 to 20 percent higher than nearby supermarkets. However, as many
gas stations have been converted to convenience stores and other retailers have
expanded their hours, intense competition is driving down convenience store prices
and proﬁts.15

Vending machines
are convenient

Automatic vending is selling and delivering products through vending machines.
Although the growth in vending machine sales is impressive, such sales account for
only about 1.5 percent of total U.S. retail sales. Yet for some target markets this
retailing method can’t be ignored.
The major disadvantage to automatic vending is high cost. The machines are
expensive to buy, stock, and repair relative to the volume they sell. Marketers of
similar nonvended products can operate proﬁtably on a margin of about 20 percent.
The vending industry requires about 41 percent to cover costs—so they must charge
higher prices.16

Shop at home—in a
variety of ways

In-home shopping has been around for a long time, but it’s become a lot more
varied and a lot more popular over the years. In the U.S., it started in the pioneer days with door-to-door selling—a salesperson going directly to the
consumer’s home. Variations on this approach are still important for ﬁrms like
Amway and Mary Kay. It meets some consumers’ need for convenient personal
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Many retailers are looking for
ways to make shopping faster
and more convenient. With
Mobil’s SpeedPass system, a
miniature electronic device
identiﬁes the driver and turns on
the pump; the customer doesn’t
even need a credit card.

attention. It is also growing in popularity in some international markets, like
China, where it provides salespeople with a good income. In the U.S., it now
accounts for less than 1 percent of retail sales. It’s getting harder to ﬁnd someone
at home during the day.
On the other hand, time-pressured dual-career families are a prime target market for
telephone and direct-mail retailing that allow consumers to shop at home—usually
placing orders by mail or a toll-free long-distance telephone call and charging the purchase to a credit card. Typically, catalogs and ads on TV let customers see the offerings,
and purchases are delivered by UPS. Some consumers really like the convenience of
this type of retailing—especially for products not available in local stores.
This approach reduces costs by using computer mailing lists to help target speciﬁc
customers and by using warehouse-type buildings and limited sales help. And shoplifting—a big expense for most retailers—isn’t a problem. After-tax proﬁts for successful
mail-order retailers average about 7 percent of sales—more than twice the proﬁt
margins for most other types of retailers. However, with increasing competition and
slower sales growth, these margins have been eroding. As we will discuss, however,
the Internet is opening up new growth opportunities for many of these ﬁrms.17

Put the catalog on
cable TV or computer

QVC, Home Shopping Network, and others are succeeding by devoting cable
TV channels to home shopping. Some experts think that the coming explosion in
the number of available cable channels and interactive cable services will make sales
from this approach grow even faster. In addition, QVC has opened a major website
on the Internet. However, selling on the Internet is turning into something much
more than just a variation of selling on TV or from a catalog.18

Retailing on the Internet
Until now, as we’ve talked about the evolution of retailers and the varied ways
they have innovated to respond to consumer demand and meet needs, we’ve not
devoted much attention to retailing on the Internet. It’s reasonable to ask why. As
we said earlier, Wal-Mart and other mass-merchandisers now sell on the Web, so
one could view that development as just another aspect of how low-margin massmerchandisers are trying to appeal to a large target market with wide (or deep)
assortments of products at discount prices. Or one might view the Internet as just
another way to add convenient in-home shopping, with an electronic catalog and
ordering on a remote computer. After all, that’s the way most people saw earlier
pre-Internet dial-up systems such as Prodigy—a joint venture between Sears and
IBM that ﬁzzled because it was too complicated.
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Both of these views make some sense, yet they are incomplete and probably misleading. The fact is that almost all types of retailers are now establishing a presence
on the Internet. It has the potential over time to dramatically reshape many aspects
of retail selling. So rather than just treat it as a new way that some types of retailers are incrementally varying their old strategies, let’s look at it in terms of what it
is likely to become—something that is really different.

It’s still in its infancy

Despite all the attention, Internet retailing is still in the early growth stages. On
the one hand, Internet usage continues to rise and consumer e-commerce sales have
grown at an exceptionally fast rate. In 1997, consumers spent about $2.7 billion on
the Internet. To put that in perspective, it took about 3 percent of Wal-Mart’s stores
to rack up the same sales. By 2001 that number leaped to about $144 billion. But
don’t confuse growth or the “big bang” that the Internet may have on retailing and
consumer shopping behavior with the reality of its immediate economic impact on
the retail system. So far, all of that spending is less than 5 percent of retailing sales
dollars. Further, the numbers are as high as they are because a lot of expensive computer equipment has been sold that way. So in absolute dollars, retailing on the
Internet is in its infancy. However, it has the potential to continue to grow. Taking these two vantage points in combination, it’s useful to consider what’s different
about it today and how it will evolve. See Exhibit 13-2.

Moving information
versus moving goods

Stripped to its essence, the Internet dramatically lowers the cost of communication while making it faster. So it can radically alter activities that depend on the
ﬂow of information. The Internet has produced the biggest gains in businesses where
better information results in more efﬁcient restructuring of tasks. As we discussed
in Chapter 7, that’s what happens in much online B2B e-commerce. On the other
hand, Place decisions for consumer markets need to deal with the challenge of handling truckloads of products and getting them to the consumer’s place. Much of the
investment in Internet retailing systems has been directed toward moving information (like orders), not physical goods. It takes, for example, about $15 to $25 million
to build a world-class website for consumer e-commerce. But it costs about $150
million to build a distribution center and systems to support a large-scale consumer
Web operation. Therefore, much of the attention so far has been on the “front door”

Exhibit 13-2 Some Illustrative Differences between Online and In-Store Shopping
Characteristics

Online Shopping

In-Store Shopping

Customer characteristics

Younger, better educated, more upscale

Cross section; depends on store

Day-of-week emphasis

Higher percent of purchases during
weekdays

Higher percent of purchases on
the weekend

Customer service

Weak but improving

Varies, but usually better than
online

Products purchased

More emphasis on one-time purchases

More emphasis on routine
purchases

Availability of product

Not available for inspection or
immediate use

Usually available for inspection
and immediate use

Comparative information
about products

Much more extensive, but
sometimes poorly organized

Often weak (for example, limited
to what is on packages)

Entertainment value

A media experience

Often a social experience

Charges

Product prices often lower, but
shipping and handling costly

Product prices and taxes higher,
but usually no delivery expense

Shopping hours and
preparation

Completely ﬂexible if online access
is available

Depends on store and available
transportation
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of the Internet “store” and not on the back end of retailing operations where more
of the big costs accumulate.
The investment and innovations will come into balance over time, just as they
have with other retailing innovations. But demand is what will shape investments
in new supply capabilities. So far, the basic patterns of consumer demand have not
changed that much. There are, of course, exceptions. For example, more consumer
ﬁnancial services companies are selling on the Web than are retailers in any other
industry—but that is an information-intensive service business rather than one that
adjusts physical discrepancies.
Now, let’s take a closer look at some of the communication aspects of Internet
retailing from the consumer’s point of view.

Product assortments
are not limited by
location

As we noted earlier, traditional thinking about retailing looks at product assortments
from the perspective of location and shopping convenience. On the Internet, by contrast, a consumer can get to a very wide assortment, perhaps from different sellers, by
clicking from one website to another. The assortment moves toward being unlimited.

Convenience takes
on new meanings

If the Internet makes it very convenient to shop, it is very inconvenient in other
ways. You have to plan ahead. You can’t touch or inspect a product. When you buy
something from the Internet, you’ve actually just ordered it. You don’t have it to
hold. Someone has to deliver it, and that involves delays and costs.
Surﬁng around the Internet is convenient for people who are facile with computers, but many consumers are not. At present, people who actually shop on the
Web are better educated, younger, and more well to do. It should be no surprise
that the majority of retail dollars spent via the Internet so far are for computerrelated stuff. That target market visits the Internet store. But many people don’t.
Of course, access to and use of the Internet is evolving quickly. Cable operators
and telephone companies are in a race to provide more consumers with faster access.
Other ﬁrms and new technologies are being developed all the time. WebTV already
makes it easy, but it is just the start. Costs will continue to come down, and within
a decade most U.S. homes will have routine access to the Internet.

More and less
information at the
same time

On the Internet a consumer can’t touch a product or really inspect it. For many
products consumers want to be able to do that, or at least they’re used to doing it.
On the other hand, when a consumer is in a retail store it’s often hard to get any
information—say nothing about good information. At a website it’s often possible
to get much more information with just a mouse-click, even though only the product and a brief description is presented on the initial page.
It’s also possible to access a much broader array of information. Ziff-Davis
Publishing, for example, has a comprehensive website (www.zdnet.com) with product reviews, feature comparisons, performance tests, and other data on every
computer-related product imaginable. Similar sites are being developed for everything from automobiles to vitamins. Better information will make many consumers
better shoppers, even if they buy in a store rather than online. That’s what many
Web surfers do now. That reduces the risk of not getting what they thought they
were buying and the hassles of returning it if there’s a problem.
More powerful computers are also opening up many more possibilities for multimedia information—not just pictures but full-motion product-demo videos and
audio explanations. The Internet is also quickly turning into a medium for video
conferencing; many computers come with a videocam as an inexpensive accessory.
So it is likely that in the near future consumers will not only be able to get computer-provided help during a visit to a website but also help from a real person.
Many failed dot-com retailers ﬁgured out too late that their website operations could
cut some types of costs, but failing to provide human customer service support was
a big mistake. They ignored the lessons learned by mass-merchandisers in their early
days when they tried to do the same thing.
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Why eToys.com Is eToys.Gone
eToys was founded in 1997 with the dream of
becoming the premier site on the Internet for the kids’
product market. Many investors shared its vision of
unlimited growth; at one time its stock market value
was 35 percent greater than its long-established profitable competitor, Toys “R” Us. eToys did deliver in
producing one of the slickest e-commerce websites.
Parents could search for toys by age group or theme
or product. Kids could create and send “gift wish
lists.” But eToys failed to consider some basic marketing ideas. For example, toys are a mature
category, so a user-friendly website doesn’t increase
total consumer demand. eToys also underestimated
how competitors would react to its plan to take most
of their customers_which is what it would have
taken to even cover eToys’ costs. Wal-Mart copied
some of eToys’ best ideas but also had the buying

Lost in the “aisles”
of the Internet

Internet

The costs are still
deceptive
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clout to create its own brands and sell toys cheaper.
Toy “R” Us teamed up with Amazon. Worse, eToys
assumed that once it got customers to its site_by
spending huge amounts on advertising_those customers would be loyal. When 5 percent of its orders
didn’t go out on time during the 1999 holiday season,
customers bolted. Every parent who let a kid down
told everyone they knew. When eToys tried to improve
its distribution systems, costs spiraled out of control
because of the hassles of handling breakable toys
that come in all sorts of sizes and shapes. In the end,
the total costs of efforts were so high that it would
have taken four or ﬁve years of constantly improving
sales just to break even on operations_say nothing
about making up millions in losses. You can build a
better mousetrap, but if it doesn’t meet customer
needs at a proﬁt you’re in trouble.19

If you know what you want, and it’s one thing, you can usually ﬁnd it fast on
the Internet. You can look for “Revo sunglasses” with a search engine and get a
list of sellers and see pictures of every style made. It’s quick and easy. If you don’t
know exactly what you’ve looking for, however, you may get too much information or the wrong information. It’s hard to narrow a search when you don’t
know what you’re looking for. Clearly, for the appeal of Internet retailing to
spread there will need to be better “virtual malls”—databases with lots of information that can be viewed lots of ways—to make it easier to get information
you want and avoid the clutter that is, at best, irrelevant. Retailers like Amazon
and Wal-Mart have constantly revised and improved their websites to address
this issue, but more progress will be needed.
Internet Exercise INTERSHOP Communications develops and sells software
that companies use to create “virtual stores” for Internet retailing. For example, it allows a seller to create an online catalog that is easy for consumers to
use, and it has tools for analyzing sales and keeping track of customers. Go
to the ﬁrm’s website (www.intershop.com) and select Products and then
Enﬁnity. Review the information provided. Do you think it would be easier for
consumers if all Internet sellers used a common system, such as this one,
rather than coming up with many different arrangements? Brieﬂy explain
your thinking.

The Internet makes it easy to do comparison shopping and to compare prices
from different sellers. That already is putting price pressure on Internet sellers, in
part because few have ﬁgured out how else to differentiate what they offer. On the
other hand, as we emphasized at the start of the chapter, the customer’s total cost
of shopping is more than just the purchase price. For more expensive items, a discount price may offset delivery costs. That often isn’t the case with less expensive
items. Low-cost ways of handling post-purchase deliveries will need to be developed
for the Internet to be really practical for everyday purchases. We’ll return to this
issue at the end of the chapter. For now, though, we should note that a large number of people are working on that problem. Some ﬁrms have developed partial
solutions. For example, Tesco sells groceries from a website and delivers them within
24 hours. But other ﬁrms, like Webvan, have collapsed under the problems of trying to do that in a way that satisﬁes consumers’ needs.
369
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Many established retailers, like
Barnes & Noble, are trying to
ﬁgure out how to combine “clicks
and mortar” to meet consumers’
needs better than would be
possible with only an online
website or only a store.

Another possible set of costs occurs if a product must be returned. That, of course,
assumes you get what you order. The Internet is the ultimate weapon for ﬂy-by-night
operators. Fraud is already a big problem.

Competitive effects will
inﬂuence other retailers

Retailers of every description are experimenting with selling on the Internet.
They range from department stores like Bloomingdale’s and Dillard’s to discounters
like Target and Wal-Mart to limited-line retailers like Virtual Vineyards (wine) and
the Disney Store (apparel, toys) to service providers like American Express and FTD
(ﬂower deliveries). You can even buy virtual underwear from Joe Boxer.
None of these retailers knows what will come of Internet selling. And some of
the initial results have been surprises. For example, many orders on Wal-Mart’s
website are from U.S. citizens who are in the military overseas. Regardless of surprises, retailers need to work to understand the longer-term impact Internet selling
will have on their market. In retailing, as new formats and concepts are reﬁned,
they often quickly have an impact on existing companies. It is very likely that the
Internet will do just that, as it has already done with many types of wholesaling.20

Retailing Types Are Explained by Consumer Needs Filled
We’ve talked about many different types of retailers and how they evolved. Earlier, we noted that no single characteristic provided a good basis for classifying all
retailers. Now it helps to see the three-dimensional view of retailing presented in
Exhibit 13-3. It positions different types of retailers in terms of three consumeroriented dimensions: (1) width of assortment desired, (2) depth of assortment
desired, and (3) a price/service combination. Price and service are combined because
they are often indirectly related. Services are costly to provide. So a retailer that
wants to emphasize low prices usually has to cut some services—and retailers with
a lot of service must charge prices that cover the added costs.
We can position most existing retailers within this three-dimensional market diagram. Exhibit 13-3, for example, suggests the why of vending machines. Some
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Exhibit 13-3 A Three-Dimensional View of the Market for Retail Facilities and the Probable Position of Some Present
Offerings
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people—in the front upper left-hand corner—have a strong need for a speciﬁc item
and are not interested in width of assortment, depth of assortment, or price. Note
where Internet retailers are placed in the diagram. Does that position make sense
to you?

Why Retailers Evolve and Change
The wheel of retailing
keeps rolling

The wheel of retailing theory says that new types of retailers enter the market as
low-status, low-margin, low-price operators and then—if successful—evolve into
more conventional retailers offering more services with higher operating costs and
higher prices. Then they’re threatened by new low-status, low-margin, low-price
retailers—and the wheel turns again. Department stores, supermarkets, and massmerchandisers went through this cycle.
The wheel of retailing theory, however, doesn’t explain all major retailing developments. Vending machines entered as high-cost, high-margin operations.
Convenience food stores are high-priced. Suburban shopping centers don’t emphasize low price. Current retailers who are adding websites are likely to face
competitors who cut operating expenses even deeper.

Scrambled
merchandising—mixing
product lines for higher
proﬁts

Conventional retailers tend to specialize by product line. But most modern
retailers are moving toward scrambled merchandising—carrying any product lines
they think they can sell proﬁtably. Supermarkets and drugstores sell anything they
can move in volume—panty hose, phone cards, one-hour photo processing, motor
oil, potted plants, and computer software. Mass-merchandisers don’t just sell
everyday items but also cellular phones, computer printers, and jewelry.21
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Some manufacturers have always
had outlet stores near their
factories, but outlet malls are
emerging as a new retailing
format that is popular with some
consumers.

Product life cycle
concept applies to
retailer types too

Exhibit 13-4
Retailer Life Cycles—Timing
and Years to Market Maturity

We’ve seen that consumers’ needs help explain why some kinds of retailers developed. But we can apply the product life cycle concept to understand this process
better. A retailer with a new idea may have big proﬁts—for a while. But if it’s a
really good idea, the retailer can count on speedy imitation and a squeeze on proﬁts.
Other retailers will copy the new format or scramble their product mix to sell products that offer them higher margins or faster turnover. That puts pressure on the
original ﬁrm to change or lose its market.
Some conventional retailers are in decline as these life and death cycles continue. Recent innovators, like the Internet merchants, are still in the market growth
stage. See Exhibit 13-4. Some retailing formats that are mature in the United States
are only now beginning to grow in other countries.
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Most retailers face intense competitive pressure. The desperation that comes with
such pressure has pushed some retailers toward questionable marketing practices.
Critics argue, for example, that retailers too often advertise special sale items to
bring price-sensitive shoppers into the store or to a website but then don’t stock
enough to meet demand. Other retailers are criticized for pushing consumers to trade
up to more expensive items. What is ethical and unethical in situations like these,
however, is subject to debate. Retailers can’t always anticipate demand perfectly,
and deliveries may not arrive on time. Similarly, trading up may be a sensible part
of a strategy—if it’s done honestly.
In retailing, as in other types of business, the marketing concept should guide
ﬁrms away from unethical treatment of customers. However, a retailer on the edge
of going out of business may lose perspective on the need to satisfy customers in
both the short and the long term.22

Retailer Size and Proﬁts
A few big retailers do
most of the business

The large number of retailers (1,113,137) might suggest that retailing is a ﬁeld
of small businesses. To some extent this is true. As shown in Exhibit 13-5, when
the last census of retailers was published over 62 percent of all the retail stores in
the United States had annual sales of less than $1 million. But that’s only part of
the story. Those same retailers accounted for only about 10 cents of every $1 in
retail sales!
The larger retail stores—those selling more than $5 million annually—do most
of the business. Less than 10 percent of the retail stores are this big, yet they account
for over 65 percent of all retail sales. Many small retailers are being squeezed out of
business. On the other hand, they do reach many consumers and often are valuable
channel members. But their large number and relatively small sales volume make
working with them expensive. They often require separate marketing mixes.23

Big chains are building
market clout

The main way for a retailer to achieve economies of scale is with a corporate
chain. A corporate chain is a ﬁrm that owns and manages more than one store—
and often it’s many. Chains have grown rapidly and now account for about half of
all retail sales. You can expect chains to continue to grow and take business from
independent stores. The reason is simple: Size matters.
Large chains use central buying for different stores. This allows them to take
advantage of quantity discounts or opportunities for vertical integration—including developing their own efﬁcient distribution centers. They can use EDI and
computer networks to control inventory costs and stock-outs. They may also spread
promotion, information technology, and management costs to many stores. Retail
chains also have their own dealer brands. Many of these chains are becoming
powerful members—or channel captains—in their channel systems. In fact, the
most successful of these big chains—like Home Depot and Wal-Mart—control
access to so many consumers that they have the clout to dictate almost every detail
of relationships with their suppliers.24

Independents form
chains too

Competitive pressure from corporate chains encouraged the development of both
cooperative chains and voluntary chains. Cooperative chains are retailer-sponsored
groups—formed by independent retailers—that run their own buying organizations
and conduct joint promotion efforts. Cooperative chains face a tough battle. Some,
like True Value Hardware, are still adapting as they identify the weakness of corporate chains. For example, ads remind consumers that they don’t need to waste a
half-hour lost in a big store to pick up some simple item.
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Exhibit 13-5 Distribution of Stores by Size and Share of Total U.S. Retail Sales
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Voluntary chains are wholesaler-sponsored groups that work with “independent”
retailers. Some are linked by contracts stating common operating procedures and
requiring the use of common storefront designs, store names, and joint promotion
efforts. Examples include SuperValu in groceries and Ace in hardware.

Franchisors form
chains too

In a franchise operation, the franchisor develops a good marketing strategy, and
the retail franchise holders carry out the strategy in their own units.
The franchisor acts like a voluntary chain operator—or a producer. Each franchise
holder beneﬁts from its relationship with the larger company and its experience, buying power, promotion, and image. In return, the franchise holder usually signs a contract
to pay fees and commission and to strictly follow franchise rules designed to continue
the successful strategy. Voluntary chains tend to work with existing retailers, while some
franchisors like to work with, and train, newcomers. For newcomers, a franchise often
reduces the risk of starting a new business. Only about 5 percent of new franchise operations fail in the ﬁrst few years—compared to about 70 percent for other new retailers.
Franchise holders’ sales have grown fast and now account for about half of all
retail sales. One reason is that franchising is especially popular with service retailers, a fast-growing sector of the economy. You can expect more growth in
franchising, but the rate will be slower than during the last 20 years.25
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Differences in Retailing in Different Nations
New ideas spread
across countries

New retailing approaches that succeed in one part of the world are often quickly
adapted to other countries. Self-service approaches that started with supermarkets
in the United States are now found in retail operations worldwide. Similarly,
mass-merchandising approaches are popular in many countries. In 1969, for example, Kmart entered into a joint venture with Australia’s largest department store
chain to pioneer mass-merchandising there. The supercenter concept, on the other
hand, initially developed in Europe.

Mass-merchandising
requires mass markets

The low prices, selections, and efﬁcient operations offered by mass-merchandisers
and other large chains might be attractive to consumers everywhere. But consumers
in less-developed nations often don’t have the income to support mass distribution.
The small shops that survive in these economies sell in very small quantities, often
to a small number of consumers.

Consumer cooperatives
are popular in some
countries

Retailing in the United States is more diverse than in most other countries. Even
so, some retailing formats, notably consumer cooperatives, are more prominent in
other countries. Switzerland’s Migros is the most successful example. Its stores—
ranging from supermarkets to appliance centers—account for 16 percent of Swiss
retail sales.26

Some countries block
change

The political and legal environment severely limits the evolution of retailing in
some nations. Japan is a prime example. For years its Large Store Law—aimed at
protecting the country’s politically powerful small shopkeepers—has been a real barrier to retail change. The law restricts development of large stores by requiring
special permits, which are routinely denied.
Japan is taking steps to change the Large Store Law. One such change allowed
Toys “R” Us to move into the Japanese market. Even so, most experts believe that
it will be years before Japan moves away from its system of small, limited-line shops.
To put this in perspective, a typical “mom and pop” grocery store in Japan is only
about 250 square feet. The inefﬁciency of that retail distribution system is an important reason why Japanese consumers pay very high prices for consumer products.
Many countries in other parts of Asia and South America impose similar restrictions. On the other hand, the European Union is prompting member countries to
drop such rules and let competition determine what types of retailing will give customers superior value.

Some mass-merchandiser chains,
like Tesco in the U.K., are looking
for growth by opening small
stores—which will put even more
pressure on conventional retailers.
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Retailing may not have moved as fast in other parts of the world as it has in the
U.S., but change is coming. And in these other countries, retailers who cannot
adapt with new strategies will be passed over by those who do.27

What Is a Wholesaler?
It’s hard to deﬁne what a wholesaler is because there are so many different wholesalers doing different jobs. Some of their activities may even seem like
manufacturing. As a result, some wholesalers describe themselves as “manufacturer
and dealer.” Some like to identify themselves with such general terms as merchant,
jobber, dealer, or distributor. And others just take the name commonly used in their
trade—without really thinking about what it means.
To avoid a long technical discussion on the nature of wholesaling, we’ll use the
U.S. Bureau of the Census deﬁnition:
Wholesaling is concerned with the activities of those persons or establishments
that sell to retailers and other merchants, and/or to industrial, institutional, and
commercial users, but that do not sell in large amounts to ﬁnal consumers.
So wholesalers are ﬁrms whose main function is providing wholesaling activities. Wholesalers sell to all of the different types of organizational customers shown
in Exhibit 7-1.
Wholesaling activities are just variations of the basic marketing functions—gathering and providing information, buying and selling, grading, storing, transporting,
ﬁnancing, and risk taking—we discussed in Chapter 1. You can understand wholesalers’ strategies better if you look at them as members of channels. They add value
by doing jobs for their customers and for their suppliers. In Chapter 11, we considered some of the ways they provide value when we discussed why a producer might
want to use indirect distribution and include an intermediary in the channel. Now
we’ll develop these ideas in more detail.

Wholesaling Is Changing with the Times

A hundred years ago wholesalers dominated distribution channels in the United
States and most other countries. The many small producers and small retailers
needed their services. This situation still exists in many countries, especially those
with less-developed economies. However, in the developed nations, as producers
became larger many bypassed the wholesalers. Similarly, large retail chains often
take control of functions that had been handled by wholesalers. Now e-commerce
is making it easier for producers and consumers to “connect” without having a
wholesaler in the middle of the exchange. In light of these changes, many people
have predicted a gloomy future for wholesalers.
There certainly is reason to expect the worst for some types of wholesalers. With
all the changes taking place, one could assume that wholesaling won’t adapt fast
enough. In the 1970s and 1980s that seemed to be the pattern. Now, however, rapid
changes are underway. Even big changes are not always visible to consumers because
they’re hidden in the channel. But many wholesalers are adapting rapidly and ﬁnding new ways to add value in the channel. For example, some of the biggest B2B
e-commerce sites on the Internet are wholesaler operations.

Producing proﬁts, not
chasing orders

Partly due to new management and new strategies, many wholesalers are
enjoying signiﬁcant growth. You saw a good example of this in the opening case
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Many modern wholesalers are
adopting new technologies to
become more effective. For
example, CrossLink’s satellite
communication system tracks the
temperature of refrigerated
deliveries and notiﬁes the central
ofﬁce if there is any risk that
products will be spoiled.

in Chapter 11. Progressive wholesalers are becoming more concerned with their
customers and with channel systems. Many are using technology to offer better
service. Others develop voluntary chains that bind them more closely to their
customers.
Modern wholesalers no longer require all customers to pay for all the services
they offer simply because certain customers use them. Many offer a basic service at
minimum cost—then charge additional fees for any special services required.
Most modern wholesalers have streamlined their operations to cut unnecessary
costs and improve proﬁts. In fact, wholesalers pioneered many of the recent logistics
innovations we discussed in Chapter 12. They use computers to track inventory and
reorder only when it’s really needed. Computerized sales analysis helps them identify
and drop unproﬁtable products and customers. This sometimes leads to a selective
distribution policy—when it’s unproﬁtable to build relationships with too many small
customers. Then they can ﬁne-tune how they add value for their proﬁtable customers.

Progress—or fail

Many wholesalers are also modernizing their warehouses and physical handling
facilities. They mark products with bar codes that can be read with hand-held scanners—so inventory, shipping, and sales records can be easily and instantly updated.
Computerized order-picking systems speed the job of assembling orders. New storing facilities are carefully located to minimize the costs of both incoming freight
and deliveries. Delivery vehicles travel to customers in a computer-selected sequence
that reduces the number of miles traveled. And wholesalers who serve manufacturers are rising to the challenge of just-in-time delivery.

Perhaps good-bye
to some

Not all wholesalers are progressive, and some less efﬁcient ones will fail. Efﬁciency and low cost, however, are not all that’s needed for success. Some wholesalers
will disappear as the functions they provided in the past are shifted and shared in
different ways in the channel. Cost-conscious buyers for Wal-Mart, Lowe’s, and
other chains are refusing to deal with some of the middlemen who represent small
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producers. They want to negotiate directly with the producer—not just accept the
wholesaler’s price. Similarly, more producers see advantages in having closer direct
relationships with fewer suppliers—and they’re paring out weaker vendors. Efﬁcient
delivery services like UPS and Federal Express are also making it easy and inexpensive for many producers to ship directly to their customers—even ones in foreign
markets. The Internet is putting pressure on wholesalers whose primary role is
providing information to bring buyers and sellers together.28

Is it an ethical issue?

All of this is squeezing some wholesalers out of business. Some critics—including
many of the wounded wholesalers—argue that it’s unethical for powerful suppliers or
customers to simply cut out wholesalers who spend money and time, perhaps decades,
developing markets. Contracts between channel members and laws sometimes deﬁne
what is or is not legal. But the ethical issues are often more ambiguous.
For example, as part of a broader effort to improve proﬁts, Amana notiﬁed Cooper
Distributing Co. that it intended to cancel their distribution agreement in 10 days.
Cooper had been handling Amana appliances for 30 years, and Amana products
represented 85 percent of Cooper’s sales. Amana’s explanation to Cooper? “It’s not
because you’re doing a bad job: We just think we can do it better.”
Situations like this arise often. They may be cold-hearted, but are they unethical?
We argue that it isn’t fair to cut off the relationship with such short notice. But most
wholesalers realize that their business is always at risk—if they don’t perform channel
functions better or cheaper than what their suppliers or customers can do themselves.29
To survive, each wholesaler must develop a good marketing strategy. Proﬁt margins are not large in wholesaling—typically ranging from less than 1 percent to 2
percent. And they’ve declined as the competitive squeeze has tightened.
The wholesalers who do survive will need to be efﬁcient, but that doesn’t mean
they’ll all have low costs. Some wholesalers’ higher operating expenses result from the
strategies they select—including the special services they offer to some customers.

Survivors will need
effective strategies

Wholesalers Add Value in Different Ways
Exhibit 13-6 compares the number, sales volume, and operating expenses of some
major types of wholesalers. The differences in operating expenses suggest that each
of these types performs, or does not perform, certain wholesaling functions. But which
ones and why? And why do manufacturers use merchant wholesalers—costing 14.1
percent of sales—when agent middlemen cost only 4.2 percent?
Exhibit 13-6 U.S. Wholesale Trade by Type of Wholesale Operation
Percent (and number)
of wholesale
establishments

Type of
Wholesale
Operation
Manufacturer
Sales Branches
Agent
Wholesalers

6.5% (29,500)

40

7.6%

11.5%

83% (376,000)
20

Cost as a percent
of sales for each
type of wholesaler

31%

10.5% (48,000)

Merchant
Wholesalers
0

Percent of all
wholesale sales

60

80%

4.2%

57.5%
0

20

40

14.1%
60

80%

0

5

10

15%
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Exhibit 13-7 Types of Wholesalers
Does wholesaler own
the products?
No (agent middlemen)

Yes (merchant wholesalers)

How many functions does
the wholesaler provide?
Some functions

All the functions

Agent middlemen
Auction companies
Brokers
Manufacturers’ agents
Selling agents

Limited-function merchant
wholesaler
Cash-and-carry wholesalers
Drop-shippers
Truck wholesalers
Rack jobbers
Catalog wholesalers

Service merchant wholesaler
General merchandise wholesalers
(or mill supply houses)
Single-line or general-line wholesalers
Specialty wholesalers

To answer these questions, we must understand what these wholesalers do and don’t
do. Exhibit 13-7 gives a big-picture view of the major types of wholesalers we’ll be discussing. There are lots more specialized types, but our discussion will give you a sense
of the diversity. Note that a major difference between merchant and agent wholesalers
is whether they own the products they sell. Before discussing these wholesalers, we’ll
brieﬂy consider producers who handle their own wholesaling activities.

Manufacturers’ sales
branches are
considered wholesalers

Manufacturers who just take over some wholesaling activities are not considered
wholesalers. However, when they set up manufacturers’ sales branches—warehouses
that producers set up at separate locations away from their factories—these establishments basically operate as wholesalers. In fact, they’re classiﬁed as wholesalers by
the U.S. Census Bureau and by government agencies in many other countries.
In the United States, these manufacturer-owned branch operations account for
about 6.5 percent of wholesale facilities—but they handle 31 percent of total wholesale sales. One reason sales per branch are so high is that the branches are usually
placed in the best market areas. This also helps explain why their operating costs,
as a percent of sales, are often lower. Another reason is that coordination is easier
within a single ﬁrm. Manufacturers can more quickly set up efﬁcient network systems for sharing information and logistics functions with their own branch
operations than with independent wholesalers.30

Merchant Wholesalers Are the Most Numerous
Merchant wholesalers own (take title to) the products they sell. They often
specialize by certain types of products or customers. For example, Fastenal is a wholesaler that specializes in distributing threaded fasteners used by a variety of
manufacturers. It owns (takes title to) the fasteners for some period before selling to
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Merchant wholesalers in Africa
are often smaller, carry narrower
product lines, and deal with
fewer customers than their
counterparts in North America.

its customers. If you think all merchant wholesalers are fading away, Fastenal is proof
that they can serve a needed role. In the last decade Fastenal’s proﬁts have grown at
about the same pace as Microsoft’s.

Internet

Internet Exercise Check out the different aspects of the Fastenal website
(www.fastenal.com). Give examples of ways that the website is intended to
help Fastenal’s customers and suppliers.

Exhibit 13-6 shows that over 80 percent of the wholesaling establishments in the
United States are merchant wholesalers—and they handle over 57 percent of
wholesale sales. Merchant wholesalers are even more common in other countries.
Japan is an extreme example. In its unusual multitiered distribution system, products are often bought and sold by a series of merchant wholesalers on their way to
the business user or retailer.31

Service wholesalers
provide all the
functions

Service wholesalers are merchant wholesalers who provide all the wholesaling
functions. Within this basic group are three types: (1) general merchandise, (2) single-line, and (3) specialty.
General merchandise wholesalers are service wholesalers who carry a wide variety of nonperishable items such as hardware, electrical supplies, plumbing supplies,
furniture, drugs, cosmetics, and automobile equipment. With their broad line of
convenience and shopping products, they serve hardware stores, drugstores, and
small department stores. Mill supply houses operate in a similar way, but they carry
a broad variety of accessories and supplies to serve the needs of manufacturers.
Single-line (or general-line) wholesalers are service wholesalers who carry a
narrower line of merchandise than general merchandise wholesalers. For example,
they might carry only food, apparel, or certain types of industrial tools or supplies.
In consumer products, they serve the single- and limited-line stores. In business
products, they cover a wider geographic area and offer more specialized service.
Specialty wholesalers are service wholesalers who carry a very narrow range of
products and offer more information and service than other service wholesalers. A
consumer products specialty wholesaler might carry only health foods or oriental
foods instead of a full line of groceries. Some limited-line and specialty wholesalers
are growing by helping independent retailer-customers ﬁnd better ways to compete
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3M produces 1,600 products that
are used by auto body repair
shops in the U.S., Europe,
Japan, and other countries. To
reach this target market, 3M
works with hundreds of specialty
wholesalers.

with mass-merchandisers. But in general, many consumer-products wholesalers have
been hit hard by the growth of retail chains that set up their own distribution centers and deal directly with producers.
A specialty wholesaler of business products might limit itself to ﬁelds requiring special technical knowledge or service. Richardson Electronics is an
interesting example. It specializes in distributing replacement parts, such as electron tubes, for old equipment that many manufacturers still use on the factory
ﬂoor. Richardson describes itself as “on the trailing edge of technology,” but its
unique products, expertise, and service are valuable to its target customers. Many
of its customers operate in countries where new technologies are not yet common, but Richardson gives them easy access to information from its website
(www.rell.com) and makes its products available quickly by stocking them in
locations around the world.32

Limited-function
wholesalers provide
some functions

Limited-function wholesalers provide only some wholesaling functions. In the following paragraphs, we brieﬂy discuss the main features of these wholesalers.
Although less numerous in some countries, these wholesalers are very important for
some products.

Cash-and-carry
wholesalers want cash

Cash-and-carry wholesalers operate like service wholesalers—except that the customer must pay cash. In the U.S., big warehouse clubs have taken much of this
business. But cash-and-carry operators are common in less-developed nations where
very small retailers handle the bulk of retail transactions. Full-service wholesalers often
refuse to grant credit to small businesses that may have trouble paying their bills.

Drop-shippers do not
handle the products

Drop-shippers own (take title to) the products they sell—but they do not actually handle, stock, or deliver them. These wholesalers are mainly involved in selling.
They get orders and pass them on to producers. Then the producer ships the order
directly to the customer. Drop-shippers commonly sell bulky products (like lumber)
for which additional handling would be expensive and possibly damaging. Dropshippers in the U.S. are already feeling the squeeze from buyers and sellers
connecting directly via the Internet. But the progressive ones are ﬁghting back by
setting up their own websites and getting fees for referrals.

Truck wholesalers
deliver—at a cost

Truck wholesalers specialize in delivering products that they stock in their own
trucks. By handling perishable products in general demand—tobacco, candy, potato
chips, and salad dressings—truck wholesalers may provide almost the same functions as full-service wholesalers. Their big advantage is that they promptly deliver
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perishable products that regular wholesalers prefer not to carry. A 7-Eleven store
that runs out of potato chips on a busy Friday night doesn’t want to be out of stock
all weekend! They help retailers keep a tight rein on inventory, and they seem to
meet a need.

Rack jobbers sell hardto-handle assortments

Rack jobbers specialize in hard-to-handle assortments of products that a retailer
doesn’t want to manage—and rack jobbers usually display the products on their own
wire racks. For example, a grocery store or mass-merchandiser might rely on a rack
jobber to decide which paperback books or magazines it sells. The wholesaler knows
which titles sell in the local area and applies that knowledge in many stores.
Historically, rack jobbers were paid cash for what sold or was delivered. Now that
they are working with big chains, they’ve joined other wholesalers in waiting until
the “accounts receivables” are paid at the end of the month.

Catalog wholesalers
reach outlying areas

Catalog wholesalers sell out of catalogs that may be distributed widely to smaller
industrial customers or retailers who might not be called on by other middlemen.
Customers place orders at a website or by mail, e-mail, fax, or telephone. These
wholesalers sell lines such as hardware, jewelry, sporting goods, and computers. For
example, Inmac uses a printed catalog and a website (www.inmac.com) to sell a complete line of computer accessories. Inmac’s catalogs are printed in six languages and
distributed to business customers in the U.S., Canada, and Europe. Many of these
customers don’t have a local wholesaler, but they can place orders from anywhere in
the world. Most catalog wholesalers quickly adapted to the Internet. It ﬁts what they
were already doing and makes it easier. But they’re facing more competition too; the
Internet allows customers to compare prices from more sources of supply.33

Agent Middlemen Are Strong on Selling
They don’t own the
products

Agent middlemen are wholesalers who do not own the products they sell. Their
main purpose is to help in buying and selling. Agent middlemen normally specialize by customer type and by product or product line. But they usually provide even
fewer functions than the limited-function wholesalers. They operate at relatively
low cost—sometimes 2 to 6 percent of their selling price—or less in the case of
website-based agents who simply bring buyers and sellers together. Worldwide, the
role of agent middlemen is rapidly being transformed by the Internet. Those who
didn’t get on board this fast-moving train were left behind.

They are important in
international trade

Agent middlemen are common in international trade. Many markets have only
a few well-ﬁnanced merchant wholesalers. The best many producers can do is get
local representation through agents and then arrange ﬁnancing through banks that
specialize in international trade.
Agent middlemen are usually experts on local business customs and rules
concerning imported products in their respective countries. Sometimes a marketing
manager can’t work through a foreign government’s red tape without the help of a
local agent.

Manufacturers’
agents—free-wheeling
sales reps

A manufacturers’ agent sells similar products for several noncompeting producers—for a commission on what is actually sold. Such agents work almost as members
of each company’s sales force—but they’re really independent middlemen. More
than half of all agent middlemen are manufacturers’ agents.
Their big plus is that they already call on some customers and can add another
product line at relatively low cost—and at no cost to the producer until something
sells! If an area’s sales potential is low, a company may use a manufacturers’ agent
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Innovative wholesalers are using
multilingual bar codes to reduce
costs and errors in overseas
markets.

because the agent can do the job at low cost. Small producers often use agents everywhere because their sales volume is too small to justify their own sales force.
Agents can be especially useful for introducing new products. For this service,
they may earn 10 to 15 percent commission. (In contrast, their commission on largevolume established products may be quite low—perhaps only 2 percent.) A 10 to
15 percent commission rate may seem small for a new product with low sales. Once
a product sells well, however, a producer may think the rate is high and begin using
its own sales reps. Agents are well aware of this possibility. That’s why most try to
work for many producers and avoid being dependent on only one line.
Manufacturers’ agents may cover a very narrow geographic area, such as a city or
state. However, they are also very important in international marketing, and an
agent may take on responsibility for a whole country. Export or import agents are
basically manufacturers’ agents who specialize in international trade. These agent
middlemen operate in every country and help international ﬁrms adjust to unfamiliar market conditions in foreign markets.
Manufacturers’ reps will continue to play an important role in businesses that
need an agent to perform order-getting tasks. But manufacturers’ reps everywhere
are feeling pressure when it comes to routine business contacts. More producers are
turning to telephone selling, websites, e-mail, teleconferencing, and faxes to contact customers directly. This hits these agents where it hurts.34

Brokers provide
information

Brokers bring buyers and sellers together. Brokers usually have a temporary relationship with the buyer and seller while a particular deal is negotiated. They are
especially useful when buyers and sellers don’t come into the market very often. The
broker’s product is information about what buyers need and what supplies are available. They may also aid in buyer-seller negotiation. If the transaction is completed,
they earn a commission from whichever party hired them. Export and import
brokers operate like other brokers, but they specialize in bringing together buyers
and sellers from different countries. Smart brokers quickly saw new opportunities to
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A few years ago wholesale
brokers typically focused on a
few specialized product
categories, but now online
brokers are ﬁnding markets for
almost every sort of product.

expand their reach by using the Internet. As the Internet causes consolidation, it
will also provide more value. A smaller number of cyber-brokers will cut costs and
dominate the business with larger databases of buyers and sellers.

Selling agents—almost
marketing managers

Selling agents take over the whole marketing job of producers—not just the selling function. A selling agent may handle the entire output of one or more
producers—even competing producers—with almost complete control of pricing,
selling, and advertising. In effect, the agent becomes each producer’s marketing
manager.
Financial trouble is one of the main reasons a producer calls in a selling agent.
The selling agent may provide working capital but may also take over the affairs of
the business. But selling agents also work internationally. A combination export
manager is a blend of manufacturers’ agent and selling agent—handling the entire
export function for several producers of similar but noncompeting lines.

Auction companies—
speed up the sale

Auction companies provide a place where buyers and sellers can come together and
bid to complete a transaction. There aren’t many auction companies. Traditionally they
have been important in certain lines—such as livestock, fur, tobacco, and used cars.
For these products, demand and supply conditions change rapidly—and the product
must be seen to be evaluated. The auction company brings buyers and sellers together.
Buyers inspect the products—then demand and supply interact to determine the price.
Aucnet is a good example of a progressive auction company that put the bid
process on the Internet. Its very successful used car auction runs from a website
(www.aucnet.com). The key to its success is that it provides bidders with a very
thorough online rating of the quality of each car. In the past, most auction companies said “What you see is what you get.” Because the ratings add value and are
credible, Aucnet attracts dealers from all over the country. That results in higher
bid prices and better proﬁts for Aucnet. But it also saves dealers the cost and hassle of going to smaller local auctions that don’t have what they want. The Internet
has spurred growth of all sorts of auction companies in lines of business where
auctions have previously not been common.35
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What Will Happen to Retailers and Wholesalers in the Future?
A common theme in this chapter—and the two before it—is that channels of
distribution are in the midst of dynamic changes. There have been dramatic
improvements due to more efﬁcient ways to coordinate logistics. The Internet, as
the backbone for e-commerce, is another force for change. But before all of this,
the evolution of retailing and wholesaling was ongoing. Middlemen that ﬁnd new
and better ways to add value prosper. They ﬁnd target segments that they serve very
well by differentiating their services and doing something better than producers or
customers can do without them.
It can’t be overemphasized that such changes are ongoing. Clearly, we have just
seen the tip of the iceberg when it comes to the impact that the Internet, and
related technologies that will evolve in the future, will have on Place. There is an
explosion in the number and variety of ﬁrms that are trying to ﬁgure out how to
have a presence on the Web. Many of them are reshaping competition in the
product-markets in which they compete.
On the other hand, the adoption process that is underway is typical of other
innovations. Much of the initial change has simply been an adjustment to what was
done in the past. The catalog becomes electronic. E-mail supplements toll-free
phone orders. A retailer opens a new website instead of a new store. The technology is revolutionary and exciting, but much of what ﬁrms are doing with it so far
is evolutionary. In time, revolutionary change will come and bring greater rewards
to the innovators.
Imagine, for example, what it would take for you—and everyone you know—to
do most of your routine shopping on the Internet. What new marketing functions
would be needed, and who would provide them? What would the channel system
look like? What new kind of intermediary will develop and what will it do? Let’s
consider one scenario.
After you surf the Internet and put products in your virtual shopping basket
at one or more websites, what should happen next? Perhaps the seller would start
by assembling your items in a carton with a bar code for your personal name,
address, and account. Then that carton and cartons for all of the other orders
that come into that website would be quickly taken in large economical batches
to an intermediary. The computer-controlled sorting system going into the intermediary’s 5-acre facility would scan each carton’s bar code and route it to the
sorting area for a truck that serves you and each of your neighbors. After a night
of accumulating all the cartons that are directed to you from different sellers, the
intermediary would place the cartons on a delivery vehicle in the right sequence
so they can be efﬁciently unloaded as the truck passes each customer on its route.
Of course, you’re not home. With money you’ve saved by not running all over
town burning gas you’re off on a vacation; you have time to take off because day
after day you’re not waiting in trafﬁc and checkout lines. Although you’re not
home, you have a special cabinet—with a lock activated by a bar code printed
on the package—mounted to the side of your house where the delivery person
leaves your purchases.36
This little drama may seem far-fetched today. But it, or something like it, probably isn’t far off. Specialist-intermediaries will develop to make distribution after an
Internet purchase more efﬁcient, just as middlemen developed to make distribution
more efﬁcient prior to purchases in retail stores. What is described above isn’t very
different from what UPS does, one package at a time, when it makes deliveries from
manufacturers to retailers. But the cost per package is much higher than it would
be if everybody got deliveries everyday. It’s like the difference between the cost of
a special delivery and regular mail.
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If the after-purchase distribution problem is handled, who will the seller be? Will
the Internet merchants of tomorrow be an evolved form of the retailers of today?
Or will current-day wholesalers be in a better position to catch that prize? Some
wholesalers are already working with very large assortments. Or, in a world where
you can conveniently surf from one specialized seller to another, will the breadth
of assortment from any one seller be irrelevant? That could put producers in a
stronger position. Perhaps none of these traditional forms of business will lead the
way, but rather it will be a ﬁrm that is born on the Internet to meet customers’
needs in a completely new and unique way. The answers to these questions will take
time, but they are taking shape even as you read. Already new intermediaries are
coming on the scene.
Let’s admit it. You can only speculate about where e-commerce will lead. But
perhaps it’s good to speculate a little. The way markets work in the future will
depend on people like you, and the creative innovations that you speculate about,
study, analyze, and ultimately turn into proﬁtable marketing strategies. The competition will be tough, but hopefully you’re now on your way to being up to the
challenge.

Conclusion
Modern retailing is scrambled—and we’ll probably
see more changes in the future. In such a dynamic environment, a producer’s marketing manager must choose
very carefully among the available kinds of retailers.
And retailers must plan their marketing mixes with their
target customers’ needs in mind—while at the same
time becoming part of an effective channel system.
We described many types of retailers—and we saw
that each has its advantages and disadvantages. We also
saw that modern retailers have discarded conventional
practices. The old “buy low and sell high” philosophy is
no longer a safe guide. Lower margins with faster
turnover is the modern philosophy as more retailers
move into mass-merchandising. But even this is no guarantee of success as retailers’ life cycles move on.
Growth of chains and scrambled merchandising will
continue as retailing evolves to meet changing consumer
demands. But important breakthroughs are possible—
perhaps with the Internet—and consumers probably
will continue to move away from conventional retailers.
Wholesalers can provide functions for those both
above and below them in a channel of distribution.

These services are closely related to the basic marketing
functions. There are many types of wholesalers. Some
provide all the wholesaling functions—while others
specialize in only a few. Eliminating wholesalers does not
eliminate the need for the functions they now provide,
but technology is helping ﬁrms to perform these functions in more efﬁcient ways.
Merchant wholesalers are the most numerous and
account for the majority of wholesale sales. Their distinguishing characteristic is that they take title to (own)
products. Agent middlemen, on the other hand, act
more like sales representatives for sellers or buyers—and
they do not take title.
Despite dire predictions, wholesalers continue to exist. The more progressive ones are adapting to a changing
environment. But some less progressive wholesalers will
fail. The Internet is already taking its toll. On the other
hand, new types of intermediaries are evolving. Some are
creating new ways of helping producers and their customers achieve their objectives by ﬁnding new ways to
add value.

Questions and Problems
1. What sort of a “product” are specialty shops offering? What are the prospects for organizing a chain of
specialty shops?

2. Distinguish among discount houses, price-cutting by
conventional retailers, and mass-merchandising. Forecast the future of low-price selling in food, clothing, and
appliances. How will the Internet affect that future?
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3. Discuss a few changes in the marketing environment that you think help to explain why telephone,
mail-order, and Internet retailing have been growing so rapidly.
4. What are some advantages and disadvantages to using the Internet for shopping?
5. Apply the wheel of retailing theory to your local
community. What changes seem likely? Will established retailers see the need for change, or will
entirely new ﬁrms have to develop?
6. What advantages does a retail chain have over a retailer who operates with a single store? Does a small
retailer have any advantages in competing against a
chain? Explain your answer.
7. Many producers are now seeking new opportunities
in international markets. Are the opportunities for
international expansion equally good for retailers?
Explain your answer.
8. Discuss how computer systems affect wholesalers’
and retailers’ operations.
9. Consider the evolution of wholesaling in relation to
the evolution of retailing. List several changes that are
similar, and several that are fundamentally different.
10. Do wholesalers and retailers need to worry about
new-product planning just as a producer needs to
have an organized new-product development
process? Explain your answer.

387

11. How do you think a retailer of Maytag washing machines would react if Maytag set up a website, sold
direct to consumers, and shipped direct from its distribution center? Explain your thinking.
12. What risks do merchant wholesalers assume by taking title to goods? Is the size of this risk about
constant for all merchant wholesalers?
13. Why would a manufacturer set up its own sales branches
if established wholesalers were already available?
14. What is an agent middleman’s marketing mix?
15. Why do you think that many merchant middlemen handle competing products from different
producers, while manufacturers’ agents usually handle only noncompeting products from different
producers?
16. What alternatives does a producer have if it is trying
to expand distribution in a foreign market and ﬁnds
that the best existing merchant middlemen won’t
handle imported products?
17. Discuss the future growth and nature of wholesaling
if chains, scrambled merchandising, and the Internet
continue to become more important. How will wholesalers have to adjust their mixes? Will wholesalers be
eliminated? If not, what wholesaling functions will be
most important? Are there any particular lines of trade
where wholesalers may have increasing difﬁculty?

Suggested Cases
11. Runners World

15. Modern Horizons, Inc.

14. Mixed Media Technologies, Inc.

16. Morgan Company

Computer-Aided Problem
13. Selecting Channel Intermediaries
Art Glass Productions, a producer of decorative glass
gift items, wants to expand into a new territory. Managers at Art Glass know that unit sales in the new
territory will be affected by consumer response to the
products. But sales will also be affected by which combination of wholesalers and retailers Art Glass selects.
There is a choice between two wholesalers. One wholesaler, Giftware Distributing, is a merchant wholesaler
that specializes in gift items; it sells to gift shops, department stores, and some mass-merchandisers. The other

wholesaler, Margaret Degan & Associates, is a manufacturers’ agent that calls on many of the gift shops in the
territory.
Art Glass makes a variety of glass items, but the cost
of making an item is usually about the same—$5.20 a
unit. The items would sell to Giftware Distributing at
$12.00 each—and in turn the merchant wholesaler’s
price to retailers would be $14.00—leaving Giftware
with a $2.00 markup to cover costs and proﬁt. Giftware
Distributing is the only reputable merchant wholesaler
in the territory, and it has agreed to carry the line only if
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Art Glass is willing to advertise in a trade magazine
aimed at retail buyers for gift items. These ads will cost
$8,000 a year.
As a manufacturers’ agent, Margaret Degan would
cover all of her own expenses and would earn 8 percent
of the $14.00 price per unit charged the gift shops. Individual orders would be shipped directly to the retail gift
shops by Art Glass, using United Parcel Service (UPS).
Art Glass would pay the UPS charges at an average cost
of $2.00 per item. In contrast, Giftware Distributing
would anticipate demand and place larger orders in advance. This would reduce the shipping costs, which Art
Glass would pay, to about $.60 a unit.
Art Glass’ marketing manager thinks that Degan
would only be able to sell about 75 percent as many
items as Giftware Distributing—since she doesn’t have
time to call on all of the smaller shops and doesn’t call
on any department stores. On the other hand, the merchant wholesaler’s demand for $8,000 worth of
supporting advertising requires a signiﬁcant outlay.
The marketing manager at Art Glass decided to use a
spreadsheet to determine how large sales would have to
be to make it more proﬁtable to work with Giftware and
to see how the different channel arrangements would
contribute to proﬁts at different sales levels.

a. Given the estimated unit sales and other values shown
on the initial spreadsheet, which type of wholesaler
would contribute the most proﬁt to Art Glass
Productions?
b. If sales in the new territory are slower than expected,
so that the merchant wholesaler was able to sell only
3,000 units—or the agent 2,250 units—which
wholesaler would contribute the most to Art Glass’
proﬁts? (Note: Assume that the merchant wholesaler
only buys what it can sell; that is, it doesn’t carry
extra inventory beyond what is needed to meet
demand.)
c. Prepare a table showing how the two wholesalers’
contributions to proﬁt compare as the quantity sold
varies from 3,500 units to 4,500 units for the merchant wholesaler and 75 percent of these numbers for
the manufacturers’ agent. Discuss these results.
(Note: Use the analysis feature to vary the quantity
sold by the merchant wholesaler, and the program will
compute 75 percent of that quantity as the estimate of
what the agent will sell.)
For additional questions related to this problem, see
Exercise 13-4 in the Learning Aid for Use with Basic Marketing, 14th edition.
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When You
Finish This Chapter,
You Should
1. Know the advantages and disadvantages of the promotion
methods a marketing
manager can use in
strategy planning.
2. Understand the
integrated marketing
communications
concept and why
most ﬁrms use a
blend of different promotion methods.
3. Understand the
importance of promotion objectives.
4. Know how the
communication
process affects promotion planning.
5. Understand how
direct-response promotion is helping
marketers develop
more targeted promotion blends.
6. Understand how
new customer-initiated
interactive communication is different.
7. Know how typical
promotion plans are
blended to get an
extra push from middlemen and help from
customers in pulling
products through the
channel.
8. Understand how
promotion blends
typically vary over the
adoption curve and
product life cycle.
9. Understand how
to determine how
much to spend on
promotion efforts.
10. Understand the
important new terms
(shown in red).
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Chrysler’s new-product develop-

to get a positive halo that would

ment team faced a challenge. They

improve the image and sales of

needed to come up with an exciting

other cars in the line. In addition,

vehicle that would generate a lot of

top management wanted the new

interest and draw consumers into

design to cut costs and use capac-

Chrysler showrooms. The objective

ity by sharing parts with other

wasn’t just to sell the new car but

products_like the Dodge Neon, a
not-so-popular economy sedan. By
the way, Chrysler also wanted the
new vehicle to qualify as a truck to
help meet government gas
mileage requirements for its
truck line. That’s a tall order,
but out of this porridge came
the idea for the PT Cruiser, a
big marketing success.
The PT Cruiser’s unique
retro-look styling played a big
role in generating baby-boomer

price
place
produc
promotion

they also staged a surprise

number and website for

the bait, the interior is the

event to announce that a pro-

consumers to contact.

hook. It’s very ﬂexible_with

duction version would be

26 different seat conﬁgura-

available for the 2000 model

available, 225,000 people

tions, a ﬂat cargo area, and

year. Immediately, the funky

who had asked for more infor-

easy hatchback access. The

new car got free publicity in

mation were in the Cruiser

Cruiser really came across as

national news media that

direct-response promotion

something different_a “per-

would have cost many mil-

database. Chrysler sent these

sonal transportation” (PT)

lions of dollars. As the

“hand raisers” a series of

vehicle unlike any other small

concept car made the car

three mail brochures high-

sedan or truck. But carefully

show circuit, it drew in large

lighting different beneﬁts of

planned promotion leveraged

crowds and interested con-

the Cruiser and inviting them

the whole PT strategy to earn

sumers registered to receive

to visit a dealer. They were

more proﬁt than was originally

more information. Chrysler

also invited to special pre-

expected.

also ran teaser-type print ads.

views to see the car in

The simple ads showed a pic-

person. For example, 10 of

duced a concept car version

ture of the Cruiser and a big

these were scheduled at

of the PT Cruiser at the 1999

Chrysler logo. Simple copy

major sporting events and

Detroit Auto Show. To take

positioned the Cruiser as “an

each attracted over 10,000

advantage of the heavy news

antidote for the daily grind”

consumers in a single week-

coverage the show generates,

and listed both a toll-free

end. People hired to staff the

www.mhhe.com/fourps
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previews were trained on the

sales on almost all of the

seats_to improve margins

whole Chrysler line; they were

year’s production capacity.

and proﬁts on units it was sell-

ready to answer questions,

Dealers couldn’t even keep

ing. And to take advantage of

refer consumers to local deal-

copies of promotional

the investments in Cruiser

ers, and get visitors started

brochures in stock. In light of

development and promotion,

with interactive digital kiosks

the overwhelming demand,

and to keep the buzz going,

that provided in-depth multi-

Chrysler cut back on some of

Chrysler marketers added a

media promotion on every

its planned spending for TV

new convertible for 2003

Chrysler model.

ads. It also had its agency’s

(www.chrysler.com/pt-cruiser).

Chrysler marketers also

creative people change ads to

While the promotion blend

worked on many other special

put even more emphasis on

is selling Cruisers and pulling

sales promotions to build

the whole Chrysler line. Simi-

customers into dealerships,

interest, prompt word of

larly, more ads targeted the

sales on the rest of the

mouth among consumers,

West Coast, where Chrysler

Chrysler line have not picked

and encourage dealer visits.

was having trouble selling

up. Alas, promotion can’t carry

For instance, they offered

against imports.

the whole load of the market-

consumers a $50 gift certiﬁ-

When Cruiser demand con-

ing mix. So marketing man-

cate to Macy’s department

tinued to grow for the 2001

agers at Chrysler will have to

store and promised to make

model, Chrysler expanded

adjust other aspects of their

charity contributions for each

production capacity and

marketing program if they are

test drive.

added a plant in Austria to

going to achieve similar suc-

serve the European market. It

cess with other products in its

shipped from the factory,

also raised price_especially

line.1

dealer sales reps had closed

on fancy options like heated

By the time Cruisers were

Several Promotion Methods Are Available
Promotion is communicating information between seller and potential buyer or
others in the channel to inﬂuence attitudes and behavior. The marketing manager’s
main promotion job is to tell target customers that the right Product is available at
the right Place at the right Price.
As the PT Cruiser example shows, a marketing manager can choose from several
promotion methods—personal selling, mass selling, and sales promotion (see
Exhibit 14-1). Further, because the different promotion methods have different
strengths and limitations, a marketing manager usually uses them in combination.
And, as with other marketing mix decisions, it is critical that the marketer manage
and coordinate the different promotion methods as an integrated whole, not as
separate and unrelated parts.
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Colgate-Palmolive’s director of
promotions holds meetings to
help managers see how to match
promotion techniques to
marketing objectives.

Personal selling—
ﬂexibility is its strength

Personal selling involves direct spoken communication between sellers and
potential customers. Face-to-face selling provides immediate feedback—which helps
salespeople to adapt. Although some personal selling is included in most marketing
mixes, it can be very expensive. So it’s often desirable to combine personal selling
with mass selling and sales promotion.

Mass selling involves
advertising and
publicity

Mass selling is communicating with large numbers of potential customers at the
same time. It’s less ﬂexible than personal selling, but when the target market is large
and scattered, mass selling can be less expensive.
Advertising is the main form of mass selling. Advertising is any paid form of nonpersonal presentation of ideas, goods, or services by an identiﬁed sponsor. It includes
the use of traditional media like magazines, newspapers, radio and TV, signs, and
direct mail as well as new media such as the Internet. While advertising must be
paid for, another form of mass selling—publicity—is “free.”

Publicity avoids
media costs

Publicity is any unpaid form of nonpersonal presentation of ideas, goods, or services. Of course, publicity people are paid. But they try to attract attention to the
ﬁrm and its offerings without having to pay media costs. For example, movie studios
try to get celebrities on TV talk shows because this generates a lot of interest and
sells tickets to new movies without the studio paying for TV time.

Exhibit 14-1
Basic Promotion Methods
and Strategy Planning

Target
market

Product

Place

Personal
selling

Promotion

Mass
selling

Advertising

Price

Sales
promotion

Publicity
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Exhibit 14-2
Example of Sales Promotion
Activities

Aimed at final
consumers or users

Aimed at middlemen

Aimed at company’s
own sales force

Contests
Coupons
Aisle displays
Samples
Trade shows
Point-of-purchase
materials
Banners and
streamers
Frequent buyer
programs
Sponsored events

Price deals
Promotion
allowances
Sales contests
Calendars
Gifts
Trade shows
Meetings
Catalogs
Merchandising aids

Contests
Bonuses
Meetings
Portfolios
Displays
Sales aids
Training materials

Publicity generated by Scholastic, Inc., the distributor of Harry Potter and the
Goblet of Fire, is a classic example. Scholastic knew that there was already interest
in the book; each previous book in the Potter series had increased sales. But Scholastic got a bigger bang, and worldwide media coverage, by notifying bookstores
and the media that no store could sell the book before July 8. Deliveries were scheduled to make that stick. And Scholastic kept the title, cover, and plot shrouded in
secrecy. As word of the secrecy spread, national media picked up on the story and
devoted a huge amount of attention to it. For example, Harry was on the cover of
Newsweek and a feature article explained all of the reasons why it was going to be
one of the fastest-selling books in history. With publicity like that, even people who
had never heard of the series wanted to ﬁnd out what they were missing.2
If a ﬁrm has a really new message, publicity may be more effective than advertising.
Trade magazines, for example, may carry articles featuring the newsworthy products of
regular advertisers—in part because they are regular advertisers. The ﬁrm’s publicity
people write the basic copy and then try to convince magazine editors to print it. Each
year, magazines print photos and stories about new cars—and often the source of the
information is the auto producers. A consumer might not pay any attention to an ad
but might carefully read a long magazine story with the same information.
Some companies prepare videotapes designed to get free publicity for their products on TV news shows. For example, after learning that Seattle Mariner Jay Buhner
loves Cheerios, a General Mills marketing manager had 162 boxes of the cereal
stuffed into his spring-training locker. Then he made a videotape of Buhner’s surprise on opening his locker. When the videotape was offered to TV stations, it was
shown on news programs in 12 major markets around the country. It cost little to
produce the video, but it would have cost hundreds of thousands of dollars to get
as much attention with advertising on the evening news.3

Sales promotion tries
to spark immediate
interest

Sales promotion refers to promotion activities—other than advertising, publicity, and personal selling—that stimulate interest, trial, or purchase by ﬁnal
customers or others in the channel. Sales promotion may be aimed at consumers,
at middlemen, or at a ﬁrm’s own employees. Examples are listed in Exhibit 14-2.
Relative to other promotion methods, sales promotion can usually be implemented
quickly and get results sooner. In fact, most sales promotion efforts are designed to
produce immediate results.

Less is spent on
advertising than
personal selling or
sales promotion

Many people think that promotion money gets spent primarily on advertising—
because advertising is all around them. The many ads you see on the Web, in
magazines and newspapers, and on TV are impressive—and costly. But all the special sales promotions—coupons, sweepstakes, trade shows, sporting events sponsored
by ﬁrms, and the like—add up to even more money. Similarly, salesclerks complete
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most retail sales. And behind the scenes, much personal selling goes on in the channels and in other business markets. In total, ﬁrms spend less money on advertising
than on personal selling or sales promotion.
We’ll talk about individual promotion methods in more detail in the next two
chapters. First, however, you need to understand the role of the whole promotion
blend—personal selling, mass selling, and sales promotion combined—so you can
see how promotion ﬁts into the rest of the marketing mix.

Someone Must Plan, Integrate, and Manage the Promotion Blend
Each promotion method has its own strengths and weaknesses. Each method also
involves its own distinct activities and requires different types of expertise. As a
result, it’s usually the responsibility of specialists—such as sales managers, advertising managers, and promotion managers—to develop and implement the detailed
plans for the various parts of the overall promotion blend.

Sales managers
manage salespeople

Sales managers are concerned with managing personal selling. Often the sales
manager is responsible for building good distribution channels and implementing
Place policies. In smaller companies, the sales manager may also act as the marketing manager and be responsible for advertising and sales promotion.

Advertising managers
work with ads and
agencies

Advertising managers manage their company’s mass-selling effort—in television,
newspapers, magazines, and other media. Their job is choosing the right media and
developing the ads. Advertising departments within their own ﬁrms may help in
these efforts—or they may use outside advertising agencies. The advertising manager may handle publicity too. Or it may be handled by an outside agency or by
whoever handles public relations—communication with noncustomers, including
labor, public interest groups, stockholders, and the government.

Sales promotion
managers need many
talents

Sales promotion managers manage their company’s sales promotion effort. In
some companies, a sales promotion manager has independent status and reports
directly to the marketing manager. If a ﬁrm’s sales promotion spending is substantial,

Sales promotions such as the
price-off coupon from Soft Scrub
in the U.S. and the free product
samples and coupons from Ajax
in Greece prompt consumers to
try a product—and a consumer
who is satisﬁed with the trial is
likely to become a regular
customer.
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Stanley Works depends on a blend of integrated marketing communications, including sales presentations and product demonstration
tours, trade ads focused on retailers, ads targeted at end-users, and a website that provides information on the whole line.

it probably should have a speciﬁc sales promotion manager. Sometimes, however, the
sales or advertising departments handle sales promotion efforts—or sales promotion
is left as a responsibility of individual brand managers. Regardless of who the manager is, sales promotion activities vary so much that many ﬁrms use both inside and
outside specialists.

Marketing manager
talks to all, blends all

Although many specialists may be involved in planning for and implementing
speciﬁc promotion methods, determining the blend of promotion methods is a strategy decision—and it is the responsibility of the marketing manager.
The various promotion specialists tend to focus on what they know best and
their own areas of responsibility. A creative web page designer or advertising copywriter in New York may have no idea what a salesperson does during a call on a
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wholesale distributor. In addition, because of differences in outlook and experience,
the advertising, sales, and sales promotion managers often have trouble working
with each other as partners. Too often they just view other promotion methods as
using up budget money they want.
The marketing manager must weigh the pros and cons of the various promotion
methods, then devise an effective promotion blend—ﬁtting in the various departments and personalities and coordinating their efforts. Then the advertising, sales,
and sales promotion managers should develop the details consistent with what the
marketing manager wants to accomplish.

Send a consistent and
complete message
with integrated
marketing
communications

Internet

Effective blending of all of the firm’s promotion efforts should produce

integrated marketing communications—the intentional coordination of every

communication from a ﬁrm to a target customer to convey a consistent and complete message.
The PT Cruiser case at the start of this chapter is a good example of integrated
marketing communications. Different promotion methods handle different parts of
the job. Yet the methods are coordinated so that the sum is greater than the parts.
The separate messages are complementary, but also consistent.
Internet Exercise Sony produces a very wide variety of products. Does the
information available on its website (www.sony.com) appear to be part of an
integrated marketing communications effort? Explain your thinking.

It seems obvious that a firm’s different communications to a target market
should be consistent. However, when a number of different people are working
on different promotion elements, they are likely to see the same big picture only
if a marketing manager ensures that it happens. Getting consistency is harder
when different ﬁrms in the distribution channel handle different aspects of the
promotion effort. Different channel members may have conﬂicting objectives—
especially if they don’t have a common focus on the customer at the end of the
channel.
To get effective coordination, everyone involved with the promotion effort must
clearly understand the plan for the overall marketing strategy. They all need to
understand how each promotion method will contribute to achieve speciﬁc promotion objectives. 4

Which Methods to Use Depends on Promotion Objectives
Overall objective is to
affect behavior

The different promotion methods are all different forms of communication. But
good marketing managers aren’t interested in just communicating. They want communication that encourages customers to choose a speciﬁc product. They know that
if they have a better offering, informed customers are more likely to buy. Therefore,
they’re interested in (1) reinforcing present attitudes or relationships that might lead
to favorable behavior or (2) actually changing the attitudes and behavior of the
ﬁrm’s target market.
In terms of demand curves, promotion may help the firm make its present
demand curve more inelastic, or shift the demand curve to the right, or both.
These possibilities are shown in Exhibit 14-3. The buyer behavior model introduced in Chapter 6 showed the many inﬂuences on buying behavior. You saw
there that affecting buyer behavior is a tough job—but that is exactly the objective of Promotion.
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Exhibit 14-3
Promotion Seeks to Shift the
Demand Curve

Price

Price

Price

D2

D1
D1

D2
0

Quantity

A. Demand more
inelastic (consumers
less price-sensitive)

D2

0

Quantity

B. Demand shift to
the right (consumers
buy more)

D1
0

Quantity

C. Both to the right
and more
inelastic

Informing, persuading,
and reminding are
basic promotion
objectives

A ﬁrm’s promotion objectives must be clearly deﬁned—because the right
promotion blend depends on what the ﬁrm wants to accomplish. It’s helpful to think
of three basic promotion objectives: informing, persuading, and reminding target customers about the company and its marketing mix. All try to affect buyer behavior
by providing more information.
Even more useful is a more specific set of promotion objectives that states
exactly who you want to inform, persuade, or remind, and why. This is unique to
each company’s strategy—and specific objectives vary by promotion method.
We’ll talk about more speciﬁc promotion objectives in the next two chapters.
Here we’ll limit ourselves to the three basic promotion objectives and how you
can reach them.

Informing is educating

Potential customers must know something about a product if they are to buy
at all. A ﬁrm with a really new product may not have to do anything but inform
consumers about it and show that it meets consumer needs better than other
products.

Persuading usually
becomes necessary

When competitors offer similar products, the ﬁrm must not only inform customers
that its product is available but also persuade them to buy it. A persuading objective means the ﬁrm will try to develop a favorable set of attitudes so customers will
buy, and keep buying, its product. A persuading objective often focuses on reasons
why one brand is better than competing brands. To convince consumers to buy
Tylenol rather than some other ﬁrm’s brand, Johnson & Johnson’s ads position
Tylenol as the safe and effective pain relief medicine that is typically used by
hospitals.

Reminding may be
enough, sometimes

If target customers already have positive attitudes about a ﬁrm’s marketing mix—
or a good relationship with a ﬁrm—a reminding objective might be suitable. This
objective can be extremely important in some cases. Even though customers have
been attracted and sold once, they are still targets for competitors’ appeals. Reminding them of their past satisfaction may keep them from shifting to a competitor.
Campbell realizes that most people know about its soup—so much of its advertising
is intended to remind.

Promotion objectives
relate to adoption
process

In Chapter 6, we looked at consumer buying as a problem-solving process in
which buyers go through six steps—awareness, interest, evaluation, trial, decision,
and conﬁrmation—on the way to adopting (or rejecting) an idea or product. Now
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This trade ad for Kellogg’s new
Snack ’Ums informs potential
channel members that the new
product is available and that
market testing gives evidence
that it will be proﬁtable for the
retailer. With its ad Beech-Nut
wants to persuade parents that
its natural baby food is superior
to other products.

we see that the three basic promotion objectives relate to these six steps. See Exhibit
14-4. Informing and persuading may be needed to affect the potential customer’s
knowledge and attitudes about a product and then bring about its adoption. Later
promotion can simply remind the customer about that favorable experience and conﬁrm the adoption decision.

Informing
Persuading
Reminding

Adoption Process (Chapter 6)

AIDA Model

Awareness
Interest
Evaluation
Trial
Decision
Conﬁrmation

Attention
Interest

abc

Promotion Objectives

adddddbdddddc

Exhibit 14-4
Relation of Promotion
Objectives, Adoption
Process, and AIDA Model

The basic promotion objectives and adoption process ﬁt very neatly with another
action-oriented model—called AIDA—that we will use in this and the next two
chapters to guide some of our discussion.
The AIDA model consists of four promotion jobs: (1) to get Attention, (2) to
hold Interest, (3) to arouse Desire, and (4) to obtain Action. (As a memory aid,
note that the first letters of the four key words spell AIDA, the well-known
opera.)
Exhibit 14-4 shows the relationship of the adoption process to the AIDA jobs.
Getting attention is necessary to make consumers aware of the company’s offering.
Holding interest gives the communication a chance to build the consumer’s interest in the product. Arousing desire affects the evaluation process—perhaps building
preference. And obtaining action includes gaining trial, which may lead to a purchase decision. Continuing promotion is needed to conﬁrm the decision and
encourage an ongoing relationship and additional purchases.

Desire

abc

The AIDA model is a
practical approach

Action
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Exhibit 14-5
The Traditional
Communication Process

Source

Encoding

Message
channel

Decoding

Receiver

Noise

Feedback

Promotion Requires Effective Communication
Communication can
break down

Promotion is wasted if it doesn’t achieve its objectives. And that happens when
it doesn’t communicate effectively. There are many reasons why a promotion message can be misunderstood or not heard at all. To understand this, it’s useful to think
about a whole communication process—which means a source trying to reach a
receiver with a message. Exhibit 14-5 shows the elements of the communication
process. Here we see that a source—the sender of a message—is trying to deliver
a message to a receiver—a potential customer. Research shows that customers evaluate not only the message but also the source of the message in terms of
trustworthiness and credibility. For example, American Dental Association (ADA)
studies show that Listerine mouthwash helps reduce plaque buildup on teeth. Listerine mentions the ADA endorsement in its promotion to help make the
promotion message credible.
A major advantage of personal selling is that the source—the seller—can get
immediate feedback from the receiver. It’s easier to judge how the message is being
received and to change it if necessary. Mass sellers usually must depend on marketing research or total sales ﬁgures for feedback—and that can take too long. As we’ll
discuss later in this chapter, this has prompted many marketers to include toll-free
telephone numbers and website addresses as ways of building direct-response feedback from consumers into their mass-selling efforts.
The noise—shown in Exhibit 14-5—is any distraction that reduces the effectiveness of the communication process. Conversations and snack-getting during TV
ads are noise. The clutter of competing ads on the Internet is noise. Advertisers
planning messages must recognize that many possible distractions—noise—can
interfere with communications.

Encoding and decoding
depend on a common
frame of reference

The basic difficulty in the communication process occurs during encoding and
decoding. Encoding is the source deciding what it wants to say and translating
it into words or symbols that will have the same meaning to the receiver.
Decoding is the receiver translating the message. This process can be very tricky.
The meanings of various words and symbols may differ depending on the attitudes and experiences of the two groups. People need a common frame of
reference to communicate effectively. See Exhibit 14-6. Maidenform encountered this problem with its promotion aimed at working women. The company
ran a series of ads depicting women stockbrokers and doctors wearing Maidenform lingerie. The men in the ads were fully dressed. Maidenform was trying to
show women in positions of authority, but some women felt the ad presented
them as sex objects. In this case, the promotion people who encoded the message didn’t understand the attitudes of the target market and how they would
decode the message.5

Exhibit 14-6
This Same Message May Be
Interpreted Differently
Encoder
Common
frame of
reference
Decoder
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Message channel is
important too

The communication process is complicated even more because the receiver
knows the message is not only coming from a source but also through some message
channel—the carrier of the message. A source can use many message channels to
deliver a message. The salesperson does it in person with voice and action. Advertising must do it with magazines, newspapers, radio, and TV, or with media such as
e-mail or Internet websites. A particular message channel may enhance or detract
from a message. A TV ad, for example, can show that Dawn dishwashing detergent
“takes the grease away”; the same claim might not be very convincing—or might
be resented—if it arrived in a consumer’s e-mail. On the other hand, a receiver may
attach value to a product if the message comes in a well-respected newspaper or
magazine. Some consumers buy products advertised in Good Housekeeping magazine,
for example, because they have faith in its seal, which carries a two-year limited
warranty to replace a product (or refund the purchase price) if the product is
defective.6

The same message
may be interpreted
differently

Different audiences may see the same message in different ways or interpret the
same words differently. Such differences are common in international marketing
when cultural differences or translation are problems. In Taiwan, the translation of
the Pepsi slogan “Come alive with the Pepsi Generation” came out as “Pepsi will
bring your ancestors back from the dead.” When Frank Perdue said, “It takes a tough
man to make a tender chicken,” Spanish speakers heard “It takes a sexually stimulated man to make a chicken affectionate.” Worse, a campaign for Schweppes Tonic
Water in Italy translated the name into Schweppes Toilet Water. Many ﬁrms run
into problems like this.7
Problems occur even when there is no translation. For example, a new children’s
cough syrup was advertised as extra strength. The advertising people thought they
were assuring parents that the product worked well. But Moms and Dads avoided
the product because they feared that it might be too strong for their children.

Ethical issues in
marketing
communications

Promotion is one of the most often criticized areas of marketing, and many of
the criticisms focus on whether communications are honest and fair. Marketers must
sometimes make ethical judgments in considering these charges and in planning
their promotion.
Video publicity releases provide an interesting example. When a TV news program broadcasts a video publicity release, consumers don’t know it was prepared to

Good Housekeeping is taking
advantage of consumer
conﬁdence in its seal and has
developed a new program for
website certiﬁcation.
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achieve marketing objectives; they think the news staff is the source. That may
make the message more credible, but is it fair? Many say yes—as long as the publicity information is truthful. But gray areas still remain. Consider, for example, a
SmithKline Beecham video about a prescription heart attack drug. An estimated
27 million consumers saw the video on various TV news programs. The video
included a laundry list of possible side effects and other warnings, just as is required
for normal drug advertising. But there’s never any guarantee that the warnings won’t
be edited out by local TV stations.
Critics raise similar concerns about the use of celebrities in advertisements. A
person who plays the role of an honest and trustworthy person on a popular TV
series may be a credible message source in an ad, but is using such a person misleading to consumers? Some critics believe it is. Others argue that consumers
recognize advertising when they see it and know celebrities are paid for their
endorsements.
The most common criticisms of promotion relate to promotional messages that
make exaggerated claims. What does it mean for an ad or a salesperson to claim
that a product is the “best available”? Is that the personal opinion of people in the
ﬁrm, or should every statement—even very general ones—be backed up by objective proof? What type of proof should be required? Some promotional messages do
misrepresent the beneﬁts of a product. However, most marketing managers want to
develop ongoing relationships with, and repeat purchases from, their customers.
They realize that customers won’t come back if the marketing mix doesn’t deliver
what the promotion promises. Further, consumers are becoming more skeptical
about all the claims they hear and see. As a result, most marketing managers work
to make promotion claims speciﬁc and believable.8

Integrated Direct-Response Promotion Is Very Targeted
The challenge of developing promotions that reach speciﬁc target customers has
prompted many ﬁrms to turn to direct marketing—direct communication between
a seller and an individual customer using a promotion method other than face-toface personal selling. Most direct marketing communications are designed to prompt
immediate feedback—a direct response—by customers. That’s why this type of communication is often called direct-response promotion.
Early efforts in the direct-response area focused on direct-mail advertising. A
carefully selected mailing list—perhaps from the ﬁrm’s customer relationship management (CRM) database—allowed advertisers to reach a speciﬁc target audience
with speciﬁc interests. And direct-mail advertising proved to be very effective when
the objective was to get a direct response from the customer.

Now it’s more than
direct-mail advertising

Achieving a measurable, direct response from speciﬁc target customers is still the
heart of direct promotion. But the promotion medium is evolving to include not
just mail but telephone, print, e-mail, a website, broadcast, and even interactive
video. The customer’s response may be a purchase (or donation), a question, or a
request for more information. At a website, the response may be a simple mouseclick to link to more information, a click to put an item in a virtual shopping cart,
or a click to purchase.
Often the customer responds by calling a toll-free telephone number or, in the
case of business markets, by sending a fax or an e-mail. A knowledgeable salesperson talks with the customer on the phone and follows up. That might involve ﬁlling
an order and having it shipped to the customer or putting an interested prospect in
touch with a salesperson who makes a personal visit. There are, however, many
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FTD’s website encourages a direct response from consumers, starting with a personalized calendar where the customer can enter dates
for important ﬂower-giving occasions. Similarly, Campbell’s Soup encourages consumers to sign up to receive free recipes that are
e-mailed each week.

variations on this approach. For example, some ﬁrms route incoming informationrequest calls to a computerized answering system. The caller indicates what
information is required by pushing a few buttons on the telephone keypad. Then
the computer instantly sends requested information to the caller’s fax machine.
Direct-response promotion is often an important component of integrated marketing communications programs and is closely tied to other elements of the
marketing mix. However, what distinguishes this general approach is that the marketer targets more of its promotion effort at speciﬁc individuals who respond
directly.9
A promotion campaign that marketing managers developed for Ryder Systems’
move-it-yourself rental trucks illustrates these ideas. Ryder’s marketing strategy
focused on quality trucks and service rather than bargain-basement prices. Ryder’s
objective was to increase truck rentals and sales of supplies while maintaining its
premium prices. Most other rental ﬁrms were competing with lower prices—hoping
for gains in market share to offset a market that was shrinking because of a weak
economy.
To reach the target market—consumers
who were considering a move—Ryder
placed 60-second ads on popular TV shows
whose audience demographics matched
Ryder’s target market. The ads touted
Ryder quality and also offered consumers a
free home-moving guide and planning kit.
All the consumer had to do to get the promotional brochure was call a toll-free
telephone number. The brochure provided
useful information about moving—including details on how Ryder’s comfortable
trucks and helpful services could make the move easier. It also included a discount
coupon for Ryder supplies—like furniture pads and locks—that consumers could
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redeem at any Ryder dealer. Equally important, the computerized mailing list
(database) of people who called for the brochure served as a targeted list of prospects
for Ryder’s telemarketing salespeople. When one of them identiﬁed a good prospect,
the ﬁnal personal selling job was turned over to a local Ryder dealer. The dealer’s
personal attention helped to resolve consumer questions and get rental contracts.
Further, because the whole promotion effort was consistent in differentiating Ryder’s
quality services, the dealers were able to charge a higher price than competitors.10

Target customer
directly with a
database

As the Ryder case suggests, direct-response promotion usually relies on a customer
(or prospect) database to target speciﬁc individuals. The computerized database
includes customers’ names and addresses (or telephone numbers) as well as past purchases and other segmenting characteristics. Greenpeace and the Cousteau Society
send mail advertisements to people interested in environmental issues. They ask for
donations or other types of support. Individuals (or segments) who respond to direct
promotion are the target for additional promotion. For example, a customer who
buys lingerie from a catalog or a website once is a good candidate for a follow up.
The follow up might extend to other types of clothing.
BMW and other car companies found that videotapes are a good way to provide
consumers with a lot of information about a new model. However, it’s too expensive to send tapes to everyone. To target the mailing, BMW ﬁrst sends likely car
buyers (high-income consumers who own a BMW or competing brand) personalized direct-mail ads that offer a free videotape. Interested consumers send back a
return card. Then BMW sends the advertising tape and updates its database so a
dealer will know to call the consumer.

Direct-response
methods raise ethical
concerns

Direct-response promotion and customer relationship management database targeting have become an important part of many marketing mixes—and more and
more customers ﬁnd it very convenient. But not everyone is enthusiastic. Some critics argue that thousands of acres of trees are consumed each week—just to make
the paper for direct response “junk mail” that consumers don’t want. Most e-mail
users also get uninvited messages—“spam.” Other critics worry about privacy issues
related to how a direct-response database might be used, especially if it includes
detailed information about a consumer’s purchases. Similarly, many consumers don’t
like getting direct promotion telephone solicitations at any time, but especially in
the evening and at meal times when they seem to be particularly frequent. Most
states have passed laws prohibiting automatic calling systems that use prerecorded
messages rather than a live salesperson. There is also growing concern by computer
users about receiving e-mail they don’t want. Worse, some ﬁrms have been criticized for creating websites that secretly install programs on customers’ computers.
Then, unknown to the user, the program gathers information about other websites
the user visits and sends it back to the ﬁrm over the Internet. Most ﬁrms that use
direct-response promotion are very sensitive to these concerns and take steps to
address them.11

The Customer May Initiate the Communication Process
Traditional thinking about promotion—and for that matter about the communication process—has usually been based on the idea that it’s the seller (“source”)
who initiates the communication. Of course, for decades consumers have been looking in the Yellow Pages for information or asking retail salespeople for help.
Similarly, it’s not news that organizational buyers contact potential vendors to ask
questions or request bids.
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Even so, marketers often think of the buyer as a more or less passive message
receiver in the communication process—at least until the marketer has done something to stimulate attention, interest, and desire. That’s one reason that targeting
is so important—so that the promotion effort and expense isn’t wasted on someone
who isn’t at all interested. Moreover, the need for a blend of promotion methods is
built on the idea that at any given moment you can get a customer’s attention and
interest for only a few seconds—or a few minutes if you’re really lucky. Even with
highly targeted direct-response promotion, the marketer typically has taken the ﬁrst
step with promotion to get the interaction started.

New electronic media
enable interactive
communication

Internet

However, this is changing. In the information age, it is much easier for customers
to search for information on their own. In fact, buyers can access a great deal of
information and place an order without the seller having been directly involved at
all. The new interactive information technologies enabling this change take many
different forms, but some of the most important are websites, e-mail list-servers,
caller-controlled fax-on-demand, computerized telephone voice-messaging systems,
video kiosks in malls, CD-ROM and DVD disks on personal computers, and
WebTV.
New variations on these interactive technologies are being developed all of the
time. For example, in England, where interactive cable TV systems have been operating for a decade, consumers have access to a system called Teletext. With Teletext,
they can use their standard TV remote control unit to search through thousands of
on-screen pages of information—ranging from the schedule for ﬂights from London’s
airports and the current weather to advertising for automobiles and specials at the
local supermarket. The beneﬁts of Teletext are very similar to the beneﬁts of the
World Wide Web on the Internet, but it uses a standard TV. Similar systems will
become more available in other countries as government regulations change and as
cable companies upgrade their equipment.
Internet Exercise Visit the Campbell’s Soup website (www.campbellsoup.com).
Does the website make it easy for you to get information? Does it make you
want to spend more time and get more information? Explain your answer.

Work is underway to develop broadcast systems in which icons will appear onscreen as consumers watch a program or movie. For example, an icon might appear
on a jacket worn by a talk show guest. A consumer who is interested in the product will be able to press a button on a remote control to get more information about
the product or where to buy it—or even to place an order. The same concept is
already implemented on DVDs for some movies. When this type of system is available via cable (or with streaming video over the Internet), it will provide a powerful
new tool for marketers and, over time, reshape the way many marketing communications are handled.
This type of customer-initiated information search and/or communication represents a change that will become prevalent for more types of purchases in the future,
so we should think about it in more detail. Let’s start by contrasting the simple
model of customer (“receiver”) initiated interactive communication shown in
Exhibit 14-7. At ﬁrst it doesn’t seem very different from the traditional communication model we considered earlier (Exhibit 14-5). However, the differences are
signiﬁcant.

Consumer initiates
communication with a
search process

In the model in Exhibit 14-7, a customer initiates the communication process
with a decision to search for information in a particular message channel. The most
far-reaching message channel to search is the Internet. The message channel is still
the carrier of the message, as was the case before, but “searchable” message channels

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

406

14. Promotion −
Introduction to Integrated
Marketing
Communications

© The McGraw−Hill
Companies, 2002

Text

Chapter 14

Exhibit 14-7
A Model of CustomerInitiated Interactive
Communication

Receiver
(Customer)

Source’s
Message

Search
Noise

Select a
topic

Message
channel

usually feature an archive of existing messages on a number of topics. There may be
many available topics—even millions.
In the next step, the consumer selects one speciﬁc topic on which to receive a
message. Selecting a topic might be done in one of a variety of ways, depending on
the message channel. The most typical approaches involve using a mouse, remote
control device, or keypad to highlight a selection from an initial list (like a table
of contents or index). Of course, other approaches are common. For example, many
dial-up telephone systems are using voice-recognition systems. Or, in the case of the
Internet, you might enter a word or phrase and have the computer search for a list
of topics that include it.

Consumer decides how
much information
to get

Once a speciﬁc topic is selected, the message for that topic is displayed. Typically,
the message is brief. But it may include a simple way to get more detailed information, select another related topic, return to the original selection process, or quit the
search. Thus, after each message the consumer can decide whether to search further
(say, to get more detail on an initial topic or to broaden the search to other topics).
This interactive approach makes it easy for the consumer to conveniently get as
much or little information as desired and to spend as much time searching as seems
worthwhile. However, noise may still be a problem. For example, a consumer who
wants information about a speciﬁc product may waste a lot of time and still not
ﬁnd what is needed—because it is not available on the message channel or it is too
hard to ﬁnd. So some ﬁrms offer consumers a website choice that establishes communication with a real person at a 24-hour-a-day service center. Some of these
systems use instant messaging so that the consumer and a customer service person
can chat online. With other systems, like AT&T’s “Interactive Answers” approach,
a person at the calling center telephones the customer and provides the precise product information or help needed. Other ﬁrms are using variations of this approach,
including live teleconferencing over the Internet. Many personal computers now
come equipped with everything needed for this type of Internet teleconferencing.

Action—including
purchase—may be
immediate

Even without a voice link to a live salesperson, the action required to make a
purchase by interactive media is usually very fast and easy—because one of the topics available for the customer to select is “how to buy.” At many Internet sites, for
example, a consumer can click on a selected item to place it in a virtual shopping
cart, charge it to a credit card, and arrange for shipping by a service like UPS.
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Lipstream and Macromedia offer
products that help marketing
managers take advantage of the
interactive and multimedia
potential of website
communications.

Custom
communications will be
more personalized

As you can see, the traditional principles of communication that we discussed earlier
in the chapter are still important in customer-initiated interactive communication. At
the same time, the interactive approach allows the marketer to customize communication to the needs and responses of the consumer. As new approaches develop in this
arena, we are seeing more promotion targeted at single-person “segments.”
Electronic media also allows many types of information—pictures, graphs, words,
video, and sounds—to be used. As a result, a key advantage of the new electronic
media is that all of the different promotional materials that a ﬁrm develops can be
available in one place. This allows managers with different specialties to see how
their materials work with the rest of the promotion blend—so there is even more
incentive to develop integrated communications.12

How Typical Promotion Plans Are Blended and Integrated
There is no one right
blend

There is no one right promotion blend for all situations. Each one must be developed as part of a marketing mix and should be designed to achieve the ﬁrm’s
promotion objectives in each marketing strategy. So let’s take a closer look at typical promotion blends in different situations.

Get a push in the
channel with promotion
to middlemen

When a channel of distribution involves middlemen, their cooperation can be
crucial to the success of the overall marketing strategy. Pushing (a product through
a channel) means using normal promotion effort—personal selling, advertising, and
sales promotion—to help sell the whole marketing mix to possible channel members. This approach emphasizes the importance of building a channel and securing
the wholehearted cooperation of channel members to push the product down the
channel to the ﬁnal user.
Producers usually take on much of the responsibility for the pushing effort in the
channel. However, most wholesalers also handle at least some of the promotion to
retailers or other wholesalers further down the channel. Similarly, retailers often
handle promotion in their local markets. The overall promotion effort is most likely
to be effective when all of the individual messages are carefully integrated—that is,
coordinated, consistent, and complete.
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Nesquik’s ad is targeted at
parents and kids and designed to
stimulate demand and help pull
Nesquik’s popular chocolate
additive for milk through the
channel of distribution. Dome’s
trade ad message is targeted at
retailers and designed to
persuade them to give the
Handeze therapeutic support
glove an extra promotional push.

Promotion to
middlemen emphasizes
personal selling

Salespeople handle most of the important communication with middlemen.
Middlemen don’t want empty promises. They want to know what they can expect
in return for their cooperation and help. A salesperson can answer questions about
what promotion will be directed toward the ﬁnal consumer, each channel member’s
part in marketing the product, and important details on pricing, markups, promotion assistance, and allowances.
A salesperson can help the ﬁrm determine when it should adjust its marketing
mix from one middleman to another. In highly competitive urban areas, for example, mixes may emphasize price.
When a number of suppliers offer similar products and compete for attention and
shelf space, the wholesaler or retailer usually pays attention to the one with the best
proﬁt potential. In these situations, the sales rep must convince the middleman that
demand for the product exists and that making a proﬁt will be easy. A ﬁrm can make
the sales rep’s job easier by targeting special sales promotions at middlemen too.
Sales promotions targeted at middlemen usually focus on short-term arrangements
that will improve the middleman’s proﬁts. For example, a soft-drink bottler might
offer a convenience store a free case of drinks with each two cases it buys. The free
case improves the store’s proﬁt margin on the whole purchase. Other types of sales
promotions—such as contests that offer vacation trips for high-volume middlemen—are also common.
Firms run ads in trade magazines to recruit new middlemen or to inform channel
members about a new offering. Trade ads usually encourage middlemen to contact the
supplier for more information, and then a salesperson takes over.

Push within a
ﬁrm—with promotion
to employees

Some ﬁrms emphasize promotion to their own employees—especially salespeople
or others in contact with customers. This type of internal marketing effort is basically
a variation on the pushing approach. One objective of an annual sales meeting is
to inform reps about important elements of the marketing strategy—so they’ll work
together as a team to implement it. Some ﬁrms use promotion to motivate employees to work harder at speciﬁc jobs—such as providing customer service or achieving
higher sales. For example, many ﬁrms use sales contests and award free trips to big
sellers.
Some companies design ads to communicate to employees and boost the employees’ image. This is typical in services where the quality of the employees’ efforts is
a big part of the product. Some ads, for example, use the theme “we like to see you
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Producer’s promotion blend
Personal selling, sales promotion, advertising,
and publicity
Promotion to channel members
Wholesalers'
promotion
push
Promotion
to business
customers

Wholesalers’
promotion
push

Retailers’
promotion
push

Business
customers
request (pull)
product

Promotion
to final
consumers

Final
consumers
request (pull)
product

smile.” The ads communicate to customers, but also remind employees that the service they provide is crucial to customer satisfaction.

Pulling policy—
customer demand pulls
the product through
the channel

Regardless of what promotion a ﬁrm uses to get help from channel members or
employees in pushing a product, most producers focus a signiﬁcant amount of promotion on customers at the end of the channel. This helps to stimulate demand
and pull the product through the channel of distribution. Pulling means getting customers to ask middlemen for the product.
Pulling and pushing are usually used in combination. See Exhibit 14-8. However,
if middlemen won’t work with a producer—perhaps because they’re already carrying
a competing brand—a producer may try to use a pulling approach by itself. This
involves highly aggressive and expensive promotion to ﬁnal consumers or users—
perhaps using coupons or samples—temporarily bypassing middlemen. If the
promotion works, the middlemen are forced to carry the product to satisfy customer
requests. However, this approach is risky. An expensive promotion effort is wasted
if customers lose interest before reluctant middlemen make the product available.
At minimum, middlemen should be told about the planned pulling effort—so they
can be ready if the promotion succeeds.
Who handles promotion to ﬁnal customers at the end of the channel varies in
different channel systems—depending on the mix of pushing and pulling. Further,
the promotion blend typically varies depending on whether customers are ﬁnal consumers or business users.13

Promotion to ﬁnal
consumers

The large number of consumers almost forces producers of consumer products and
retailers to emphasize advertising and sales promotion. Sales promotion—such as
coupons, contests, or free samples—builds consumer interest and short-term sales
of a product. Effective mass selling may build enough brand familiarity so that little personal selling is needed—as in self-service and discount operations.14
Some retailers—specialty shops in particular—rely heavily on well-informed
salespeople. Technical products (like camcorders or computers) and personal services (like health care and estate planning) may also require personal selling. Direct
selling ﬁrms like Amway also rely on personal selling. But aggressive personal selling to ﬁnal consumers usually is found in expensive channel systems, such as those
for fashionable clothing, furniture, consumer electronics, and automobiles.
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NewChannel wants to help ﬁrms
identify the best prospects who
visit the ﬁrm’s website so that a
salesperson can then immediately
reach out and move them
through the sales process.

Promotion to business
customers

Producers and wholesalers who target business customers often emphasize personal selling. This is practical because these customers are much less numerous than
ﬁnal consumers and their purchases are typically larger.
Moreover, business customers may have technical questions or need adjustments
in the marketing mix. An extremely technical business product may require a heavy
emphasis on personal selling—using technically trained salespeople. This is the only
sure way to make the product understood and get feedback on how customers use
it. The technical sales rep meets with engineers, production managers, purchasing
agents, and top managers and can adjust the sales message to the needs of these
various inﬂuences.
Sales reps can be more ﬂexible in adjusting their companies’ appeals to suit each
customer—and personal contact is usually required to close a sale. A salesperson is
also able to call back later to follow up with additional information, resolve any
problems, and nurture the relationship with the customer.
While personal selling dominates in business markets, mass selling is necessary
too. A typical sales call on a business customer costs about $200.15 That’s because
salespeople spend less than half their time actually selling. The rest is consumed
by such tasks as traveling, paperwork, sales meetings, and strictly service calls. So
it’s seldom practical for salespeople to carry the whole promotion load.
Ads in trade magazines or at a B2B e-commerce website, for instance, can inform
potential customers that a product is available. Most trade ads give a toll-free telephone number, fax number, or website address to stimulate direct inquiries.
Domestic and international trade shows also help identify prospects. Even so, most
sellers who target business customers spend only a small percentage of their promotion budget on mass selling and sales promotion.

Each market segment
may need a unique
blend

Knowing what type of promotion is typically emphasized with different targets is
useful in planning the promotion blend. But each unique market segment may need
a separate marketing mix and a different promotion blend. Some mass-selling specialists miss this point. They think mainly in terms of mass marketing rather than
target marketing. Aiming at large markets is desirable in some situations, but promotion aimed at everyone can end up hitting no one. In developing the promotion
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blend, you should be careful not to slip into a shotgun approach when what you
really need is a riﬂe approach—with a more careful aim.

Adoption Processes Can Guide Promotion Planning
The AIDA and adoption processes look at individuals. This emphasis on individuals helps us understand how promotion affects the way that people behave. But
it’s also useful to look at markets as a whole. Different segments of customers within
a market may behave differently—with some taking the lead in trying new products and, in turn, inﬂuencing others.

Promotion must vary
for different adopter
groups

Research on how markets accept new ideas has led to the adoption curve model.
The adoption curve shows when different groups accept ideas. It shows the need to
change the promotion effort as time passes. It also emphasizes the relations among groups
and shows that individuals in some groups act as leaders in accepting a new idea.
Exhibit 14-9 shows the adoption curve for a typical successful product. Some of
the important characteristics of each of these customer groups are discussed below.
Which one are you?

Innovators don’t mind
taking some risks

The innovators are the ﬁrst to adopt. They are eager to try a new idea and willing
to take risks. Innovators tend to be young and well educated. They are likely to be
mobile and have many contacts outside their local social group and community. Business ﬁrms in the innovator group are often aggressive small companies with an
entrepreneurial view and willingness to take the risk of doing something new and different. However, large ﬁrms, especially specialized ones, may be in the innovator group.
An important characteristic of innovators is that they rely on impersonal and
scientiﬁc information sources, or other innovators, rather than salespeople. They
often search for information. For example, they might do a search on the Internet,
read articles in technical publications, or look for informative ads in special-interest
magazines.

Exhibit 14-9
The Adoption Curve

Innovators
(3–5%)

Early
adopters
(10–15%)

Early
majority
(34%)

Percent adoption
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5
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Compaq is not targeting people
who are Internet innovators but
rather members of the late
majority group who just want a
hassle-free way to use e-mail as
part of their everyday life. On the
other hand, Toyota’s Prius ad
targets innovators and early
adopters.

Early adopters are
often opinion leaders

Early adopters are well respected by their peers and often are opinion leaders.
They tend to be younger, more mobile, and more creative than later adopters. But
unlike innovators, they have fewer contacts outside their own social group or community. Business ﬁrms in this category also tend to be specialized.
Of all the groups, this one tends to have the greatest contact with salespeople.
Mass media are important information sources too. Marketers should be very concerned with attracting and selling the early adopter group. Their acceptance is really
important in reaching the next group because the early majority look to the early
adopters for guidance. The early adopters can help the promotion effort by spreading word-of-mouth information and advice among other consumers.

Opinion leaders help spread the word

Marketers know the importance of personal conversations and recommendations by opinion leaders. If early groups reject the product, it may never get off
the ground. For example, some moviegoers are the ﬁrst to see new movies. If they
think a movie is dull, they quickly tell their friends not to waste their time and
money. Consumers are even more likely to talk about a negative experience than
a positive experience.
But if opinion leaders accept a product, what they say about it can be very
important. Such word-of-mouth publicity may do the real selling job—long
before the customer ever walks into the retail store. That’s why some companies
try to target promotion to encourage opinion leadership and word-of-mouth
publicity.
The Internet is also providing companies, even small ones, with a low-cost way
to encourage word of mouth. An interesting web page can attract attention—and
customers can easily e-mail a copy to a friend. For example, a retail shop called Hot
Hot Hot, which carries a very wide variety of hot sauces for food, established a website. Very quickly, largely because of word of mouth, 1,500 people were visiting the
website each day.16

Early majority group is
deliberate

The early majority avoid risk and wait to consider a new idea after many early
adopters have tried it—and liked it. Average-sized business ﬁrms that are less specialized often ﬁt in this category. If successful companies in their industry adopt the
new idea, they will too.
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Computer viruses can spread like wildﬁre. Some
marketers are trying to get attention for their products
by promoting the same kind of “viral” spread of wordof-mouth promotion from a small set of opinion
leaders to other consumers. For example, BMW commissioned famous movie directors to create a series
of short (about 5 minutes each) action ﬁlms that show
BMWs in high-performance chase action. The ﬁlms
are available for online viewing at www.bmwﬁlms.com.
It would be impossible to show all of the dangerous
stunts in TV ads. But car enthusiasts who hear about
the site love the action and tell their friends to go
check it out. It’s all a well-planned effort to create
more buzz about BMW as the ultimate driving
machine.
Lee Dungarees used a complicated viral marketing
campaign to try to build a cooler image among youthful males. Lee’s agency e-mailed 200,000 computer
game fans a trio of grainy video clips. The videos
were supposedly intended to draw people to websites about three quirky characters. But the clips were

so bad that they were funny. That was intentional.
Many guys who received them forwarded them to
friends. Little did they know that the odd characters in
the videos would later be featured in an online computer game created by Lee. Gamers who ﬁgured out
the connection with the videos passed the word and
the popularity of the game spread across the Web.
But to win at the game guys had to enter a secret
code, which could only be found on Lee’s jeans labels
and required a visit to a store.
It’s clear why a marketer might want target consumers to hear the buzz about a product from their
coolest friends—and not just dismiss it as some commercial pitch. But often the intent is to mislead
consumers about where the buzz starts. Some say
that makes it unethical; others say that the marketer
is only planting a few seeds and that it really is consumers who spread the word. Of course, this can
backﬁre. Sony, for instance, got bad publicity for fabricating favorable movie reviews and portraying them
as coming from movie critics.17

The early majority have a great deal of contact with mass media, salespeople, and
early adopter opinion leaders. Members usually aren’t opinion leaders themselves.

Late majority
is cautious

The late majority are cautious about new ideas. Often they are older than the
early majority group and more set in their ways. So they are less likely to follow
opinion leaders and early adopters. In fact, strong social pressure from their own
peer group may be needed before they adopt a new product. Business ﬁrms in this
group tend to be conservative, smaller-sized ﬁrms with little specialization.
The late majority make little use of marketing sources of information—mass
media and salespeople. They tend to be oriented more toward other late adopters
rather than outside sources they don’t trust.

Laggards or
nonadopters hang on
to tradition

Laggards or nonadopters prefer to do things the way they’ve been done in the
past and are very suspicious of new ideas. They tend to be older and less well educated. The smallest businesses with the least specialization often ﬁt this category.
They cling to the status quo and think it’s the safe way.
The main source of information for laggards is other laggards. This certainly is
bad news for marketers who are trying to reach a whole market quickly or who want
to use only one promotion method. In fact, it may not pay to bother with this
group.18

Promotion Blends Vary over the Life Cycle
Stage of product in its
life cycle

A new product concept seldom becomes a spectacular success overnight. The
adoption curve helps explain why. Further, the adoption curve helps explain why a
new product goes through the product life-cycle stages described in Chapter 10—
market introduction, market growth, market maturity, and sales decline. During
these stages, promotion blends may have to change to achieve different promotion
objectives.
413
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These ads are not for individual
brands but rather were placed as
a cooperative effort by almond
growers in California and apple
producers in France to help build
primary demand for their
respective products.

Market introduction
stage—“this new idea
is good”

During market introduction, the basic promotion objective is informing. If the
product is a really new idea, the promotion must build primary demand—demand for
the general product idea—not just for the company’s own brand. Video phone service and electric cars are good examples of product concepts where primary demand
is just beginning to grow. There may be few potential innovators during the introduction stage, and personal selling can help ﬁnd them. Firms also need salespeople to
ﬁnd good channel members and persuade them to carry the new product. Sales promotion may be targeted at salespeople or channel members to get them interested in
selling the new product. And sales promotion may also encourage customers to try it.

Market growth
stage—“our brand is
best”

In the market growth stage, more competitors enter the market, and promotion
emphasis shifts from building primary demand to stimulating selective demand—
demand for a company’s own brand. The main job is to persuade customers to buy,
and keep buying, the company’s product.
Now that more potential customers are trying and adopting the product, mass
selling may become more economical. But salespeople and personal selling must still
work in the channels—expanding the number of outlets and cementing relationships with current channel members.

Market maturity
stage—“our brand is
better, really”

In the market maturity stage, even more competitors have entered the market.
Promotion becomes more persuasive. At this stage, mass selling and sales promotion
may dominate the promotion blends of consumer products ﬁrms. Business products
may require more aggressive personal selling—perhaps supplemented by more advertising. The total dollars allocated to promotion may rise as competition increases.
If a ﬁrm already has high sales—relative to competitors—it may have a real
advantage in promotion at this stage. If, for example, Nabisco has twice the sales
for a certain type of cookie as Keebler, its smaller competitor, and they both spend
the same percentage of total sales on promotion, Nabisco will be spending twice as
much and will probably communicate to more people. Nabisco may get even more
than twice as much promotion because of economies of scale.
Firms that have strong brands can use reminder-type advertising at this stage. Similarly, many ﬁrms turn to various types of frequent-buyer promotions or newsletters
targeted at current customers to strengthen the relationship and keep customers loyal.
This may be less costly and more effective than efforts to win customers away from
competitors.
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This ad uses humor to highlight
what’s distinctive about 2-Alarm
Chili—to stimulate selective
demand in a very competitive
market.

Sales decline
stage—“let’s tell those
who still want our
product”

During the sales decline stage, the total amount spent on promotion usually
decreases as ﬁrms try to cut costs to remain proﬁtable. Since some people may still
want the product, ﬁrms need more targeted promotion to reach these customers.
On the other hand, some ﬁrms may increase promotion to try to slow the cycle—
at least temporarily. Crayola had almost all of the market for children’s crayons, but
sales were slowly declining as new kinds of markers came along. Crayola increased
ad spending to urge parents to buy their kids a “fresh box.”

Nature of competition
requires different
promotion

Firms in monopolistic competition may favor mass selling because they have differentiated their marketing mixes and have something to talk about. As a market
tends toward pure competition, or oligopoly, it is difﬁcult to predict what will happen. Competitors in some markets try to outpromote each other. The only way for
a competitor to stay in this kind of market is to match rivals’ promotion efforts—
unless the whole marketing mix can be improved in some other way. We see a lot
of such competitive advertising in our daily newspapers and in cents-off coupons at
grocery store checkout counters.
In markets that are drifting toward pure competition, some companies resort to
price-cutting. This may temporarily increase the number of units sold, but it may
also reduce total revenue and the amount available for promotion per unit. And
competitive retaliation, perhaps in the form of short-term sales promotions, may
reduce the temporary sales gains and drag price levels down faster. As cash ﬂowing
into the business declines, spending may have to be cut back.19

Setting the Promotion Budget
Size of budget affects
promotion efﬁciency
and blend

There are some economies of scale in promotion. An ad on national TV might
cost less per person reached than an ad on local TV. Similarly, citywide radio, TV,
and newspapers may be cheaper than neighborhood newspapers or direct personal
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Many marketing managers now
view promotion on the Internet as
a “must buy” in a promotion
budget.

contact. But the total cost for some mass media may force small ﬁrms, or those with
small promotion budgets, to use promotion alternatives that are more expensive per
contact. For example, a small retailer might want to use local television but ﬁnd
that there is only enough money for a web page, an ad in the Yellow Pages, and an
occasional newspaper ad.
Smaller producers and ﬁrms that offer relatively undifferentiated consumer products emphasize personal selling ﬁrst and rely mainly on sales promotion for the
balance. The objective is to build good channel relations and encourage channel
members to recommend and push the product. Note that here we are referring to
percentages in the promotion blend, not the level of expenditures. Setting the overall level of promotion spending and how much to spend on each type of promotion
is an important but difﬁcult decision.

Budgeting for
promotion—50
percent, 30 percent, or
10 percent is better
than nothing

The most common method of budgeting for promotion expenditures is to compute a percentage of either past sales or sales expected in the future. The virtue of
this method is its simplicity. A similar percentage can be used automatically each
year—eliminating the need to keep evaluating the kind and amount of promotion
effort needed and its probable cost. However, when a company’s top managers have
this attitude, they often get what they deserve—something less than the best results.

Find the task, budget
for it

Just because budgeting a certain percentage of past or forecast sales is common
doesn’t mean that it’s smart. This mechanical approach leads to expanding marketing expenditures when business is good and cutting back when business is poor.
It may be desirable to increase marketing expenditures when business is good. But
when business is poor, this approach may just make the problem worse—if weak
promotion is the reason for declining sales. The most sensible approach may be to
be more, not less, aggressive!
Other methods of budgeting for marketing expenditures are:
1. Match expenditures with competitors.
2. Set the budget as a certain number of cents or dollars per sales unit (by case,
by thousand, or by ton) using the past year or estimated year ahead as a base.
3. Base the budget on any uncommitted revenue, perhaps including budgeted
proﬁts. Companies with limited resources may use this approach. Or a ﬁrm
may be willing to sacriﬁce some or all of its current proﬁts for future sales—
that is, it looks at promotion spending as an investment in future growth.
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4. Base the budget on the job to be done. For example, the spending level might
be based on the number of new customers desired and the percentage of current customers that the ﬁrm must retain to leverage investments in already
established relationships. This is called the task method—basing the budget
on the job to be done.

Task method can lead
to budgeting without
agony

In the light of our continuing focus on planning marketing strategies to reach
objectives, the most sensible approach to budgeting promotion expenditures is the
task method. In fact, this approach makes sense for any marketing expenditure, but
here we’ll focus on promotion.
A practical approach is to determine which promotion objectives are most important and which promotion methods are most economical and effective for the
communication tasks relevant to each objective. There’s never enough money to do
all of the promotion that you might want to do. However, this approach helps you
to set priorities so that the money you spend produces speciﬁc results.
The amount budgeted using the task method can be stated as a percentage of
sales. But you should see that calculating the right amount is more involved than
picking up a past percentage. It requires careful review of the speciﬁc promotion
(and marketing) tasks to be accomplished and how each task ﬁts with others to
achieve the overall objectives. The costs of these tasks are then totaled—to determine how much should be budgeted for promotion (just as money is allocated for
other marketing activities required by the strategy). In other words, the ﬁrm can
assemble its total promotion budget directly from detailed plans rather than by simply relying on historical patterns or ratios.
This method also helps to eliminate budget ﬁghts between different promotion areas.
Such conﬂicts may occur if managers and specialists responsible for different promotion methods see themselves as pitted against each other for limited budget dollars.
Instead, the task method of budgeting encourages everyone to focus on the overall
strategy and what promotion objectives need to be achieved. The specialists may still
make their own suggestions about how to perform tasks. But then the budget allocations are based on the most effective ways of getting things done, not on what the ﬁrm
did last year, what some competitor does, or even on internal politics. With this
approach, different promotion specialists are also more likely to recognize that they
must all work together to achieve truly integrated marketing communications.20

Conclusion
Promotion is an important part of any marketing mix.
Most consumers and intermediate customers can choose
from among many products. To be successful, a producer
must not only offer a good product at a reasonable price
but also inform potential customers about the product
and where they can buy it. Further, producers must tell
wholesalers and retailers in the channel about their
product and their marketing mix. These middlemen, in
turn, must use promotion to reach their customers.
The promotion blend should ﬁt logically into the
strategy being developed to satisfy a particular target
market. Strategy planning needs to state what should be
communicated to them and how. The overall promotion
objective is to affect buying behavior, but the basic promotion objectives are informing, persuading, and
reminding.

Three basic promotion methods can be used to reach
these objectives. Behavioral science ﬁndings can help
ﬁrms combine various promotion methods for effective
communication. In particular, what we know about the
communication process and how individuals and groups
adopt new products is important in planning promotion
blends.
An action-oriented framework called AIDA can help
marketing managers plan promotion blends. But the
marketing manager has the ﬁnal responsibility for combining the promotion methods into one integrated
promotion blend for each marketing mix.
In this chapter, we considered some basic concepts
that apply to all areas of promotion. In the next two
chapters, we’ll discuss personal selling, advertising, and
sales promotion in more detail.
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Questions and Problems
1. Brieﬂy explain the nature of the three basic promotion methods available to a marketing manager.
What are the main strengths and limitations of
each?
2. In your own words, discuss the integrated marketing
communications concept. Explain what its emphasis
on “consistent” and “complete” messages implies
with respect to promotion blends.
3. Relate the three basic promotion objectives to the
four jobs (AIDA) of promotion using a speciﬁc
example.
4. Discuss the communication process in relation to a
producer’s promotion of an accessory product—say,
a new electronic security system businesses use to
limit access to areas where they store conﬁdential
records.
5. If a company wants its promotion to appeal to a new
group of target customers in a foreign country, how
can it protect against its communications being misinterpreted?
6. Promotion has been the target of considerable criticism. What speciﬁc types of promotion are probably
the object of this criticism? Give a speciﬁc example
that illustrates your thinking.
7. With direct-response promotion, customers provide
feedback to marketing communications. How can a
marketing manager use this feedback to improve the
effectiveness of the overall promotion blend?
8. How can a promotion manager target a message to a
certain target market with electronic media (like the
Internet) when the customer initiates the communication? Give an example.
9. What promotion blend would be most appropriate
for producers of the following established products?
Assume average- to large-sized ﬁrms in each case
and support your answer.
a.
b.
c.
d.

Chocolate candy bar.
Car batteries.
Panty hose.
Castings for truck engines.

e. A special computer used by manufacturers for
control of production equipment.
f. Inexpensive plastic rainhats.
g. A digital tape recorder that has achieved specialty-product status.
10. A small company has developed an innovative new
spray-on glass cleaner that prevents the buildup of
electrostatic dust on computer screens and TVs.
Give examples of some low-cost ways the ﬁrm might
effectively promote its product. Be certain to consider both push and pull approaches.
11. Would promotion be successful in expanding the
general demand for: (a) almonds, (b) air travel, (c)
golf clubs, (d) walking shoes, (e) high-octane unleaded gasoline, (f) single-serving, frozen gourmet
dinners, and (g) bricks? Explain why or why not in
each case.
12. Explain how an understanding of the adoption
process would help you develop a promotion blend
for digital tape recorders, a new consumer electronics product that produces high-quality recordings.
Explain why you might change the promotion blend
during the course of the adoption process.
13. Explain how opinion leaders affect a ﬁrm’s promotion planning.
14. Discuss how the adoption curve should be used to
plan the promotion blend(s) for a new automobile
accessory—an electronic radar system that alerts a
driver if he or she is about to change lanes into the
path of a car that is passing through a blind spot in
the driver’s mirrors.
15. If a marketing manager uses the task method to
budget for marketing promotions, are competitors’
promotion spending levels ignored? Explain your
thinking and give an example that supports your
point of view.
16. Discuss the potential conﬂict among the various
promotion managers. How could this be reduced?

Suggested Cases
18. State Bank

19. myWedding.com
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Computer-Aided Problem
14. Selecting a Communications Channel
Helen Troy, owner of three Sound Haus stereo equipment stores, is deciding what message channel
(advertising medium) to use to promote her newest
store. Her current promotion blend includes direct-mail
ads that are effective for reaching her current customers.
She also has knowledgeable salespeople who work well
with consumers once they’re in the store. However, a
key objective in opening a new store is to attract new
customers. Her best prospects are professionals in the
25–44 age range with incomes over $38,000 a year. But
only some of the people in this group are audiophiles
who want the top-of-the-line brands she carries. Troy
has decided to use local advertising to reach new customers.
Troy narrowed her choice to two advertising media:
an FM radio station and a biweekly magazine that focuses on entertainment in her city. Many of the
magazine’s readers are out-of-town visitors interested in
concerts, plays, and restaurants. They usually buy stereo
equipment at home. But the magazine’s audience research shows that many local professionals do subscribe
to the magazine. Troy doesn’t think that the objective
can be achieved with a single ad. However, she believes
that ads in six issues will generate good local awareness
with her target market. In addition, the magazine’s color
format will let her present the prestige image she wants
to convey in an ad. She thinks that will help convert
aware prospects to buyers. Specialists at a local advertising agency will prepare a high-impact ad for $2,000, and
then Troy will pay for the magazine space.
The FM radio station targets an audience similar to
Troy’s own target market. She knows repeated ads will be
needed to be sure that most of her target audience is exposed to her ads. Troy thinks it will take daily ads for

several months to create adequate awareness among her
target market. The FM station will provide an announcer and prepare a tape of Troy’s ad for a one-time
fee of $200. All she has to do is tell the station what the
message content for the ad should say.
Both the radio station and the magazine gave Troy reports summarizing recent audience research. She decides
that comparing the two media in a spreadsheet will help
her make a better decision.
a. Based on the data displayed on the initial spreadsheet,
which message channel (advertising medium) would
you recommend to Troy? Why?
b. The agency that offered to prepare Troy’s magazine ad
will prepare a fully produced radio ad—including a
musical jingle—for $2,500. The agency claims that
its musical ad will have much more impact than the ad
the radio station will create. The agency says its ad
should produce the same results as the station ad with
20 percent fewer insertions. If the agency claim is correct, would it be wise for Troy to pay the agency to
produce the ad?
c. The agency will not guarantee that its custom-produced radio ad will reach Troy’s objective—making
80 percent of the prospects aware of the new store.
Troy wants to see how lower levels of awareness—
between 50 percent and 70 percent—would affect the
advertising cost per buyer and the cost per aware
prospect. Use the feature analysis to vary the percent
of prospects who become aware. Prepare a table
showing the effect on the two kinds of costs. What are
the implications of your analysis?
For additional questions related to this problem, see
Exercise 14-3 in the Learning Aid for Use with Basic Marketing, 14th edition.

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

When You
Finish This Chapter,
You Should
1. Understand the
importance and
nature of personal
selling.
2. Know the three
basic sales tasks and
what the various
kinds of salespeople
can be expected
to do.
3. Know how sales
technology affects
the way sales are
performed.
4. Know what the
sales manager must
do—including selecting, training, and
organizing salespeople—to carry out the
personal selling job.

15. Personal Selling

© The McGraw−Hill
Companies, 2002

Text

Chapter Fifteen
Personal Selling
Cisco Systems, Inc., has enjoyed
enormous growth by “empowering
the Internet generation.” In other

Eighty percent of the trafﬁc over the
Internet runs on Cisco equipment.
Cisco takes care of customers

words, what Cisco does is sell the

with cutting-edge e-commerce

backroom gear and systems that

technology at its website

large and small businesses, gov-

(www.cisco.com) whenever it can.

ernment agencies, schools, and

Distributors also handle some

other organizations need to support

needs. But Cisco’s own salespeople

their computer networks, websites,

handle the job of getting and keep-

and e-commerce applications.

ing major accounts. Cisco’s sales

5. Understand how
the right compensation plan can help
motivate and control
salespeople.

force is as central to its success as

6. Understand when
and where to use the
three types of sales
presentations.

ment. Cisco’s sales professionals,

7. Understand the
important new terms
(shown in red).

needs and then sell business

its technology. Decisions to invest
millions of dollars in information
technology involve top managelike Sue Bostrom, work with these
executives to learn about their
solutions rather than “gear.” Of
course, a ﬁrm’s IT specialists
may also get in the act—and
they want to know about technical details (“Will Cisco’s
router work with our systems
security software?”). Technical
specialists from Cisco’s local sales
ofﬁce might handle some of these
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tion opens up, qualiﬁed candidates are notiﬁed. After the
best people are selected,
Cisco provides the sales training to make them even better.
New people may need training
to build professional problemsolving and sales presentation
skills as well as technical
knowledge. Even experienced
sales reps need ongoing training. For example, Cisco gives
its salespeople training in
everything from the ﬁrm’s policies on expenses to the latest
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with approaches ranging from

e-learning opportunities.
Cisco’s salespeople have an
notch sales support is needed

team effort. And when the sales

whenever a customer has a

rep identiﬁes a prospect that

problem that can’t be quickly

has the potential to become

handled online.

one of Cisco’s “premier part-

ct

To be certain that these

ners,” Cisco’s top brass may

challenging jobs are done well,

help cement a close relation-

Cisco’s sales managers recruit

ship. Cisco faces tough

talented people using a wide

competition, so even with all

variety of methods. For exam-

this help Cisco salespeople

ple, the Hot Jobs@Cisco

need real skill to get the order

section of its website collects

and close a deal. And to keep

job applicant proﬁles on an

the relationship going, top-

ongoing basis. When a posi-

array of different skills and
experience. And Cisco has customers and sales ofﬁces all over
the world. So Cisco must carefully match each salesperson to
particular territories, industries,
customers, and product lines.
And to be sure that each salesperson is highly motivated,
Cisco’s sales managers must
make certain that sales compensation arrangements and
beneﬁts reward salespeople for
producing needed results.1
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The Importance and Role of Personal Selling
Salespeople are
communicators who
build relationships

Promotion is communicating with potential customers. As the Cisco case suggests, personal selling is often the best way to do it. Almost every company can
beneﬁt from personal selling. While face-to-face with prospects, salespeople can get
more attention than an advertisement or a display. They can adjust what they say
or do to take into consideration culture and other behavioral inﬂuences on the customer. They can ask questions to ﬁnd out about a customer’s speciﬁc interests. They
can ﬁgure out ways to solve customer problems. If, and when, the prospect is ready
to buy, the salesperson is there to ask for the order. And afterward, the salesperson
is there to be certain that the customer is satisﬁed and that the relationship between
the customer and ﬁrm continues to be mutually beneﬁcial.

Personal selling
requires strategy
decisions

Marketing managers must decide how much, and what kind of, personal selling
effort each marketing mix needs. Speciﬁcally, as part of their strategy planning, they
must decide (1) how many salespeople they need, (2) what kind of salespeople they
need, (3) what kind of sales technology support they need, (4) what kind of sales
presentation to use, (5) how to select and train salespeople, and (6) how to supervise and motivate them. The sales manager provides input into these strategy
decisions. Once made, it’s the sales manager’s job to implement the personal selling part of a marketing strategy.
In this chapter, we’ll discuss the importance and nature of personal selling so
you’ll understand the strategy decisions sales and marketing managers face. These
strategy decisions are shown in Exhibit 15-1.
We’ll also discuss a number of frameworks and how-to approaches that guide these
strategy decisions. Because these approaches apply equally to domestic and international
markets, we won’t emphasize that distinction in this chapter. This does not mean, however, that personal selling techniques don’t vary from one country to another. To the
contrary, in dealing with any customer, the salesperson must be very sensitive to cultural inﬂuences and other factors that might affect communication. For example, a
Japanese customer and an Arab customer might respond differently to subtle aspects of

Exhibit 15-1 Strategy Planning for Personal Selling
Target market

Product

Number and
kind of
salespersons
needed

Sales
technology
support

Place

Promotion

Price

Personal
selling

Mass
selling

Sales
promotion

Selection
and training
procedure

Compensation
and motivation
approach

Personal
selling
techniques
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a salesperson’s behavior. The Arab customer
might expect to be very close to a salesperson, perhaps only two feet away, while they
talk. The Japanese customer might consider
that distance rude. Similarly, what topics of
discussion are considered sensitive, how messages are interpreted, and which negotiating
styles are used vary from one country to
another. A salesperson must know how to
communicate effectively with each customer—wherever and whoever that
customer is—but those details are beyond
the strategy planning focus of this text.2

Personal selling
is important

We’ve already seen that personal selling is important in some promotion blends and
absolutely essential in others. You would better appreciate the importance of personal
selling if you regularly had to meet payrolls and somehow, almost miraculously, your
salespeople kept coming in with orders just in time to keep the business proﬁtable.
Personal selling is often a company’s largest single operating expense. This is another
reason why it is important to understand the decisions in this area. Bad sales management decisions are costly in both lost sales and in actual out-of-pocket expenses.
Every economy needs and uses many salespeople. In the United States, one person out of every ten in the total labor force is involved in sales work. By comparison,
that’s about 20 times more people than are employed in advertising. Any activity
that employs so many people and is so important to the economy deserves study.
Looking at what salespeople do is a good way to start.

Helping to buy is
good selling

Good salespeople don’t just try to sell the customer. Rather, they try to help the
customer buy—by understanding the customer’s needs and presenting the advantages and disadvantages of their products. Such helpfulness results in satisfied
customers and long-term relationships. And strong relationships often form the
basis for a competitive advantage, especially for ﬁrms that target business markets.
You may think of personal selling in terms of an old-time stereotype of a salesperson: a bag of wind with no more to offer than a funny story, a big expense
account, and an engaging grin. But that isn’t true any more. Old-time salespeople
are being replaced by real professionals—problem solvers—who have something
deﬁnite to contribute to their employers and their customers.

Salespeople represent
the whole company—
and customers too

Increasingly, the salesperson is seen as a representative of the whole company—
responsible for explaining its total effort to target customers rather than just pushing
products. The salesperson may provide information about products, explain and
interpret company policies, and even negotiate prices or diagnose technical problems when a product doesn’t work well.
The sales rep is often the only link between the ﬁrm and its customers—
especially if customers are far away. When a number of people from the ﬁrm are
involved with the customer organization—which is increasingly common as more
suppliers and customers form closer relationships—it is usually the sales rep who
coordinates the relationship for his or her ﬁrm. See Exhibit 7-6.
As this suggests, salespeople also represent their customers back inside their own
ﬁrms. Recall that feedback is an essential part of both the communication process
and the basic management process of planning, implementing, and control. For
example, the sales rep is the likely one to explain to the production manager why
a customer is unhappy with product performance or quality—or to the e-commerce
specialist how better order status information available on the website could help
the customer save money.
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Good salespeople try to help the
customer solve problems and
meet needs—and often that
requires both careful listening to
really understand the customer
and then effective service after
the sale.

As evidence of these changing responsibilities, some companies give their
salespeople such titles as ﬁeld manager, sales consultant, market specialist, account
representative, or sales engineer.

Sales force aids in
market information
function as well

The sales force can aid in the marketing information function too. The sales rep
may be the ﬁrst to hear about a new competitor or a competitor’s new product or
strategy. And, as the following example shows, sales reps who are well attuned to
customers’ needs can be a key source of ideas for new products.
Ballard Medical Products competes with international giants in the hospital supply business. A key factor in Ballard’s success is that its salespeople have a lot of
say in what products the company produces and how they are designed. Ballard
salespeople are trained as information specialists who seek and report on customer
feedback. At each hospital, they work closely with the doctor and nurse specialists
who use Ballard products. And when one of them says “we need a product that
would solve this problem,” the Ballard sales rep is right there to follow up with questions and invite suggestions. The rep quickly relays the customer’s needs back to
Ballard’s new product group.3

Salespeople can be
strategy planners too

Some salespeople are expected to be marketing managers in their own territories. And some become marketing managers by default because top management
hasn’t provided detailed strategy guidelines. Either way, salespeople may take the
initiative to ﬁll the gap. The salesperson may have choices about (1) what target
customers to aim at, (2) which particular products to emphasize, (3) which middlemen to call on or to work with the hardest, (4) how to use promotion money,
and (5) how to adjust prices.
A salesperson who can put together proﬁtable strategies and implement them well
can rise very rapidly. The opportunity is there for those prepared and willing to work.
Even a starting job may offer great opportunities. Some beginning salespeople—
especially those working for producers or wholesalers—are responsible for larger
sales volumes than many small companies. This is a serious responsibility—and the
person must be prepared for it.
Further, sales jobs are often viewed as entry-level positions and used to evaluate
candidates for promotion. Success in this job can lead to rapid promotion to higherlevel sales and marketing jobs and more money and security.4
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What Kinds of Personal Selling Are Needed?
If a ﬁrm has too few salespeople, or the wrong kind, some important personal
selling tasks may not be completed. And having too many salespeople, or the wrong
kind, wastes money. A sales manager needs to ﬁnd a good balance—the right number and the right kind of salespeople. This balance may change over time with other
changes in strategy or the market environment; that’s why many ﬁrms have been
restructuring their sales forces.
One of the difﬁculties of determining the right number and kind of salespeople is
that every sales job is different. While an engineer or accountant can look forward
to fairly speciﬁc duties, the salesperson’s job changes constantly. However, there are
three basic types of sales tasks. This gives us a starting point for understanding what
selling tasks need to be done and how many people are needed to do them.

Personal selling is
divided into three tasks

The three basic sales tasks are order-getting, order-taking, and supporting. For
convenience, we’ll describe salespeople by these terms—referring to their primary
task—although one person may do all three tasks in some situations.
As the names imply, order getters and order takers obtain orders for their company. Every marketing mix must have someone or some way to obtain orders. In
contrast, supporting salespeople are not directly interested in orders. Their function
is to help the order-oriented salespeople.

Order Getters Develop New Business Relationships
Order getters are concerned with establishing relationships with new customers
and developing new business. Order-getting means seeking possible buyers with a
well-organized sales presentation designed to sell a good, service, or idea.
Order getters must know what they’re talking about, not just be personal contacts. Order-getting salespeople work for producers, wholesalers, and retailers. They
normally are well paid—many earn more than $80,000 a year.

Producers’ order
getters—ﬁnd new
opportunities

Producers of all kinds of products, especially business products, have a great need
for order getters. They use order getters to locate new prospects, open new accounts,
see new opportunities, and help establish and build channel relationships.
Top-level customers are more interested in ways to save or make more money
than in technical details. Good order getters cater to this interest. They help the
customer identify ways to solve problems; then they sell concepts and ideas, not just
physical products. The goods and services they supply are merely the means of
achieving the customer’s end.
For example, Circadian, Inc., sells high-tech medical equipment. Changes in
Medicare rules mean that doctors can no longer routinely order expensive tests in
hospitals because the costs can’t be recovered easily. But the doctors can be paid for
tests done in their ofﬁces—if they have the right equipment. When Circadian order
getters call on doctors, they show how the ﬁrm’s testing equipment can improve
patient care and ofﬁce proﬁts. Reps can often get a $20,000 order on the spot because
they can show that the equipment will pay for itself in the ﬁrst year. The doctors don’t
care about technical details as long as the machines are accurate and easy to use.5
If competitors offer nearly the same product, the order getter’s crucial selling job
is to establish the relationship and get the company’s name on the approved suppliers list. Keeping it there requires constant attention to the customer’s needs, and
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Consumers who are interested in
shopping products often want
help from a well-informed
salesperson.

doing whatever is necessary to maintain a mutually beneﬁcial relationship between
the supplier and customer ﬁrms.
Order getters for professional services—and other products where service is a crucial element of the marketing mix—face a special challenge. The customer usually
can’t inspect a service before deciding to buy. The order getter’s communication and
relationship with the customer may be the only basis on which to evaluate the quality of the supplier.
An order getter in business markets needs the know-how to help solve customers’
problems. Often the order getter needs to understand a customer’s whole business
as well as technical details about the product and its applications. This is especially
important for salespeople whose customers are producers. To have technically competent order getters, ﬁrms often give special training to business-trained college
graduates. Such salespeople can then work intelligently with their specialist customers. In fact, they may be more expert in their narrow specialty than anyone they
encounter—so they provide a unique service. For example, a salesperson for automated manufacturing equipment must understand everything about a prospect’s
production process as well as the technical details of converting to computercontrolled equipment.

Wholesalers’ order
getters—almost hand
it to the customer

Progressive merchant wholesaler sales reps should be consultants and store advisors rather than just order takers. Such order getters become retailers’ partners in
the job of moving goods from the wholesale warehouse through the retail store to
consumers. These order getters almost become a part of the retailer’s staff—helping
to solve consumers’ problems, train employees, conduct demonstrations, and plan
advertising, special promotions, and other retailing activities.
Agent middlemen often are order getters—particularly the more aggressive manufacturers’ agents and brokers. They face the same tasks as producers’ order getters.
But, unfortunately for them, once the order-getting is done and the customers
become established and loyal, producers may try to eliminate the agents and save
money with their own order takers.

Retail order getters
inﬂuence consumer
behavior

Convincing consumers about the value of products they haven’t seriously considered takes a high level of personal selling ability. Order getters for unsought
products must help customers see how a new product can satisfy needs now being
ﬁlled by something else. Without order getters, many of the products we now rely
on—ranging from mutual funds to air conditioners—might have died in the market
introduction stage. The order getter helps bring products out of the introduction
stage into the market growth stage.
Order getters are also helpful for selling heterogeneous shopping products. Consumers shop for many of these items on the basis of price and quality. They welcome
useful information.
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Producers sometimes aid in
the personal selling effort by
providing innovative displays that
communicate not only the
features but also the beneﬁts
of their products. To help
salespeople explain the beneﬁts
of its new Proﬁle washer and
dryer, GE places this interactive
display in dealers’ stores.

Order Takers Nurture Relationships to Keep the Business Coming
Order takers sell to the regular or established customers, complete most sales
transactions, and maintain relationships with their customers. After a customer
becomes interested in a ﬁrm’s products through an order getter or supporting salesperson or through advertising or sales promotion, an order taker usually answers any
ﬁnal questions and completes the sale. Order-taking is the routine completion of
sales made regularly to the target customers. The routine completion of sales usually requires ongoing follow-up with the customer, to make certain that the customer
is totally satisﬁed and to be certain that the relationship will continue in the future.
Sometimes sales managers or customers use the term order taker as a put-down
when referring to salespeople who don’t take any initiative. While a particular salesperson may perform poorly enough to justify criticism, it’s a mistake to downgrade
the function of order-taking. Order-taking is extremely important. Many ﬁrms lose
sales just because no one ever asks for the order and closes the sale. Moreover,
the order taker’s job is not just limited to placing orders. Even in e-commerce, where
customers place routine orders with computerized order systems and EDI, order takers do a variety of important jobs that are essential to the business relationship.

Producers’ order
takers—train, explain,
and collaborate

Once industrial, wholesale, or retail accounts are established, regular follow-up is
necessary. Order takers work on improving the whole relationship with the customer, not just on completing a single sale. Even if computers handle routine
reorders, someone has to explain details, make adjustments, handle complaints,
explain or negotiate new prices and terms, place sales promotion materials, and keep
customers informed of new developments. Someone may have to train customers’
employees to use machines or products. In sales to middlemen, someone may have
to train wholesalers’ or retailers’ salespeople. All these activities are part of the order
taker’s job. And a failure in meeting a customer’s expectations on any of these activities might jeopardize the relationship and future sales.
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Good retail order takers can play
an important role in building good
relations with customers.

Producers’ order takers often have a regular route with many calls. To handle
these calls well, they must have energy, persistence, enthusiasm, and a friendly personality that wears well over time. They sometimes have to take the heat when
something goes wrong with some other element of the marketing mix.
Firms sometimes use order-taking jobs to train potential order getters and
managers. Such jobs give them an opportunity to meet key customers and to better understand their needs. And frequently, they run into some order-getting
opportunities.
Order takers who are alert to order-getting opportunities can make the big difference in generating new sales. Bank of America recognizes the opportunities. At
most banks, tellers are basically order takers and service providers. When a customer
comes in to make a deposit or cash a check, the teller provides the needed service
and that’s it. In contrast, Bank of America encourages its tellers to help get new
business. Its tellers are trained to ask customers if they have ever considered investing in one of the bank’s certiﬁcates of deposit or if they would like to learn more
about a home equity loan. They give the interested customers sales literature about
various ﬁnancial services and ask if the customer would like to speak with a customer service representative.6

Wholesalers’ order
takers—not getting
orders but keeping
them

While producers’ order takers usually handle relatively few items—and sometimes even a single item—wholesalers’ order takers may sell 125,000 items or more.
They have so many items that they can’t possibly give aggressive sales effort to
many—except perhaps newer or more proﬁtable items. There are just too many
items to single any out for special attention.
The wholesale order taker’s main job is to maintain close contact with customers,
perhaps once a week, and ﬁll any needs that develop. Sometimes such order takers
almost become part of the organization of the producer or retailer customers they
serve. Some retailers leave it to the salesperson to decide how all of the brands in
a product category, including those of competing producers, should be promoted.
Obviously, this relationship of trust cannot be abused. The order taker normally
checks to be sure the company ﬁlls the order promptly and accurately. The order
taker also handles any adjustments or complaints and generally acts as a liaison
between the company and its customers.
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Order-taking may be almost mechanical at the retail level—for example, at the
supermarket checkout counter. Even so, retail order takers play a vital role in a
retailer’s marketing mix. Customers expect prompt and friendly service. They will
ﬁnd a new place to shop, or to do their banking or have their car serviced, rather
than deal with a salesclerk who is rude or acts annoyed by having to complete a sale.
Some retail clerks are poor order takers because they aren’t paid much—often only
the minimum wage. But they may be paid little because they do little. In any case, ordertaking at the retail level appears to be declining in quality. And there will probably be
far fewer such jobs in the future as more marketers make adjustments in their mixes and
turn to self-service selling. Checkout counters now have automated electronic scanning
equipment that reads price codes directly from packages. Some supermarkets use systems where customers do their own scanning and then pay with a credit card.

Supporting Sales Force Informs and Promotes in the Channel
Supporting salespeople help the order-oriented salespeople—but they don’t try
to get orders themselves. Their activities are aimed at enhancing the relationship
with the customer and getting sales in the long run. For the short run, however,
they are ambassadors of goodwill who may provide specialized services and information. Almost all supporting salespeople work for producers or middlemen who do
this supporting work for producers. There are two types of supporting salespeople:
missionary salespeople and technical specialists.

Missionary salespeople
can increase sales

Technical specialists
are experts who know
product applications

Missionary salespeople are supporting salespeople who work for producers—
calling on their middlemen and their customers. They try to develop goodwill and
stimulate demand, help the middlemen train their salespeople, and often take orders
for delivery by the middlemen. Missionary salespeople are sometimes called
merchandisers or detailers.
Producers who rely on merchant wholesalers or e-commerce to obtain widespread
distribution often use missionary salespeople. The sales rep can give a promotion
boost to a product that otherwise wouldn’t get much attention because it’s just one
of many. A missionary salesperson for Vicks’ cold remedy products, for example,
might visit druggists during the cold season and encourage them to use a special
end-of-aisle display for Vicks’ cough syrup—and then help set it up. The wholesaler
that supplies the drugstore would beneﬁt from any increased sales, but might not
take the time to urge use of the special display.
An imaginative missionary salesperson can double or triple sales. Naturally, this
doesn’t go unnoticed. Missionary sales jobs are often a route to order-oriented jobs.
In fact, this position is often used as a training ground for new salespeople. Recent
college grads are often recruited for these positions.
Technical specialists are supporting
salespeople who provide technical assistance to order-oriented salespeople.
Technical specialists usually are science
or engineering graduates with the
know-how to understand the customer’s
applications and explain the advantages
of the company’s product. They are usually more skilled in showing the
technical details of their product than
in trying to persuade customers to buy
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The Clorox sales team
responsible for the launch of
liquid bleach in the Brazilian
market drew on people from
R&D, marketing, and sales.

it. Before the specialist’s visit, an order getter probably has stimulated interest.
The technical specialist provides the details. The order getter usually completes
the sale—but only after the customer’s technical people give their approval.

Three tasks may have
to be blended

We have described three sales tasks—order-getting, order-taking, and supporting. However, a particular salesperson might be given two, or all three, of these
tasks. Ten percent of a particular job may be order-getting, 80 percent ordertaking, and the additional 10 percent supporting. Another company might have
many different people handling the different sales tasks. This can lead to team
selling—when different sales reps work together on a speciﬁc account. Sometimes
one or more of the sales reps on a team may not be from the sales department at
all. If improving the relationship with the customer calls for technical support
from the quality control manager, then that person becomes a part of the team,
at least temporarily.
Producers of high-ticket items often use team selling. AT&T uses team selling to
sell ofﬁce communications systems for a whole business. Different specialists handle
different parts of the job—but the whole team coordinates its efforts to achieve the
desired result.7
Strategy planners need to specify what types of selling tasks the sales force will
handle. Once the tasks are speciﬁed, the sales manager needs to assign responsibility for individual sales jobs so that the tasks are completed and the personal selling
objectives achieved.

The Right Structure Helps Assign Responsibility
A sales manager must organize the sales force so that all the necessary tasks are
done well. A large organization might have different salespeople specializing by different selling tasks and by the target markets they serve.

Different target
markets need different
selling tasks

Sales managers often divide sales force responsibilities based on the type of customer involved. For example, Bigelow—a company that makes quality carpet for
homes and ofﬁce buildings—divided its sales force into two groups of specialists.
Some Bigelow salespeople call only on architects to help them choose the best type
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To do a better job obtaining and
developing major retail accounts
in Latin America, Colgate has
increased its use of sales teams
and holds training seminars that
focus on how to help retailers
improve proﬁts and customer
satisfaction.

of carpet for new ofﬁce buildings. These reps know all the technical details, such
as how well a certain carpet ﬁber will wear or its effectiveness in reducing noise
from ofﬁce equipment. Often no selling is involved because the architect only suggests speciﬁcations and doesn’t actually buy the carpet.
Other Bigelow salespeople call on retail carpet stores. These reps encourage
the store manager to keep a variety of Bigelow carpets in stock. They also introduce new products, help train the store’s salespeople, and try to solve any
problems that occur.

Big accounts get
special treatment

Very large customers often require special selling effort—and relationships with
them are treated differently. Moen, a maker of plumbing ﬁxtures, has a regular sales
force to call on building material wholesalers and an elite major accounts sales
force that sells directly to large accounts—like Lowe’s or other major retail chains
that carry plumbing ﬁxtures.
You can see why this sort of special attention is justiﬁed when you consider
Procter & Gamble’s relationship with Wal-Mart. Although P&G is an international
powerhouse, its total sales in every country except the U.S. and Germany add up
to less than its sales to Wal-Mart. That’s why the P&G sales team that calls on
Wal-Mart lives in Bentonville, Arkansas, where Wal-Mart is based.8

Some salespeople
specialize in
telephone selling

Some ﬁrms have a group of salespeople who specialize in telemarketing—using
the telephone to “call” on customers or prospects. A phone call has many of the
beneﬁts of a personal visit—including the ability to modify the message as feedback
is received. The big advantage of telemarketing is that it saves time and money.
Telemarketing is especially useful when customers are small or in hard-to-reach
places. Many ﬁrms are ﬁnding that a telemarketing sales force can build proﬁtable
relationships with customers it might otherwise have to ignore altogether. Telemarketing is also important when many prospects have to be contacted to reach
one actually interested in buying. In these situations, telemarketing may be the only
economical approach. On the other hand, many people object to the growing number of uninvited solicitations.
Telemarketing is rapidly growing in popularity. Large and small ﬁrms alike ﬁnd
that it allows them to provide support needed in e-commerce situations. It can also
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extend their personal selling efforts to new target markets or increase the frequency
of contact with current customers. Convenient toll-free telephone lines make it fast
and easy for customers to place orders or get assistance.9

Sales tasks are done
in sales territories

Often companies organize selling tasks on the basis of a sales territory—a geographic area that is the responsibility of one salesperson or several working together.
A territory might be a region of a country, a state, or part of a city—depending on
the market potential. An airplane manufacturer like Boeing might consider a whole
country as part of a sales territory for one salesperson.
Carefully set territories can reduce travel time and the cost of sales calls. Assigning territories can also help reduce confusion about who has responsibility for a set
of selling tasks. Consider the case of the Hyatt Hotel chain. Until recently, each
hotel had its own salespeople to get bookings for big conferences and business meetings. That meant that professional associations and other prospects who had
responsibility for selecting meeting locations might be called on by sales reps from
20 or 30 different Hyatt hotels in different parts of the world. Now, the Hyatt central ofﬁce divides up responsibility for working with speciﬁc accounts; one rep calls
on an account and then tries to sell space in the Hyatt facility that best meets the
customer’s needs.
Sometimes simple geographic division isn’t easy. A company may have different
products that require very different knowledge or selling skills—even if products
sell in the same territory or to the same customer. For example, Du Pont makes
special ﬁlms for hospital X-ray departments as well as chemicals used in laboratory
blood tests.

Size of sales force
depends on workload

Once the important selling tasks are speciﬁed and the responsibilities divided,
the sales manager must decide how many salespeople are needed. The ﬁrst step is
estimating how much work can be done by one person in some time period. Then
the sales manager can make an educated guess about how many people are required
in total, as the following example shows.
For many years, the Parker Jewelry Company was very successful selling its silver
jewelry to department and jewelry stores in the southwestern region of the United
States. But top managers wanted to expand into the big urban markets in the northeastern states. They realized that most of the work for the ﬁrst few years would
require order getters. They felt that a salesperson would need to call on each account
at least once a month to get a share of this competitive business. They estimated
that a salesperson could make only ﬁve calls a day on prospective buyers and still
allow time for travel, waiting, and follow-up on orders that came in. This meant
that a sales rep who made calls 20 days a month could handle about 100 stores (5 a
day  20 days).
The managers used a personal computer and a CD-ROM database that included
all of the telephone Yellow Pages listings for the country. Then they simply divided
the total number of stores by 100 to estimate the number of salespeople needed.
This also helped them set up territories—by deﬁning areas that included about 100
stores for each salesperson. Obviously, managers might want to ﬁne tune this estimate for differences in territories—such as travel time. But the basic approach can
be adapted to many different situations.10
When a company is starting a new sales force, managers are concerned about
its size. But many established ﬁrms ignore this problem. Some managers forget that
over time the right number of salespeople may change—as selling tasks change.
Then when a problem becomes obvious, they try to change everything in a
hurry—a big mistake. Consideration of what type of salespeople and how many
should be ongoing. If the sales force needs to be reduced, it doesn’t make sense
to let a lot of people go all at once—especially when that could be avoided with
some planning.
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Exhibit 15-2 Examples of Possible Personal Selling Emphasis in Some Different Business-Market Selling Situations

High

Emphasis on
standardized
e-commerce
(with customer
service)

Emphasis on both
personal selling
& customized
e-commerce

Low

Emphasis on
digital
self-service

Emphasis on
personal selling

Low

High

Standardized information
exchanged on a recurring basis
(orders, invoices, delivery status,
product information, prices)

Relationship building required
(problem solving, coordination, support, cooperation)

E-commerce
sometimes substitutes
for personal selling

Marketing and sales managers in many ﬁrms are ﬁnding that some tasks that have
traditionally been handled by a salesperson can now be handled effectively and at
lower cost by information technology and e-commerce systems. For example, in
business markets the nature of the selling situation that the ﬁrm faces may inﬂuence which approach makes the most sense and how many salespeople are really
needed. See Exhibit 15-2.
A salesperson is likely to be required in important selling situations where
there is a significant need to create and build relationships. Here the salesperson focuses on tasks like creative problem solving, persuading, coordinating
among different people who do different jobs, and finding ways to support the
customer. On the other hand, information technology is very effective and cost
efficient in handling needs related to the recurring exchange of standardized
information. For example, in discussing organizational buying (Chapter 7) and
logistics (Chapter 12) we discussed how sellers use e-commerce to exchange
information about inventory, orders, and delivery status. Similarly, basic information about the details of product specifications and prices can be organized
at a website. Of course, even for these tasks there needs to be some way to provide good customer service when needs arise. A complex relationship that also
involves standardized information might involve a mix of both approaches; using
technology for standard information frees the sales rep to spend time on valueadded communication.
When relationship building by a sales rep is not required and there is not a recurring need for routine information, a ﬁrm may be able to meet customer needs best
by providing digital self-service. This is basically the role of ATMs for banks—to
service customers who don’t want to wait until a teller is available. Similarly, Amazon’s virtual shopping carts play this role. But digital self-service can be more
sophisticated. Some ﬁrms provide “intelligent agents” at their websites. An intelligent agent is a computer program that helps customers solve their own problems. At
the CompUSA website, a customer who wants to buy a laptop can respond to a series
of structured questions about how the laptop will be used, and the intelligent agent
recommends which features are most important and what brands have those features.
Similarly, a wholesaler’s website might provide an agent to help retailers forecast
demand for a new product based on information about their local market areas.
The total amount of personal selling effort justiﬁed in any of these situations may
depend on other factors, including how important the customer is. Further, we’ve
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focused on technology that substitutes for personal contact by a salesperson. But
marketing managers also need to make decisions about providing sales technology
support to help salespeople communicate more effectively.

Information Technology Provides Tools to Do the Job
Changes in how sales
tasks are handled

How sales tasks and responsibilities are planned and handled is changing in many
companies because of the new sales technology tools that are available. It is usually
the sales manager’s job—perhaps with help from specialists in technology—to
decide what types of tools are needed and how they will be used.
To get a clearer sense of what is involved, consider a day in the life of a typical major accounts sales representative for a large consumer packaged goods ﬁrm.
Over a hasty breakfast, she reviews the day’s events on her laptop’s organizer,
logs onto the company network, and sorts through the dozen e-mail messages she
ﬁnds there. One is from a buyer for a supermarket chain. He’s worried that his
store’s sales in the paper towel category are off 10 percent and wants to know if
the rep can help. Working from her home PC, the rep dials into an online database and downloads sales trend data for the chain and its competitors. A
spreadsheet analysis of the data suggests that the chain is losing sales in the paper
towel category to new competition from warehouse clubs. Next, the rep places a
conference call with a brand manager and a company sales promotion specialist
to seek their advice. She then prepares a written recommendation that the buyer
include and frequently promote larger size packages of both her company’s and
competitors’ brands in the chain’s merchandise mix. She also prepares a PowerPoint presentation, complete with a proposed shelf-space plan, that she will
deliver to the buyer on her laptop PC at a later meeting. Before leaving home,
the rep e-mails an advance copy of the report to the buyer and prints a color
copy for her manager.

New software and
hardware provide a
competitive advantage

This example uses a consumer packaged goods setting, but the basic idea applies
in all types of sales settings, especially in business markets. Many of today’s sales reps
rely on an array of software and hardware that was hardly imaginable even a decade

New information technologies are
making the modern sales force
more efﬁcient and giving
salespeople communication tools
that are creating totally new ways
to meet the needs of their
customers while achieving the
objectives of their jobs.
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Salespeople Work Smarter_With Their Fingertips
Laptop computers help more salespeople work
smarter, not just harder. Salespeople use computers
in many different ways.
Without a laptop, it was impossible for a wholesaler’s salespeople to master Cincinnati Milacron’s
product line. Now a computer asks a series of questions and then helps the salesperson ﬁgure out which
of 65,000 grinding wheels and hundreds of cutting ﬂuids to sell to each metal shop. After adding this
system, Milacron doubled its market share—without
adding any new salespeople.
Laptops help keep salespeople for London Fog
clothing up-to-date when they’re on the road calling
on accounts. Early each morning before leaving the
hotel, the sales reps call into the company’s central
computer. It downloads to their laptops all the latest
information about product availability, prices, customers’ accounts, and the like. Later in the day,
when a customer has a question about product
delivery, the sales rep can answer it instantly—
without scheduling another appointment or even
calling the home ofﬁce.
Salespeople for Metropolitan Life Insurance company use laptops to help customers analyze the
ﬁnancial implications of different investments. For
example, when the manager of a pension fund
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wanted to see what would happen if she switched
money from one investment to another, the salesperson used spreadsheet software on the laptop to do
the analysis—on the spot. The customer was convinced, and the sales rep closed a $633,000 sale.
Herman Miller, the ofﬁce equipment company, provides dealers who sell its furniture with software that
allows their sales reps to do a better job in a variety
of tasks ranging from competitor analysis to preparation of realistic three-dimensional graphics that show
an arrangement of furniture in a customer’s ofﬁce
space. The competitor database provides very useful
information about the limitations of ofﬁce furniture
available from many other ﬁrms. For instance, a sales
rep learned that a prospect was leaning toward buying a competitor’s ofﬁce cubicles. She got back on
track when the database revealed that the cubicles
had no electrical outlets.
Results like these explain why the number of companies equipping salespeople with laptops is growing
so rapidly. New laptops that feature built-in DVD
drives (to handle massive amounts of information,
including full-motion video for demonstrations and
presentations), wireless Internet access, and the
power to handle e-commerce applications are attracting even more attention.11

ago. The information-technology explosion has put new software for spreadsheet
analysis, electronic presentations, time management, sales forecasting, customer contact, and shelf-space management at the salesperson’s ﬁngertips. Still new but already
commonplace hardware includes everything from wireless phones, fax machines, laptop computers, and pagers to personalized videoconferencing systems. In many
situations these technologies are dramatically changing the ability of sales reps to
meet the needs of their customers while achieving the objectives of their jobs.
However, the availability of these technologies does not change the basic nature
of the sales tasks that need to be accomplished. What they do change is the way,
and how well, the job is done. Yet this is not simply a matter of implementation
that is best left to individual sales reps. A key reason is that many of these tools
may be necessary just to compete effectively. If competitors have the tools and they
can do a better job of meeting customers’ needs and providing service, a sales manager may have no choice. For example, if a customer expects a sales rep to access
data on past sales and provide an updated sales forecast for the next three months,
a sales organization that does not have this capability will be at a real disadvantage
in getting or keeping that customer’s business.
Moreover, many sales technologies must be in place for the whole sales organization in order for the system to work properly. For example, it doesn’t do as much
good for a salesperson to be able to use a laptop computer to dial into the company
if the data the rep needs is not available online and up-to-date in a format that
makes it easy for the rep to analyze.
On the other hand, these tools have associated costs. There is an obvious
expense of buying the technology. But there is also the time cost of keeping
everyone up-to-date on how to use it. Often that is not a simple matter. Some
salespeople who have done the sales job well for a long time “the old-fashioned
way” resent being told that they have to change what they are doing—even if
it’s what customers expect. And the ﬂip side of that is that some customers don’t
435
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want to deal with anything electronic. They don’t want e-mail, spreadsheets, or
faxes. They want personal attention. And to them personal attention means a
voice and face that they recognize. In some cases that means that the technology is a tool in the background. It is not seen or felt but its positive impact can
be observed. Of course, if a ﬁrm expects salespeople to be able to use these technologies that requirement needs to be included in selecting and training people
for the job.12

Sound Selection and Training to Build a Sales Force
Selecting good
salespeople takes
judgment, plus

It is important to hire good, well-qualiﬁed salespeople. But the selection in many
companies is a hit-or-miss affair—done without serious thought about exactly what
kind of person the ﬁrm needs. Managers may hire friends and relations, or whoever
is available, because they feel that the only qualiﬁcations for sales jobs are a friendly
personality and nice appearance. This approach leads to poor sales and costly sales
force turnover.
Progressive companies are more careful. They constantly update a list of possible
job candidates. They invite applications at the company’s website. They schedule
candidates for multiple interviews with various executives, do thorough background
checks, and even use psychological tests. Unfortunately, such techniques can’t guarantee success. But a systematic approach based on several different inputs results in
a better sales force.
One problem in selecting salespeople is that two different sales jobs with identical titles may involve very different selling tasks and require different skills. A
carefully prepared job description helps avoid this problem.

Job descriptions
should be in writing
and speciﬁc

A job description is a written statement of what a salesperson is expected to do.
It might list 10 to 20 speciﬁc tasks—as well as routine prospecting and sales report
writing. Each company must write its own job speciﬁcations. And it should provide
clear guidelines about what selling tasks the job involves. This is critical to determine the kind of salespeople who should be selected—and later it provides a basis
for seeing how they should be trained, how well they are performing, and how they
should be paid.

Good salespeople
are trained, not born

The idea that good salespeople are born may have some truth—but it isn’t the
whole story. A salesperson needs to be taught about the company and its products,
about giving effective sales presentations, and about building strong relationships
with the ﬁrm’s customers. Salespeople often need training to use the information
technology that’s relevant for their jobs. But this isn’t always done. Many salespeople fail, or do a poor job, because they haven’t had good training. Firms often
hire new salespeople and immediately send them out on the road, or the retail selling ﬂoor, with no grounding in the basic selling steps and no information about
the product or the customer. They just get a price list and a pat on the back. This
isn’t enough!

All salespeople need
some training

It’s up to sales and marketing management to be sure that salespeople know what
they’re supposed to do and how to do it. Hewlett-Packard Co. recently faced this
problem. For years the company was organized into divisions based on different
product lines—printers, networks servers, and the like. However, sales reps who specialized in the products of one division often couldn’t compete well against ﬁrms
that could offer customers total solutions to computing problems. When a new top
executive came in and reorganized the company, all sales reps needed a clear view
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La-Z-Boy operates a sales
training institute to help furniture
retailers train their salespeople.
VCampus provides efﬁcient online
learning and training in a variety
of ﬁelds, including sales.

of what their new responsibilities would be, how they would be organized, and what
they should say to their customers about the beneﬁts of the reorganization.13
In other situations, salespeople may have some relevant selling experience or
computer skills but need to know more about the ﬁrm’s customers and their needs.
Even a ﬁrm’s own sales veterans may get set in their ways and proﬁt greatly by, and
often welcome the chance for, additional training.
The kind of initial sales training should be modiﬁed based on the experience and
skills of the group involved. But the company’s sales training program should cover
at least the following areas: (1) company policies and practices, (2) product information, (3) building relationships with customer ﬁrms, and (4) professional selling skills.

Selling skills
can be learned

Internet

Many companies spend the bulk of their training time on product information
and company policy. They neglect training in selling techniques because they think
selling is something anyone can do. More progressive companies know that training in selling skills can pay off. Estée Lauder, for example, has selling skills for the
“beauty advisors” who sell its cosmetics down to a ﬁne art—and its training manual and seminars cover every detail. Its advisors who take the training seriously
immediately double their sales.14 Training can help salespeople learn how to be more
effective in cold calls on new prospects, in listening carefully to identify a customer’s
real objections, and in closing the sale. Training can also help a salesperson better
analyze why present customers buy from the company, why former customers now
buy from competitors, and why some prospects remain only prospects. Later in this
chapter, we’ll talk about some key ideas in this area—especially those related to different kinds of sales presentations.
Internet Exercise The Motivating Tape Company sells various sales training
videos. Go to the ﬁrm’s website (www.achievement.com) and then scroll
down and select Sales Training Videos. Review the list of sales training videos
offered. If a sales manager were going to rely on some of these tapes for
training people just moving into a sales career, what key areas of sales training would he have to cover by some other approach?

Training on selling techniques often starts in the classroom with lectures, case
studies, and videotaped trial presentations and demonstrations. But a complete
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training program adds on-the-job observation of effective salespeople and coaching
from sales supervisors. Many companies also use weekly sales meetings or work sessions, annual conventions, and regular e-mail messages and newsletters, as well as
ongoing training sessions, to keep salespeople up-to-date.15

Compensating and Motivating Salespeople
To recruit and keep good salespeople, a ﬁrm has to develop an attractive compensation plan designed to motivate. Ideally, sales reps should be paid in such a way
that what they want to do—for personal interest and gain—is in the company’s
interest too. Most companies focus on ﬁnancial motivation—but public recognition, sales contests, and simple personal recognition for a job well done can be
highly effective in encouraging greater sales effort.16 Our main emphasis here, however, will be on ﬁnancial motivation.17
Two basic decisions must be made in developing a compensation plan: (1) the
level of compensation and (2) the method of payment.

Compensation varies
with job and
needed skills

To attract good salespeople, a company must pay at least the going market wage
for different kinds of salespeople. To be sure it can afford a speciﬁc type of salesperson, the company should estimate—when the job description is written—how
valuable such a salesperson will be. A good order getter may be worth $50,000 to
$100,000 to one company but only $15,000 to $25,000 to another—just because
the second ﬁrm doesn’t have enough to sell! In such a case, the second company
should rethink its job speciﬁcations, or completely change its promotion plans,
because the going rate for order getters is much higher than $15,000 a year.
If a job requires extensive travel, aggressive pioneering, or contacts with difﬁcult
customers, the pay may have to be higher. But the salesperson’s compensation level
should compare, at least roughly, with the pay scale of the rest of the ﬁrm. Normally, salespeople earn more than the ofﬁce or production force but less than top
management.

Payment methods vary

Once a ﬁrm decides on the general level of compensation, it has to set the
method of payment. There are three basic methods of payment: (1) straight salary,
(2) straight commission, or (3) a combination plan. Straight salary normally supplies
the most security for the salesperson—and straight commission the most incentive.
These two represent extremes. Most companies want to offer their salespeople some
balance between incentive and security, so the most popular method of payment is
a combination plan that includes some salary and some commission. Bonuses, proﬁt
sharing, pensions, stock plans, insurance, and other fringe beneﬁts may be included
too. Still, some blend of salary and commission provides the basis for most combination plans.
What determines the choice of the pay plan? Four standards should be applied:
control, incentive, ﬂexibility, and simplicity.

Salary gives control—if
there is close
supervision

The proportion of a salesperson’s compensation paid as salary affects how much
control the sales manager has. It also affects how much supervision is required. A
salesperson on straight salary earns the same amount regardless of how he or she
spends time. So the salaried salesperson is expected to do what the sales manager
asks—whether it is order-taking, supporting sales activities, solving customer problems, or completing sales call reports. However, the sales manager maintains control
only by close supervision. As a result, straight salary or a large salary element in the
compensation plan increases the amount of sales supervision needed.
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If such personal supervision would be difﬁcult, a ﬁrm may get better control
with a compensation plan that includes some commission, or even a straight
commission plan with built-in direction. For example, if a company wants
its salespeople to devote more time to developing new accounts, it can pay
higher commissions for ﬁrst orders from a new customer. However, a salesperson
on a straight commission tends to be his or her own boss. The sales manager
is less likely to get help on sales activities that won’t increase the salesperson’s
earnings.

Incentives can be
direct or indirect

An incentive plan can range anywhere from an indirect incentive (a modest sharing of company proﬁts) to a very direct incentive—where a salesperson’s income is
strictly commission on sales. The incentive should be large only if there is a direct
relationship between the salesperson’s effort and results. The relationship is less
direct if a number of people are involved in the sale—engineers, top management,
or supporting salespeople. In this case, each one’s contribution is less obvious—and
greater emphasis on salary may make more sense.
When a company wants to expand sales rapidly, it usually offers strong incentives to order-getting salespeople. Strong incentives may also be sensible when the
company’s objectives are shifting or varied. In this way, the salesperson’s activities
and efforts can be directed and shifted as needed. One trucking company, for example, has a sales incentive plan that pays higher commissions on business needed to
balance freight movements—depending on how heavily trafﬁc has been moving in
one direction or another.
An incentive compensation plan can help motivate salespeople, but you have to
be certain that the incentives are really aligned with the ﬁrm’s objectives. For example, some critics believe that IBM’s sales commission plan resulted in IBM
salespeople pushing customers to buy computers they didn’t need; the sales reps got
the sale and income, but then customers who were dissatisﬁed with what they’d purchased broke off their relationship with IBM and turned to other suppliers. Now
IBM is trying to more carefully align its incentive plan with a customer orientation.
For example, most IBM sales reps receive incentive pay that is in part based on customer satisfaction ratings they earn from their customers and in part based on the
proﬁtability of the sales they get. Finding the right balance between these two criteria isn’t easy. But many other ﬁrms use variations of this approach—because
incentives that just focus on short-term or ﬁrst-time sales may not be what is best
to motivate sales reps to develop long-term, need-satisfying relationships with their
customers.

Flexibility is desirable

Flexibility is probably the most difﬁcult aspect to achieve. One major reason that
combination plans have become more popular is that they offer a way to meet varying situations. We’ll consider four major kinds of ﬂexibility.
Flexibility in selling costs is especially important for most small companies. With
limited working capital and uncertain markets, small companies like straight
commission, or combination plans with a large commission element. When sales
drop off, costs do too. Such ﬂexibility is similar to using manufacturers’ agents
who get paid only if they deliver sales. This advantage often dominates in selecting a sales compensation method. Exhibit 15-3 shows the general relation
between personal selling expense and sales volume for each of the basic compensation alternatives.
Sales potential usually differs from one sales territory to another, so it is desirable for a compensation plan to offer ﬂexibility among territories. Unless the pay plan
allows for territory differences, the salesperson in a growing territory might have
rapidly increasing earnings—while the sales rep in a poor area will have little to
show for the same amount of work. Such a situation isn’t fair—and it can lead to
high turnover and much dissatisfaction. A sales manager can take such differences
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Exhibit 15-3
Relation between Personal
Selling Expenses and Sales
Volume—for Three Basic
Personal Selling
Compensation Alternatives

Straight commission
Combination plan
Total selling
expense

0

Straight salary

Sales volume

into consideration when setting a salesperson’s sales quota—the speciﬁc sales or
proﬁt objective a salesperson is expected to achieve.
Flexibility among people is important because most companies’ salespeople vary in
their stage of professional development. Trainees and new salespeople usually require
a special pay plan with emphasis on salary. This provides at least some stability of
earnings.
Flexibility among products is desirable because most companies sell several different products with different proﬁt potentials. Unless ﬁrms recognize this fact,
the salespeople may push the products that sell best—ignoring overall company
proﬁt. A ﬂexible commission system can more easily adjust to changing proﬁt
potentials.

Simplicity shows the
link between effort
and income

A ﬁnal consideration is the need for simplicity. Complicated plans are hard for
salespeople to understand. Salespeople become dissatisﬁed if they can’t see a direct
relationship between their effort and their income.
Simplicity is best achieved with straight salary. But in practice, it’s usually better to sacriﬁce some simplicity to gain some incentive, ﬂexibility, and control. The
best combination of these factors depends on the job description and the company’s
objectives.
One way to increase ﬂexibility and still make it faster and easier for a sales rep
to see the relationship between effort and compensation is to provide that information online. For example, Oracle, a company that sells database systems, has
developed sales compensation software so its own sales reps can check a website at
any point and see how they are doing. As new sales results come in, the report at
the website is updated. Sales managers can also make changes quickly—for example, by putting a higher commission on a product or more weight on customer
satisfaction scores. The system works so well that Oracle has decided to offer it to
customers—and now over 150 ﬁrms use it. Some ﬁrms develop their own systems,
or just give their sales reps a spreadsheet so that they can keep their own information up-to-date.18

Sales managers must
plan, implement,
and control

There are no easy answers to the compensation problem. It is up to the sales
manager, together with the marketing manager, to develop a good compensation
plan. The sales manager’s efforts must be coordinated with the whole marketing mix
because personal selling objectives can be accomplished only if enough money is
allocated for this job. Further, managers must regularly evaluate each salesperson’s
performance and be certain that all the needed tasks are being done well. The compensation plan may have to be changed if the pay and work are out of line. And
by evaluating performance, ﬁrms can also identify areas that need more attention—
by the salesperson or management.19 In Chapter 19, we’ll talk more about controlling marketing activities.
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Personal Selling Techniques—Prospecting and Presenting
When we discussed the need for sales training programs, we stressed the importance of training in selling techniques. Now let’s discuss these ideas in more detail
so you understand the basic steps each salesperson should follow—including
prospecting and selecting target customers, planning sales presentations, making
sales presentations, and following up after the sale. Exhibit 15-4 shows the steps
we’ll consider. You can see that the salesperson is just carrying out a planned communication process—as we discussed in Chapter 14.20

Exhibit 15-4
Key Steps in the Personal
Selling Process

Narrowing the personal selling effort down to the right target requires constant,
detailed analysis of markets and much prospecting. Basically, prospecting involves
following all the leads in the target market to identify potential customers.
Finding live prospects who will help make the buying decision isn’t as easy as it
sounds. In business markets, for example, the salesperson may need to do some hard
detective work to ﬁnd the real purchase decision makers. Multiple buying inﬂuence
is common, and companies regularly rearrange their organization structures and buying responsibilities.
Most salespeople use the telephone for much of their detective work. A phone
call often saves the wasted expense of personal visits to prospects who are not

Prospect for
new customers

Set effort
priorities

Evaluate needs of established
customers and business opportunity

Select target customer
Identify who influences purchase decision
and/or who is involved in buyer–seller relationship

Preplan sales call and presentation(s)
Prepared presentation
Consultative selling approach
Selling formula approach

Make sales presentation
Create interest
Overcome problems/objections
Arouse desire

Close sale
(get action)

Follow up after
the sales call to
establish relationship
(customer acquisition)

Follow up after the
purchase to maintain
and enhance
relationship
(customer retention)

Feedback

Prospecting—narrowing
down to the right target
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Sales managers are always
looking for ways to make their
salespeople more efﬁcient and
more effective.

interested—or it can provide much useful information for planning a follow-up sales
visit. Some hot prospects can even be sold on the phone.
Some companies provide prospect lists to make this part of the selling job easier.
Inquiries that come in at the ﬁrm’s website, for example, can be passed along to a
sales rep for follow up. A more indirect approach may be required. For example, one
insurance company checks the local newspaper for marriage announcements—then
a salesperson calls to see if the new couple is interested in ﬁnding out more about
life insurance.

All customers are
not equal

Internet
How long to spend
with whom?

While prospecting focuses on identifying new customers, established customers
require attention too. It’s often time-consuming and expensive to establish a
relationship with a customer, so once established it makes sense to keep the relationship healthy. That requires the rep to routinely review active accounts, rethink
customers’ needs, and reevaluate each customer’s long-term business potential.
Some small accounts may have the potential to become big accounts, and some
accounts that previously required a lot of costly attention may no longer warrant
it. So a sales rep may need to set priorities both for new prospects and existing
customers.
Internet Exercise Interact Commerce Corporation sells various software
products, including ACT! personal management software that is used by
many salespeople to organize information about their customers, sales calls,
and tasks they need to do. Visit the ACT! website (www.act.com) for information about this product. Give a few speciﬁc examples of ways that a
salesperson could use ACT! to build better relationships with customers.

Once a set of possible prospects, and customers who need attention, have been
identiﬁed, the salesperson must decide how much time to spend with each one. A
sales rep must qualify prospects and existing accounts—to see if they deserve more
effort. The salesperson usually makes these decisions by weighing the potential sales
volume as well as the likelihood of a sale. This requires judgment. But well-organized
salespeople usually develop some system because they have too many demands on
their time. They can’t wine and dine all of them.21
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Many ﬁrms provide their reps with specially developed computer programs to help
with this process. Most of them use some grading scheme. A sales rep might estimate how much each prospect is likely to purchase and the probability of getting
and keeping the business given the competition. The computer then combines this
information and grades each prospect. Attractive accounts may be labeled A—and
the salesperson may plan to call on them weekly until the sale is made, the relationship is in good shape, or the customer is moved into a lower category. B
customers might offer somewhat lower potential and be called on monthly. C
accounts might be called on only once a year—unless they happen to contact the
salesperson. And D accounts might be transferred to a telemarketing group or even
ignored—unless the customer takes the initiative.22

Three kinds of sales
presentations may be
useful

Once the salesperson selects a target customer, it’s necessary to plan for the sales
call. This precall planning usually involves preparing a sales presentation—a salesperson’s effort to make a sale or address a customer’s problem. But someone has to
plan what kind of sales presentation to make. This is a strategy decision. The kind
of presentation should be set before the sales rep goes calling. And in situations
where the customer comes to the salesperson—in a retail store, for instance—planners have to make sure that prospects are brought together with salespeople.
A marketing manager can choose two basically different approaches to making
sales presentations: the prepared approach or the consultative selling approach.
Another approach—the selling formula approach—is a combination of the two.
Each of these has its place.

The prepared sales
presentation

The prepared sales presentation approach uses a memorized presentation that is
not adapted to each individual customer. A prepared (canned) presentation builds
on the stimulus-response ideas discussed in Chapter 6. This model says that a customer faced with a particular stimulus will give the desired response—in this case,
a yes answer to the salesperson’s prepared statement, which includes a close, the
salesperson’s request for an order.
If one trial close doesn’t work, the sales rep tries another prepared presentation
and attempts another closing. This can go on for some time—until the salesperson
runs out of material or the customer either buys or decides to leave. Exhibit 15-5
shows the relative participation of the salesperson and customer in the prepared
approach. Note that the salesperson does most of the talking.
In modern selling, ﬁrms commonly use the canned approach when the prospective sale is low in value and only a short presentation is practical. It’s also sensible
when salespeople aren’t very skilled. The company can control what they say and
in what order. For example, Novartis uses missionary salespeople to tell doctors
about new drugs when they’re introduced. Doctors are busy, so they only give the
rep a minute or two. That’s just enough time to give a short, prepared pitch and
leave some samples. To get the most out of the presentation, Novartis reﬁnes it
based on feedback from doctors whom it pays to participate in focus groups.23
But a canned approach has a weakness. It treats all potential customers alike. It
may work for some and not for others—and the salespeople probably won’t know
why or learn from experience. A prepared approach may be suitable for simple
order-taking—but it is no longer considered good selling for complicated situations.

Participation

Exhibit 15-5
Prepared Approach to Sales
Salesperson

Customer
Time

Consultative selling—
builds on the marketing
concept

The consultative selling approach involves developing a good understanding of
the individual customer’s needs before trying to close the sale. This name is used
because the salesperson is almost acting as a consultant to help identify and solve
the customer’s problem. With this approach, the sales rep makes some general beneﬁt statements to get the customer’s attention and interest. Then the salesperson
asks questions and listens carefully to understand the customer’s needs. Once they
agree on needs, the seller tries to show the customer how the product ﬁlls those

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

444

Participation

Text

© The McGraw−Hill
Companies, 2002

Chapter 15

Exhibit 15-6
Consultative Selling Approach
to Sales Presentation
Salesperson

Customer
Time

Selling formula
approach—some
of both
Exhibit 15-7
Selling-Formula Approach to
Sales Presentation

Participation

15. Personal Selling

Salesperson

Customer
Time

needs and to close the sale. This is a problem-solving approach—in which the
customer and salesperson work together to satisfy the customer’s needs. That’s why
it’s sometimes called the need-satisfaction approach. Exhibit 15-6 shows the participation of the customer and the salesperson during such a sales presentation.
The consultative selling approach is most useful if there are many subtle differences among the customers in one target market. In the extreme, each customer may
be thought of as a separate target market—with the salesperson trying to adapt to
each one’s needs and attitudes. This kind of selling takes more skill and time. The
salesperson must be able to analyze what motivates a particular customer and show
how the company’s offering would help the customer satisfy those needs. The sales
rep may even conclude that the customer’s problem is really better solved with someone else’s product. That might result in one lost sale, but it also is likely to build real
trust and more sales opportunities over the life of the relationship with the customer.
As you might expect, this is the kind of selling that is typical in business markets
when a salesperson already has established a close relationship with a customer.
The selling formula approach starts with a prepared presentation outline—much
like the prepared approach—and leads the customer through some logical steps to
a ﬁnal close. The prepared steps are logical because we assume that we know something about the target customer’s needs and attitudes.
Exhibit 15-7 shows the selling formula approach. The salesperson does most of
the talking at the beginning of the presentation—to communicate key points early.
This part of the presentation may even have been prepared as part of the marketing
strategy. As the sales presentation moves along, however, the salesperson brings the
customer into the discussion to help clarify just what needs this customer has. The
salesperson’s job is to discover the needs of a particular customer to know how to
proceed. Once it is clear what kind of customer this is, the salesperson comes back
to show how the product satisﬁes this speciﬁc customer’s needs and to close the sale.
This approach can be useful for both order-getting and order-taking situations—
where potential customers are similar and ﬁrms must use relatively untrained
salespeople. Some ofﬁce equipment and computer producers use this approach. They
know the kinds of situations their salespeople meet and roughly what they want them
to say. Using this approach speeds training and makes the sales force productive sooner.

AIDA helps plan
sales presentations

AIDA—Attention, Interest, Desire, Action: Most sales presentations follow this
AIDA sequence. The how-to-do-it might even be set as part of the marketing strategy. The time a sales rep spends on each of the steps might vary depending on the
situation and the selling approach being used. But it is still necessary to begin a
presentation by getting the prospect’s attention and, hopefully, to move the customer
to action through a close.24
Each sales manager and salesperson needs to think about this sequence in deciding what sales approach to use and in evaluating a possible presentation. Does the
presentation get the prospect’s attention quickly? Will the presentation be interesting? Will the beneﬁts be clear so that the prospect is moved to buy the product?
Does the presentation consider likely objections and anticipate problems so the sales
rep can act to close the sale when the time is right? These may seem like simple
things. But too frequently they aren’t done at all—and a sale is lost.

Ethical issues
may arise

As in every other area of marketing communications, ethical issues arise in the
personal selling area. The most basic issue, plain and simple, is whether a salesperson’s presentation is honest and truthful. But addressing that issue is a no-brainer.
No company is served well by a salesperson who lies or manipulates customers to
get their business.
On the other hand, most sales reps sooner or later face a sales situation in
which they must make more difficult ethical decisions about how to balance
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Keebler salespeople use an
interactive tool called Instant Data
Evaluation Access (“IDEA”)
Wizard on their laptop
computers. It provides research
data related to the marketing of
cookies and crackers on topics
such as shelf space management
and consumer purchase patterns.
The sales rep can use the Wizard
to support a consultative selling
approach in working to develop
closer relationships with retailers.

company interests, customer interests, and personal interests. Conﬂicts are less
likely to arise if the ﬁrm’s marketing mix really meets the needs of its target market. Similarly, they are less likely to arise when the firm sees the value of
developing a longer-term relationship with the customer. Then the salesperson
is arranging a happy marriage. By contrast, ethical conﬂicts are more likely when
the sales rep’s personal outcomes (such as commission income) or the selling
ﬁrm’s proﬁts hinge on making sales to customers whose needs are only partially
met by the ﬁrm’s offering. But how close must the ﬁt be between the ﬁrm’s products and the customer’s needs before it is appropriate for the salesperson to push
for a sale?
Ideally, companies can avoid the whole problem by supporting their salespeople
with a marketing mix that really offers target customers unique beneﬁts. However,
marketing managers and salespeople alike should recognize that the ideal may not
exist in every sales call. Top executives, marketing managers, and sales managers set
the tone for the ethical climate in which a salesperson operates. If they set impossible goals or project a “do-what-you-need-to-do” attitude, a desperate salesperson
may yield to the pressure of the moment. When a ﬁrm clearly advocates ethical selling behavior and makes it clear that manipulative selling techniques are not
acceptable, the salesperson is not left trying to swim “against the ﬂow.”25

Conclusion
In this chapter, we discussed the importance and
nature of personal selling. Selling is much more than just
getting rid of the product. In fact, a salesperson who is not
given strategy guidelines may have to become the strategy
planner for the market he or she serves. Ideally, however,
the sales manager and marketing manager work together
to set some strategy guidelines: the kind and number of
salespersons needed, what sales technology support will be
provided, the kind of sales presentation desired, and selection, training, and motivation approaches.

We discussed the three basic sales tasks: (1) ordergetting, (2) order-taking, and (3) supporting. Most sales
jobs combine at least two of these three tasks. Once a
ﬁrm speciﬁes the important tasks, it can decide on the
structure of its sales organization and the number of
salespeople it needs. The nature of the job and the level
and method of compensation also depend on the blend
of these tasks. Firms should develop a job description for
each sales job. This, in turn, provides guidelines for selecting, training, and compensating salespeople.
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Once the marketing manager agrees to the basic plan
and sets the budget, the sales manager must implement
the plan—including directing and controlling the sales
force. This includes assigning sales territories and controlling performance. You can see that the sales manager
has more to do than jet around the country sipping martinis and entertaining customers. A sales manager is
deeply involved with the basic management tasks of
planning and control—as well as ongoing implementation of the personal selling effort.
We also reviewed some basic selling techniques and
identiﬁed three kinds of sales presentations. Each has its

place—but the consultative selling approach seems best
for higher-level sales jobs. In these kinds of jobs, personal selling is achieving a new, professional status
because of the competence and level of personal responsibility required of the salesperson. The day of the
old-time glad-hander is passing in favor of the specialist
who is creative, industrious, persuasive, knowledgeable,
highly trained, and therefore able to help the buyer. This
type of salesperson always has been, and probably always
will be, in short supply. And the demand for high-level
salespeople is growing.

Questions and Problems
1. What strategy decisions are needed in the personal
selling area? Why should the marketing manager
make these strategy decisions?
2. What kind of salesperson (or what blend of the basic sales tasks) is required to sell the following
products? If there are several selling jobs in the
channel for each product, indicate the kinds of
salespeople required. Specify any assumptions necessary to give deﬁnite answers.
a.
b.
c.
d.
e.
f.
g.

Laundry detergent.
Costume jewelry.
Ofﬁce furniture.
Men’s underwear.
Mattresses.
Corn.
Life insurance.

3. Distinguish among the jobs of producers’, wholesalers’, and retailers’ order-getting salespeople. If
one order getter is needed, must all the salespeople
in a channel be order getters? Illustrate.
4. Discuss the role of the manufacturers’ agent in a marketing manager’s promotion plans. What kind of
salesperson is a manufacturers’ agent? What type of
compensation plan is used for a manufacturers’ agent?
5. Discuss the future of the specialty shop if producers
place greater emphasis on mass selling because of
the inadequacy of retail order-taking.

6. Compare and contrast missionary salespeople and
technical specialists.
7. How would a straight commission plan provide ﬂexibility in the sale of a line of women’s clothing
products that continually vary in proﬁtability?
8. Explain how a compensation plan could be developed to provide incentives for experienced
salespeople and yet make some provision for
trainees who have not yet learned the job.
9. Cite an actual local example of each of the three
kinds of sales presentations discussed in the chapter.
Explain for each situation whether a different type
of presentation would have been better.
10. Are the beneﬁts and limitations of a canned presentation any different if it is supported with a slide
show or videotape than if it is just a person talking?
Why or why not?
11. Describe a consultative selling sales presentation
that you experienced recently. How could it have
been improved by fuller use of the AIDA framework?
12. How would our economy operate if personal
salespeople were outlawed? Could the economy
work? If so, how? If not, what is the minimum personal selling effort necessary? Could this minimum
personal selling effort be controlled by law?

Suggested Cases
21. Chemical International, Inc.

23. Furniture to Go, Inc.

22. Cable Designs, Inc.

28. PCT, Inc.
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Summary
Computer-Aided
Problem
15. Sales Compensation
Franco Welles, sales manager for Nanek, Inc., is trying to decide whether to pay a sales rep for a new
territory with straight commission or a combination
plan. He wants to evaluate possible plans—to compare
the compensation costs and proﬁtability of each. Welles
knows that sales reps in similar jobs at other ﬁrms make
about $36,000 a year.
The sales rep will sell two products. Welles is planning a
higher commission for Product B—because he wants it to
get extra effort. From experience with similar products, he
has some rough estimates of expected sales volume under
the different plans and various ideas about commission
rates. The details are found in the spreadsheet. The program computes compensation and how much the sales rep
will contribute to proﬁt. “Proﬁt contribution” is equal to
the total revenue generated by the sales rep minus sales
compensation costs and the costs of producing the units.
a. For the initial values shown in the spreadsheet, which
plan—commission or combination—would give the
rep the highest compensation, and which plan would
give the greatest proﬁt contribution to Nanek, Inc.?

b. Welles thinks a sales rep might be motivated to work
harder and sell 1,100 units of Product B if the commission rate (under the commission plan) were
increased to 10 percent. If Welles is right (and everything else stays the same), would the higher
commission rate be a good deal for Nanek? Explain
your thinking.
c. A sales rep interested in the job is worried about making payments on her new car. She asks if Welles
would consider paying her with a combination plan
but with more guaranteed income (an $18,000 base
salary) in return for taking a 3 percent commission on
Products B and A. If this arrangement results in the
same unit sales as Welles originally estimated for the
combination plan, would Nanek, Inc., be better off
or worse off under this arrangement?
d. Do you think the rep’s proposal will meet Welles’
goals for Product B? Explain your thinking.
For additional questions related to this problem, see
Exercise 15-3 in the Learning Aid for Use with Basic Marketing, 14th edition.
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When You
Finish This Chapter,
You Should
1. Understand why a
marketing manager
sets speciﬁc objectives to guide the
advertising effort.
2. Understand when
the various kinds of
advertising are
needed.
3. Understand how to
choose the “best”
medium.
4. Understand the
main ways that
advertising on the
Internet differs from
advertising in other
media.
5. Understand how to
plan the “best” message—that is, the
copy thrust.
6. Understand what
advertising agencies
do and how they are
paid.
7. Understand how to
advertise legally.
8. Understand the
importance and
nature of sales promotion.
9. Know the advantages and limitations
of different types of
sales promotion.
10. Understand the
important new terms
(shown in red).
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There’s no doubt that clever

Advertising, Sales Promotion, and Marketing Strategy Decisions
Experts point to the Baked Lay’s mass-selling effort—the carefully planned advertising and sales promotion—as an example of excellent promotion that leverages a
great strategy. Indeed, mass selling is often a critical element in the success or failure of a strategy. It can be an inexpensive way—on a per-contact or per-sale
basis—to inform, persuade, and activate customers. It can reach a large number of
people very quickly and produce a combination of long- and short-term results. It
often plays a central role in efforts to position a ﬁrm’s marketing mix as the one
that meets customers’ needs and builds brand equity. It can help motivate channel
members or a ﬁrm’s own employees, as well as ﬁnal customers. The strengths and
limits of advertising and sales promotion are different, but you can see why most
promotion blends include them as well as personal selling and publicity.
Unfortunately, the results that marketers actually achieve with mass selling are very
uneven. It’s often said that half of the money spent on these activities is wasted—
but that too few managers know which half. Mass selling can be exciting and
involving or it can be downright obnoxious. Sometimes it’s based on careful analysis and research, yet much of it is created on the ﬂy based on someone’s crazy idea.
The right creative idea may produce results beyond a manager’s dreams, but the
wrong one can be a colossal waste of money. It can stir deep emotions or go unnoticed. Some managers come up with mass-selling blends that are really innovative,
but more often than not imitators will just copy the same idea and turn it into an
overused fad.
It’s important to realize from the outset that many managers do a poor job in this
arena. One way to avoid that is to reject the idea that just copying how lots of other
ﬁrms handle these important strategy decisions is “good enough.” There’s no sense
in following bad practices down the road to death-wish marketing. Instead, it makes
sense to understand the important strategy decisions involved in each of these areas
and how to make these decisions carefully.
As the Lay’s case illustrates, marketing managers and the advertising agencies
that work with them have important advertising decisions to make, including (1)
who their target audience is, (2) what kind of advertising to use, (3) how to reach
customers (via which types of media), (4) what to say to them (the copy thrust),
and (5) who will do the work—the ﬁrm’s own advertising department or outside
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Exhibit 16-1 Strategy Planning for Advertising
Target market

Product

Target
audience

Kind of
advertising

Place

Promotion

Price

Personal
selling

Mass
selling

Sales
promotion

Advertising

Publicity

Media
types

Copy
thrust

Who will do
the work

agencies. See Exhibit 16-1. We’ll talk about these decisions in this chapter. We’ll
also consider how to measure advertising effectiveness, and legal limits on advertising, in an increasingly competitive environment.
After we discuss advertising, we’ll go into more detail on sales promotion. We’ll
discuss the great variety of sales promotion approaches, how they typically vary for
different target markets, and their basic beneﬁts and limitations.

International
dimensions are
important

The basic strategy planning decisions for advertising and sales promotion are the
same regardless of where in the world the target market is located. However, keep
in mind that the look and feel of advertising and sales promotion vary a lot in different countries, in part because choices available to a marketing manager within
each of the decision areas may vary dramatically from one country to another.
The target audience for advertising may be illiterate—making print ads useless.
Commercial television may not be available. If it is, government rules or censors
may place severe limits on the type of advertising permitted or when ads can be
shown. Radio broadcasts in a market area may not be in the target market’s language. Access to interactive media like the Internet may be nonexistent. Cultural,
social, and behavioral inﬂuences may limit what type of ad messages can be communicated. Ad agencies who already know a nation’s unique advertising
environment may be unwilling to cooperate.
International dimensions may also have a signiﬁcant impact on sales promotion
alternatives. For example, in countries with a large number of very small retailers
some types of trade promotion are difﬁcult, or even impossible, to manage. A typical Japanese grocery retailer with only 250 square feet of space, for example, doesn’t
have room for any special end-of-aisle displays. Consumer promotions may be affected
too. Polish consumers, for example, are skeptical about product samples; they don’t
have a lot of experience with sampling and they ﬁgure that if it’s free something’s
amiss. In some developing nations samples can’t be distributed through the mail—
because they’re routinely stolen from mailboxes before they ever get to the target
customer. Similarly, coupons won’t work unless consumers can redeem them, and in
some regions there are no facilitators to help with that effort. Similarly, some countries ban consumer sweepstakes—because they see it as a form of gambling.
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Traditional media choices are
more limited in some international
markets, so marketers must be
creative to communicate their
messages. In North Africa and
the Middle East, Coke uses
hot-air balloons. The 12-storiestall Ariel shirt was mounted on a
building in China.

Throughout this chapter we’ll consider a number of these international promotion issues, but we’ll focus on the array of choices available in the U.S. and other
advanced, market-directed economies.2

Total spending is
big—and growing
internationally

As an economy grows, advertising becomes more important—because more consumers have income and advertising can get results. But good advertising results cost
money. And spending on advertising is signiﬁcant. In 1946, U.S. advertising spending was slightly more than $3 billion. By 1986, it was $102 billion—and by 2001
$250 billion.
During the last decade, the rate of advertising spending in many parts of the
world has increased even more rapidly than in the United States. However, total
advertising spending in other countries is much lower than in the U.S. Although
exact ﬁgures aren’t available for all nations, advertising in the U.S. accounts for
roughly half of worldwide ad spending. Europe accounts for 23 percent, and Asia
about 22 percent. For most countries in other regions, advertising spending has
traditionally been quite low.3

Most advertisers aren’t
really spending that
much

While total spending on advertising seems high, especially in the United States,
it represents a small portion of what people pay for the goods and services they buy.
U.S. corporations spend an average of only about 2.5 percent of their sales dollar
on advertising. Worldwide, the percentage is even smaller.
Exhibit 16-2 shows, however, that advertising spending as a percent of sales dollars varies signiﬁcantly across product categories. Producers of consumer products
generally spend a larger percent than ﬁrms that produce business products. For
example, U.S. malt beverage companies spend 8.6 percent, and companies that
make perfume and cosmetics spend a whopping 12.8 percent. At the other extreme,
companies that sell plastics to manufacturers spend only about 1.8 percent on advertising. Some business products companies—those that depend on e-commerce or
personal selling—may spend less than 1⁄10 of 1 percent.
In general, the percent is smaller for retailers and wholesalers than for producers. Large chains like Kmart and JCPenney spend about 3 percent, but many retailers
and wholesalers spend 1 percent or less. Individual ﬁrms may spend more or less
than others in the industry—depending on the role of advertising in their promotion blend and marketing mix.

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

16. Advertising and Sales
Promotion

© The McGraw−Hill
Companies, 2002

Text

Advertising and Sales Promotion

453

Exhibit 16-2 Advertising Spending as Percent of Sales for Illustrative Product Categories

PRODUCERS:
Petroleum refining
Bakery products
Computers and office equipment
Plastic products
Dairy products
Motor vehicles and car bodies
Greeting cards
Cable and other pay TV services
Sporting and athletic goods
Business services
Footwear (except rubber)
Soft drinks, water
Investment advice
Transportation services
Malt beverages
Games and toys
Soap and detergent
Perfumes and cosmetics

0.8
1.4
1.5
1.8
2.5
2.7
3.0
4.2
4.4
4.8
5.0
5.3
5.7
6.2
8.6
10.3
12.5
12.8

RETAILERS:
Grocery stores
Hotels and motels
Eating places
Video tape rental
Women's clothing stores
Amusement parks
Catalog, mail-order houses
Furniture stores

1.2
1.2
3.8
4.5
5.6
7.5
9.1
9.4
1

3

5
7
9
11
13
Advertising as percent of sales

15

17

Of course, percentages don’t tell the whole story. Nissan, which spends less than
1 percent of sales on advertising, is among the top 50 advertisers worldwide. The
really big spenders are very important to the advertising industry because they
account for a large share of total advertising spending. For example, in the United
States, the top 100 advertisers (many of which are based in other countries) typically account for about 30 percent of all advertising spending. Worldwide, the top
50 global advertisers spend about $50 billion a year. The three top global spenders
are all consumer packaged goods producers: Unilever, Procter & Gamble, and
Nestlé.4
Advertising spending is very important in certain markets—especially ﬁnal consumer markets. Nevertheless, in total, advertising costs much less than personal
selling and sales promotion.

Advertising doesn’t
employ that many
people

While total advertising expenditures are large, the advertising industry itself
employs relatively few people. The major expense is for media time and space. In
the United States, the largest share of this—24 percent—goes for television
(including cable). Newspapers take about 20 percent of the total and direct mail
about 18 percent. The shares for radio (8 percent), the Yellow Pages (5 percent),
magazines (5 percent), and the Internet (2 percent) are much smaller. However,
spending for advertising on the Internet is growing very fast.5
Many students hope for a glamorous job in advertising, but there are fewer jobs
in advertising than you might think. Even in the United States, with the highest
advertising spending of any nation, only about 500,000 people work directly in
the advertising industry. Advertising agencies employ only about half of all these
people. The rest are people who help create or sell advertising or advertising media
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(advertising people in radio and television stations, newspapers, and magazines) and
those working for retailers, wholesalers, and producers.6

Advertising Objectives Are a Strategy Decision
Advertising objectives
must be speciﬁc

Every ad and every advertising campaign should have clearly deﬁned objectives.
These should grow out of the ﬁrm’s overall marketing strategy and the promotion
jobs assigned to advertising. It isn’t enough for the marketing manager to say “Promote the product.” The marketing manager must decide exactly what advertising
should do.
Advertising objectives should be more speciﬁc than personal selling objectives.
One of the advantages of personal selling is that salespeople can shift their presentations to meet customers’ needs. Each ad, however, is a speciﬁc communication. It
must be effective not just for one customer but for thousands, or millions, of them.

The marketing
manager sets the
overall direction

The marketing manager might give the advertising manager one or more of the
following speciﬁc objectives, along with the budget to accomplish them:

If you want half the
market, say so!

The objectives listed above highlight that a balancing act may be required. The
ﬁrst objective is quite broad and relates to the basic decisions about how the marketing manager wants to differentiate and position the whole marketing mix. That
should guide decisions about what other speciﬁc objectives are most important. In
fact, some of the objectives listed are not as speciﬁc as they could be. If a marketing manager really wants speciﬁc results, they should be clearly stated. A general
objective is “To help expand market share.” This could be rephrased more speciﬁcally: “To increase shelf space in our cooperating retail outlets by 25 percent during
the next three months.” As more speciﬁc objectives are set—say, for each ad—it’s
still important that they are all consistent with the overall objectives.

Objectives guide
implementation too

The speciﬁc objectives obviously affect implementation. Advertising that might
be right for encouraging consumers to switch from a competing brand might be all
wrong for appealing to established customers with whom a ﬁrm already has a good
relationship. Similarly, an ad that appeals to opinion leaders might not be what’s
needed to get repeat customers back into a retail store. As Exhibit 16-3 shows, the
type of advertising that achieves objectives for one stage of the adoption process
may be off target for another. For example, most advertising for cameras in the
United States, Germany, and Japan focuses on foolproof pictures or state-of-the-art
design because most consumers in these countries already own some camera. In
Africa, where only about 20 percent of the population owns a camera, ads must sell
the whole concept of picture-taking.

1. Help position the ﬁrm’s brand or marketing mix by informing and persuading
target customers or middlemen about its beneﬁts.
2. Help introduce new products to speciﬁc target markets.
3. Help obtain desirable outlets and tell customers where they can buy a product.
4. Provide ongoing contact with target customers—even when a salesperson isn’t
available.
5. Prepare the way for salespeople by presenting the company’s name and the
merits of its products.
6. Get immediate buying action.
7. Help to maintain relationships with satisﬁed customers, conﬁrm their purchase
decisions, and encourage more purchases.
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Exhibit 16-3 Examples of Different Types of Advertising over Adoption Process Stages
Awareness

Interest

Evaluation
and trial

Decision

Confirmation

Teaser campaigns
Pioneering ads
Jingles/slogans
Internet banners
Announcements

Informative or
descriptive ads
Image/celebrity ads
Flash ads
Demonstration of
benefits

Competitive ads
Persuasive copy
Comparative ads
Testimonials

Direct-action retail
ads
Point-of-purchase
ads
Price deal offers

Reminder ads
Informative “why”
ads

Objectives Determine the Kinds of Advertising Needed
The advertising objectives largely determine which of two basic types of advertising to use—product or institutional.
Product advertising tries to sell a product. It may be aimed at ﬁnal users or channel members.
Institutional advertising tries to promote an organization’s image, reputation, or
ideas rather than a speciﬁc product. Its basic objective is to develop goodwill or
improve an organization’s relations with various groups—not only customers but
also current and prospective channel members, suppliers, shareholders, employees,
and the general public. The British government, one of the top 50 advertisers in
the world, uses institutional advertising to promote England as a place to do
business.

Product advertising—
know us, like us,
remember us

Product advertising falls into three categories: pioneering, competitive, and
reminder advertising.
Pioneering advertising—builds primary demand
Pioneering advertising tries to develop primary demand for a product category
rather than demand for a speciﬁc brand. Pioneering advertising is usually done in the
early stages of the product life cycle; it informs potential customers about the new
product and helps turn them into adopters. When Merrell Dow Pharmaceutical

The objective of ExxonMobil’s
attention-getting institutional ad,
which ran on billboards in over
100 countries, was to inform
customers about the merger of
the two oil giants and to highlight
the strengths of the new
combined company as it
addresses the energy needs of
the future.
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Comparative ads make direct
comparisons with other brands
using actual product names. For
example, the Baby Orajel ad
touts its fast relief compared to
Children’s Tylenol. The Microsoft
ad highlights the features of the
Pocket PC compared to its rival,
Palm.

introduced a prescription drug to help smokers break the habit, it did pioneering
advertising to inform both doctors and smokers about its breakthrough. The ad didn’t
even mention the name of the drug. Instead it informed smokers who wanted to quit
that doctors could now help them overcome their nicotine dependence. Later, as other
ﬁrms put similar drugs on the market, Merrell Dow turned to competitive advertising.
Competitive advertising—emphasizes selective demand
Competitive advertising tries to develop selective demand for a speciﬁc brand. A
ﬁrm is forced into competitive advertising as the product life cycle moves along—
to hold its own against competitors.
Competitive advertising may be either direct or indirect. The direct type aims
for immediate buying action. The indirect type points out product advantages to
affect future buying decisions.
Most of Delta Airlines’ advertising is of the competitive variety. Much of it tries
for immediate sales—so the ads are the direct type with prices, timetables, and
phone numbers to call for reservations. Some of its ads are the indirect type. They
focus on the quality of service and number of cities served—and they suggest you
mention Delta’s name the next time you talk to your travel agent.
Comparative advertising is even rougher. Comparative advertising means making speciﬁc brand comparisons—using actual product names. A recent comparative
ad for a Kia Optima implied that a Toyota Camry with the same features was a great
car but not as good a value as the Optima, which costs $5,000 less.
Many countries forbid comparative advertising, but that situation is changing.
For example, Japan banned comparative advertising until about 15 years ago, when
the restrictions were relaxed. Japan’s move followed an earlier change in the United
States. The Federal Trade Commission decided to encourage comparative ads, after
banning them for years—because it thought they would increase competition and
provide consumers with more useful information.
In the United States, superiority claims are supposed to be supported by research
evidence—but the guidelines aren’t clear. In one widely publicized case, a drug company sponsored university research on the effectiveness of its drug, but when the results
looked bad it did everything possible to keep the ﬁndings secret. When P&G’s Dryel
did not fare well in independent test comparisons with stain removal by professional dry
cleaners, P&G changed its ad claims. However, some ﬁrms just keep running tests until
they get the results they want. Others talk about minor differences that don’t reﬂect a
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Buster Brown is a well-known
brand with a hundred-year
history, but at back-to-school,
shoe-buying time it ran print and
outdoor ads to remind parents of
their positive feelings about
Buster Brown shoes. Ads
featured a toll-free number to call
or website address so consumers
could learn the location of the
closest retailer.

product’s overall beneﬁts. Some comparative ads leave consumers confused or even angry
if the product they’re using is criticized. Comparative ads can also backﬁre by calling
attention to competing products that consumers had not previously considered.7
Reminder advertising—reinforces a favorable relationship
Reminder advertising tries to keep the product’s name before the public. It may
be useful when the product has achieved brand preference or insistence—perhaps
in the market maturity or sales decline stages. It is used primarily to reinforce previous promotion. Here the advertiser may use soft-sell ads that just mention or show
the name—as a reminder. Sunkist, for example, often relies on reminder ads because
most consumers already know the brand name and, after years of promotion, associate it with high product quality.

Institutional
advertising—
remember our name

Institutional advertising usually focuses on the name and prestige of an organization or industry. It may seek to inform, persuade, or remind.
Large companies with several divisions sometimes use a persuading kind of institutional advertising to link the divisions in customers’ minds. Many Japanese ﬁrms,
like Hitachi, emphasize institutional advertising, in part because they often use the
company name as a brand name.
Companies sometimes rely on institutional advertising to present the company
in a favorable light—perhaps to overcome image problems. Oil giant BP, for example, ran ads in a bid to be seen as more pro-environmental. However, in this case,
they just drew more criticism.8
Some organizations use institutional advertising to advocate a speciﬁc cause or
idea. Insurance companies and organizations like Mothers Against Drunk Driving,
for example, use these advocacy ads to encourage people not to drink and drive.9

Coordinating Advertising Efforts with Cooperative Relationships
Vertical cooperation—
advertising allowances,
cooperative advertising

Sometimes a producer knows that a promotion job or advertising job should be
done but ﬁnds that it can be done more effectively or more economically by someone
further along in the channel. Alternatively, a large retail chain like Best Buy may
approach a manufacturer like Panasonic with a catalog or ad program and tell them
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how much it will cost to participate. In either case, the producer may offer advertising
allowances—price reductions to ﬁrms further along in the channel to encourage
them to advertise or otherwise promote the ﬁrm’s products locally.
Cooperative advertising involves middlemen and producers sharing in the cost of
ads. This helps wholesalers and retailers compete in their local markets. It also helps
the producer get more promotion for the advertising dollar because media usually give
local advertisers lower rates than national or international ﬁrms. In addition, a retailer
or wholesaler who is paying a share of the cost is more likely to follow through.

Integrated
communications from
cooperative
relationships

Coordination and integration of ad messages in the channel is another reason
for cooperative advertising. One big, well-planned, integrated advertising effort is
often better than many different, perhaps inconsistent, local efforts. Many franchise
operations like the idea of communicating with one voice. KFC, for example,
encourages its franchises to use a common advertising program. Before, many developed their own local ads—with themes like “Eight clucks for four bucks”—that
didn’t ﬁt with the company’s overall marketing strategy.
Producers often get this coordination, and reduce local middlemen costs, by providing a master of an ad on a videotape, cassette tape, website, or printed sheets.
The middlemen add their identiﬁcation before turning the ad over to local media.
However, allowances and support materials alone don’t ensure cooperation.
When channel members don’t agree with the advertising strategy, it can be a serious source of conﬂict. For example, Benetton, the Italian sportswear company,
wanted its “United Colors” ad campaign to be controversial. Many of its franchisees
disagreed and stopped paying their franchise fees. A marketing manager should consider the likely reaction of other channel members before implementing any
advertising program.10

Ethical concerns
may arise

Ethical issues sometimes arise concerning advertising allowance programs. For
example, a retailer may run one producer’s ad to draw customers to the store but
then sell them another brand. Is this unethical? Some producers think it is. A different view is that retailers are obligated to the producer to run the ad but obligated
to consumers to sell them what they want, no matter whose brand it may be. A
producer can often avoid the problem with a strategy decision—by setting the
allowance amount as a percent of the retailer’s actual purchases. That way, a retailer
who doesn’t produce sales doesn’t get the allowance.
Sometimes a retailer takes advertising allowance money but doesn’t run the ads
at all. Some producers close their eyes to this problem because they don’t know
what to do about intense competition from other suppliers for the retailer’s attention. But there are also legal and ethical problems with that response. Basically, the
allowance may have become a disguised price concession that results in price discrimination, which is illegal in the United States. Some ﬁrms pull back from
cooperative advertising to avoid these problems. Smart producers insist on proof
that the advertising was really done.11

Choosing the “Best” Medium—How to Deliver the Message
What is the best advertising medium? There is no simple answer to this question. Effectiveness depends on how well the medium ﬁts with the rest of a marketing
strategy—that is, it depends on (1) your promotion objectives, (2) what target markets you want to reach, (3) the funds available for advertising, and (4) the nature
of the media—including who they reach, with what frequency, with what impact,
and at what cost.
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Does Advertising That’s Everywhere Get Us Anywhere?
It’s everywhere. You get to the beach, look down,
and huge versions of the Skippy peanut butter logo
are embossed in the sand. You roll your eyes in dismay and catch a view of a plane pulling MCI’s
100-foot-long banner with Mr. T demanding “Call
home, fool.” You go in the bathroom to change into
your swimsuit, but the walls are adorned with posters
for Good Humor ice cream bars. Forget that. Maybe
you should just eat your picnic lunch. Oops, the
whole back of the bench you’re going to sit on is an
ad for a check-cashing service—and just for good
measure the banana you pull out of your lunch bag
has a sticker advertising Florida oranges. So you
jump in your car to escape the onslaught. But when
you stop to pump gas a miniature video screen by the
credit card slot urges you to get a Visa debit card
from a local bank (ﬁrst in English and then in
Spanish). The billboards you ignore along the way
seem pretty civilized compared to the towering trucks
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whose trailers are rolling billboards. Back at the
ranch, at last, you know you can watch the Grammy
Awards show in peace because you taped it on your
VCR—so you can zap past the ads. But no, you can’t
see the celebrities arrive without staring at virtual
logos digitally superimposed on the entry canopy and
sidewalk by the front door. So there’s no alternative
but to pull the plug on the VCR and check for e-mail
from your sweetie. Wrong move. A pop-up ad for a
video cam covers half of the screen—and why can’t
you make it go away? You can drag it to the side, but
then there’s so much spam in your mailbox that
you’ve run out of disk space.
There are certainly many cases where promotion
beneﬁts both the consumer and the ﬁrm, and after all
it is revenues from advertising that cover the cost of
lots of great stuff consumers get for free. Yet sometimes you can’t help but wish that you were not the
target that somebody else is aiming at!12

Exhibit 16-4 shows some pros and cons of major kinds of media and some examples of costs. However, some of the advantages noted in this table may not apply
in all markets. In less-developed nations, for example, newspapers may not be timely.
Placing an ad may require a long lead time if only a limited number of pages are
available for ads. Direct mail may not be a ﬂexible choice in a country with a weak
postal system or high rate of illiteracy. Internet ads might be worthless if few target
customers have access to the Internet. Similarly, TV audiences are often less selective and targeted, but a special-interest cable TV show may reach a very speciﬁc
audience.13

Specifc promotion
objectives

Before you can choose the best medium, you have to decide on your promotion
objectives. If the objective is to increase interest and that requires demonstrating product beneﬁts, TV may be the best alternative. If the objective is to inform—telling a
long story with precise detail—and if pictures are needed, then Internet advertising
might be right. Alternatively, with a broad target market, print media like magazines
and newspapers may be better. For example, Jockey switched its advertising to magazines from television when it decided to show the variety of colors, patterns, and styles
of its men’s briefs. Jockey felt that it was too hard to show this in a 30-second TV
spot. Further, Jockey felt that there were problems with modeling men’s underwear on
television. However, Jockey might have stayed with TV if it had been targeting consumers in France or Brazil—where nudity in TV ads is common.14

Match your market with
the media

To guarantee good media selection, the advertiser ﬁrst must clearly specify its target market—a necessary step for all marketing strategy planning. Then the
advertiser can choose media that are heard, read, or seen by those target customers.
The media available in a country may limit the choices. In less-developed
nations, for example, radio is often the only way to reach a broad-based market of
poor consumers who can’t read or afford television.
In most cases, however, the major problem is to select media that effectively
reach the target audience. Most of the major media use marketing research to
develop proﬁles of the people who buy their publications or live in their broadcasting area. Generally, media research focuses on demographic characteristics rather
than the segmenting dimensions speciﬁc to the planning needs of each different
advertiser. The problem is even worse in some countries because available media
459
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Exhibit 16-4 Relative Size and Costs, and Advantages and Disadvantages, of Major Kinds of Media

Kinds of Media

Sales Volume,
2000 ($ billions)

Typical Costs, 2000

Advantages

Disadvantages

Television
and Cable

$59.2

$4,500 for a 30-second spot, prime
time, Phoenix

Demonstrations,
good attention,
wide reach

Expensive in
total, “clutter,”
less-selective
audience

Newspaper

49.0

$42,570 for one-page (black/white)
weekday, Arizona Republic

Flexible, timely,
local market

May be
expensive,
short life, no
“pass-along”

Direct mail

44.6

$215 per 1,000 for listing of 114,000
Human Resource executives by
industry or employee size

Selected
audience,
ﬂexible, can
personalize

Relatively
expensive per
contact, “junk
mail”_hard to
retain attention

Radio

19.3

$350–$400 for one-minute drive time,
Phoenix

Wide reach,
segmented
audience,
inexpensive

Weak attention,
many different
rates, short
exposure

Yellow Pages

13.2

$2,760 a year for a 1⁄8-page display
ad in a directory for a city with
.5 million population

Reaches local
customers
seeking
purchase
information

Many other
competitors
listed in same
place, hard to
differentiate

Magazine

12.4

$192,000 for one-page, 4-color in
Time (national)

Very targeted,
good detail,
good “passalong”

Inﬂexible, long
lead times

Outdoor

5.2

$5,000 (painted) for prime billboard,
30- to 60-day showings, Phoenix

Flexible, repeat
exposure,
inexpensive

“Mass market,”
very short
exposure

Internet

4.3

Banner ads average $34 for every
1,000 ad impressions on the site

Ads link to more
detailed website,
some “pay for
results”

Hard to compare
costs with
other media

don’t provide any information—or they provide audience proﬁles that make the
media seem more attractive than it is.
Another problem is that the audience for media that do reach your target market may also include people who are not in the target group. But you pay for the
whole audience the media delivers—including those who aren’t potential customers.
For example, Delta Faucet, a faucet manufacturer that wanted its ads to reach
plumbers, placed ads on ESPN’s Saturday college football telecasts. Research showed
that many plumbers watched the ESPN games. Yet plumbers are only a very small
portion of the total college football audience—and the size of the total audience
determined the cost of the advertising time.15
The cost of reaching the real target market goes up fastest when the irrelevant
audience is very large. For example, the last episode of the wildly popular “Seinfeld” sitcom drew about 75 million viewers and NBC charged $1.5 million or more
for a 30-second ad slot. It may have been worth that for Visa to reach such a large,
mainly adult, audience; it serves a diverse group of customers.16 On the other hand,
tiny Gardenburger, Inc., used borrowed money to buy an ad slot in a shoot-for-themoon effort to turn the audience on to its veggie patties. This was on the “creative
theory” that the Gardenburger target market was primarily females age 25 to 54,
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Internet advertising and ads
delivered by e-mail make it
possible for advertisers to be very
targeted in getting the right
message to the right audience.

that “Seinfeld” was like the Super Bowl for women, and that Gardenburger was just
the ticket for their needs. Yet only about 8 percent of consumers have ever tasted
a veggie burger. A 30-second ad, even a memorable one, isn’t likely to change a
basic mind-set for most people. So in betting the farm on its “Seinfeld” ad, Gardenburger had to pay to reach a very large group of women, and men, who were not
at all interested in what the company had to offer. Gardenburger is an extreme case,
but research suggests that many of the ﬁrms that sponsor ads on such big-audience
shows would get more for their money if they placed ads on shows that reached
more-targeted audiences.17
Because it’s hard to pick the best media, media analysts often focus on comparing quantitative measures—such as cost per thousand of audience size or circulation.
This may seem to be an objective approach, but advertisers preoccupied with
keeping these costs down may ignore the relevant segmenting dimensions and slip
into mass marketing.

Some media help zero
in on speciﬁc target
markets

Today the major media direct more attention to reaching smaller, more deﬁned
target markets. The most obvious evidence of this is in the growth of spending on
direct-mail advertising to consumers in databases. However, other media—even traditional ones—are becoming more targeted as well.
TV is a good example. Cable TV channels—like MTV, Cable News Network
(CNN), Nickelodeon, and ESPN—are taking advertisers away from the networks
because they target speciﬁc audiences. ESPN, for example, has an audience heavily
weighted toward afﬂuent, male viewers. British Sky Broadcasting does a good job of
reaching homemakers with young children. Moreover, being specialized doesn’t necessarily mean that the target market is small. MTV appeals most strongly to afﬂuent,
young viewers, but its programming is seen in over 300 million homes worldwide—
more than any other programmer.
Infomercials—long commercials that are broadcast with a TV show format—give
a glimpse of how targeted cable TV will become when more consumers have access
to hundreds, or perhaps even thousands, of TV channels. With many channels
competing for attention, most will succeed only if they offer programs and commercials that are very speciﬁc to the interests and needs of smaller, more homogeneous
target markets.
Radio has also become a more specialized medium. Some stations cater to particular ethnic and racial groups—such as Hispanics, African Americans, or French
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Hood
$4 million to $6 million
Usually part of primary sponsor
package, which includes rearquarter panel and sometimes
trunk

Roof and doors
Reserved for car’s number.
No ads allowed.

B-post
$75,000 to $150,000

Trunk and back of trunk*
$500,000 to $1 million
*Known as the TV panel
because it can be seen
from other drivers’ incar cameras

Behind rear wheels
$200,000 to $600,000

Front fender
$30,000 to $100,000
Nascar sponsors

Lower quarter panel
$25,000 to $100,000

C-post
$250,000 to $750,000

Rear quarter panels
$750,000
Usually an oil company

Advertising space on a race car reaches racing fans and often beneﬁts from extended TV coverage. But the cost for primary sponsors
can be millions of dollars.

Canadians. Others aim at speciﬁc target markets with rock, country, or classical
music. Religious programs and talk-radio cater to people with speciﬁc attitudes and
interests. Now that radio stations can get their programming to a larger number of
consumers over the Internet and via satellite broadcast systems, expect even more
targeting.
Many magazines serve only special-interest groups—such as ﬁshermen, soap opera
fans, new parents, professional groups, and personal computer users. In fact, the most
proﬁtable magazines seem to be the ones aimed at clearly deﬁned markets. Many
specialty magazines also have international editions that help marketers reach consumers with similar interests in different parts of the world. PC Magazine, for
example, offers European and Japanese editions.
There are trade magazines in many ﬁelds—such as chemical engineering, furniture retailing, electrical wholesaling, farming, and the aerospace market. Standard
Rate and Data provides a guide to the thousands of magazines now available in the
United States. Similar guides exist in most other countries.
Many of the national print media offer specialized editions. Time magazine, for
example, offers not only several regional and metropolitan editions but also special
editions for college students, educators, doctors, and business managers. Magazines
like Newsweek, France’s Paris Match International, and Germany’s Wirtschaftwoche
provide international editions.

Specialized media are
small—but gaining

The advertising media listed in Exhibit 16-4 are attracting the vast majority of
advertising media budgets. But advertising specialists always look for cost-effective
new media that will help advertisers reach their target markets. For example, one
company successfully sells space for signs on bike racks that it places in front of
7-Eleven stores. In Eastern Europe, where major media are still limited, companies
like Campbell’s pay to put ads on bus shelters. Hotels and auto rental companies
buy space on advertising boards placed in the restrooms on airplanes. A new generation of ATMs—including ones placed in stores and shopping centers—is capable
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of showing video ads while customers are waiting to get their money. Some gas station pumps have similar displays.18
The Internet is proving to be an even more important, and fast-growing, medium
that has the potential to be highly targeted. Because it involves different opportunities and challenges, we will discuss it separately. First, however, we should brieﬂy
discuss how the advertising budget that is available affects the choice of media.

“Must buys” may use
up available funds

Selecting which media to use is still pretty much an art. The media buyer may
start with a budgeted amount and try to buy the best blend to reach the target
audience.
Some media are obvious “must buys”—like the local newspaper for a retailer in
a small or medium-sized town. Most ﬁrms serving local markets view a Yellow Pages
listing as a must buy. Website advertising is increasingly being seen as a must buy.
It may be the only medium for ﬁrms trying to reach business buyers in overseas markets. Must buy ads may even use up the available funds.
For many ﬁrms, even national advertisers, the high cost of television may eliminate it from the media blend. The average cost just to produce a national TV ad
is now about $250,000—and a big impact ad can easily cost twice that. In the
United States, a 30-second commercial on a popular prime-time show like “Friends”
is well over $500,000. The price goes up rapidly for “big event” shows that attract
the largest audiences. Thirty seconds of advertising on the 2001 Super Bowl cost
sponsors about $2.3 million.19

Advertising on the Internet: New Opportunities and New Challenges
Internet ads take many
forms

Advertising on the Internet is growing rapidly as more mainstream advertisers
join the quest for a more efﬁcient way to reach target customers with promotion.
The advertising messages take many forms, ranging from displays that basically look
like traditional print ads to button and banner ads. An Internet banner ad is a headline that appears on a web page. Its purpose is to attract the interest of people in
the advertiser’s target market and encourage them to visit the advertiser’s website
for more information. A button is usually much smaller—perhaps just showing the
advertiser’s name or symbol.

Internet ads seek a
direct response—a
click

Whatever speciﬁc form an ad takes, it is usually “linked” to the advertiser’s website. When a viewer responds to an ad by clicking on it with a mouse, more detailed
information appears. The information may include pictures, videos, sound, text, a
product database, order entry procedures, and much more.
Content on a website can be very different from traditional advertising. The advertiser can put up a great deal more information and allow viewers to self-direct to those
pages that interest them the most. The website can also provide links to other outside sources of information. Or it can invite the viewer to e-mail or start a chat session
for more detailed information on a particular topic. It can offer a sign-up for a weekly
newsletter. The viewer may not buy right away and may not “bookmark” the website
to come back later. But if the viewer subscribes to the e-mail newsletter, all is not
lost. The advertiser will have another chance to make a sale.
We talked about this sort of interactive communication in detail in Chapter 14.
Now let’s take a look at how Internet ads reach a target audience in the ﬁrst place.

Some websites
generate more
exposure

Some advertisers are primarily interested in placing ads on websites that will give
their ads a lot of exposure—almost without regard to the content of the website or
who visits it. Although there are millions of websites on the Internet, a small subset
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Advertising managers are always looking for cost-effective new media that will help them reach their speciﬁc target markets.

accounts for a large percent of the potential audience. For example, many people
see the Netscape, Microsoft, or Yahoo website every time they use the Internet.
Often that’s because the software (“browser”) they use to view Internet information
starts at these websites. Some people refer to such websites as portals because they
act like doorways to the Internet.
A few portal websites are becoming for the Internet what the networks once were
for television: the place where an advertiser is willing to pay high rates because they
are uniquely able to reach a very large, broad market. For example, Dell might want
its computer ads on the AOL or Yahoo home page so they will be viewed by the
large number of computer user visitors. But what makes sense for Dell in that situation might not make sense for a different ﬁrm with a different target market and
marketing mix. As with traditional media, getting lots of exposure for an Internet
ad doesn’t help if viewers are not in the ﬁrm’s target market. At most websites, rates
are set based on number of exposures, and you pay for an exposure regardless of who
it is. Some advertisers don’t see this and have just transferred their old, untargeted
shotgun approach to this new medium. That’s especially wasteful on the Internet!

Some websites are
better for reaching
target customers

Bristol-Myers Squibb’s experiment with Web advertising is typical of what many
other ﬁrms are trying to do—place ads on websites that attract the desired target
market. In the middle of income tax season, Bristol-Myers Squibb ran ads on ﬁnancial websites extolling Excedrin as “the tax headache medicine.” The ads offered a
free sample of Excedrin. Within a month, more than 30,000 people clicked on the
ad and typed their names into the ﬁrm’s customer database. The cost of obtaining
those names was half that of traditional methods. Now the ﬁrm can follow up the
Excedrin samples with other database-directed promotions, either by e-mail or other
methods.

Context advertising
links ad to content
being viewed

The Excedrin ads were quite targeted, but targeting on the Internet can be even
more precise. For example, ads for Fragrance Counter (a cosmetics retailer) pop up
when an Internet user does a search on a term such as perfume or Estée Lauder. This
approach is called context advertising—monitoring the content a net surfer is viewing and then serving up related ads. For example, if a consumer visits a website with
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information about cars, an ad for Amazon.com might appear and note that it carries books on buying a car. If the consumer clicks on the Amazon ad, a list of
relevant books appears on screen and more detailed information on each title is a
click away.
Another variation on the context theme allows noncompeting ﬁrms that have a
similar target market to post ads on each other’s website. When Maytag introduced
its Neptune high-efﬁciency washing machine, the Neptune website had a link to
P&G’s website for Tide HE, a new detergent designed for use in washers like the
Neptune.

Pointcasting
determines which
customers see an ad

Internet

Another approach that offers more precise targeting is pointcasting. Pointcasting
means displaying an ad only to an individual who meets certain qualiﬁcations. For
instance, it might be a person who has previously expressed direct interest in the
topic of the advertising. A pointcasting ad is usually included with other information that the customer wants and that a pointcasting service provides for free. An
example shows how this works. A woman who is interested in ﬁnancial planning
might sign up with Time-Warner’s Road Runner service and request that it routinely
send her newly published articles on independent retirement accounts. When the
service sends her that information over the Internet, it might include an ad from a
mutual fund company. The pointcasting service matches ads to customer interests.
Many advertisers like this concept but worry that pointcasting may overwhelm the
recipient with too much clutter.
Sending ads directly to the target customer via e-mail is a simpler approach. A
limitation of e-mail is that a person’s e-mail software may reformat messages in different ways. That is changing with increased use of e-mail in HTML format.
However, a different problem will continue: Most people resent being “spammed”
with a lot of unsolicited e-mail.
Internet Exercise ValueClick is a ﬁrm that provides services for ﬁrms that
want to advertise on the Internet and also for website publishers that host
Internet advertising. Go to its website (www.valueclick.com) and read about
its service. Brieﬂy describe the main beneﬁts it provides for advertisers and
the main beneﬁts it provides for publishers.

Some viewers get
beneﬁts if they agree to
look at ads

Some websites offer people a beneﬁt—like free e-mail or a chance to enter a
contest—if they provide information about themselves and agree to view ads
selected to match their interests. A look at Juno, a ﬁrm that offers a free e-mail
service, shows how this works. When people sign up for e-mail accounts, they also
provide detailed information for a database. The information might include demographics as well as interests, what products they use, where they shop, and where
they live. Then when a person checks for e-mail messages, ads are displayed. Each
ad is selected speciﬁcally for that person based on characteristics in the database.
For example, a cosmetics ﬁrm might specify that its ads be shown only to females
who are 16 or older and who routinely wear nail polish.

At some websites, ads
are free if they don’t
get results

While the number of ﬁrms interested in putting ads on websites has grown, the
number of websites that are chasing their ad dollars has grown at an even faster
pace. Many websites charge advertisers a fee based on how frequently or how long
an ad is shown. But there are still basic problems in getting good measures of how
many people are exposed to an ad or pay any attention if they are exposed. One
symptom of this is that many ﬁrms have sprung up to rate website trafﬁc, but their
ratings often don’t agree.
This problem and competition for advertisers have pressed many websites to take
a more novel approach. They display an ad for free and charge a fee only if the ad

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

466

16. Advertising and Sales
Promotion

Text

© The McGraw−Hill
Companies, 2002

Chapter 16

gets results. For example, the fee the advertiser pays is sometimes based on “clickthrough”—the number of people who actually click on the ad and link to the
advertiser’s website. Some websites set fees based on actual sales that result from the
clickthrough. This is efﬁcient for advertisers, and variations on this approach are
becoming more common. This is a big shift from traditional media. Firms have to
pay for their TV and print ads whether they work or not. A lot more ﬁrms will put
ads on websites if there is a direct relationship between costs and results. Moreover,
websites will then have more incentive to attract the type of viewers that some
speciﬁc set of advertisers want to reach.

Internet advertising is
still feeling its way

Innovations like these make it clear that Internet advertising holds great promise. On the other hand, most Internet advertising does not yet provide the precise
laser-beam targeting that would be ideal. In fact, a lot of banner ads seem outright
ineffective, and popups can be obnoxious. Yet, as with other innovations, reﬁnements to Internet advertising will take time. No one can yet be certain what it will
be when it grows up, but it is growing.20

Planning the “Best” Message—What to Communicate
Specifying the copy
thrust

Once you decide how the messages will reach the target audience, you have to
decide on the copy thrust—what the words and illustrations should communicate.
Carrying out the copy thrust is the job of advertising specialists. But the advertising manager and the marketing manager need to understand the process to be
sure that the job is done well.

Let AIDA help guide
message planning

Basically, the overall marketing strategy should determine what the message
should say. Then management judgment—perhaps aided by marketing research—
can help decide how to encode this content so it will be decoded as intended.
As a guide to message planning, we can use the AIDA concept: getting Attention,
holding Interest, arousing Desire, and obtaining Action.

The right copy thrust helps an ad
clearly communicate to its target
market.
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Billboards are good for getting
attention with a simple copy
thrust.

Getting attention

Getting attention is an ad’s ﬁrst job. If an ad doesn’t get attention, it doesn’t
matter how many people see or hear it. Many readers leaf through magazines and
newspapers without paying attention to any of the ads. Many listeners or viewers
do chores or get snacks during radio and TV commercials. When watching a program on videotape or TiVo, they may zap past the commercial with a ﬂick of the
fast-forward button. On the Internet, they may click on the next website before the
ad message ﬁnishes loading onto the screen.
Many attention-getting devices are available. A large headline, computer animations, newsy or shocking statements, attractive models, babies, animals, special
effects—anything different or eye-catching—may do the trick. However, the
attention-getting device can’t detract from, and hopefully should lead to, the next
step, holding interest.

Holding interest

Holding interest is more difﬁcult. A humorous ad, an unusual video effect, or a
clever photo may get your attention—but once you’ve seen it, then what? If there
is no relation between what got your attention and the marketing mix, you’ll move
on. To hold interest, the tone and language of the ad must ﬁt with the experiences
and attitudes of the target customers and their reference groups. As a result, many
advertisers develop ads that relate to speciﬁc emotions. They hope that the good
feeling about the ad will stick—even if its details are forgotten.
To hold interest, informative ads need to speak the target customer’s language.
Persuasive ads must provide evidence that convinces the customer. For example, TV
ads often demonstrate a product’s beneﬁts.
Layouts for print ads should look right to the customer. Print illustrations and
copy should be arranged to encourage the eye to move smoothly through the ad—
perhaps from a headline that starts in the upper left-hand corner to the illustration
or body copy in the middle and ﬁnally to the lower right corner where the ad’s “signature” usually gives the company or brand name, toll-free number, and website
address. If all of the elements of the ad work together as a whole, they will help to
hold interest and build recall.21

Arousing desire

Arousing desire to buy a particular product is one of an ad’s most difﬁcult jobs. The
ad must convince customers that the product can meet their needs. Testimonials may
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Ads that feature a unique selling
proposition help consumers focus
on what is different and better
about a ﬁrm’s marketing mix. LU
wants health-conscious European
consumers to know that its
cookie has as much vitamin B1
as an apricot.

persuade a consumer that other people with similar needs like the product. Product
comparisons may highlight the advantages of a particular brand.
Although products may satisfy certain emotional needs, many consumers ﬁnd it
necessary to justify their purchases on some logical basis. Snickers candy bar ads
helped ease the guilt of calorie-conscious snackers by assuring them that “Snickers
satisﬁes you when you need an afternoon energy break.”
An ad should usually focus on a unique selling proposition that aims at an important unsatisﬁed need. This can help differentiate the ﬁrm’s marketing mix and
position its brand as offering superior value to the target market. For example,
Altoids’ ads use humor to highlight the “curiously strong” ﬂavor of its mints. Too
many advertisers ignore the idea of a unique selling proposition. Rather than using
an integrated blend of communications to tell the whole story, they cram too much
into each ad—and then none of it has any impact.

Obtaining action

Getting action is the ﬁnal requirement—and not an easy one. From communication research, we now know that prospective customers must be led beyond
considering how the product might ﬁt into their lives—to actually trying it or letting
the company’s sales rep demonstrate it.
Direct-response ads and interactive media can sometimes help promote action by
encouraging interested consumers to do something that is less risky or demanding
than actually making a purchase. For example, an ad that includes a toll-free telephone number might prompt some consumers who are not yet ready to buy to at
least call for more information. Then follow-up brochures or a telephone salesperson can provide additional information and attempt to prompt another
action—perhaps a visit to a store or a “satisfaction guaranteed” trial period. This
approach seeks to get action one step at a time, where the ﬁrst action suggested
provides a “foot in the door” for subsequent communication efforts.
Whether or not some direct-response approach is used, to communicate more
effectively ads might emphasize strongly felt customer needs. Careful research on
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attitudes in the target market may help uncover such strongly felt unsatisﬁed needs.
Appealing to important needs can get more action and also provide the kind of
information buyers need to conﬁrm their decisions. Some customers seem to read
more advertising after a purchase than before. The ad may reassure them about the
correctness of their decision.

Can global messages
work?

Many international consumer products ﬁrms try to use one global advertising
message all around the world. Of course, they translate the message or make other
minor adjustments—but the focus is one global copy thrust. Some do it to cut the
cost of developing different ads for each country. Others feel their customers’ basic
needs are the same, even in different countries. Some just do it because it’s
fashionable to “go global.”
This approach works for some ﬁrms. Coca-Cola and IBM, for example, feel that
the needs their products serve are very similar for customers around the world. They
focus on the similarities among customers who make up their target market rather
than the differences. However, most ﬁrms who use this approach experience terrible results. They may save money by developing fewer ads, but they lose sales
because they don’t develop advertising messages, and whole marketing mixes, aimed
at speciﬁc target markets. They just try to appeal to a global “mass market.”
Combining smaller market segments into a single, large target market makes
sense if the different segments can be served with a single marketing mix. But when
that is not the case, the marketing manager should treat them as different target
markets and develop different marketing mixes for each target.22

Advertising Agencies Often Do the Work
An advertising manager manages a company’s advertising effort. Many advertising
managers—especially those working for large retailers—have their own advertising
departments that plan speciﬁc advertising campaigns and carry out the details. Others turn over much of the advertising work to specialists—the advertising agencies.

Ad agencies are
specialists

Advertising agencies are specialists in planning and handling mass-selling details
for advertisers. Agencies play a useful role—because they are independent of the
advertiser and have an outside viewpoint. They bring experience to an individual
client’s problems because they work for many other clients. As specialists they can
often do the job more economically than a company’s own department. And if an
agency isn’t doing a good job, the client can select another. However, ending a relationship with an agency is a serious decision. Too many marketing managers just
use their advertising agency as a scapegoat. Whenever anything goes wrong, they
blame the agency.
Some full-service agencies handle any activities related to advertising, publicity,
or sales promotion. They may even handle overall marketing strategy planning as
well as marketing research, product and package development, and sales promotion. Other agencies are more specialized. For example, in recent years there has
been rapid growth of ﬁrms that specialize in developing websites and Internet banners ads. Similarly, creative specialists just handle the artistic elements of
advertising but leave media scheduling and buying, research, and related services
to other specialists or full-service agencies.

The biggest agencies
handle much of the
advertising

The vast majority of advertising agencies are small—with 10 or fewer employees. But the largest agencies account for most of the billings. Over the past decade
many of the big agencies merged—creating mega-agencies with worldwide networks.
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Exhibit 16-5 Top Eight Advertising Agency Supergroups and Examples of Products They Advertise

Organization

Headquarters

Worldwide Gross Income,
2000 ($ millions)
$7,971.0

Products

WPP Group

London

American Express, AT&T,
Campbell’s, Ford, IBM

Omnicom Group.

New York

6,986.2

Anheuser-Busch,
DaimlerChrysler, McDonald’s,
PepsiCo, Visa

Interpublic Group of Cos.

New York

6,595.9

Coca-Cola, GM,
Johnson & Johnson,
Microsoft, UPS

Dentsu

Tokyo

3,089.0

Honda, Japan Air Lines,
Kao, Matsushita, Toyota

Havas Advertising

Paris

2,757.3

Intel, Philips, PSA
Peugeot-Citroen,
Volkswagen, Worldcom

Publicis Groupe

Paris

2,479.1

BMW, British Airways,
L’Oreal, Renault, Siemens

Bcom3 Group

Chicago

2,215.9

Canon, Delta, Hallmark,
Heinz, Suzuki

Grey Advertising

New York

1,863.2

British American Tobacco,
GlaxoSmithKline, Mars,
Procter & Gamble, 3M

Exhibit 16-5 shows a list of eight of the largest agency networks and examples of
some of the products they advertise. Although their headquarters are located in
different nations, they have ofﬁces worldwide. The move toward international
marketing is a key reason behind the mergers.
Before the mergers, marketers in one country often had difﬁculty ﬁnding a capable,
full-service agency in the country where they wanted to advertise. The mega-agency
can offer varied services—wherever in the world a marketing manager needs them.
This may be especially important for managers in large corporations—like Toyota,
Renault, Unilever, NEC, Philips, Procter & Gamble, Nestlé, and PepsiCo—that advertise worldwide.23
In spite of the growth of these very large agencies, smaller agencies will continue
to play an important role. The really big agencies are less interested in smaller
accounts. Smaller agencies will continue to appeal to customers who want more
personal attention and a close relationship that is more attuned to their marketing
needs.

Are they paid
too much?

Traditionally, U.S. advertising agencies have been paid a commission of about
15 percent on media and production costs. This arrangement evolved because media
usually have two prices: one for national advertisers and a lower rate for local advertisers, such as local retailers. The advertising agency gets a 15 percent commission
on national rates but not on local rates. This makes it worthwhile for producers and
national middlemen to use agencies. National advertisers have to pay the full media
rate anyway, so it makes sense to let the agency experts do the work and earn their
commission. Local retailers—allowed the lower media rate—seldom use agencies.
Now, however, many firms—especially big producers of consumer packaged
goods—resist the idea of paying agencies the same way regardless of the work
performed or the results achieved. The commission approach also makes it hard
for agencies to be completely objective about inexpensive media or promotion
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campaigns that use little space or time. Agencies don’t always like a commission
arrangement, either. Some try to charge additional fees when advertisers spend
relatively little on media or need extra services—like preparation of materials to
support a website or the personal selling effort. About half of all advertisers now
pay agencies some sort of labor-based fee.

Some ﬁrms pay the
agency based on
results

A number of advertisers now grade the work done by their agencies—and the
agencies’ pay depends on the grade. General Foods was the ﬁrst to do this. It lowered its basic commission to about 13 percent. However, it paid the agency a bonus
of about 3 percent on campaigns that earned an A rating. If the agency only earned
a B, it lost the bonus. If it earned a C, it had to improve fast or GF removed the
account.
Variations on this approach are becoming common. For example, Carnation
directly links its agency’s compensation with how well its ads score in market
research tests. Gillette uses a sliding scale, and the percentage of compensation
declines with increased advertising volume. And some agencies develop their own
plans in which they guarantee to achieve the results expected or give the advertiser
a partial refund. This approach forces the advertiser and agency to agree on very
speciﬁc objectives for their ads and what they expect to achieve. It also reduces the
likelihood of the creative people in an agency focusing on ads that will win artistic approval in their industry rather than ads that do what the ﬁrm needs done.24

Ethical conﬂicts
may arise

Ad agencies usually work closely with their clients, and they often have access
to conﬁdential information. This can create ethical conﬂicts if an agency is working with two or more competing clients. Most agencies are very sensitive to the
potential problems and work hard to keep people and information from competing
accounts completely separated. But many advertisers don’t think that’s enough—
and they don’t want to risk a problem. They refuse to work with an agency that
handles any competing accounts, even when they’re handled in different ofﬁces. For
example, a top executive for the Budweiser brand ended a 79-year relationship with
an agency when one of the agency’s subsidiaries accepted an assignment to buy
media space for a competing brand of beer.
This potential conﬂict of interest in handling competing products is a problem
for some of the international mega-agencies. The worst case was years ago when the
mergers had just started. Saatchi & Saatchi gained over $300 million in billings
through its mergers but then quickly lost $462 million in billings when old clients
departed because Saatchi’s new clients included competitors.25

Measuring Advertising Effectiveness Is Not Easy
Success depends on
the total marketing mix

It would be convenient if we could measure the results of advertising by looking
at sales. Certainly some breakthrough ads do have a very direct effect on a company’s sales—and the advertising literature is ﬁlled with success stories that “prove”
advertising increases sales. Similarly, market research ﬁrms like Information
Resources can sometimes compare sales levels before and after, or during, the period
of an ad campaign. Yet we usually can’t measure advertising success just by looking
at sales. The total marketing mix—not just promotion generally or advertising
speciﬁcally—is responsible for the sales result. And sales results are also affected by
what competitors do and by other changes in the external marketing environment.
Only with direct-response advertising can a company make a direct link between
advertising and sales results. Then, if an ad doesn’t produce immediate results, it’s
considered a failure.

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

472

16. Advertising and Sales
Promotion

Text

© The McGraw−Hill
Companies, 2002

Chapter 16

Mercedes used the ad (above) to help introduce its new model and attract younger
customers in Latin America. A bad economy dampened sales, but the ad did pull the
target market into showrooms. This increased names in the dealers’ customer
database, used to target other promotions, by 50 percent. Firms like QuickTake.com
do research to help advertisers determine if a creative ad is also effective. More and
more research is being done online.

Research and testing
can improve the odds

Ideally, advertisers should pretest advertising before it runs rather than relying
solely on their own guesses about how good an ad will be. The judgment of creative people or advertising experts may not help much. They often judge only on
the basis of originality or cleverness of the copy and illustrations.
Many progressive advertisers now demand laboratory or market tests to evaluate an ad’s effectiveness. For example, American Express used focus group
interviews to get reactions to a series of possible TV ads. The agency prepared picture boards presenting different approaches—as well as speciﬁc copy. One idea that
seemed to be effective became the basis for an ad that was tested again before being
launched on TV.26
Split runs on cable TV systems in test markets are an important approach for
testing ads in a normal viewing environment. Scanner sales data from retailers in
those test markets can provide an estimate of how an ad is likely to affect sales.
This approach will become even more powerful in the future as more cable systems
and telephone companies add new interactive technology that allows viewers to
provide immediate feedback to an ad as it appears on the TV.

Hindsight may lead to
foresight

After ads run, researchers may try to measure how much consumers recall about
speciﬁc products or ads. Inquiries from customers may be used to measure the effectiveness of particular ads. The response to radio or television commercials or
magazine readership can be estimated using various survey methods to check the
size and composition of audiences (the Nielsen and Starch reports are examples).
Similarly, most Internet advertisers use software that keeps track of how many “hits”
on the ﬁrm’s website come from ads placed at other websites.27

How to Avoid Unfair Advertising
Government agencies
may say what is fair

In most countries, the government takes an active role in deciding what kinds
of advertising are allowable, fair, and appropriate. For example, France and Japan
limit the use of cartoon characters in advertising to children, and Canada bans any
advertising targeted directly at children. Greece and Sweden have had similar
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There are specialized advertising
agencies that help advertisers
with unique media—ranging from
posters that cover a whole
building to advertising messages
pressed into the sand on public
beaches.

policies and want the rest of the European Union to adopt them. In Switzerland,
an advertiser cannot use an actor to represent a consumer. New Zealand and
Switzerland limit political ads on TV. In the United States, print ads must be identiﬁed so they aren’t confused with editorial matter; in other countries ads and
editorial copy can be intermixed. Most countries limit the number and length of
commercials on broadcast media. Until recently, an Italian TV ad could be shown
only 10 times a year.
What is seen as positioning in one country may be viewed as unfair or deceptive in another. For example, when Pepsi was advertising its cola as “the choice of
the new generation” in most countries, Japan’s Fair Trade Committee didn’t allow
it—because in Japan Pepsi was not “the choice.” Similarly, Hungary’s Economic
Competition Council ﬁned Unilever $25,000 for running an ad that claimed that
its OMO detergent removed stains better than ordinary detergent. The Council
said the ad was unfair because Hungarian consumers would interpret the phrase
“ordinary detergent” as a reference to a locally produced detergent.28
Differences in rules mean that a marketing manager may face very speciﬁc limits
in different countries, and local experts may be required to ensure that a ﬁrm doesn’t
waste money developing advertising programs that will never be shown or which
consumers will think are deceptive.

FTC controls unfair
practices in the United
States

In the United States, the Federal Trade Commission (FTC) has the power to
control unfair or deceptive business practices—including deceptive advertising.
The FTC has been policing deceptive advertising for many years. And it may be
getting results now that advertising agencies as well as advertisers must share equal
responsibility for false, misleading, or unfair ads.
This is a serious matter. If the FTC decides that a particular practice is unfair or
deceptive, it has the power to require afﬁrmative disclosures—such as the health
warnings on cigarettes—or corrective advertising—ads to correct deceptive
advertising. Years ago the FTC forced Listerine to spend millions of dollars on advertising to “correct” earlier ads that claimed the mouthwash helped prevent colds.
Advertisers still remember that lesson. The possibility of large ﬁnancial penalties
and/or the need to pay for corrective ads has caused more agencies and advertisers
to stay well within the law. That may explain why Microsoft quickly settled when
the FTC charged the ﬁrm with deceptive advertising concerning WebTV.29
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When the FTC found fewer outright deceptive ads in national campaigns, the
agency moved more aggressively against what it felt to be other “unfair” practices.
Some in the FTC felt it was unfair to target advertising at children. And there were
questions about whether food and drug advertising should be controlled to protect
vulnerable groups, such as the aged, poor, or less-educated.
Not everyone agreed with this thrust, however. Congress speciﬁcally limits FTC
rule-making to advertising that is deceptive rather than unfair. Note, however, that
while the FTC is prohibited from using unfairness in a rule affecting a whole industry, unfairness can still be used against an individual company. For example, if RJR
had not yielded to public and government pressure to drop its Joe Camel cigarette
campaign, it might have faced charges that the comic character was part of an unfair
effort to appeal to underage teens.30

What is unfair or
deceptive is changing

What constitutes unfair and deceptive advertising is a difﬁcult question and one
marketing managers will have to wrestle with for years. Sometimes the law provides
guidelines, but in most cases the marketing manager must make personal judgments
as well. The social and political environment is changing worldwide. Practices considered acceptable some years ago are now questioned or considered deceptive.
Saying or even implying that your product is best may be viewed as deceptive. And
a 1988 revision of the Lanham Act protects ﬁrms whose brand names are unfairly
tarnished in comparative ads.

Supporting ad claims is
a fuzzy area

Companies get no clear guidelines about how much research support they need
to back up their ad claims. Unfortunately, there are many ways to lie with statistics, and unethical and/or desperate advertisers of me-too products try many of them.
It only takes one such competitor in an industry to cause major shifts in market
share and affect the nature of competition in that market. As an old cliché says:
One bad apple can spoil a whole barrel.31
It’s really not hard to ﬁgure out how to avoid criticisms of being unfair and deceptive. A little pufﬁng is acceptable—and probably always will be. But ﬁrms need to
put a stop to the typical production-oriented approach of trying to use advertising
to differentiate me-too products that are not different and don’t offer customers
better value.

Sales Promotion: Do Something Different to Stimulate Change
The nature of sales
promotion

Sales promotion refers to those promotion activities—other than advertising,
publicity, and personal selling—that stimulate interest, trial, or purchase by ﬁnal
customers or others in the channel. Exhibit 14-2 shows examples of typical sales promotions targeted at ﬁnal customers, channel members, or a ﬁrm’s own employees.
Sales promotion is generally used to complement the other promotion methods.
While advertising campaigns and sales force strategy decisions tend to have longerterm effects, a particular sales promotion activity usually lasts for only a limited time
period. But sales promotion can often be implemented quickly and get sales results
sooner than advertising. Further, sales promotion objectives usually focus on prompting some short-term action. For a middleman, such an action might be a decision
to stock a product, provide a special display space, or give the product special
emphasis in selling efforts to ﬁnal customers. For a consumer, the desired action
might be to try a new product, switch from another brand, buy more of a product,
or perhaps buy earlier than would otherwise be the case. The desired action by an
employee might be a special effort to satisfy customers or more emphasis on selling
a certain product.
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Sony’s interactive kiosk provides
special in-store sales promotion
support for memory sticks used
by portable electronic devices like
the new MS Walkman.

Sales promotion
objectives and
situation should
inﬂuence decision

There are many different types of sales promotion, but what type is appropriate
depends on the situation and objectives. For example, Exhibit 16-6 shows some possible ways that a short-term promotion might affect sales. The sales pattern in the
graph on the left might occur if Hellmann’s issues coupons to help clear its excess
mayonnaise inventory. Some consumers might buy earlier to take advantage of the
coupon, but unless they use extra mayonnaise their next purchase will be delayed.
In the center graph, kids might convince parents to eat more Big Macs while
McDonald’s has a Star Wars promotion, but when it ends things go back to normal. The graph on the right shows a Burger King marketer’s dream come true: free
samples of a new style of french fries quickly pull in new customers who like what
they try and keep coming back after the promotion ends. This is also the kind of
long-term result that is the aim of effective advertising.

Sales promotion
spending has grown in
mature markets

Sales promotion involves so many different types of activities that it is difﬁcult to
estimate accurately how much is spent in total. There is general consensus, however,
that the total spending on sales promotion exceeds spending on advertising. Companies

Exhibit 16-6 Some Possible Effects of a Sales Promotion on Sales
Unit sales

Unit sales
Period of
promotion

Unit sales
Period of
promotion

Time
Sales temporarily increase, then
decrease, then return to regular level

Period of
promotion

Time
Sales temporarily increase and
then return to regular level

Time
Sales increase and then
remain at higher level
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that sell frequently purchased consumer products—especially staples such as food
products, health and beauty aids, and household cleaning products—shifted their promotion blends to put more emphasis on sales promotion during the 1990s.32
One basic reason for increased use of sales promotion by many consumer products
ﬁrms is that they are generally competing in mature markets. There’s only so much
soap, cereal, and deodorant that consumers want to buy—regardless of how many
different brands there are vying for their attention and dollars. There’s also only so
much shelf space that retailers will allocate to a particular product category.
The competitive situation is intensiﬁed by the growth of large, powerful retail
chains. They have put more emphasis on their own dealer brands and also demanded
more sales promotion support for the manufacturer brands they do carry.
Perhaps in part because of this competition, many consumers have become more
price sensitive. Many sales promotions, like coupons, have the effect of lowering the
prices consumers pay. So sales promotion has been used as a tool to overcome consumer price resistance.
Changes in technology have also made sales promotion more efﬁcient. For example, with scanners at retail checkout counters, it’s possible to instantly pinpoint a
customer who is the target for a particular coupon. If a customer buys a bottle of
Kraft salad dressing, Kraft can have the retailer’s computerized cash register print
out a coupon, on the spot, to encourage the customer to buy Kraft again the next
time. Alternatively, a competitor might target that customer with a coupon to
encourage brand switching.
The growth of sales promotion has also been fostered by the availability of more
consultants, ad agencies, and specialists who help plan and implement sales promotion programs. Of course, the most basic reason for the growth of spending on
sales promotion is that it can be very effective if it is done properly. But there are
problems in the sales promotion area.

Problems in Managing Sales Promotion
Does sales promotion
erode brand loyalty?

Some experts think that marketing managers—especially those who deal with
consumer packaged goods—put too much emphasis on sales promotions. They argue
that the effect of most sales promotion is temporary and that money spent on
advertising and personal selling helps the ﬁrm more over the long term. Their view
is that most sales promotions don’t help develop close relationships with consumers
and instead erode brand loyalty.
There is heavy use of sales promotion in mature markets where competition for
customers and attention from middlemen is ﬁerce. Moreover, if the total market is
not growing, sales promotions may just encourage “deal-prone” customers (and middlemen) to switch back and forth among brands. Here, all the expense of the sales
promotions and the swapping around of customers simply contributes to lower profits for everyone. It also increases the prices that consumers pay because it increases
selling costs—and ultimately it is consumers who pay for those selling costs.
However, once a marketing manager is in this situation there may be little
choice other than to continue. At the mature stage of the product life cycle, frequent sales promotions may be needed just to offset the effects of competitors’
promotions. One escape from this competitive rat race is for the marketing manager
to seek new opportunities—with a strategy that doesn’t rely solely on short-term
sales promotions for competitive advantage.

There are alternatives

Procter & Gamble is a company that changed its strategy, and promotion blend,
to decrease its reliance on sales promotion targeted at middlemen. It is offering
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middlemen lower prices on many of its products and supporting those products with
more advertising and promotion to ﬁnal consumers. P&G believes that this
approach builds its brand equity, serves consumers better, and leads to smootherrunning relationships in its channels. Not all retailers are happy with P&G’s
changes. However, given concerns about the impact of trade promotion on brand
loyalty, the number of producers who follow P&G’s lead is likely to grow.
Firms are also experimenting with other approaches. For example, some reimburse middlemen for promotion effort in proportion to their sales to ﬁnal consumers.
This supports middlemen who actually increase sales to ﬁnal consumers—which can
be quite different from just giving sales promotion dollars to middlemen who simply make the product available. Making the product available is a means to an end;
but if making it available without producing sales is all that is accomplished, the
sales promotion doesn’t make sense.33

Sales promotion is
hard to manage

Another problem in the sales promotion area is that it is easy to make big, costly
mistakes. Because sales promotion includes a wide variety of activities—each of
which may be custom-designed and used only once—it’s difﬁcult for the typical
company to develop skill in this area. Mistakes caused by lack of experience can be
very costly too. One promotion sponsored jointly by Polaroid and Trans World Airlines (TWA) proved to be a disaster. The promotion offered a coupon worth 25
percent off the price of any TWA ticket with the purchase of a $20 Polaroid camera. The companies intended to appeal to vacationers who take pictures when they
travel. Instead, travel agents bought up many of the cameras. For the price of the
$20 camera, they made an extra 25 percent on every TWA ticket they sold. And
big companies bought thousands of the cameras to save on travel expenses. This is
not an isolated example. Such problems are common.34

Not a sideline for
amateurs

Sales promotion mistakes are likely to be worse when a company has no sales
promotion manager. If the personal selling or advertising managers are responsible
for sales promotion, they often treat it as a “stepchild.” They allocate money to sales
promotion if there is any “left over” or if a crisis develops. Many companies, even
some large ones, don’t have a separate budget for sales promotion or even know
what it costs in total.
Making sales promotion work is a learned skill, not a sideline for amateurs. That’s
why specialists in sales promotion have developed—both inside larger ﬁrms and as
outside consultants. Some of these people are real experts and are willing to take
over the whole sales promotion job. But it’s the marketing manager’s responsibility
to set sales promotion objectives and policies that will ﬁt in with the rest of each
marketing strategy.35
Earlier we noted that sales promotion can be aimed at ﬁnal consumers or users,
channel members, and company employees. Let’s look at some of the sales promotion tools used for these different targets and what objectives they are expected to
accomplish.

Different Types of Sales Promotion for Different Targets
Sales promotion for
ﬁnal consumers
or users

Much of the sales promotion aimed at ﬁnal consumers or users tries to increase
demand, perhaps temporarily, or speed up the time of purchase. Such promotion
might involve developing materials to be displayed in retailers’ stores—including
banners, sample packages, calendars, and various point-of-purchase materials. The
sales promotion people also might develop special displays for supermarkets. They
might be responsible for sweepstakes contests as well as for coupons designed to get
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Trade shows are a very important element in the promotion blend for many marketers who target business customers. Computergenerated checkout coupons allow a producer to target ﬁnal consumers who have purchased a competing brand, or alternatively to
encourage a customer to buy the same brand again in the future.

customers to buy a product by a certain date. Each year, about 300 billion coupons
are distributed—and consumers redeem enough of them to save, in total, nearly
$4 billion. Coupon distribution has dropped off some in recent years but still averages over 3,000 coupons per household in America!36

Internet

Internet Exercise Catalina Marketing Corporation is a supplier of in-store,
at-home, and online consumer promotions. Go to the Catalina website
(www.catalinamktg.com) and select the shopping cart icon for in-store. Then
review information about its Retail programs. Brieﬂy describe, in your own
words, how the Direct Mail program works, and describe a situation in which
a manufacturer might ﬁnd it useful.

All of these sales promotion efforts are aimed at speciﬁc objectives. For example,
if customers already have a favorite brand, it may be hard to get them to try anything
new. Or it may take a while for them to become accustomed to a different product.
A free trial-sized bottle of mouthwash might be just what it takes to get cautious consumers to try, and like, the new product. Such samples might be distributed house to
house, by mail, at stores, or attached to other products sold by the ﬁrm. In this type
of situation, sales of the product might start to pick up as soon as customers try the
product and ﬁnd out that they like it. And sales will continue at the higher level after
the promotion is over if satisﬁed customers make repeat purchases. Thus, the cost of
the sales promotion in this situation might be viewed as a long-term investment.
When a product is already established, consumer sales promotion usually focuses
on stimulating sales in the short term. For example, after a price-off coupon for a soft
drink is distributed, sales might temporarily pick up as customers take advantage of
buying at a lower price. They may even consume more of the soft drink than would
have otherwise been the case. However, once the coupon period is over, sales would
return to the original level or they might even decline for a while. This is what happens if customers use a coupon to stock up on a product at the low price. Then it
takes them longer than usual to buy the product again.
When the objective of the promotion is focused primarily on producing a
short-term increase in sales, it’s sensible for the marketing manager to evaluate the
cost of the promotion relative to the extra sales expected. If the increase in sales
won’t at least cover the cost of the promotion, it probably doesn’t make sense to
do it. Otherwise, the ﬁrm is “buying sales” at the cost of reduced proﬁt.
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Sales promotion directed at industrial customers might use the same kinds of
ideas. In addition, the sales promotion people might set up and staff trade show
exhibits. Here, attractive models are often used to encourage buyers to look at a
ﬁrm’s product—especially when it is displayed near other similar products in a circuslike atmosphere. Trade shows are a cost-effective way to reach target customers
and generate a list of “live” prospects for sales rep follow-up. However, many ﬁrms
handle these leads badly. A recent study says that 85 percent of the leads never get
followed up by anybody.
Some sellers give promotion items—pen sets, watches, or clothing (perhaps with
the ﬁrm’s brand name on them)—to remind business customers of their products.
This is common, but it can be a problem. Some companies do not allow buyers to
take any gifts. They don’t want the buyer’s judgment to be inﬂuenced by who gives
the best promotional items!37

Sales promotion for
middlemen

Sales promotion aimed at middlemen—sometimes called trade promotion—emphasizes price-related matters. The objective may be to encourage middlemen to stock new
items, buy in larger quantity, buy early, or stress a product in their own promotion efforts.
The tools used here include price and/or merchandise allowances, promotion
allowances, and perhaps sales contests to encourage retailers or wholesalers to sell
speciﬁc items or the company’s whole line. Offering to send contest winners to
Hawaii, for example, may increase sales.
About half of the sales promotion spending targeted at middlemen has the effect
of reducing the price that they pay for merchandise from a supplier. Thus, it makes
sense to think about trade promotions in the context of other price-related matters.
So we’ll go into more detail on different types of trade discounts and allowances in
the next chapter.38

Sales promotion for
own employees

Sales promotion aimed at the company’s own sales force might try to encourage
providing better service, getting new customers, selling a new product, or selling the
company’s whole line. Depending on the objectives, the tools might be contests,
bonuses on sales or number of new accounts, and holding sales meetings at fancy
resorts to raise everyone’s spirits.
Ongoing sales promotion work might also be aimed at the sales force—to help sales
management. Sales promotion might be responsible for preparing sales portfolios, videotapes on new products, displays, and other sales aids, as well as sales training material.
Service-oriented ﬁrms, such as hotels or restaurants, now use sales promotions
targeted at their employees. Some, for example, give a monthly cash prize for the
employee who provides the “best service.” And the employee’s picture is displayed
to give recognition.39

Conclusion
Theoretically, it may seem simple to develop an advertising campaign. Just pick the medium and develop a
message. But it’s not that easy. Effectiveness depends on
using the “best” available medium and the “best” message considering (1) promotion objectives, (2) the target
markets, and (3) the funds available for advertising.
Speciﬁc advertising objectives determine what kind
of advertising to use—product or institutional. If
product advertising is needed, then the particular type
must be decided—pioneering, competitive (direct or

indirect), or reminder. And advertising allowances and
cooperative advertising may be helpful.
Many technical details are involved in mass selling,
and specialists—advertising agencies—handle some of
these jobs. But speciﬁc objectives must be set for them,
or their advertising may have little direction and be almost impossible to evaluate.
Effective advertising should affect sales. But the
whole marketing mix affects sales—and the results of
advertising usually can’t be measured by sales changes
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alone. By contrast, sales promotion tends to be more
action-oriented.
Sales promotion spending is big and growing. This
approach is especially important in prompting action—
by customers, middlemen, or salespeople. There are
many different types of sales promotion, and it is a problem area in many ﬁrms because it is difﬁcult for a ﬁrm to
develop expertise with all of the possibilities.

Advertising and sales promotion are often important
parts of a promotion blend—but in most blends personal
selling also plays an important role. Further, promotion
is only a part of the total marketing mix a marketing
manager must develop to satisfy target customers. So to
broaden your understanding of the four Ps and how they
ﬁt together, in the next two chapters we’ll go into more
detail on the role of Price in strategy decisions.

Questions and Problems
1. Identify the strategy decisions a marketing manager
must make in the advertising area.

an audience in another country? Explain your
thinking.

2. Discuss the relation of advertising objectives to
marketing strategy planning and the kinds of advertising actually needed. Illustrate.

11. Johnson & Johnson sells its baby shampoo in many
different countries. Do you think baby shampoo would
be a good product for Johnson & Johnson to advertise
with a single global message? Explain your thinking.

3. List several media that might be effective for reaching consumers in a developing nation with low per
capita income and a high level of illiteracy. Brieﬂy
discuss the limitations and advantages of each
medium you suggest.
4. Give three examples where advertising to middlemen might be necessary. What are the objective(s)
of such advertising?
5. What does it mean to say that “money is invested in
advertising”? Is all advertising an investment? Illustrate.
6. Find advertisements to ﬁnal consumers that illustrate the following types of advertising: (a)
institutional, (b) pioneering, (c) competitive, and
(d) reminder. What objective(s) does each of these
ads have? List the needs each ad appeals to.
7. Describe the type of media that might be most suitable for promoting: (a) tomato soup, (b) greeting
cards, (c) a business component material, and (d)
playground equipment. Specify any assumptions
necessary to obtain a deﬁnite answer.
8. Brieﬂy discuss some of the pros and cons an advertising manager for a producer of sports equipment
might want to think about in deciding whether to
advertise on the Internet.
9. Discuss the use of testimonials in advertising.
Which of the four AIDA steps might testimonials
accomplish? Are they suitable for all types of
products? If not, for which types are they most
suitable?
10. Find a magazine ad that you think does a particularly good job of communicating to the target
audience. Would the ad communicate well to

12. Discuss the future of smaller advertising agencies
now that many of the largest are merging to form
mega-agencies.
13. Does advertising cost too much? How can this be
measured?
14. How would your local newspaper be affected if local supermarkets switched their weekly advertising
and instead used a service that delivered weekly,
freestanding ads directly to each home?
15. Is it unfair to advertise to children? Is it unfair to advertise to less-educated or less-experienced people
of any age? Is it unfair to advertise for “unnecessary”
products? Is it unfair to criticize a competitor’s product in an ad?
16. Explain why P&G and other consumer packaged
goods ﬁrms are trying to cut back on some types of
sales promotion like coupons for consumers and
short-term trade promotions such as “buy a case and
get a case free.”
17. Discuss some ways that a ﬁrm can link its sales promotion activities to its advertising and personal
selling efforts—so that all of its promotion efforts
result in an integrated effort.
18. Indicate the type of sales promotion that a producer
might use in each of the following situations and
brieﬂy explain your reasons:
a. A ﬁrm has developed an improved razor blade
and obtained distribution, but customers are not
motivated to buy it.
b. A competitor is about to do a test market for a
new brand and wants to track sales in test market
areas to ﬁne tune its marketing mix.
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c. A big grocery chain won’t stock a ﬁrm’s new
popcorn-based snack product because it doesn’t
think there will be much consumer demand.
19. Why wouldn’t a producer of toothpaste just lower
the price of its product rather than offer consumers
a price-off coupon?
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20. If sales promotion spending continues to grow—
often at the expense of media advertising—how do
you think this might affect the rates charged by mass
media for advertising time or space? How do you
think it might affect advertising agencies?

Suggested Cases
18. State Bank

20. Outdoor World, Inc.

Computer-Aided Problem
16. Sales Promotion
As a community service, disc jockeys from radio station WMKT formed a basketball team to help raise
money for local nonproﬁt organizations. The host organization ﬁnds or ﬁelds a competing team and charges $5
admission to the game. Money from ticket sales goes to
the nonproﬁt organization.
Ticket sales were disappointing at recent games—averaging only about 300 people per game. When
WMKT’s marketing manager, Bruce Miller, heard about
the problem, he suggested using sales promotion to improve ticket sales. The PTA for the local high
school—the sponsor for the next game—is interested in
the idea but is concerned that its budget doesn’t include
any promotion money. Miller tries to help them by reviewing his idea in more detail.
Speciﬁcally, he proposes that the PTA give a free
T-shirt (printed with the school name and date of the
game) to the ﬁrst 500 ticket buyers. He thinks the
T-shirt giveaway will create a lot of interest. In fact, he
says he is almost certain the promotion would help the
PTA sell 600 tickets—double the usual number. He
speculates that the PTA might even have a sellout of all
900 seats in the school gym. Further, he notes that the
T-shirts will more than pay for themselves if the PTA
sells 600 tickets.
A local ﬁrm that specializes in sales promotion items
agrees to supply the shirts and do the printing for $2.40 a
shirt if the PTA places an order for at least 400 shirts. The

PTA thinks the idea is interesting but wants to look at it
more closely to see what will happen if the promotion
doesn’t increase ticket sales. To help the PTA evaluate the
alternatives, Miller sets up a spreadsheet with the relevant
information.
a. Based on the data from the initial spreadsheet, does
the T-shirt promotion look like a good idea? Explain
your thinking.
b. The PTA treasurer worries about the up-front cost of
printing the T-shirts and wants to know where they
would stand if they ordered the T-shirts and still sold
only 300 tickets. He suggests it might be safer to order
the minimum number of T-shirts (400). Evaluate his
suggestion.
c. The president of the PTA thinks the T-shirt promotion
will increase sales but wonders if it wouldn’t be better
just to lower the price. She suggests $2.60 a ticket,
which she arrives at by subtracting the $2.40 T-shirt
cost from the usual $5.00 ticket price. How many
tickets would the PTA have to sell at the lower price
to match the money it would make if it used the
T-shirt promotion and actually sold 600 tickets?
(Hint: Change the selling price in the spreadsheet
and then vary the quantity using the analysis feature.)
For additional questions related to this problem, see
Exercise 16-3 in the Learning Aid for Use with Basic Marketing, 14th edition.
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marketing manager
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setting the price level
for a product in the
early stages of the
product life cycle.
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utility vehicle was a low-price,
no-frills, work truck targeted at

new price policies were a crucial
aspect of the strategy.
In the early 1990s, luxury car

commercial users. Then changes in

sales to the high-income, baby-

the marketing environment pre-

boomer crowd were growing fast.

sented a new opportunity. To turn

BMW, Lexus, and Mercedes

the opportunity into proﬁts, mar-

sedans seemed to be the ultimate

keting managers planned a new

yuppie status symbol and the lead-

strategy for the Suburban_and

ers in customer satisfaction. Yet
sales of luxury sedans slowed as
afﬂuent consumers looked for
other ways to meet their needs.
One clear sign of this shift was
the growth in demand for fancy
utility vehicles like the Jeep
Grand Cherokee.
As consumer preferences
changed, marketing managers for the Chevy Suburban
changed their strategy. They
turned the Suburban into an
upscale utility vehicle targeted at
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develop competing models
that would cut into Suburban’s
sales and lofty prices. If a new
factory turned into excess
capacity and high overhead
costs, it would be hard to cut
Suburban prices and still make
a proﬁt. That risk didn’t seem
worth it when the proﬁt on
each Suburban was about
$8,000_much higher than for
most cars.
Dealers couldn’t get all the
Suburbans they could sell, so
many sold the ones they could

www.mhhe.com/fourps
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get at a premium of $1,000 or
price. This jacking up of prices
irritated buyers_and many
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more above the suggested list

switched to Ford Explorers or
other vehicles. Yet GM’s marfamilies for hauling special

urbans could command that

make dealers charge the sug-

cargo_like kids, toys, and

price because no other model

gested list price_and it’s not

pets. And this target market

was as big, plush, and power-

legal to charge uncooperative

wanted to do its hauling in

ful. If a consumer really

dealers a higher price for the

style. So marketing managers

wanted jumbo-sized luxury,

Suburbans that they buy.

for the Suburban added many

Suburban was the only choice.

luxury features and

ct

Even at its steep price,

In 1997, two new jumbo luxury haulers_the Lincoln

options_like leather interiors

demand for the Suburban was

Navigator and the Ford Expedi-

and power everything. They

so hot that supply couldn’t

tion_hit the market. They were

also signiﬁcantly raised the

keep up. Yet GM managers

instant successes. They

suggested list price; a fully

didn’t want to build a new fac-

attracted a lot of the people

equipped Suburban cost

tory. They realized that other

who had walked away when

about $40,000. In 1996, Sub-

ﬁrms were scrambling to

Suburban dealers tried to

price
place
product
promotion

www.mhhe.com/fourps

keting managers couldn’t
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extract an unreasonable price.

dollar gave Toyota a price

Suburbans. A special website

Other customers just liked the

advantage as the economy

(www.chevrolet.com/suburban)

smoother ride. It also didn’t hurt

was shifting into lower gear.

promotion offered Suburban

that gasoline prices were at a

And Mercedes introduced its

buyers in the West (where the

25-year low. That pulled new

ML320 luxury sport-ute. It is

economic and competitive sit-

consumers into the market who

smaller than the Suburban, but

uation was the worst)

earlier had thought that the high

many consumers think that its

ﬁnancing at a 1.9 percent

operating cost of a gas guzzler

styling, safety features, and low

annual interest rate. However,

made it a bad value, no matter

price make it a better value.

some buyers from other

how useful it might be.

Suburban sales were even can-

regions saw the website and

nibalized by other brands in the

complained to dealers that the

had come on the scene. Toyota

GM product line_including

low ﬁnancing rate wasn’t avail-

redesigned its Land Cruiser for

Cadillac’s Escalade, which

able to them. In the end, to

more interior space and luxury

gave GM an offering at the next

move inventory, many of these

in 1998 and then hit even

price line up from Suburban.

dealers just took a price cut or

By 2001, more competitors

harder with a new Sequoia

The economy, high gas

model. The exchange rate of

prices, and competition

the Japanese yen against the

cooled the demand for

threw in free options.1

Price Has Many Strategy Dimensions
Price is one of the four major variables a marketing manager controls. Price-level
decisions are especially important because they affect both the number of sales a
ﬁrm makes and how much money it earns. From a customer’s perspective, Price is
what must be given up to get the beneﬁts offered by the rest of a ﬁrm’s marketing
mix, so it plays a direct role in shaping customer value.
Ragged Mountain wants its
customers to know that its price
is a good value compared to
what they get at other ski
resorts.
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Strategy Planning for Price
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Target
market

Product

Place

Promotion

Price

Pricing
objectives

Price
flexibility

Price levels
over product
life cycle

Discounts and
allowances—
to whom and
when

Geographic
term—
who pays
transportation
and how

Guided by the company’s objectives, marketing managers must develop a set of
pricing objectives and policies. They must spell out what price situations the ﬁrm will
face and how it will handle them. These policies should explain (1) how ﬂexible prices
will be, (2) at what level they will be set over the product life cycle, (3) to whom
and when discounts and allowances will be given, and (4) how transportation costs
will be handled. See Exhibit 17-1. These Price-related strategy decision areas are the
focus of this chapter. After we’ve looked at speciﬁc decision areas, we will discuss how
they combine to impact customer value as well as laws that are relevant. In the next
chapter, we will discuss how speciﬁc prices are set—consistent with the ﬁrm’s pricing
objectives and policies and its whole marketing strategy.
It’s not easy to deﬁne price in real-life situations because prices reﬂect many
dimensions. People who don’t realize this can make big mistakes.
Suppose you’ve been saving to buy a new car and you see in an ad that the base
price for the new-year model has dropped to $16,494—5 percent lower than the
previous year. At ﬁrst this might seem like a real bargain. However, your view of
this deal might change if you found out you also had to pay a $400 transportation
charge and an extra $480 for an extended service warranty. The price might look
even less attractive if you discovered the options you wanted—a CD player, side
airbags, and a moonroof—cost $1,200 more than the previous year. The sales tax
on all of this might come as an unpleasant surprise too. Further, how would you feel
if you bought the car anyway and then learned that a friend who just bought the
exact same model got a much lower price from the dealer by using a broker he found
on the Internet?2

The price equation:
price equals something
of value

This example emphasizes that when a seller quotes a price, it is related to some
assortment of goods and services. So Price is the amount of money that is charged
for “something” of value. Of course, price may be called different things in different settings. Colleges charge tuition. Landlords collect rent. Motels post a room rate.
Country clubs get dues. Banks ask for interest when they loan money. Airlines have
fares. Doctors, lawyers, and Internet providers set fees. Employees want a wage. People may call it different things, but almost every business transaction in our modern
economy involves an exchange of money—the Price—for something.
The something can be a physical product in various stages of completion,
with or without supporting services, with or without quality guarantees, and so
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Exhibit 17-2
Price as Seen by
Consumers or Users

Price

Equals

Less: Discounts
Quantity
Seasonal
Cash
Temporary sales
Less: Allowances
Trade-ins
Damaged goods
Less: Rebate and coupon value
Plus: Taxes

equals

Something of Value

agddddeddeddgbgddgdedegc

List Price

agegdeddgbgddgdgc
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Product
Physical good
Service
Assurance of quality
Repair facilities
Packaging
Credit
Warranty
Place of delivery or when available

on. Or it could be a pure service—dry cleaning, a lawyer’s advice, or insurance
on your car.
The nature and extent of this something determines the amount of money
exchanged. Some customers pay list price. Others obtain large discounts or
allowances because something is not provided. Exhibit 17-2 summarizes some possible variations for consumers or users, and Exhibit 17-3 does the same for channel
members. These variations are discussed more fully below, and then we’ll consider
the customer value concept more fully—in terms of competitive advantage. But
here it should be clear that Price has many dimensions. How each of these dimensions is handled affects customer value. If a customer sees greater value in spending
money in some other way, no exchange will occur.

Objectives Should Guide Strategy Planning for Price
Pricing objectives should ﬂow from, and ﬁt in with, company-level and marketing objectives. Pricing objectives should be explicitly stated because they have a direct
effect on pricing policies as well as the methods used to set prices. Exhibit 17-4
shows the various types of pricing objectives we’ll discuss.

Price

Less: Discounts
Quantity
Seasonal
Cash
Trade or functional
Temporary “deals”
Less: Allowances
Damaged goods
Advertising
Push money
Stocking
Plus: Taxes and tariffs

equals

Something of Value

afffddddddffffbfffffffddddddc

List Price

Equals

affffffffbffffffffc

Exhibit 17-3
Price as Seen by Channel
Members

Product
Branded_well known
Guaranteed
Warranted
Service_repair facilities
Convenient packaging for handling
Place
Availability_when and where
Price
Price-level guarantee
Sufﬁcient margin to allow chance for proﬁt
Promotion
Promotion aimed at customers
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Target return
Profit
oriented
Maximize profits

Dollar or unit
sales growth
Pricing
objectives

Sales
oriented
Growth in market
share

Meeting
competition
Status quo
oriented
Nonprice
competition

Proﬁt-Oriented Objectives
Target returns provide
speciﬁc guidelines

A target return objective sets a speciﬁc level of proﬁt as an objective. Often this
amount is stated as a percentage of sales or of capital investment. A large manufacturer like Motorola might aim for a 15 percent return on investment. The target
for Safeway and other grocery chains might be a 1 percent return on sales.
A target return objective has administrative advantages in a large company. Performance can be compared against the target. Some companies eliminate divisions,
or drop products, that aren’t yielding the target rate of return. For example, General Electric sold its small appliance division to Black & Decker because it felt it
could earn higher returns in other product-markets.

Some just want
satisfactory proﬁts

Some managers aim for only satisfactory returns. They just want returns that ensure
the ﬁrm’s survival and convince stockholders they’re doing a good job. Similarly, some
small family-run businesses aim for a proﬁt that will provide a comfortable lifestyle.3
Many private and public nonproﬁt organizations set a price level that will just
recover costs. In other words, their target return ﬁgure is zero. For example, a government agency may charge motorists a toll for using a bridge but then drop the
toll when the cost of the bridge is paid.
Companies that are leaders in their industries—like Lockheed Martin (aerospace) and Blue Cross and Blue Shield (health insurance)—sometimes pursue only
satisfactory long-run targets. They are well aware that their activities are in public
view. The public and government ofﬁcials expect them to follow policies that are
in the public interest when they play the role of price leader or wage setter. Too
large a return might invite government action. Similarly, ﬁrms that provide critical
public services—including many utility and insurance companies, transportation
ﬁrms, and defense contractors—face public or government agencies that review and
approve prices.4
This kind of situation can lead to decisions that are not in the public interest.
For example, some critics argue that some power companies that serve California
were not motivated to keep costs low or expand capacity. After deregulation, there
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Some politicians want to control
the prices of drugs, but that may
not be in the public interest if it
reduces the incentive for ﬁrms to
make the big investment required
to develop innovative new
medicines that people need.
That, in turn, would reduce
consumer choices.

were big shortages, and even price gouging by some ﬁrms, because it takes a long
time to add new power systems.

Proﬁt maximization can
be socially responsible

A proﬁt maximization objective seeks to get as much proﬁt as possible. It might
be stated as a desire to earn a rapid return on investment—or, more bluntly, to
charge all the trafﬁc will bear.
Some people believe that anyone seeking a proﬁt maximization objective will
charge high prices—prices that are not in the public interest. However, pricing to
achieve proﬁt maximization doesn’t always lead to high prices. Low prices may
expand the size of the market and result in greater sales and proﬁts. For example,
when prices of VCRs were very high, only innovators and wealthy people bought
them. When producers lowered prices, nearly everyone bought one.
If a ﬁrm is earning a very large proﬁt, other ﬁrms will try to copy or improve on
what the company offers. Frequently, this leads to lower prices. IBM sold its original personal computer for about $4,500 in 1981. As Compaq, Dell, and other
competitors started to copy IBM, it added more power and features and cut prices.
By 2001, customers could buy a personal computer with more than 50 times the
power, speed, and data storage for about $600, and prices continue to drop.5
We saw this process at work in Chapter 10—in the rise and fall of proﬁts during the product life cycle. Contrary to the popular myth, a proﬁt maximization
objective is often socially desirable.

Sales-Oriented Objectives
A sales-oriented objective seeks some level of unit sales, dollar sales, or share of
market—without referring to proﬁt.

Sales growth doesn’t
necessarily mean big
proﬁts

Some managers are more concerned about sales growth than proﬁts. They think
sales growth always leads to more proﬁts. This kind of thinking causes problems
when a ﬁrm’s costs are growing faster than sales—or when managers don’t keep
track of their costs. Recently, many major corporations have had declining proﬁts
in spite of growth in sales. At the extreme, many dot-coms kept lowering prices to
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PeoplePC uses a young spokesman in its TV ad to explain that the PeoplePC price—at an affordable $.82 a day—includes
not only a computer but also unlimited Internet access, in-home service, and shopping discounts.

increase market share but never earned any proﬁts. Pets.com had growing sales until
it burned through investors’ money and went bankrupt. Generally, however, business managers now pay more attention to proﬁts, not just sales.6
Managers of some nonproﬁt organizations set prices to increase market share—
precisely because they are not trying to earn a proﬁt. For example, many cities set
low fares to ﬁll up their buses. Buses cost the same to run empty or full, and there’s
more beneﬁt when they’re full even if the total revenue is no greater.

Market share
objectives are popular

Many ﬁrms seek to gain a speciﬁed share (percent) of a market. If a company has
a large market share, it may have better economies of scale than its competitors. In
addition, it’s usually easier to measure a ﬁrm’s market share than to determine if
proﬁts are being maximized.
A company with a longer-run view may decide that increasing market share is a
sensible objective when the overall market is growing. The hope is that larger future
volume will justify sacriﬁcing some proﬁt in the short run. In the early days of the
Internet, Netscape took this approach with its browser software. And companies as
diverse as 3M, Coca-Cola, and IBM look at opportunities in Eastern Europe this way.
Of course, objectives aimed at increasing market share have the same limitations
as straight sales growth objectives. A larger market share, if gained at too low a
price, may lead to proﬁtless “success.” As simple as this point is, it’s missed by many
executives. It’s a too-common symptom of death-wish marketing.

Status Quo Pricing Objectives
Don’t-rock-the-boat
objectives

Managers satisﬁed with their current market share and proﬁts sometimes adopt

status quo objectives—don’t-rock-the-pricing-boat objectives. Managers may say

that they want to stabilize prices, or meet competition, or even avoid competition.
This don’t-rock-the-boat thinking is most common when the total market is not
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Marketing managers for Hydra
Pools consciously set prices so
that consumers receive a good
value at a price that will yield
attractive proﬁts for both the
producer and the retailer.

growing. Maintaining stable prices may discourage price competition and avoid the
need for hard decisions.

Or stress nonprice
competition instead

A status quo pricing objective may be part of an aggressive overall marketing
strategy focusing on nonprice competition—aggressive action on one or more of the
Ps other than Price. Fast-food chains like McDonald’s, Wendy’s, and Burger King
experienced very proﬁtable growth by sticking to nonprice competition for many
years. However, when Taco Bell and others started to take away customers with
price-cutting, the other chains also turned to price competition.7

Most Firms Set Speciﬁc Pricing Policies—To Reach Objectives
Administered prices
help achieve objectives

Price policies usually lead to administered prices—consciously set prices. In
other words, instead of letting daily market forces (or auctions) decide their prices,
most ﬁrms set their own prices. They may hold prices steady for long periods of time
or change them more frequently if that’s what’s required to meet objectives.
If a ﬁrm doesn’t sell directly to ﬁnal customers, it usually wants to administer both
the price it receives from middlemen and the price ﬁnal customers pay. After all, the
price ﬁnal customers pay will ultimately affect the quantity it sells.
Yet it is often difﬁcult to administer prices throughout the channel. Other channel members may also wish to administer prices to achieve their own objectives. This
is what happened to Alcoa, one of the largest aluminum producers. To reduce its
excess inventory, Alcoa offered its wholesalers a 30 percent discount off its normal
price. Alcoa expected the wholesalers to pass most of the discount along to their customers to stimulate sales throughout the channel. Instead, wholesalers bought their
aluminum at the lower price but passed on only a small discount to customers. As a
result, the quantity Alcoa sold didn’t increase much, and it still had excess inventories, while the wholesalers made more proﬁt on the aluminum they did sell.8
Some ﬁrms don’t even try to administer prices. They just meet competition—or
worse, mark up their costs with little thought to demand. They act as if they have
no choice in selecting a price policy.
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Remember that Price has many dimensions. Managers usually do have many
choices. They should administer their prices. And they should do it carefully because,
ultimately, customers must be willing to pay these prices before a whole marketing
mix succeeds. In the rest of this chapter, we’ll talk about policies a marketing manager must set to do an effective job of administering Price.9

Price Flexibility Policies
One of the ﬁrst decisions a marketing manager has to make is about price
ﬂexibility. Should the ﬁrm use a one-price or a ﬂexible-price policy?

One-price policy—the
same price for
everyone

A one-price policy means offering the same price to all customers who purchase
products under essentially the same conditions and in the same quantities. The
majority of U.S. ﬁrms use a one-price policy—mainly for administrative convenience and to maintain goodwill among customers.
A one-price policy makes pricing easier. But a marketing manager must be careful to avoid a rigid one-price policy. This can amount to broadcasting a price that
competitors can undercut—especially if the price is somewhat high. One reason for
the growth of mass-merchandisers is that conventional retailers rigidly applied traditional margins and stuck to them.

Flexible-price policy—
different prices for
different customers

A ﬂexible-price policy means offering the same product and quantities to different customers at different prices. When computers are used to implement ﬂexible
pricing, the decisions focus more on what type of customer will get a price break.

Pricing databases
make ﬂexible pricing
easier

Various forms of ﬂexible pricing are more common now that most prices are
maintained in a computer database. Frequent changes are easier. You see this when
grocery chains give frequent-shopper club members reduced prices on weekly specials. They simply change the database in the central ofﬁce. The checkout scanner
reads the code on the package, then the computer looks up the club price or the
regular price depending on whether a club card has been scanned.
Another twist on this is more recent. Some marketing managers have set up relationships with Internet companies whose ads invite customers to “set your own
price.” For example, Priceline operates a website at www.priceline.com. Visitors to
the website specify the desired schedule for an airline ﬂight and what price they’re
willing to pay. Priceline electronically forwards the information to airlines and if
one accepts the offer the consumer is notiﬁed. Priceline has a similar service for
new cars and other products such as home mortgages, hotel rooms, rental cars, and
long-distance rates.
It may appear that these marketing managers have given up on administering
prices. Just the opposite is true. They are carefully administering a ﬂexible price. Most
airlines, for example, set a very high list price. Not many people pay it. Travelers
who plan ahead or who accept nonpeak ﬂights get a discount. Business travelers who
want high-demand ﬂights on short notice pay the higher prices. However, it doesn’t
make sense to stick to a high price and ﬂy the plane half empty. So the airline continuously adjusts the price on the basis of how many seats are left to ﬁll. If seats are
still empty at the last minute, the website offers a rock-bottom fare. Other ﬁrms,
especially service businesses, use this approach when they have excess capacity.10

Salespeople can adjust
prices to the situation

Flexible pricing is most common in the channels, in direct sales of business
products, and at retail for expensive items and homogeneous shopping products.
Retail shopkeepers in less-developed economies typically use ﬂexible pricing. These
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To reach its objectives, Carnival
uses ﬂexible pricing—including
discounts for retired people. By
contrast, Professional Carwashing
& Detailing, a trade magazine,
wants advertisers to know that it
charges everyone the same price
for ad space.

situations usually involve personal selling, not mass selling. The advantage of
ﬂexible pricing is that the salesperson can make price adjustments—considering
prices charged by competitors, the relationship with the customer, and the customer’s bargaining ability. Flexible-price policies often specify a range in which the
actual price charged must fall.11
Most auto dealers use ﬂexible pricing. The producer suggests a list price, but the dealers bargain
for what they can get. Their salespeople negotiate
prices every day. Inexperienced consumers, reluctant to bargain, often pay hundreds of dollars more
than the dealer is willing to accept. By contrast, however, Saturn dealers have
earned high customer-satisfaction ratings by offering haggle-weary consumers a oneprice policy. CarMax has adopted the same approach with used vehicles.
Flexible pricing does have disadvantages. A customer who ﬁnds that others paid
lower prices for the same marketing mix will be unhappy. This can cause real conﬂict in channels. For example, the Winn-Dixie supermarket chain stopped carrying
products of some suppliers who refused to give Winn-Dixie the same prices available to chains in other regions of the country. Similarly, companies that post
different prices for different segments on a website that all can see often get
complaints.12
If buyers learn that negotiating can be in their interest, the time needed for
bargaining will increase. This can increase selling costs and reduce proﬁts.

Too much price-cutting
erodes proﬁts

Some sales reps let price-cutting become a habit. This reduces the role of price
as a competitive tool and leads to a lower price level. It can also have a major effect
on proﬁt. A small price cut may not seem like much; but keep in mind that all of
the revenue that is lost would go to proﬁt. If salespeople for a producer that usually
earns proﬁts equal to 15 percent of its sales cut prices by an average of about 5 percent, proﬁts would drop by a third!

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

17. Pricing Objectives and
Policies

© The McGraw−Hill
Companies, 2002

Text

Pricing Objectives and Policies

493

Price-Level Policies—Over the Product Life Cycle
When marketing managers administer prices, as most do, they must consciously
set a price-level policy. As they enter the market, they have to set introductory
prices that may have long-run effects. They must consider where the product life
cycle is and how fast it’s moving. And they must decide if their prices should be
above, below, or somewhere in between relative to the market.
Let’s look for a moment at a new product in the market introduction stage of
its product life cycle. There are few (or no) direct substitute marketing mixes. So
the price-level decision should focus ﬁrst on the nature of market demand. A high
price may lead to higher proﬁt from each sale but also to fewer units sold. A lower
price might appeal to more potential customers. With this in mind, should the ﬁrm
set a high or low price?

Skimming pricing—
feeling out demand at a
high price

A skimming price policy tries to sell the top (skim the cream) of a market—the
top of the demand curve—at a high price before aiming at more price-sensitive customers. A skimming policy is more attractive if demand is quite inelastic—at least
at the upper price ranges.
Skimming may maximize proﬁts in the market introduction stage for an innovation, especially if there is little competition. Competitor analysis may help clarify
whether barriers will prevent or discourage competitors from entering.

Skimming has critics

Some critics argue that ﬁrms should not try to maximize proﬁts by using a skimming policy on new products that have important social consequences. A
patent-protected, life-saving drug or a genetic technique that increases crop yields,
for example, is likely to have an inelastic demand curve. Yet many of those who
need the product may not have the money to buy it. This is a serious concern. However, it’s also a serious problem if ﬁrms don’t have any incentive to take the risks
required to develop breakthroughs in the ﬁrst place.13

Exhibit 17-5 Alternative Introductory Pricing Policies
Price

Initial
skimming
price

“Skim the cream” pricing

Price

Firm tries to sell
at a high price
before aiming at
more pricesensitive
consumers

Second
price

Penetration pricing

Firm tries to sell the
whole market at one
low price
Penetration
price

Final
price

Quantity

Quantity
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Price moves down the
demand curve

A skimming policy usually involves a slow reduction in price over time. See
Exhibit 17-5. Note that as price is reduced, new target markets are probably being
sought. So as the price level steps down the demand curve, new Place, Product, and
Promotion policies may be needed too.
When McCaw Cellular Communications—the firm that pioneered cellular
phone service and was later bought out by AT&T—ﬁrst came on the market, it
set a high price. A wireless minute cost about a $1 (with average monthly bills of
about $100). Customers also had to pay about $675 for a phone. McCaw used dealers to sell the premium-priced packages mainly to companies who gave them to
their on-the-go executives and salespeople. The dealers could explain the value of
the system and get orders. For many of these customers no good substitute was
available. As other cellular providers came on the market, McCaw bought large
quantities of phones from Motorola at low cost and packaged them with a service
contract at a high discount. As the market grew, economies of scale kicked in.
McCaw did more advertising and started to sell cellular services through a variety
of retail outlets, including mass-merchandisers. These changes cut costs and helped
reach the growing number of families who were in the market for cell phone services. Prices on phones had come down enough so that the dealer-retailers gave
away the phone with a one-year service contract. Now the competition for cellular
services is even more intense. So AT&T has continued to cut prices and is offering a variety of new services, ranging from Internet messaging and call forwarding
to unlimited calls on weekends. By 2000, a wireless minute was down to about 15
cents and monthly plans were about $40. Now AT&T is relying more heavily on
television advertising that encourages customers to call in and sign up or subscribe
at its website.
Skimming is also useful when you don’t know very much about the shape of the
demand curve. It’s sometimes safer to start with a high price that customers can
refuse and then reduce it if necessary.14

Penetration pricing—
get volume at a low
price

A penetration pricing policy tries to sell the whole market at one low price. Such
an approach might be wise when the elite market—those willing to pay a high
price—is small. This is the case when the whole demand curve is fairly elastic. See
Exhibit 17-5. A penetration policy is even more attractive if selling larger quantities results in lower costs because of economies of scale. Penetration pricing may be
wise if the ﬁrm expects strong competition very soon after introduction.

Marketing managers used
penetration pricing and sold a
million units of the innovative
PalmPilot within 20 months of its
introduction. Now, Palm’s
reputation for good value and a
large base of satisﬁed customers
help defend against formidable
new rivals, like Sony and
Handspring, who are introducing
new features.
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Marketers often use introductory
price dealing—in the form of
temporary price cuts or
introductory coupons—to speed
new products into a market.

When the ﬁrst version of the PalmPilot was introduced, competitors were close
behind. In addition, Apple had failed when it tried to introduce the Newton
personal information manager at a skimming price of $1,000. Most customers just
didn’t think it was worth it. So the focus for Palm was on a combination of features and price that would be a good value and help penetrate the market quickly.
The initial price of about $250 resulted in sales of a million units in 24 months.
Once Palm had a large base of users it worked at keeping them. For example, current owners could get $75 for trading in their old units on a new model, or they
could upgrade for $129.15
Palm certainly faces competition in this market now, but its initial price probably kept some ﬁrms from jumping into the fray. That’s why a low penetration price
is sometimes called a stay-out price. It discourages competitors from entering the
market.

Introductory price
dealing—temporary
price cuts

Different price-level
policies through the
channel

Low prices do attract customers. Therefore, marketers often use introductory price
dealing—temporary price cuts—to speed new products into a market. Introductory
price dealing may be used to get customers to try a new product concept as part of
the pioneering effort or to attract customers to a new brand entry later in the life
cycle. However, don’t confuse these temporary price cuts with low penetration prices.
The plan here is to raise prices as soon as the introductory offer is over. By then,
hopefully, target customers will have tried the product and decided it was worth
buying again at the regular price.
Established competitors often choose not to meet introductory price dealing—as
long as the introductory period is not too long or too successful. However, some
competitors quickly match introductory price deals with their own short-term sale
prices; they want to discourage their established customers from shopping around.
When a product is sold to channel members instead of ﬁnal consumers, the price
should be set so that the channel members can cover costs and make a proﬁt. To
achieve its objectives, a manufacturer may set different price-level policies for different levels in the channel. For example, a producer of a slightly better product might
set a price level that is low relative to competitors when selling to retailers, while suggesting an above-the-market retail price. This encourages retailers to carry the
product, and to emphasize it in their marketing mix, because it yields higher proﬁts.
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Exhibit 17-6 Exchange Rates for Various Currencies against the U.S. Dollar over Time
Number of Units of Base Currency per U.S. Dollar*
Base Currency

1987

British pound

1989

1991

1993

1995

1997

1999

2001

0.61

0.62

0.57

0.67

0.67

0.61

0.62

0.70

25.76

25.72

25.53

25.33

24.92

31.07

37.40

45.65

144.60

138.07

134.59

111.08

94.11

121.09

117.86

124.58

Australian dollar

1.43

1.26

1.32

1.47

1.35

1.34

1.55

1.96

Canadian dollar

1.33

1.18

1.15

1.29

1.37

1.38

1.49

1.56

German mark

1.80

1.88

1.66

1.65

1.43

1.73
1.07

1.13

Thai bhat
Japanese yen

Euro
*Units shown are the average for each year 1987–1997. For 1999 and 2001, units shown are for April 16, 1999 and April 16, 2001.

The price of money
may affect the price
level

We’ve been talking about the price level of a ﬁrm’s product. But a nation’s money
also has a price level—what it is worth in some other currency. For example, on
April 16, 2001, one U.S. dollar was worth 0.70 British pounds. In other words, the
exchange rate for the British pound against the U.S. dollar was 0.70. Exhibit 17-6
lists exchange rates for money from several countries over a number of years. From
this exhibit you can see that exchange rates change over time—and sometimes the
changes are signiﬁcant. For example, during 1995, a U.S. dollar was worth, on average, 24.92 Thai bhat; in April 2001 it was worth 45.65 Thai bhat. That exchange
rate moved up rapidly starting in 1997 because of economic problems that hit Thailand and the rest of Asia.
Exchange rate changes can have a signiﬁcant effect on international trade. From
a manager’s viewpoint, they also affect whether or not a price level has the expected
result. As the following example shows, this can be an important factor even for a
small ﬁrm that sells only in its own local market.
In 1995 the marketing manager for EControl, Inc.—a small ﬁrm that produces
electronic controllers for producers of satellite TV receiving dishes—set a meetingcompetition wholesale price of about $100 for a carton of the controllers. The proﬁt
margin on the controllers at that price was about $10 per carton. The wholesalers
who distribute the controllers also carried a product by a British ﬁrm. Its wholesale
price was also $100, which means that the British ﬁrm got about 67 British pounds
($100  0.67 pounds per dollar) per carton. Prices were stable for some time. However, when the exchange rate for the pound against the dollar fell from 0.67 to 0.61,
the British producer got 6 fewer pounds for each $100 carton of controllers
(67 pounds  61 pounds  6 pounds).
Because EControl’s marketing manager was only selling controllers in the
domestic market, she didn’t pay any attention to the drop in the exchange rate at
ﬁrst. However, she did pay attention when the British producer decided to raise its
wholesale price to $110 a carton. At the $110 price, the British ﬁrm got about
67.1 pounds per carton ($110  0.61 pounds per dollar)—about the same as it was
getting before the exchange rate change. EControl’s market share and sales
increased substantially—at the British competitor’s expense—because EControl’s
price was $10 lower than its British competitor. EControl’s marketing manager concluded that it would probably take a while for the British ﬁrm to lower its price,
even if the exchange rate went up again. So she decided that she could safely raise
her price level by 5 percent—up to $105—and still have a solid price advantage
over the British supplier. At a price of $105 per carton, EControl’s proﬁt per carton
jumped from $10 to $15, a 50 percent increase in proﬁt.
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The idea behind Beenz.com was
to create a globally acceptable
currency—an alternative to
money from different countries—
that could be used by online
merchants to inﬂuence and
reward online consumer behavior.
However, there is an implied
exchange rate for beenz just as
there is with money.

Things turned out well for EControl even though the manager initially ignored
exchange rates. Note, however, that during the 1999–2001 period the exchange rate
for the British pound against the U.S. dollar increased. So in the 1999–2001 period
EControl’s situation might have been reversed!16

Internet

Internet Exercise Xenon Laboratories has set up a website with a system
that uses current exchange rates to convert one country’s currency to
another. Go to the website (www.ausmall.com.au), scroll down and click on
International Currency Converter. How much is $100 U.S. worth now in Thai
bhats, British pounds, and German marks? How do those numbers compare
with April 2001 (see Exhibit 17-6)?

Most Price Structures Are Built around List Prices
Prices start with a
list price

Most price structures are built around a base price schedule or price list. Basic
list prices are the prices ﬁnal customers or users are normally asked to pay for products. In this book, unless noted otherwise, list price refers to basic list price.
In the next chapter, we discuss how ﬁrms set these list prices. For now, however,
we’ll consider variations from list price and why they are made.

Discount Policies—Reductions from List Prices
Discounts are reductions from list price given by a seller to buyers who either give
up some marketing function or provide the function themselves. Discounts can be
useful in marketing strategy planning. In the following discussion, think about what
function the buyers are giving up, or providing, when they get each of these discounts.

Quantity discounts
encourage volume
buying

Quantity discounts are discounts offered to encourage customers to buy in larger
amounts. This lets a seller get more of a buyer’s business, or shifts some of the storing
function to the buyer, or reduces shipping and selling costs—or all of these. Such
discounts are of two kinds: cumulative and noncumulative.

www.mhhe.com/fourps
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P&G and Unilever were among the ﬁrst multinational ﬁrms to spend millions to set up factories in
Vietnam. Now the factories are mostly idle. It’s not
because the Vietnamese aren’t buying their brands.
Rather, they’re buying the same products at lower
prices from low-cost smugglers. For example, smugglers get crates of Tide detergent and Close-Up
toothpaste produced in a P&G factory in Thailand.
Then they pile them high on bicycles and plod across
the jungle and Cambodia’s border to where Vietnamese consumers wait.
There is an explanation for this unusual and unauthorized channel of distribution. The Thai bhat was
weakened by the Asian economic crisis. By contrast,
the crisis didn’t have much effect on the Vietnamese
dong because the Communist government doesn’t
allow it to be converted into foreign currency. As a
result, the same goods produced in Vietnam now cost
about 35 percent more. The smugglers exploit this

difference. After their “mark up” to cover transportation and proﬁt, a tube of Close-Up smuggled from the
P&G factory in Thailand sells for about 11,000 Vietnamese dong (67 cents), while a tube from the
Vietnamese factory sells for about 14,000 dong. In
Vietnam, where annual per capita income is only
about $370, the cheaper tube has an edge. Moreover,
some Vietnamese consumers are so weary of second-rate, Communist-made goods that they assume
that anything made in Thailand is better. So at the
market in Ho Chi Minh City, Thai soap is priced higher
and still sells faster.
Smuggling is affecting everything from lipstick to
toilets. It’s still 30 percent of sales for some products,
even though the Vietnamese border patrols have effectively shut down all the dirt paths through the jungle to
Cambodia. Many ﬁrms have been discounting prices
to match the smugglers’ prices. Those discounts probably weren’t in the marketing plan!17

Cumulative quantity discounts apply to purchases over a given period—such as
a year—and the discount usually increases as the amount purchased increases.
Cumulative discounts are intended to encourage repeat buying by a single customer
by reducing the customer’s cost for additional purchases. This is a way to develop
closer, ongoing relationships with customers. For example, a Lowe’s lumberyard
might give a cumulative quantity discount to a building contractor who is not able
to buy all of the needed materials at once. Lowe’s wants to reward the contractor’s
patronage and discourage shopping around. The discount is small relative to the
cost of constantly trying to attract new customers.
A cumulative quantity discount is often attractive to business customers who
don’t want to run up their inventory costs. They are rewarded for buying large quantities, even though individual orders may be smaller.
Noncumulative quantity discounts apply only to individual orders. Such discounts
encourage larger orders but do not tie a buyer to the seller after that one purchase.
Lowe’s lumberyard may resell insulation products made by several competing producers. Owens-Corning might try to encourage Lowe’s to stock larger quantities of
its pink insulation by offering a noncumulative quantity discount.
While quantity discounts are usually given as price cuts, sometimes they are given
as free or bonus products. Airline frequent ﬂier programs use this approach.
Quantity discounts can be a very useful tool for the marketing manager. Some
customers are eager to get them. But marketing managers must use quantity discounts carefully. In business markets, they must offer such discounts to all customers
on equal terms—to avoid price discrimination.
Noncumulative discounts sometimes produce unexpected results. If the discount
is too big, wholesalers or retailers may buy more than they can possibly sell to their
own customers—to get the low price. Then they sell the excess at a low price to
whoever will buy it—as long as the buyer doesn’t compete in the same market area.
These gray-market channels often take customers away from regular channel members, perhaps with a retail price even lower than what most channel members pay.
To avoid these problems, a marketing manager must consider the effect of discounts
on the whole strategy—not just the effect on sales to a given middleman.

Seasonal discounts—
buy sooner
498

Seasonal discounts are discounts offered to encourage buyers to buy earlier than
present demand requires. If used by a manufacturer, this discount tends to shift the
storing function further along in the channel. It also tends to even out sales over
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Cargill uses a seasonal discount
to encourage its customers to
stock products earlier than
present demand requires. China’s
Coolbid.com used a quantity
discount to launch its shopping
site; the greater the number of
people who applied to buy a
product, the more the price was
discounted.

the year. For example, Kyota offers wholesalers a lower price on its garden tillers if
they buy in the fall—when sales are slow. The wholesalers can then offer a seasonal
discount to retailers—who may try to sell the tillers during a special fall sale.
Service ﬁrms that face irregular demand or capacity constraints often use seasonal
discounts. For example, MCI offers a discount for night-time calls when the load of
business calls is low. Some tourist attractions, like ski resorts, offer lower weekday
rates when attendance would otherwise be down.

Payment terms and
cash discounts set
payment dates

Most sales to businesses are made on credit. The
seller sends a bill (invoice) by mail or electronically,
and the buyer’s accounting department processes it for
1/1/200x
Truck
payment. Some ﬁrms depend on their suppliers for
5
300 Lansing, MI 2/10 net 30
temporary working capital (credit). Therefore, it is
very important for both sides to clearly state the terms
of payment—including the availability of cash discounts—and to understand the commonly used
payment terms.
Net means that payment for the face value of the
invoice is due immediately. These terms are sometimes changed to net 10 or net
30—which means payment is due within 10 or 30 days of the date on the invoice.
Cash discounts are reductions in price to encourage buyers to pay their bills
quickly. The terms for a cash discount usually modify the net terms.
2/10, net 30 means the buyer can take a 2 percent discount off the face value of
the invoice if the invoice is paid within 10 days. Otherwise, the full face value is
due within 30 days. And it usually is stated or understood that an interest charge
will be added after the 30-day free-credit period.
INVOICE NO.

4238

ORDER NO.

INVOICE DATE

179642

1/8/200x

DATE SHIPPED
NO. PCS

WT.

SHIPPED VIA

FOB

TERMS

0

34100 0600

0

Why cash discounts
are given and should
be evaluated

Smart buyers carefully evaluate cash discounts. A discount of 2/10, net 30 may
not look like much at ﬁrst. But the buyer earns a 2 percent discount for paying the
invoice just 20 days sooner than it should be paid anyway. By not taking the discount, the company in effect is borrowing at an annual rate of 36 percent. That is,
assuming a 360-day year and dividing by 20 days, there are 18 periods during which
the company could earn 2 percent—and 18 times 2 equals 36 percent a year.

Consumers say
“charge it”

Credit sales are also important to retailers. Some stores have their own credit systems. But most retailers use credit card services, such as Visa or MasterCard. The
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Many stores guarantee that they
have the lowest price and
promise a refund if a customer
ﬁnds an item lower somewhere
else. Sun Television and
Appliances woos customers to its
stores with automatic refunds.
Sun hires an outside ﬁrm to do
daily price checks. When a
customer is due a refund, it is
sent automatically.

retailers pay a percent of the revenue from each credit sale for this service—from
1 to 7 percent depending on the card company and the store’s sales volume. For
this reason, some retailers offer discounts to consumers who pay cash.
Many consumers like the convenience of credit card buying. But some critics
argue that the cards make it too easy for consumers to buy things they really can’t
afford. Further, because of high interest charges, credit card buying can increase the
total costs to consumers.

Trade discounts often
are set by tradition

A trade (functional) discount is a list price reduction given to channel members
for the job they are going to do.
A manufacturer, for example, might allow retailers a 30 percent trade discount
from the suggested retail list price to cover the cost of the retailing function and
their proﬁt. Similarly, the manufacturer might allow wholesalers a chain discount of
30 percent and 10 percent off the suggested retail price. In this case, the wholesalers would be expected to pass the 30 percent discount on to retailers.18

Special sales reduce
list prices—temporarily

A sale price is a temporary discount from the list price. Sale price discounts
encourage immediate buying. In other words, to get the sale price, customers give
up the convenience of buying when they want to buy and instead buy when the
seller wants to sell.
Special sales provide a marketing manager with a quick way to respond to changing market conditions—without changing the basic marketing strategy. For
example, a retailer might use a sale to help clear extra inventory or to meet a competing store’s price. Or a producer might offer a middleman a special deal—in
addition to the normal trade discount—that makes it more proﬁtable for the middleman to push the product. Retailers often pass some of the savings along to
consumers.
In recent years, sale prices and deals have become much more common. At ﬁrst
it may seem that consumers beneﬁt from all this. But prices that change constantly
may confuse customers and erode brand loyalty.
To avoid these problems, some ﬁrms that sell consumer convenience products
offer everyday low pricing—setting a low list price rather than relying on a high
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list price that frequently changes with various discounts or allowances. Many grocery
stores use this approach. And some producers, including P&G, use it.
Sale prices should be used carefully, consistent with well-thought-out pricing
objectives and policies. A marketing manager who constantly uses temporary sales
to adjust the price level probably has not done a good job setting the normal price.19

Allowance Policies—Off List Prices
Allowances, like discounts, are given to ﬁnal consumers, customers, or channel
members for doing something or accepting less of something.

Advertising
allowances—something
for something

Advertising allowances are price reductions given to ﬁrms in the channel to
encourage them to advertise or otherwise promote the supplier’s products locally.
For example, General Electric gave an allowance (1.5 percent of sales) to its wholesalers of housewares and radios. They, in turn, were expected to spend the allowance
on local advertising.

Stocking allowances—
get attention and
shelf space

Stocking allowances—sometimes called slotting allowances—are given to a
middleman to get shelf space for a product. For example, a producer might offer a
retailer cash or free merchandise to stock a new item. Stocking allowances are used
mainly to get supermarket chains to handle new products. Supermarkets don’t have
enough slots on their shelves to handle all of the available new products. They’re
more willing to give space to a new product if the supplier will offset their handling
costs—like making space in the warehouse, adding information on computer systems, and redesigning store shelves, for example.
Some retailers get allowances that cover more than handling costs. The Shoprite
Stores chain in New York City got an $86,000 allowance to stock $172,000 worth
of Old Capital Microwave Popcorn. When the popcorn didn’t sell well, Shoprite
quickly took it off its shelves. With a big stocking allowance, the middleman makes
extra proﬁt—even if a new product fails and the producer loses money.

Are stocking
allowances ethical?

There is controversy about stocking allowances. Critics say that retailer demands
for big stocking allowances slow new product introductions and make it hard for
small producers to compete. Some producers feel that retailers’ demands are unethical—just a different form of extortion. Retailers, on the other hand, point out that
the fees protect them from producers that simply want to push more and more metoo products onto their shelves. Perhaps the best way for a producer to cope with
the problem is to develop new products that really do offer consumers superior value.
Then it beneﬁts everyone in the channel, including retailers, to get the products to
the target market.20

PMs—push for cash

Push money (or prize money) allowances—sometimes called PMs or spiffs—are
given to retailers by manufacturers or wholesalers to pass on to the retailers’ salesclerks for aggressively selling certain items. PM allowances are used for new items,
slower-moving items, or higher-margin items. They are often used for pushing furniture, clothing, consumer electronics, and cosmetics. A salesclerk, for example,
might earn an additional $5 for each new model Pansonic DVD player sold.

Bring in the old, ring
up the new—with
trade-ins

A trade-in allowance is a price reduction given for used products when similar
new products are bought. Trade-ins give the marketing manager an easy way to lower
the effective price without reducing list price. Proper handling of trade-ins is important when selling durable products.

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

502

17. Pricing Objectives and
Policies

Text

© The McGraw−Hill
Companies, 2002

Chapter 17

Some Customers Get Something Extra
Clipping coupons—
more for less

Internet

Cash rebates when
you buy

Rebates give the producer a
way to be certain that ﬁnal
consumers—not others in the
channel—actually get the
price reduction. Coupons are
typically used for consumer
products, but marketers for
ThunkDesign offered a
coupon for a $30,000
discount to prompt business
customers to action.

Many producers and retailers offer discounts (or free items) through coupons
distributed in packages, mailings, print ads, or at the store. By presenting a coupon
to a retailer, the consumer is given a discount off list price. This is especially common in the consumer packaged goods business—but the use of price-off coupons is
growing in other lines of business too.
Retailers are willing to redeem producers’ coupons because it increases their
sales—and they usually are paid for the trouble of handling the coupon. For example, a retailer who redeems a 50 cents off coupon might be repaid 75 cents. In effect,
the coupon increases the functional discount and makes it more attractive to sell
the couponed product.
Couponing is so common that ﬁrms have been set up to help repay retailers for
redeeming manufacturers’ coupons. The total dollar amounts involved are so large that
crime has become a big problem. Some dishonest retailers have gone to jail for collecting on coupons they redeemed without requiring customers to buy the products.
Internet Exercise Catalina, a ﬁrm that specializes in targeted sales promotions, set up an online system called “ValuPage.” Consumers can print out a
sheet with a list of discounts that sponsoring supermarkets redeem with “web
bucks”_which the consumer can then use for any future purchase at the
store. Go to the website (www.supermarkets.com), type in your Zip Code only,
and press Enter to review the system. Do you think this system will be more
or less susceptible to fraud than regular coupons? Explain your thinking.

Some producers offer rebates—refunds paid to consumers after a purchase.
Sometimes the rebate may be very large. Some automakers offer rebates of $500 to
$2,500 to promote sales of slow-moving models. Rebates are used on lower-priced
items too—ranging from Duracell batteries to Paul Masson wines.
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Rebates give the producer a way to be certain that ﬁnal consumers actually get
the price reduction. If the rebate amount were just taken off the price charged middlemen, they might not pass the savings along to consumers. In addition, many
consumers buy because the price looks lower with the rebate—but then they don’t
request the refund.21

List Price May Depend on Geographic Pricing Policies
Retail list prices sometimes include free delivery. Or free delivery may be offered
to some customers as an aid to closing the sale. But deciding who pays the freight
charge is more important on sales to business customers than to ﬁnal consumers
because more money is involved. Usually purchase orders specify place, time,
method of delivery, freight costs, insurance, handling, and other charges. There are
many possible variations for an imaginative marketing manager, and some specialized terms have developed.

F.O.B. pricing is easy

A commonly used transportation term is F.O.B.—which means free on board
some vehicle at some place. Typically, F.O.B. pricing names the place—often the
location of the seller’s factory or warehouse—as in F.O.B. Taiwan or F.O.B. mill.
This means that the seller pays the cost of loading the products onto some vehicle,
then title to the products passes to the buyer. The buyer pays the freight and takes
responsibility for damage in transit.
If a ﬁrm wants to pay the freight for the convenience of customers, it can use F.O.B.
delivered or F.O.B. buyer’s factory. In this case, title does not pass until the products
are delivered. If the seller wants title to pass immediately but is willing to prepay freight
(and then include it in the invoice), F.O.B. seller’s factory-freight prepaid can be used.
F.O.B. shipping point pricing simpliﬁes the seller’s pricing—but it may narrow the
market. Since the delivered cost varies depending on the buyer’s location, a customer
located farther from the seller must pay more and might buy from closer suppliers.

Zone pricing smooths
delivered prices

Zone pricing means making an average freight charge to all buyers within speciﬁc geographic areas. The seller pays the actual freight charges and bills each
customer for an average charge. For example, a company in Canada might divide
the United States into seven zones, then bill all customers in the same zone the
same amount for freight even though actual shipping costs might vary.
Zone pricing reduces the wide variation in delivered prices that results from an
F.O.B. shipping point pricing policy. It also simpliﬁes transportation charges.

Uniform delivered
pricing—one
price to all

Uniform delivered pricing means making an average freight charge to all buyers.
It is a kind of zone pricing—an entire country may be considered as one zone—that
includes the average cost of delivery in the price. Uniform delivered pricing is most
often used when (1) transportation costs are relatively low and (2) the seller wishes
to sell in all geographic areas at one price—perhaps a nationally advertised price.

Freight-absorption
pricing—competing on
equal grounds in
another territory

When all ﬁrms in an industry use F.O.B. shipping point pricing, a ﬁrm usually competes well near its shipping point but not farther away. As sales reps look for business
farther away, delivered prices rise and the ﬁrm ﬁnds itself priced out of the market.
This problem can be reduced with freight-absorption pricing—which means
absorbing freight cost so that a ﬁrm’s delivered price meets the nearest competitor’s.
This amounts to cutting list price to appeal to new market segments. Some ﬁrms
look at international markets this way; they just ﬁgure that any proﬁt from export
sales is a bonus.
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Autobytel’s car prices include free
delivery, which may help it to
compete with dealers who are
located close to the customer.

Pricing Policies Combine to Impact Customer Value
Look at Price from the
customer’s viewpoint

We’ve discussed the details of pricing policies separately so far to emphasize that
a manager should make intentional decisions in each of the areas of pricing policy.
Overlooking any of them can be serious because ultimately they all combine to
impact customer value and whether or not the ﬁrm has a competitive advantage.
Ever since Chapter 2, we’ve emphasized that customer value is based on the beneﬁts that a customer sees in a ﬁrm’s marketing mix and all of the costs. This value
is relative to competitors’ ways of meeting a need. Ideally, a target customer will be
impressed that the speciﬁc strategy decisions that a marketing manager makes with
respect to Product, Place, and Promotion offer a beneﬁt. Perhaps if the decisions
are not on target a customer will view them as a cost. For example, a consumer
might view a producer’s decision to use exclusive distribution as a negative if a product is harder to ﬁnd, or if its “exclusive” image is a turn-off to friends. Even so, from
the customer’s view, Price is usually the main contributor to the cost part of the
value equation.
That means that when we talk about Price we are really talking about the whole
set of price policies that deﬁne the real price level. Second, it’s important to keep
ﬁrmly in mind that superior value isn’t just based on having a lower price than some
competitor but rather on the whole marketing mix.

Value pricing leads
to superior
customer value

Smart marketers look for the combination of Price decisions that result in value
pricing. Value pricing means setting a fair price level for a marketing mix that really
gives the target market superior customer value.
Value pricing doesn’t necessarily mean cheap if cheap means bare-bones or
low-grade. It doesn’t mean high prestige either if the prestige is not accompanied
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Marketers for Luvs diapers want
consumers to know that Luvs’
value price, compared to the
pricey brands, is equivalent to
getting 275 diapers a year for
free.

by the right quality goods and services. Rather, the focus is on the customer’s
requirements and how the whole marketing mix meets those needs.
Toyota is a good example of a ﬁrm that has been effective with value pricing. It
has different marketing mixes for different target markets. But from the low-price
Echo to the $30,000 Avalon, the Japanese automaker consistently offers better quality and lower prices than its competitors. Among discount retailers, Wal-Mart is a
value pricing leader. Its motto, “the low price on the brands you trust,” says it all.
In the product-market for hosiery, Sara Lee is a value pricer; its L’eggs are priced
lower than many dealer brands, but it still offers customers the selection, ﬁt, and
wear they want.
These companies deliver on their promises. They try to give the consumer pleasant surprises—like an unexpected service—because it increases value and builds
customer loyalty. They return the price if the customer isn’t completely satisﬁed.
They avoid unrealistic price levels—prices that are high only because consumers
already know the brand name. They build relationships so customers will come back
time and again.

There are Price choices
in most markets

Some marketing managers miss the advantages of value pricing. They think that
in mature markets there is no alternative but to set a price level that is the same as
or lower than competitors. They’ve heard economists say that in perfect competition
the market sets the price and that it’s foolish to offer products above or below the
market price. The economists are right about perfect competition—when everything
but price is really the same and pricing needs to be on a tit-for-tat basis. But most
ﬁrms don’t operate in perfect competition.
Most operate in monopolistic competition, where products and whole marketing
mixes are not exactly the same. This means that there are pricing options. At one
extreme, some ﬁrms are clearly above the market—they may even brag about it.
Tiffany’s is well known as one of the most expensive jewelry stores in the world.
Other ﬁrms emphasize below-the-market prices in their marketing mixes. Prices
offered by discounters and mass-merchandisers, such as Wal-Mart and Tesco, illustrate this approach. They may even promote their pricing policy with catchy slogans
like “guaranteed lowest prices” or “we’ll beat any advertised price.”
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Epeda sells high-quality
mattresses. It wants customers
to know that its higher price is
worth it. This ad says, “Lots of
mattresses are cheap to buy. The
reason is to make you forget
how much sleeping on them is
going to cost you.”

Value pricers deﬁne the
target market and the
competition

Do these various strategies promote prices that are above or below the market—
or are they really different prices for different target markets or different marketing
mixes? In making price decisions and using value pricing, it is important to clearly
deﬁne the relevant target market and competitors when making price comparisons.
Consider Wal-Mart prices again from this view. Wal-Mart may have lower camera prices than conventional camera retailers, but it offers less help in the store, less
selection, and it won’t take old cameras in trade. Wal-Mart may be appealing to
budget-oriented shoppers who compare prices and value among different massmerchandisers. But a specialty camera store may be trying to appeal to different customers and not even be a direct competitor! Thus, it may be better to think of
Wal-Mart’s price as part of a different marketing mix for a different target market—
not as a below-the-market price.
A camera producer with this point of view might develop different strategies for
the Wal-Mart channel and the specialty store channel. In particular, the producer
might offer the specialty store one or more models that are not available to WalMart—to ensure that customers don’t view the two stores as direct competitors with
price the only difference.
Further, the specialty store needs to communicate clearly to its target market how
it offers superior value. Wal-Mart is certainly going to communicate that it offers a
discount from some list price. If that’s all customers hear, it’s no wonder that they
just focus on price. The specialty retailer has to be certain that consumers understand that price is not the only thing of value that is different. This same logic
applies to comparisons between Internet sellers and brick-and-mortar competitors.
Each may have advantages or disadvantages that relate to value.

Meeting competitors’
prices may be
necessary

In a mature market there is downward pressure on both prices and proﬁt margins. Moreover, differentiating the value a ﬁrm offers may not be easy when
competitors can quickly copy new ideas. Extending our camera example, if our
speciality store is in a city with a number of similar stores with the same product,
there may not be a way to convince consumers that one beats all of the others. In
such circumstances there may be no real pricing choice other than to “meet the
competition.” With proﬁt margins already thin, they would quickly disappear or turn

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

17. Pricing Objectives and
Policies

Text

© The McGraw−Hill
Companies, 2002

Pricing Objectives and Policies

507

into losses at a lower price. And a higher price would simply prompt competitors
to promote their price advantage.22
Similarly, a B2B supplier may have a better marketing mix than competitors; but if
buyers have decided to use a procurement hub and reverse auction as the only way to
buy, the supplier may not have any choice but to decide what the lowest price is that
it will bid to get the business. Winning the bid at a proﬁt-losing price doesn’t help.
Even though competition can be intense, too many marketers give up too easily.
They often can ﬁnd a way to differentiate, even if it’s something that competitors
dismiss as less important. Research showed that many McDonald’s customers actually prefer the burgers at Burger King. But they judge the bathrooms at McDonald’s
to be cleaner and assume that the kitchen is cleaner and that the food is safer and
of higher quality. That and more tasty fries are more important than Burger King’s
prices and burgers. However, that’s why Burger King came up with new fries. It’s
not yet clear if they have the bathroom part ﬁgured out.23
Similarly, there may be little choice about Price in oligopoly situations. Pricing
at the market—that is, meeting competition—may be the only sensible policy. To
raise prices might lead to a large loss in sales—unless competitors adopt the higher
price too. And cutting prices would probably lead to similar reductions by competitors—downward along an inelastic industry demand curve. This can only lead
to a decrease in total revenue for the industry and probably for each ﬁrm. The major
airlines faced these problems recently.
To avoid these problems, each oligopolist may choose a status quo pricing objective and set its price at the competitive level. Some critics call this pricing behavior
conscious parallel action, implying it is unethical and the same as intentional conspiracy among ﬁrms. As a practical matter, however, that criticism seems overly
harsh. It obviously isn’t sensible for ﬁrms to ignore their competitors.

Value pricing ﬁts with
market-oriented
strategy planning

There are times when the marketing manager’s hands are tied and there is little
that can be done to differentiate the marketing mix. However, most marketing managers do have choices—many choices. They can vary strategy decisions with respect
to all of the marketing mix variables, not just Price, to offer target customers superior value. And when a marketer’s hands are really tied, it’s time to look for new
opportunities that offer more promise.
So when you stop to think about it, value pricing is simply the best pricing approach
for the type of market-oriented strategy planning we’ve been discussing throughout this
whole text. To build proﬁts and customer satisfaction, the whole marketing mix—
including the price level—must meet target customers’ needs and offer superior value.

Legality of Pricing Policies
This chapter discusses the many pricing decisions that must be made. However,
as was suggested in Chapter 4, some pricing decisions are limited by government
legislation.
The ﬁrst step to understanding pricing legislation is to know the thinking of legislators and the courts. To get a better idea of the “why” of legislation, we’ll focus
on U.S. legislation here, but many other countries have similar pricing laws.24

Minimum prices are
sometimes controlled

Unfair trade practice acts put a lower limit on prices, especially at the wholesale and retail levels. They have been passed in more than half the states in the
United States. Selling below cost in these states is illegal. Wholesalers and retailers
are usually required to take a certain minimum percentage markup over their
merchandise-plus-transportation costs.
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Local media in China claim that
both Fuji from Japan and Kodak
from the U.S. are dumping their
products in China, even though
China’s Lucky brand of ﬁlm and
paper has a price that is 50
percent lower.

The practical effect of these laws is to protect certain limited-line food retailers—
such as dairy stores—from the kind of “ruinous” competition supermarkets might
offer if they sold milk as a leader, offering it below cost for a long time.
The United States and most other countries control the minimum price of imported
products with antidumping laws. Dumping is pricing a product sold in a foreign market below the cost of producing it or at a price lower than in its domestic market.
These laws are usually designed to protect the country’s domestic producers and jobs
from foreign competitors, but there is much debate about how well they work.25

Even very high prices
may be OK

Generally speaking, ﬁrms can charge high prices—even outrageously high
prices—as long as they don’t conspire with their competitors to ﬁx prices, discriminate against some of their customers, or lie.
Of course, there are exceptions. Firms in regulated businesses may need to seek
approval for their prices. For example, in the United States, most states regulate
automobile insurance rates. Some countries impose more general price controls—
to reduce inﬂation or try to control markets. However, most countries have followed
the move toward a market-directed economy. That doesn’t mean, however, that
there aren’t important regulations in the pricing area.

You can’t lie
about prices

Phony list prices are prices customers are shown to suggest that the price has
been discounted from list. Some customers seem more interested in the supposed
discount than in the actual price. Most businesses, trade associations, and government agencies consider the use of phony list prices unethical. In the United States,
the FTC tries to stop such pricing—using the Wheeler Lea Amendment, which bans
“unfair or deceptive acts in commerce.”26
In recent years some electronics retailers, like Best Buy, have been criticized on
these grounds. They’d advertise a $300 discount on a computer when the customer
signed up for an Internet service provider, but it might not be clear to the consumer
that a three-year commitment—costing over $700—was required.

Price ﬁxing is illegal—
you can go to jail

Difﬁculties with pricing—and violations of pricing legislation—usually occur when
competing marketing mixes are quite similar. When the success of an entire marketing strategy depends on price, there is pressure (and temptation) to make agreements
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with competitors (conspire). And price ﬁxing—competitors getting together to raise,
lower, or stabilize prices—is common and relatively easy. But it is also completely illegal in the United States. It is considered “conspiracy” under the Sherman Act and the
Federal Trade Commission Act. To discourage price ﬁxing, both companies and individual managers are held responsible. Some executives have already gone to jail!
Price-ﬁxing laws in the United States focus on protecting customers who purchase directly from a supplier. For example, a wholesaler could bring action against
a producer-supplier for ﬁxing prices. However, retailers or consumers who bought
the producer’s products from the wholesaler could not bring action. In contrast,
many state laws allow “indirect customers” in the channel to sue the price ﬁxer. A
1989 Supreme Court ruling cleared the way for more states to pass this type of law.
The expected result will be even tougher penalties for price ﬁxing.27
Different countries have different rules concerning price ﬁxing, and this has created problems in international trade. Japan, for example, allows price ﬁxing under
certain conditions—especially if it strengthens the position of Japanese producers
in world markets.

U.S. antimonopoly laws
ban price discrimination
unless . . .

Price level and price ﬂexibility policies can lead to price discrimination. The

Robinson-Patman Act (of 1936) makes illegal any price discrimination—selling

the same products to different buyers at different prices—if it injures competition.
The law does permit some price differences—but they must be based on (1) cost
differences or (2) the need to meet competition. Both buyers and sellers are considered guilty if they know they’re entering into discriminatory agreements. This
is a serious matter—price discrimination suits are common.

What does “like grade
and quality” mean?

The Robinson-Patman Act allows a marketing manager to charge different prices
for similar products if they are not of “like grade and quality.” The FTC says that if
the physical characteristics of a product are similar, then they are of like grade and
quality. A landmark U.S. Supreme Court ruling against the Borden Company
upheld the FTC’s view that a well-known label alone does not make a product different from one with an unknown label. The company agreed that the canned milk
it sold at different prices under different labels was basically the same.
But the FTC’s victory in the Borden case was not complete. The U.S. Court of
Appeals found no evidence of injury to competition and further noted that there
could be no injury unless Borden’s price differential exceeded the “recognized consumer appeal of the Borden label.” How to measure “consumer appeal” was not
spelled out and may lead to additional suits. For now, however, producers who want
to sell several brands—or dealer brands at lower prices than their main brand—
probably should offer physical differences, and differences that are really useful.28

Can cost analysis
justify price
differences?

The Robinson-Patman Act allows price differences if there are cost differences—say,
for larger quantity shipments or because middlemen take over some of the physical distribution functions. But justifying cost differences is a difﬁcult job. And the justiﬁcation
must be developed before different prices are set. The seller can’t wait until a competitor, disgruntled customer, or the FTC brings a charge. At that point, it’s too late.29

Can you legally meet
price cuts?

Under the Robinson-Patman Act, meeting a competitor’s price is permitted as a
defense in price discrimination cases. A major objective of antimonopoly laws is to
protect competition, not competitors. And “meeting competition in good faith” still
seems to be legal.

Special promotion
allowances might not
be allowed

Some ﬁrms violate the Robinson-Patman Act by providing push money, advertising allowances, and other promotion aids to some customers and not others. The
act prohibits such special allowances—unless they are made available to all customers
on “proportionately equal” terms.
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The need for such a rule is clear—once you try to control price discrimination.
Allowances for promotion aid could be granted to retailers or wholesalers without
expecting that any promotion actually be done. This plainly is price discrimination
in disguise.30

How to avoid
discriminating

Because price discrimination laws are complicated and penalties for violations
heavy, many business managers deemphasize price as a marketing variable. They follow the safest course by offering few or no quantity discounts and the same
cost-based prices to all customers. This is too conservative a reaction. But when ﬁrms
consider price differences, they may need a lawyer involved in the discussion!

Conclusion
The Price variable offers an alert marketing manager
many possibilities for varying marketing mixes. What
pricing policies should be used depends on the pricing
objectives. We looked at proﬁt-oriented, sales-oriented,
and status quo-oriented objectives.
A marketing manager must set policies about price
ﬂexibility, price levels over the product life cycle, who
will pay the freight, and who will get discounts and
allowances. While doing this, the manager should be
aware of legislation that affects pricing policies.
In most cases, a marketing manager must set prices—
that is, administer prices. Starting with a list price, a

variety of discounts and allowances may be offered to
adjust for the something of value being offered in the
marketing mix.
Throughout this chapter, we talk about what may be
included or excluded in the something of value and
what objectives a ﬁrm might set to guide its pricing
policies. We discuss how pricing policies combine to
impact customer value. Price setting itself is not discussed. It will be covered in the next chapter—where
we show ways to carry out the various pricing objectives and policies.

Questions and Problems
1. Identify the strategy decisions a marketing manager
must make in the Price area. Illustrate your answer
for a local retailer.
2. How should the acceptance of a proﬁt-oriented, a
sales-oriented, or a status quo-oriented pricing objective affect the development of a company’s
marketing strategy? Illustrate for each.

ing the use of ﬂexible-price policies in different
foreign markets?
6. Are seasonal discounts appropriate in agricultural
businesses (which are certainly seasonal)?
7. What are the effective annual interest rates for the
following cash discount terms: (a) 1/10, net 20; (b)
1/5, net 10; and (c) net 25?

3. Distinguish between one-price and ﬂexible-price
policies. Which is most appropriate for a hardware
store? Why?

8. Do stocking allowances increase or reduce conflict in a channel of distribution? Explain your
thinking.

4. What pricing objective(s) is a skimming pricing
policy most likely implementing? Is the same true
for a penetration pricing policy? Which policy is
probably most appropriate for each of the following
products: (a) a new type of home lawn-sprinkling
system, (b) a skin patch drug to help smokers quit,
(c) a DVD of a best-selling movie, and (d) a new
children’s toy?

9. Why would a manufacturer offer a rebate instead of
lowering the suggested list price?

5. How would differences in exchange rates between
different countries affect a ﬁrm’s decisions concern-

10. How can a marketing manager change a ﬁrm’s
F.O.B. terms to make an otherwise competitive marketing mix more attractive?
11. What type of geographic pricing policy is most appropriate for the following products (specify any
assumptions necessary to obtain a deﬁnite answer):
(a) a chemical by-product, (b) nationally advertised
candy bars, (c) rebuilt auto parts, and (d) tricycles?
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12. How would a ban on freight absorption (that is,
requiring F.O.B. factory pricing) affect a producer
with substantial economies of scale in production?
13. Give an example of a marketing mix that has a high
price level but that you see as a good value. Brieﬂy
explain what makes it a good value.
14. Think about a business from which you regularly
make purchases even though there are competing
ﬁrms with similar prices. Explain what the ﬁrm offers
that improves value and keeps you coming back.
15. Cite two examples of continuously selling above the
market price. Describe the situations.
16. Explain the types of competitive situations that
might lead to a meeting-competition pricing policy.
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17. Would consumers be better off if all nations dropped
their antidumping laws? Explain your thinking.
18. How would our marketing system change if manufacturers were required to set ﬁxed prices on all
products sold at retail and all retailers were required
to use these prices? Would a manufacturer’s marketing mix be easier to develop? What kind of an
operation would retailing be in this situation?
Would consumers receive more or less service?
19. Is price discrimination involved if a large oil company
sells gasoline to taxicab associations for resale to individual taxicab operators for 21⁄2 cents a gallon less
than the price charged to retail service stations? What
happens if the cab associations resell gasoline not only
to taxicab operators but to the general public as well?

Suggested Cases
13. Paper Supplies Corporation

25. PlastiForm Mfg., Inc.

Computer-Aided Problem
17. Cash Discounts
Joe Tulkin owns Tulkin Wholesale Co. He sells paper,
tape, ﬁle folders, and other ofﬁce supplies to about 120 retailers in nearby cities. His average retailer customer
spends about $900 a month. When Tulkin started business in 1991, competing wholesalers were giving retailers
invoice terms of 3/10, net 30. Tulkin never gave the issue
much thought—he just used the same invoice terms
when he billed customers. At that time, about half of his
customers took the discount. Recently, he noticed a
change in the way his customers were paying their bills.
Checking his records, he found that 90 percent of the retailers were taking the cash discount. With so many
retailers taking the cash discount, it seems to have become a price reduction. In addition, Tulkin learned that
other wholesalers were changing their invoice terms.
Tulkin decides he should rethink his invoice terms. He
knows he could change the percent rate on the cash discount, the number of days the discount is offered, or the
number of days before the face amount is due. Changing
any of these, or any combination, will change the interest
rate at which a buyer is, in effect, borrowing money if he
does not take the discount. Tulkin decides that it will be
easier to evaluate the effect of different invoice terms if he

sets up a spreadsheet to let him change the terms and
quickly see the effective interest rate for each change.
a. With 90 percent of Tulkin’s customers now taking the
discount, what is the total monthly cash discount
amount?
b. If Tulkin changes his invoice terms to 1/5, net 20,
what interest rate is each buyer paying by not taking
the cash discount? With these terms, would fewer buyers be likely to take the discount? Why?
c. Tulkin thinks 10 customers will switch to other
wholesalers if he changes his invoice terms to 2/10,
net 30, while 60 percent of the remaining customers
will take the discount. What interest rate does a
buyer pay by not taking this cash discount? For this
situation, what will the total gross sales (total
invoice) amount be? The total cash discount? The
total net sales receipts after the total cash discount?
Compare Tulkin’s current situation with what will
happen if he changes his invoice terms to 2/10,
net 30.
For additional questions related to this problem, see
Exercise 17-3 in the Learning Aid for Use with Basic Marketing, 14th edition.
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You Should
1. Understand how
most wholesalers and
retailers set their
prices—using
markups.
2. Understand why
turnover is so important in pricing.
3. Understand the
advantages and disadvantages of
average-cost pricing.
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In the spring of 2001, Kmart’s

products. And to highlight their

4. Know how to use
break-even analysis
to evaluate possible
prices.

prices on products like toothpaste,

price cutting they revived Kmart’s

light bulbs, laundry soap, and

hourly Blue Light Specials, a sur-

beauty products were 10 to 15

prise sale on an item that usually

5. Understand the
advantages of marginal analysis and
how to use it for price
setting.

percent higher than at Wal-Mart.

lasts about 15 minutes. It didn’t

Shoppers buy these items fre-

take long for Wal-Mart to announce

quently and know what they pay.

that it would be putting even more

To provide equal value, marketing

emphasis on price rollbacks. By

6. Understand the
various factors that
inﬂuence customer
price sensitivity.

managers for Kmart decided that

taking a longer-term look at how

they needed to cut prices on 4,000

Wal-Mart has grown so fast in the

7. Know the many
ways that price setters use demand
estimates in their
pricing.
8. Understand the
important new terms
(shown in red).

past, you’ll get a pretty good idea
how this wrestling match is going
to turn out.
To put the big picture in perspective, Wal-Mart’s current sales are
about ﬁve times Kmart’s. By the
year 2005, Wal-Mart sales
should exceed $330 billion—
double what they were in 1999
and 13 times what they were
in 1990. Back then, Wal-Mart
earned about twice as much
proﬁt as Kmart even though they
had about the same sales revenue.

price
place
produc
promotion
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In the past few years, WalMart has also improved proﬁts
by cutting unnecessary inventory by over $2 billion, thereby
saving $150 million in carrying
cost and reducing markdowns. Wal-Mart also has
lower costs for the goods it
sells. Its buyers are tough in
negotiating the best prices
from suppliers—to be able to
offer Wal-Mart customers the
brands they want at low
prices. But Wal-Mart also
works closely with producers
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nel. For example, Wal-Mart

orders be placed by computer; that helps to reduce
also reduces its ﬁxed operat-

and lost sales at the checkout

ence in growth and proﬁts

ing costs as a percentage of

counter. Wal-Mart also works

when the two chains are in

sales. That means it can add a

with vendors to create private-

many ways similar? Part of

smaller markup, still cover its

label brands, such as Sam’s

the answer is that Wal-Mart

operating expenses, and

Choice Cola. Its low price—

has more sales volume in

make a larger proﬁt. And as

about 15 percent below what

each store. Wal-Mart’s sales

lower prices pull in more and

consumers expect to pay for

revenue per square foot is

more customers, its percent of

well-known colas—doesn’t

more than twice that at Kmart.

overhead costs to sales con-

leave a big proﬁt margin. Yet

Wal-Mart’s lower prices on

tinues to drop—from about

when customers come in to

similar products increases

20.2 percent in 1980 to about

buy it they also pick up other,

demand in its stores. But it

16 percent now.

more proﬁtable, products.

What explains the big differ-

ct

price
place
product
promotion
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Even with its lower costs,

example, every department

online sales still account for

Wal-Mart isn’t content to take

manager in every Wal-Mart

only a small percent of its total

the convenient route to price

store has a list of special VPIs

sales, so there’s lots of room

setting by just adding a stan-

(volume producing items).

to grow there too. Further,

dard percentage markup on

They give VPIs special atten-

Wal-Mart is aggressively tak-

different items. The company

tion and display space—to get

ing its low-price approach to

was one of the ﬁrst retailers to

a bigger sales and proﬁt boost.

other countries—ranging from

give managers in every depart-

For instance, Wal-Mart’s analy-

Mexico to China.

ment in every store frequent,

sis of checkout-scanner sales

detailed information about

data revealed that parents

started, Kmart is now copying

what is selling and what isn’t.

often pick up more than one

many of Wal-Mart’s innova-

They drop items that are col-

kid’s video at a time. So now

tions. However, Wal-Mart has

lecting dust and roll back

they are certain that special

such advantages on sales vol-

prices on the ones with the

displays feature several videos

ume, unit costs, and margins

fastest turnover and highest

and that the rest of the selec-

that it will be difﬁcult for Kmart

margins. That not only

tion is close by.

to win in any price war—

increases stockturn but also

Wal-Mart was the ﬁrst major

To return to where we

unless Wal-Mart somehow

puts the effort behind products

retailer to move to online sell-

stumbles because of its

with the most potential. For

ing (www.walmart.com). Its

enormous size.1

Price Setting Is a Key Strategy Decision
In the last chapter, we discussed the idea that pricing objectives and policies
should guide pricing decisions. We accepted the idea of a list price and went on to
discuss variations from list and how they combine to impact customer value. Now
we’ll see how the basic list price is set in the ﬁrst place—based on information about
costs, demand, and proﬁt margins. See Exhibit 18-1.
Many ﬁrms set a price by just adding a standard markup to the average cost of
the products they sell. But this is changing. More managers are realizing that they
should set prices by evaluating the effect of a price decision not only on proﬁt margin for a given item but also on demand and therefore on sales volume, costs, and
total proﬁt. In Wal-Mart’s very competitive markets, this approach often leads to
low prices that increase proﬁts and at the same time reduce customers’ costs. For
other ﬁrms in different market situations, careful price setting leads to a premium
price for a marketing mix that offers customers unique beneﬁts and value. But these
ﬁrms commonly focus on setting prices that earn attractive proﬁts—as part of an
overall marketing strategy that satisﬁes customers’ needs.
There are many ways to set list prices. But for simplicity they can be reduced to
two basic approaches: cost-oriented and demand-oriented price setting. We will discuss
cost-oriented approaches ﬁrst because they are most common. Also, understanding
the problems of relying only on a cost-oriented approach shows why a marketing
manager must also consider demand to make good Price decisions. Let’s begin by
looking at how most retailers and wholesalers set cost-oriented prices.
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Key Factors That Inﬂuence
Price Setting

515

Pricing
objectives
(Chapter 17)

Price of other
products in the line
(Chapter 18)

Price flexibility
(Chapter 17)

Discounts and
allowances
(Chapter 17)

Demand
(Chapter 18)
Price
setting

Legal
environment
(Chapter 17)

Cost
(Chapter 18)

Geographic
pricing terms
(Chapter 17)

Competition
(Chapter 18)

Markup chain
in channels
(Chapter 18)

Some Firms Just Use Markups
Markups guide pricing
by middlemen

Some ﬁrms, including most retailers and wholesalers, set prices by using a

markup—a dollar amount added to the cost of products to get the selling price. For

example, suppose that a CVS drugstore buys a bottle of Pert Plus shampoo for $2.
To make a proﬁt, the drugstore obviously must sell the shampoo for more than $2.
If it adds $1 to cover operating expenses and provide a proﬁt, we say that the store
is marking up the item $1.
Markups, however, usually are stated as percentages rather than dollar amounts.
And this is where confusion sometimes arises. Is a markup of $1 on a cost of $2 a
markup of 50 percent? Or should the markup be ﬁgured as a percentage of the selling price—$3.00—and therefore be 331⁄3 percent? A clear deﬁnition is necessary.

Markup percent is
based on selling
price—a convenient
rule

Unless otherwise stated, markup (percent) means percentage of selling price that
is added to the cost to get the selling price. So the $1 markup on the $3.00 selling
price is a markup of 331⁄3 percent. Markups are related to selling price for
convenience.
There’s nothing wrong with the idea of markup on cost. However, to avoid
confusion, it’s important to state clearly which markup percent you’re using.
Managers often want to change a markup on cost to one based on selling price,
or vice versa. The calculations used to do this are simple. (See the section on
markup conversion in Appendix B on marketing arithmetic. The appendixes follow
Chapter 22.)2

Many use a standard
markup percent

Many middlemen select a standard markup percent and then apply it to all their
products. This makes pricing easier. When you think of the large number of items
the average retailer and wholesaler carry—and the small sales volume of any one
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Specialized products that rely on
selective distribution and sell in
smaller volume usually offer
retailers higher markups, in part
to offset the retailer’s higher
carrying costs and marketing
expenses.

item—this approach may make sense. Spending the time to ﬁnd the best price to
charge on every item in stock (day to day or week to week) might not pay.
Moreover, different companies in the same line of business often use the same
markup percent. There is a reason for this: Their operating expenses are usually similar. So a standard markup is acceptable as long as it’s large enough to cover the
ﬁrm’s operating expenses and provide a reasonable proﬁt.

Markups are related to
gross margins

How does a manager decide on a standard markup in the ﬁrst place? A standard
markup is often set close to the ﬁrm’s gross margin. Managers regularly see gross margins on their operating (proﬁt and loss) statements. The gross margin is the amount
left—after subtracting the cost of sales (cost of goods sold) from net sales—to cover
the expenses of selling products and operating the business. (See Appendix B on
marketing arithmetic if you are unfamiliar with these ideas.) Our CVS manager
knows that there won’t be any proﬁt if the gross margin is not large enough. For
this reason, CVS might accept a markup percent on Pert Plus shampoo that is close
to the store’s usual gross margin percent.
Smart producers pay attention to the gross margins and standard markups of middlemen in their channel. They usually allow trade (functional) discounts similar to
the standard markups these middlemen expect.

Markup chain may be
used in channel pricing

Different ﬁrms in a channel often use
different markups. A markup chain—the
sequence of markups ﬁrms use at different levels in a channel—determines the
price structure in the whole channel. The
markup is ﬁgured on the selling price at
each level of the channel.
For example, Black & Decker’s selling
price for an electric drill becomes the
cost the Ace Hardware wholesaler pays.
The wholesaler’s selling price becomes
the hardware retailer’s cost. And this cost
plus a retail markup becomes the retail selling price. Each markup should cover the
costs of running the business and leave a proﬁt.
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Exhibit 18-2 Example of a Markup Chain and Channel Pricing
Cost  $21.60  90%

Producer

Markup  $2.40  10%

Selling price  $21.60  $2.40  $24.00  100%

Cost  $24.00  80%

Wholesaler

Markup  $6.00  20%

Selling price  $24.00  $6.00  $30.00  100%
$50 Consumer price
Retailer

Cost  $30.00  60%

Markup  $20.00  40%
Selling price  $30.00  $20.00  $50.00  100%
$21.60 $24

$30

$50

dollars

Exhibit 18-2 illustrates the markup chain for an electric drill at each level of the
channel system. The production (factory) cost of the drill is $21.60. In this case, the
producer takes a 10 percent markup and sells the product for $24. The markup is 10
percent of $24 or $2.40. The producer’s selling price now becomes the wholesaler’s
cost—$24. If the wholesaler is used to taking a 20 percent markup on selling price,
the markup is $6—and the wholesaler’s selling price becomes $30. The $30 now
becomes the cost for the hardware retailer. And a retailer who is used to a 40 percent
markup adds $20, and the retail selling price becomes $50.

High markups don’t
always mean big
proﬁts

Some people, including many conventional retailers, think high markups mean
big proﬁts. Often this isn’t true. A high markup may result in a price that’s too
high—a price at which few customers will buy. You can’t earn much if you don’t
sell much, no matter how high your markup. But many retailers and wholesalers
seem more concerned with the size of their markup on a single item than with their
total proﬁt. And their high markups may lead to low proﬁts or even losses.

Lower markups can
speed turnover and the
stockturn rate

Some retailers and wholesalers, however, try to speed turnover to increase proﬁt—
even if this means reducing their markups. They realize that a business runs up costs
over time. If they can sell a much greater amount in the same time period, they may
be able to take a lower markup and still earn higher proﬁts at the end of the period.
An important idea here is the stockturn rate—the number of times the average
inventory is sold in a year. Various methods of ﬁguring stockturn rates can be used
(see the section “Computing the Stockturn Rate” in Appendix B). A low stockturn
rate may be bad for proﬁts.
At the very least, a low stockturn increases inventory carrying cost and ties up
working capital. If a ﬁrm with a stockturn of 1 (once per year) sells products that
cost it $100,000, it has that much tied up in inventory all the time. But a stockturn of 5 requires only $20,000 worth of inventory ($100,000 cost  5 turnovers
a year). If annual inventory carrying cost is about 20 percent of the inventory
value, that reduces costs by $16,000 a year. That’s a big difference on $100,000
in sales!
Whether a stockturn rate is high or low depends on the industry and the product involved. A NAPA auto parts wholesaler may expect an annual rate of 1—while
a Safeway supermarket might expect 20 to 30 stockturns for soaps and detergents
and 70 to 80 stockturns for fresh fruits and vegetables.
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This trade ad, targeted at
retailers, emphasizes faster
stockturn which, together with
markups, impacts the retailer’s
proﬁtability.

Mass-merchandisers
run in fast company

Although some middlemen use the same standard markup percent on all their
products, this policy ignores the importance of fast turnover. Mass-merchandisers
know this. They put low markups on fast-selling items and higher markups on items
that sell less frequently. For example, Wal-Mart may put a small markup on fastselling health and beauty aids (like toothpaste or shampoo) but higher markups on
appliances and clothing. Similarly, supermarket operators put low markups on fastselling items like milk, eggs, and detergents. The markup on these items may be less
than half the average markup for all grocery items, but this doesn’t mean they’re
unproﬁtable. The store earns the small proﬁt per unit more often.

Where does the
markup chain start?

Some markups eventually become standard in a trade. Most channel members
tend to follow a similar process—adding a certain percentage to the previous price.
But who sets price in the ﬁrst place? The ﬁrm that brands a product is usually the
one that sets its basic list price. It may be a large retailer, a large wholesaler, or most
often, the producer.
Some producers just start with a cost per unit ﬁgure and add a markup—perhaps
a standard markup—to obtain their selling price. Or they may use some ruleof-thumb formula such as:
Selling price  Average production cost per unit  3
A producer who uses this approach might develop rules and markups related to
its own costs and objectives. Yet even the ﬁrst step—selecting the appropriate cost
per unit to build on—isn’t easy. Let’s discuss several approaches to see how costoriented price setting really works.

Average-Cost Pricing Is Common and Can Be Dangerous
Average-cost pricing means adding a reasonable markup to the average cost of
a product. A manager usually ﬁnds the average cost per unit by studying past
records. Dividing the total cost for the last year by all the units produced and sold
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Exhibit 18-3 Results of Average-Cost Pricing
A. Calculation of Planned Proﬁt if 40,000
Items Are Sold

B. Calculation of Actual Proﬁt if Only 20,000
Items Are Sold

Calculation of Costs:

Calculation of Costs:

Fixed overhead expenses

$30,000

Labor and materials ($.80 a unit)
Total costs

Fixed overhead expenses

32,000

Labor and materials ($.80 a unit)

$62,000

“Planned” proﬁt

Total costs

$80,000

Calculation of Proﬁt (or Loss):

Calculation of Proﬁt (or Loss):

Actual unit sales  price ($2.00*)
Proﬁt (loss)

16,000
$46,000

18,000

Total costs and planned proﬁt

Minus: total costs

$30,000

Actual unit sales  price ($2.00*)

$80,000
62,000

Minus: total costs

$18,000

Proﬁt (loss)

$40,000
46,000
($6,000)

Result:

Result:

Planned proﬁt of $18,000 is earned if 40,000 items are
sold at $2.00 each.

Planned proﬁt of $18,000 is not earned. Instead, $6,000
loss results if 20,000 items are sold at $2.00 each.

*Calculation of “reasonable” price: Expected total costs and planned proﬁt
Planned number of items to be sold

=

$80,000
40,000

= $2.00

in that period gives an estimate of the average cost per unit for the next year. If
the cost was $32,000 for all labor and materials and $30,000 for ﬁxed overhead
expenses—such as selling expenses, rent, and manager salaries—then the total cost
is $62,000. If the company produced 40,000 items in that time period, the average cost is $62,000 divided by 40,000 units, or $1.55 per unit. To get the price,
the producer decides how much proﬁt per unit to add to the average cost per unit.
If the company considers 45 cents a reasonable proﬁt for each unit, it sets the new
price at $2.00. Exhibit 18-3A shows that this approach produces the desired
proﬁt—if the company sells 40,000 units.

It does not make
allowances for cost
variations as output
changes

It’s always a useful input to pricing decisions to understand how costs operate at
different levels of output. Further, average-cost pricing is simple. But it can also be
dangerous. It’s easy to lose money with average-cost pricing. To see why, let’s follow this example further.
First, remember that the average cost of $2.00 per unit was based on output
of 40,000 units. But if the ﬁrm is only able to produce and sell 20,000 units in
the next year, it may be in trouble. Twenty thousand units sold at $2.00 each
($1.55 cost plus 45 cents for expected profit) yield a total revenue of only
$40,000. The overhead is still ﬁxed at $30,000, and the variable material and
labor cost drops by half to $16,000—for a total cost of $46,000. This means a
loss of $6,000, or 30 cents a unit. The method that was supposed to allow a proﬁt
of 45 cents a unit actually causes a loss of 30 cents a unit! See Exhibit 18-3B.
The basic problem with the average-cost approach is that it doesn’t consider
cost variations at different levels of output. In a typical situation, costs are high
with low output, and then economies of scale set in—the average cost per unit
drops as the quantity produced increases. This is why mass production and mass
distribution often make sense. It’s also why it’s important to develop a better understanding of the different types of costs a marketing manager should consider when
setting a price.
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Women have complained for years that they pay
more than men for clothes alterations, dry cleaning,
shirt laundering, haircuts, shoes, and a host of other
products. For example, a laundry might charge $2.25
to launder a woman’s white cotton shirt and charge
only $1.25 for an identical shirt delivered by a man.
A survey by a state agency in California found that
of 25 randomly chosen dry cleaners, 64 percent
charged more to launder women’s cotton shirts than
men’s; 28 percent charged more to dry clean
women’s suits. And 40 percent of 25 hair salons surveyed charged more for basic women’s haircuts.
Soon after the survey, California passed a law banning such gender-based differences in prices—and
New York and Massachusetts followed suit. An informal study by KRON-TV conﬁrmed that pricing
differences continued to be common in California.
Publicity about the $1,000 ﬁne for violations may
change that. On the other hand, there’s nothing in any
law to say that Mennen antiperspirant for men, priced
at $2.89 for 2.25 ounces, can’t be a better deal than
Mennen’s Lady Speed Stick, which is $2.69 for onethird fewer ounces. Such differences are common
with health and beauty aids.
Some consumers feel that such differences in
pricing are unethical. Critics argue that ﬁrms are discriminating against women by arbitrarily charging

them higher prices. Not everyone shares this view. A
spokesperson for an association of launderers and
cleaners says that “the automated equipment we use
ﬁts a certain range of standardized shirts. A lot of
women’s blouses have different kinds of trim . . . and
lots of braid work, and it all has to be hand-ﬁnished. If
it involves hand-ﬁnishing, we charge more.” Some
cleaners charge more for doing women’s blouses
because the average cost is higher than the average
cost for men’s shirts. Some just charge more because
women buy anyway.
There are no federal laws to regulate the prices
that dry cleaners, hair salons, or tailors charge. Still,
most experts argue that such laws, including the
state rules, are unnecessary. After all, customers who
don’t like a particular cleaner’s rates are free to visit a
competitor who may charge less.
Many ﬁrms face the problem of how to set prices
when the average costs are different to serve different
customers. For example, poor, inner-city consumers
often pay higher prices for food. But inner-city retailers also face higher average costs for facilities,
shoplifting, and insurance. Some ﬁrms don’t like to
charge different consumers different prices, but they
also don’t want to charge everyone a higher average
price—to cover the expense of serving high-cost
customers.3

Marketing Manager Must Consider Various Kinds of Costs
Average-cost pricing may lead to losses because there are a variety of costs—and
each changes in a different way as output changes. Any pricing method that uses cost
must consider these changes. To understand why, we need to deﬁne six types of costs.

There are three kinds
of total cost

1. Total ﬁxed cost is the sum of those costs that are ﬁxed in total—no matter
how much is produced. Among these ﬁxed costs are rent, depreciation, managers’ salaries, property taxes, and insurance. Such costs stay the same even if
production stops temporarily.
2. Total variable cost, on the other hand, is the sum of those changing expenses
that are closely related to output—expenses for parts, wages, packaging materials, outgoing freight, and sales commissions.
At zero output, total variable cost is zero. As output increases, so do variable
costs. If Levi’s doubles its output of jeans in a year, its total cost for denim cloth
also (roughly) doubles.
3. Total cost is the sum of total ﬁxed and total variable costs. Changes in total cost
depend on variations in total variable cost—since total ﬁxed cost stays the same.

There are three kinds
of average cost

The pricing manager usually is more interested in cost per unit than total cost
because prices are usually quoted per unit.
1. Average cost (per unit) is obtained by dividing total cost by the related
quantity (that is, the total quantity that causes the total cost).
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Average ﬁxed costs are lower
when a larger quantity is
produced.

2. Average ﬁxed cost (per unit) is obtained by dividing total ﬁxed cost by the
related quantity.
3. Average variable cost (per unit) is obtained by dividing total variable cost by
the related quantity.

An example shows
cost relations

A good way to get a feel for these different types of costs is to extend our averagecost pricing example (Exhibit 18-3A). Exhibit 18-4 shows the six types of cost and
how they vary at different levels of output. The line for 40,000 units is highlighted
because that was the expected level of sales in our average-cost pricing example. For
simplicity, we assume that average variable cost is the same for each unit. Notice,
however, that total variable cost increases when quantity increases.

Exhibit 18-4 Cost Structure of a Firm
Total
Fixed
Costs
(TFC)

Quantity
(Q)

Total Cost
(TC)

—

$ 30,000

Average
Cost
(AC)

0

$30,000

—

10,000

30,000

$3.00

$0.80

$ 8,000

38,000

$3.80

20,000

30,000

1.50

0.80

16,000

46,000

2.30

30,000

30,000

1.00

0.80

24,000

54,000

1.80

40,000

30,000

0.75

0.80

32,000

62,000

1.55

50,000

30,000

0.60

0.80

40,000

70,000

1.40

60,000

30,000

0.50

0.80

48,000

78,000

1.30

70,000

30,000

0.43

0.80

56,000

86,000

1.23

80,000

30,000

0.38

0.80

64,000

94,000

1.18

90,000

30,000

0.33

0.80

72,000

102,000

1.13

100,000

30,000

0.30

0.80

80,000

110,000

1.10

0.30 (AFC)
(Q) 100,000 30,000 (TFC)
0.80 (AVC)

⎧⎩

100,000 (Q)
0.80 (AVC)
80,000 (TVC)

⎩⎧

⎩⎧

110,000 (TC)
80,000 (TVC)
30,000 (TFC)

—

Total
Variable
Costs
(TVC)

⎧⎩

30,000 (TFC)
80,000 (TVC)
110,000 (TC)

⎩⎧

⎧⎩

Average
Variable
Costs
(AVC)

Average Fixed
Costs
(AFC)

—

1.10 (AC)
(Q) 100,000 110,000 (TC)
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Exhibit 18-5
Typical Shape of Cost
(per unit) Curves When
Average Variable Cost
per Unit Is Constant
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Exhibit 18-5 shows the three average cost curves from Exhibit 18-4. Notice
that average ﬁxed cost goes down steadily as the quantity increases. Although the
average variable cost remains the same, average cost decreases continually too.
This is because average ﬁxed cost is decreasing. With these relations in mind, let’s
reconsider the problem with average-cost pricing.

Ignoring demand is the
major weakness of
average-cost pricing

Average-cost pricing works well if the ﬁrm actually sells the quantity it used to
set the average-cost price. Losses may result, however, if actual sales are much lower
than expected. On the other hand, if sales are much higher than expected, then
proﬁts may be very good. But this will only happen by luck—because the ﬁrm’s
demand is much larger than expected.
To use average-cost pricing, a marketing manager must make some estimate of
the quantity to be sold in the coming period. Without a quantity estimate, it isn’t
possible to compute average cost. But unless this quantity is related to price—
that is, unless the ﬁrm’s demand curve is considered—the marketing manager may
set a price that doesn’t even cover a ﬁrm’s total cost! You saw this happen in
Exhibit 18-3B, when the ﬁrm’s price of $2.00 resulted in demand for only 20,000
units and a loss of $6,000.
The demand curve is still important even if management doesn’t take time to
think about it. For example, Exhibit 18-6 shows the demand curve for the ﬁrm we’re
discussing. This demand curve shows why the ﬁrm lost money when it tried to use
average-cost pricing. At the $2.00 price, quantity demanded is only 20,000. With
this demand curve and the costs in Exhibit 18-4, the ﬁrm will incur a loss whether
management sets the price at a high $3 or a low $1.20. At $3, the ﬁrm will sell
only 10,000 units for a total revenue of $30,000. But total cost will be $38,000—
for a loss of $8,000. At the $1.20 price, it will sell 60,000 units—at a loss of $6,000.
However, the curve suggests that at a price of $1.65 consumers will demand about
40,000 units, producing a proﬁt of about $4,000.
In short, average-cost pricing is simple in theory but often fails in practice. In
stable situations, prices set by this method may yield proﬁts but not necessarily maximum proﬁts. And note that such cost-based prices may be higher than a price that
would be more proﬁtable for the ﬁrm, as shown in Exhibit 18-6. When demand
conditions are changing, average-cost pricing is even more risky.
Exhibit 18-7 summarizes the relationships discussed above. Cost-oriented pricing
requires an estimate of the total number of units to be sold. That estimate determines the average ﬁxed cost per unit and thus the average total cost. Then the ﬁrm
adds the desired proﬁt per unit to the average total cost to get the cost-oriented selling price. How customers react to that price determines the actual quantity the ﬁrm
will be able to sell. But that quantity may not be the quantity used to compute the
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Evaluation of Various Prices
along a Firm’s Demand
Curve

Price per unit

$3.00

523

Total revenue  Price x Quantity
$30,000  $3.00 x 10,000
$40,000  $2.00 x 20,000
$57,000  $1.90 x 30,000
$66,000  $1.65 x 40,000
$75,000  $1.50 x 50,000
$72,000  $1.20 x 60,000

2.00
1.90
1.65
1.50
1.20

0

10

20

30
40
Quantity (000)

50

60

70

average cost! Further, the quantity the ﬁrm actually sells (times price) determines
total revenue (and total proﬁt or loss). A decision made in one area affects each of
the others, directly or indirectly. Average-cost pricing does not consider these effects.4
A manager who forgets this can make serious pricing mistakes.

Experience curve
pricing is even riskier

Some aggressive ﬁrms use a variation of average-cost pricing called experience
curve pricing. Experience curve pricing is average-cost pricing using an estimate of
future average costs. This approach is based on the observation that over time—as
an industry gains experience in certain kinds of production—managers learn new
ways to reduce costs. In some industries, costs decrease about 15 to 20 percent each
time cumulative production volume (experience) doubles. So a ﬁrm might set
average-cost prices based on where it expects costs to be when products are sold in
the future—not where costs actually are when the strategy is set. This approach is

Exhibit 18-7
Summary of Relationships
among Quantity, Cost, and
Price Using Cost-Oriented
Pricing

?

Estimated quantity
to be sold

Average fixed
cost per unit

Quantity demanded
at selling price

Variable cost
per unit

Cost-oriented selling
price per unit

Average total
cost per unit

Profit per
unit
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more common in rapidly growing markets because cumulative production volume
(experience) grows faster.
If costs drop as expected, this approach works. But it has the same risks as
regular average-cost pricing. The price setter has to estimate what quantity will
be sold to be able to read the right price from the experience-based average-cost
curve.5

Don’t ignore
competitors’ costs

Another danger of average-cost pricing is that it ignores competitors’ costs and
prices. Just as the price of a ﬁrm’s own product inﬂuences demand, the price of available substitutes may impact demand. We saw this operate in our Wal-Mart case at
the start of this chapter. By ﬁnding ways to cut costs, Wal-Mart was able to offer
prices lower than competitors and still make an attractive proﬁt.

Some Firms Add a Target Return to Cost
Target return pricing
scores sometimes

Target return pricing—adding a target return to the cost of a product—has
become popular in recent years. With this approach, the price setter seeks to earn
(1) a percentage return (say, 10 percent per year) on the investment or (2) a speciﬁc
total dollar return.
This method is a variation of the average-cost method since the desired target
return is added into total cost. As a simple example, if a company had $180,000
invested and wanted to make a 10 percent return on investment, it would add
$18,000 to its annual total costs in setting prices.
This approach has the same weakness as other average-cost pricing methods. If
the quantity actually sold is less than the quantity used to set the price, then the
company doesn’t earn its target return—even though the target return seems to be
part of the price structure. In fact, we already saw this in Exhibit 18-3. Remember
that we added $18,000 as an expected proﬁt, or target return. But the return was
much lower when the expected quantity was not sold. (It could be higher too—but
only if the quantity sold is much larger than expected.) Target return pricing clearly
does not guarantee that a ﬁrm will hit the target.

Hitting the target in the
long run

Managers in some larger ﬁrms who want to
achieve a long-run target return objective use
another cost-oriented pricing approach—long-run
target return pricing—adding a long-run average
target return to the cost of a product. Instead of
estimating the quantity they expect to produce in
any one year, they assume that during several years’
time their plants will produce at, say, 80 percent of
capacity. They use this quantity when setting their
prices.
Companies that take this longer-run view
assume that there will be recession years when
sales drop below 80 percent of capacity. For example, Owens-Corning Fiberglas sells insulation. In
years when there is little construction, output is
low, and the ﬁrm does not earn the target return.
But the company also has good years when it sells more insulation and exceeds the
target return. Over the long run, Owens-Corning managers expect to achieve the
target return. And sometimes they’re right—depending on how accurately they
estimate demand!
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Break-Even Analysis Can Evaluate Possible Prices
Some price setters use break-even analysis in their pricing. Break-even analysis
evaluates whether the ﬁrm will be able to break even—that is, cover all its costs—
with a particular price. This is important because a ﬁrm must cover all costs in the
long run or there is not much point being in business. This method focuses on the
break-even point (BEP)—the quantity where the ﬁrm’s total cost will just equal its
total revenue.

Break-even charts help
ﬁnd the BEP

To help understand how break-even analysis works, look at Exhibit 18-8, an
example of the typical break-even chart. The chart is based on a particular selling
price—in this case $1.20 a unit. The chart has lines that show total costs (total
variable plus total ﬁxed costs) and total revenues at different levels of production.
The break-even point on the chart is at 75,000 units—where the total cost and
total revenue lines intersect. At that production level, total cost and total revenue
are the same—$90,000.
The difference between the total revenue and total cost at a given quantity is the
proﬁt—or loss! The chart shows that below the break-even point, total cost is higher
than total revenue and the ﬁrm incurs a loss. The ﬁrm would make a proﬁt above the
break-even point. However, the ﬁrm would only reach the break-even point, or get
beyond it into the proﬁt area, if it could sell at least 75,000 units at the $1.20 price.
Break-even analysis can be very helpful if used properly, so let’s look at this
approach more closely.

How to compute a
break-even point

A break-even chart is an easy-to-understand visual aid, but it’s also useful to be
able to compute the break-even point.
The BEP, in units, can be found by dividing total ﬁxed costs (TFC) by the ﬁxedcost (FC) contribution per unit—the assumed selling price per unit minus the
variable cost per unit. This can be stated as a simple formula:
BEP (in units) 

Total ﬁxed cost
Fixed cost contribution per unit

This formula makes sense when we think about it. To break even, we must cover
total ﬁxed costs. Therefore, we must ﬁgure the contribution each unit will make to
covering the total ﬁxed costs (after paying for the variable costs to produce the
Exhibit 18-8
Break-Even Chart for a
Particular Situation

Total revenue curve

Total revenue and cost ($000)

Profit area
100
90
80
70
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Total cost curve
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Total fixed costs
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The money that a ﬁrm spends on
marketing and other expenses
must be at least covered by a
ﬁrm’s price if it is to make a
proﬁt. That’s why Gillette enjoys
big economies of scale by selling
the same razors in every market.

item). When we divide this per-unit contribution into the total ﬁxed costs that must
be covered, we have the BEP (in units).
To illustrate the formula, let’s use the cost and price information in Exhibit 18-8.
The price per unit is $1.20. The average variable cost per unit is 80 cents. So the
FC contribution per unit is 40 cents ($1.20  80 cents). The total ﬁxed cost is
$30,000 (see Exhibit 18-8). Substituting in the formula:
BEP 

$30,000
 75,000 units
.40

From this you can see that if this ﬁrm sells 75,000 units, it will exactly cover all
its ﬁxed and variable costs. If it sells even one more unit, it will begin to show a
proﬁt—in this case, 40 cents per unit. Note that once the ﬁxed costs are covered,
the part of revenue formerly going to cover ﬁxed costs is now all proﬁt.

BEP can be stated in
dollars too

The BEP can also be ﬁgured in dollars. The easiest way is to compute the BEP
in units and then multiply by the assumed per-unit price. If you multiply the selling price ($1.20) by the BEP in units (75,000) you get $90,000—the BEP in dollars.

Each possible price
has its own break-even
point

Often it’s useful to compute the break-even point for each of several possible
prices and then compare the BEP for each price to likely demand at that price. The
marketing manager can quickly reject some price possibilities when the expected
quantity demanded at a given price is way below the break-even point for that price.

A target proﬁt can be
included

So far in our discussion of BEP we’ve focused on the quantity at which total revenue equals total cost—where proﬁt is zero. We can also vary this approach to see what
quantity is required to earn a certain level of proﬁt. The analysis is the same as described
above for the break-even point in units, but the amount of target proﬁt is added to the
total ﬁxed cost. Then when we divide the total ﬁxed cost plus proﬁt ﬁgure by the
contribution from each unit, we get the quantity that will earn the target proﬁt.

Break-even analysis
shows the effect of
cutting costs

Break-even analysis makes it clear why managers must constantly look for effective new ways to get jobs done at lower costs. For example, if a manager can reduce
the ﬁrm’s total ﬁxed costs—perhaps by using computer systems to cut out excess
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inventory carrying costs—the break-even point will be lower and proﬁts will start to
build sooner. Similarly, if the variable cost to produce and sell an item can be reduced,
the ﬁxed-cost contribution per unit increases; that too lowers the break-even point
and proﬁt accumulates faster for each product sold beyond the break-even point.

Break-even analysis is
helpful—but not a
pricing solution

Break-even analysis is helpful for evaluating alternatives. It is also popular
because it’s easy to use. Yet break-even analysis is too often misunderstood. Beyond
the BEP, proﬁts seem to be growing continually. And the graph—with its straightline total revenue curve—makes it seem that any quantity can be sold at the
assumed price. But this usually isn’t true. It is the same as assuming a perfectly horizontal demand curve at that price. In fact, most managers face down-sloping
demand situations. And their total revenue curves do not keep going up.
The ﬁrm and costs we discussed in the average-cost pricing example earlier in
this chapter illustrate this point. You can conﬁrm from Exhibit 18-4 that the total
ﬁxed cost ($30,000) and average variable cost (80 cents) for that ﬁrm are the same
ones shown in the break-even chart (Exhibit 18-8). So this break-even chart is the
one we would draw for that ﬁrm assuming a price of $1.20 a unit. But the demand
curve for that case showed that the ﬁrm could only sell 60,000 units at a price of
$1.20. So that ﬁrm would never reach the 75,000 unit break-even point at a $1.20
price. It would only sell 60,000 units, and it would lose $6,000! A ﬁrm with a
different demand curve—say, one where the ﬁrm could sell 80,000 units at a price
of $1.20—would in fact break even at 75,000 units.
Break-even analysis is a useful tool for analyzing costs and evaluating what might
happen to proﬁts in different market environments. But it is a cost-oriented
approach and suffers the same limitation as other cost-oriented approaches. Specifically, it does not consider the effect of price on the quantity that consumers will
want—that is, the demand curve.
So to really zero in on the most proﬁtable price, marketers are better off
estimating the demand curve itself and then using marginal analysis, which we’ll
discuss next.6

Marginal Analysis Considers Both Costs and Demand
Marginal analysis helps
ﬁnd the right price

The best pricing tool marketers have for looking at costs and revenue (demand)
at the same time is marginal analysis. Marginal analysis focuses on the changes in
total revenue and total cost from selling one more unit to ﬁnd the most proﬁtable
price and quantity. Marginal analysis shows how proﬁt changes at different prices.
Thus, it can help to ﬁnd the price that maximizes proﬁt. You can also see the effect
of other price levels. Even if you adjust to pursue objectives other than proﬁt
maximization, you know how much proﬁt you’re giving up!

Marginal analysis when
demand curves slope
down

To explain how marginal analysis works, we’ll use an example based on a ﬁrm
with the speciﬁc cost and demand numbers in Exhibit 18-9. This example uses simple numbers to ensure that the explanations are easy to follow. However, the
approach we cover is the same one that managers use. A manager who works with
large numbers might use spreadsheet software to do the calculations and create a
table like the one shown in Exhibit 18-9. However, as you’ll see in the example,
only basic adding, subtracting, multiplying, and dividing are required.
Our example and discussion focus on a ﬁrm that operates in a market where there
is monopolistic competition. As we noted in Chapter 17, in this situation the marketing manager does have a pricing decision to make, and the ﬁrm can carve out a
market niche for itself with the price and marketing mix it offers.7
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Exhibit 18-9 Revenue, Cost, and Proﬁt at Different Prices for a Firm

(3)
Total
Revenue
(TR)

(4)
Total
Variable
Cost
(TVC)

(5)
Total
Cost
(TC)

(6)
Proﬁt
(TR  TC)

(7)
Marginal
Revenue
(MR)

(8)
Marginal
Cost
(MC)

(9)
Marginal
Proﬁt
(MR  MC)

0

$200

$  200

96

296

116

316

 156

$140

$96

$  44

 56

120

20

351

131

100

331

 20

91

15

 76

105

420

92

460

144

344

 76

69

13

 56

155

355

 105

40

11

6

79

 29

474

168

368

 106

14

13

7



66

462

183

383

 79

12

15

 27

8

53

424

223

423



1

38

40

 78

9

42

378

307

507

 129

46

84

130

10

31

310

510

710

 400

68

203

271

(1)
Quantity
(Q)

(2)
Price
(P)

0

$150

1

140

140

2

130

260

3

117

4
5

$

0

$

1

Demand estimates
involve “if-then”
thinking

A marketing manager often doesn’t know the exact shape of the demand curve.
A practical way to start, though, is to think about a price that appears to be
extremely high and one that is too low. Then for prices at a number of points along
the range between these two extremes, the manager can make an estimate of what
quantity it might be possible to sell. The ﬁrst two columns of Exhibit 18-9 show
the price and quantity-demanded combinations for our example ﬁrm. Multiplying
them together gives the ﬁrm’s total revenue at each speciﬁc price.
Plotting price and quantity gives a picture of the ﬁrm’s demand curve. Thus, it’s
useful to think of a demand curve as an if-then curve—if a price is selected, then
what is the related quantity that will be sold? Before the marketing manager sets
the actual price, all these if-then combinations can be evaluated for proﬁtability
using marginal analysis.

Marginal revenue can
be negative

This ﬁrm faces a demand curve that slopes down. That means that the marketer
can expect to increase sales volume by lowering the price. Yet selling a larger quantity at a lower price may or may not increase total revenue. Similarly, proﬁts may go
up or down. Therefore, it’s important to evaluate the likely effect of alternative prices
on total revenue (and proﬁt). The way to do this is to look at marginal revenue.
Marginal revenue is the change in total revenue that results from the sale of one
more unit of a product. At a price of $105, the ﬁrm in this example can sell four units
for a total revenue of $420. By cutting the price to $92, it can sell ﬁve units for total
revenue of $460. Thus the marginal revenue for the ﬁfth unit is $460  $420, or $40.
Considering only revenue, it would be desirable to sell this extra unit. But will revenue continue to rise if the ﬁrm sells more units at lower prices? Exhibit 18-9 shows
that marginal revenue is negative at price levels lower than $79. In other words, total
revenue goes down. Obviously, this is not good for the ﬁrm! Note in the table that
total revenue obtained is positive across the range of price cuts, but the marginal
revenue—the extra revenue gained—may be positive or negative.

The marginal cost of
just one more can be
important

We’ve already shown that different kinds of costs behave differently at different
quantities. Exhibit 18-9 shows the total cost increasing as quantity increases. Remember that total cost is the sum of ﬁxed cost (in this example, $200) and total variable
cost. The ﬁxed cost does not change over the entire range of output. However, total
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variable costs increase continually as more and more units are produced. So it’s the
increases in variable cost that explain the increase in total cost. (Technical note: Dividing total variable cost by output equals average variable cost. We do not show average
variable cost in this table because it is not central to the discussion that follows. However, we should note that in this example average variable cost decreases for a while
and then increases again. This pattern is found in many ﬁrms after economies of scale
run out—say, because a ﬁrm must pay overtime to be able to sell a higher quantity.)
There is another kind of cost that is vital to marginal analysis. Marginal cost is
the change in total cost that results from producing one more unit. In Exhibit 18-9,
you can see that it costs $355 to produce ﬁve units of a product but only $344 to
produce four units. Thus the marginal cost for the ﬁfth unit is $11. In other words,
marginal cost is the additional cost of producing one more speciﬁc unit. By contrast,
average cost is the average for all units.

Proﬁt is largest when
marginal revenue 
marginal cost

The marginal cost column in Exhibit 18-9 shows what each extra unit costs. This
suggests the minimum extra revenue we would like to get for that additional unit. Usually, however, we’re not interested in just covering costs, we’re shooting for a proﬁt.
In fact, to maximize proﬁt, a manager generally wants to lower the price and
sell more units as long as the marginal revenue from selling them is at least equal
to the marginal cost of the extra units. From this we get the following rule for
maximizing proﬁt: The highest proﬁt is earned at the price where marginal cost is
just less than or equal to marginal revenue.*
You can see this rule operating in Exhibit 18-9. As the price is cut from $140
down to $79, the quantity sold increases to six units and the proﬁt increases to its
maximum level, $106. At that point, marginal revenue and marginal cost are about
equal. However, beyond that point further price cuts result in lower proﬁts, even
though a larger quantity is sold. Note, for example, that at a price of $53, which
would be required to sell eight units, the proﬁt almost disappears. Below that price
there would be losses.
Total proﬁt is at a maximum at the point where marginal revenue (MR) equals
marginal cost (MC). However, marginal proﬁt—the extra proﬁt on the last unit—
is near zero. But that is exactly why the most proﬁtable price is the one where related
quantity sold results in marginal cost and marginal revenue that are equal. Marginal
analysis shows that when the ﬁrm is looking for the best price to charge, it should
lower the price—to increase the quantity it will sell—as long as the last unit it sells
will yield extra proﬁt.

Proﬁt maximization
with total revenue and
total cost curves

You can see the effect of all of these relationships clearly in Exhibit 18-10. It
graphs the total revenue, total cost, and total proﬁt relationships for the numbers
we’ve been working with in Exhibit 18-9. The highest point on the total proﬁt curve
is at a quantity of six units. This is also the quantity where we ﬁnd the greatest vertical distance between the total revenue curve and the total cost curve. Exhibit 18-9
shows that it is the $79 price that results in selling six units, so $79 is the price
that leads to the highest proﬁt.
A price lower than $79 would result in a higher sales volume. But you can see that
the total proﬁt curve declines beyond a quantity of 6 units. So a proﬁt-maximizing
marketing manager would not be interested in setting a lower price.

A proﬁt range is
reassuring

In Exhibit 18-10, note that there are two different points where total revenue
equals total cost. These two break-even points show there is a range of proﬁt around
the price that produces maximum proﬁt. The highest proﬁt is for a price of $79, but
this ﬁrm’s strategy would be proﬁtable all the way from a price of $53 to $117.
*This rule applies in the typical situations where the curves are shaped similarly to those discussed here.
As a technical matter, however, we should add the following to the rule for maximizing proﬁt: The marginal
cost must be increasing, or decreasing, at a lesser rate than marginal revenue.
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Exhibit 18-10
Graphic Determination of the
Price Giving the Greatest
Total Proﬁt for a Firm

800
Total cost
700
600
500
Total
revenue

Dollars

400
300

Best profit = $106
for quantity = 6
at best price = $79

200
100
0

2

4

6

8

Quantity

–100
–200
–300
–400

Total profit

The implication of this is important. Marginal analysis seeks to identify the best
price, the price that maximizes proﬁts. This is perhaps an ideal rather than what is
usually achieved in practice. After all, few managers know the exact shape of the
demand curve. However, the range of proﬁt around the ideal price means that the
price and quantity estimates don’t have to be exact to be useful. They still help us
get close to the ideal price even if we don’t hit it exactly.

How to lose less,
if you must

In a weak market, demand may fall off and there may be no way to operate at a
proﬁt. If this is a permanent situation—as might occur in the decline stage of the
product life cycle—there may be no choice other than to go out of business or do
something totally different. However, if it appears that the situation is temporary,
it may be best to sell at a low price, even if it’s not proﬁtable.
Why would you sell at a price that is unproﬁtable? Marginal analysis provides the
answer. Most ﬁxed costs will continue even if the ﬁrm doesn’t sell anything. So if
the ﬁrm can charge a price that at least recovers the marginal cost of the last unit
(or more generally, the variable cost of the units being considered), the extra income
would help pay the ﬁxed costs and reduce the ﬁrm’s losses.

Marginal analysis
applies in oligopoly too

In Chapter 17 we noted that marketing managers who compete in oligopoly situations often just set a price that meets what competitors charge. Marginal analysis
also helps to explain why they do this.
Exhibit 18-11 shows a demand curve and marginal revenue curve typical of what a
marketing manager in an oligopoly situation faces. The demand curve is kinked, and
the current market price is at the kink. The dashed part of the marginal revenue
line in Exhibit 18-11 shows that marginal revenue drops sharply at the kinked point.
Even if costs change somewhat, the marginal revenue curve drops so fast that the
marginal cost curve is still likely to cross the marginal revenue curve (that is, marginal cost will be equal to marginal revenue) someplace along the drop in the
marginal revenue curve. In other words, marginal costs and marginal revenue will
continue to be equal to each other at a price and quantity combination that is close
to where the kink occurs already. So even though the change in costs seems to be
a reason for changing the price, prices are relatively “sticky” at the kinked point.
Setting the price at the level of the kink maximizes proﬁt.

Exhibit 18-11
Marginal Revenue Drops
Fast in an Oligopoly

Price ($)

Market price

D
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A price leader usually
sets the price

Most managers who compete in oligopoly markets (or markets headed toward
oligopoly) are aware of the economics of their situation, at least intuitively. As a result,
a price leader usually sets a price for all to follow—perhaps to maximize proﬁts or
to get a certain target return on investment. Without any collusion, other members of
the industry follow. The price leader is usually the ﬁrm with the lowest costs. That may
give it more ﬂexibility than competitors. This price may be maintained for a long time.
Sometimes, however, a price leader tries to lower the price, and a competitor
lowers it even further. This can lead to price wars. You sometimes see this in competition between major airlines. But price wars usually pass quickly because they are
unproﬁtable for each ﬁrm and the whole industry.

A rough demand
estimate is better than
none

In this section we’ve shown that marginal analysis is a ﬂexible and useful tool
for marketing managers. Some managers don’t take advantage of it because they
think they can’t determine the exact shape of the demand curve. But that view
misses the point of marginal analysis.
Marginal analysis encourages managers to think very carefully about what they do
know about costs and demand. Only rarely is either type of information exact. So in
practical applications the focus of marginal analysis is not on ﬁnding the precise price
that will maximize proﬁt. Rather, the focus is on getting an estimate of how proﬁt might
vary across a range of relevant prices. Further, a number of practical demand-oriented
approaches can help a marketing manager do a better job of understanding the likely
shape of the demand curve for a target market. We’ll discuss these approaches next.

Demand-Oriented Approaches for Setting Prices
Evaluating the
customer’s price
sensitivity

A manager who knows what inﬂuences target customers’ price sensitivity can do
a better job estimating the demand curve that the ﬁrm faces. Marketing researchers
have identiﬁed a number of factors that inﬂuence price sensitivity across many
different market situations.
The ﬁrst is the most basic. When customers have substitute ways of meeting a
need, they are likely to be more price sensitive. A cook who wants a cappuccino
maker to be able to serve something distinctive to guests at a dinner party may be
willing to pay a high price. However, if different machines are available and our
cook sees them as pretty similar, price sensitivity will be greater. It’s important not
to ignore dissimilar alternatives if the customer sees them as substitutes. If a machine
for espresso were much less expensive than one for cappuccino, our cook might
decide that an espresso machine would meet her needs just as well.
The impact of substitutes on price sensitivity is greatest when it is easy for customers to compare prices. For example, unit prices make it easier for our cook to
compare the prices of espresso and cappuccino grinds on the grocery store shelf.
Many people believe that the ease of comparing prices on the Internet will increase
price sensitivity and ultimately bring down prices. If nothing else, it may make
sellers more aware of competing prices.
People tend to be less price sensitive when someone else pays the bill or shares
the cost. Perhaps this is just human nature. Insurance companies think that consumers would reject high medical fees if they were paying all of their own bills. And
executives might plan longer in advance to get better discounts on airline ﬂights if
their companies weren’t footing the bills.
Customers tend to be more price sensitive the greater the total expenditure. Sometimes a big expenditure can be broken into smaller pieces. Mercedes knows this.
When its ads focused on the cost of a monthly lease rather than the total price of
the car, more consumers got interested in biting the bullet.
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Hallmark’s ad prompts
consumers to think of the
reference price for a greeting
card in terms of the value it
creates for the person who
receives the card.

Customers are less price sensitive the greater the signiﬁcance of the end beneﬁt of
the purchase. Computer makers will pay more to get Intel processors if they believe
that having an “Intel inside” sells more machines. Positioning efforts often focus on
emotional beneﬁts of a purchase to increase the signiﬁcance of a beneﬁt. Ads for
L’Oreal hair color, for example, show closeups of beautiful hair while popular
endorsers like Portia deRossi tell women to buy it “because you’re worth it.” A consumer who cares about the price of a bottle of hair color might still have no question
that she’s worth the difference in price.
Customers are sometimes less price sensitive if they already have a sunk investment that is related to the purchase. This is especially relevant with business
customers. For example, once managers of a ﬁrm have invested to train employees
to use Microsoft Excel, they are less likely to resist the high price of a new version
of that software.
Value in use pricing considers
what a customer will save by
buying a product. Axilok’s ad
reminds its business customers
that its wheel bearing nut system
can cut labor costs by 50
percent. Similarly, Emerson
Electric invites prospective
customers to use computer
models available on the PlantWeb
Internet site to calculate project
savings for their plants.
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These factors apply in many different purchase situations, so it makes sense for
a marketing manager to consider each of them in reﬁning estimates of how
customers might respond at different prices.8

Value in use pricing—
how much will the
customer save?

Organizational buyers think about how a purchase will affect their total costs.
Many marketers who aim at business markets keep this in mind when estimating
demand and setting prices. They use value in use pricing—which means setting
prices that will capture some of what customers will save by substituting the ﬁrm’s
product for the one currently being used.
For example, a producer of computer-controlled machines used to assemble cars
knows that the machine doesn’t just replace a standard machine. It also reduces
labor costs, quality control costs, and—after the car is sold—costs of warranty
repairs. The potential savings (value in use) might be different for different customers—because they have different operations and costs. However, the marketer
can estimate what each auto producer will save by using the machine—and then
set a price that makes it less expensive for the auto producer to buy the computerized machine than to stick with the old methods. The number of customers who
have different levels of potential savings also provides some idea about the shape of
the demand curve.
Creating a “better mousetrap” that could save customers money in the long
run isn’t any guarantee that customers will be willing to pay a higher price. To
capture the value created, the seller must convince buyers of the savings—and
buyers are likely to be skeptical. A salesperson needs to be able to show proof of
the claims.9

Auctions are coming
online fast

Auctions have always been a way to determine exactly what some group of
potential customers would pay, or not pay, for a product. However, as we discussed in Chapter 13, auctions were traditionally used for specific types of
products and drew only local buyers. That has changed dramatically with the
development of online auctions on the Internet. New ﬁrms are setting up auctions that specialize in categories of products ranging from vacation trips to

Internet-based auctions have
quickly become a very important
force in business-to-business
markets.
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If the price of a product is lower
than the target market’s reference
price, it is likely to be viewed as
offering better customer value.

electric energy. Some ﬁrms are setting up their own auctions, especially for products in short supply. Recently the U.S. government used an auction to sell
broadcast rights to use transmission frequencies (air waves) for a new type of cellular phone service. The bidding among communications companies was so
intense that the auction raised more money than anyone had imagined. Count
on more growth in online auctions, not only for business products but also for
consumer products.10

Internet
Customers may have
reference prices

Internet Exercise SportStop launched an Internet auction site for many
different categories of sporting goods. Go to the auction website
(www.sportstop.com) and review the activities in two auction categories, one
for a sport that is in season and another sport that is not. For example, you
might compare snowboarding and golﬁng. Do you think that season makes a
difference in the bidding activity? Explain your thinking.

Some people don’t devote much thought to what they pay for the products they
buy—including some frequently purchased goods and services. But most consumers
have a reference price—the price they expect to pay—for many of the products
they purchase. And different customers may have different reference prices for the
same basic type of purchase. For example, a person who really enjoys reading might
have a higher reference price for a popular paperback book than another person
who is only an occasional reader. Marketing research can sometimes identify different segments with different reference prices.11
If a ﬁrm’s price is lower than a customer’s reference price, customers may view
the product as a better value and demand may increase. See Exhibit 18-12. Sometimes a ﬁrm will try to position the beneﬁts of its product in such a way that
consumers compare it with a product that has a higher reference price. Public Broadcasting System TV stations do this when they ask viewers to make donations that
match what they pay for “just one month of cable service.” Insurance companies
frame the price of premiums for homeowners’ coverage in terms of the price to repair
ﬂood damage—and advertising makes the damage very vivid. Some retailers just
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Exhibit 18-12 How Customer’s Reference Price Inﬂuences Perceived Value (for a marketing mix with a given set of
beneﬁts and costs)
High
lin
e

lin
e

va

ir

Low
Low

fa
d
ve
ei
pe
’s

High

to

m

er

Seller’s actual price

us

Perceived
inferior
value

C

C

us

to

m

er

’s

pe

rc

ei

ve

d

fa

Benefits target
customer sees in
marketing mix

rc

Target
customer’s
reference
price

ir

va

lu

e

Perceived
superior
value

e

Perceived
superior
value

lu

High

Low
Low

Perceived
inferior
value

Costs target
customer sees to
obtain benefits

High

want consumers to use the manufacturer’s list price as the reference price, even if
no one anywhere actually pays that list price.

Leader pricing—make
it low to attract
customers

Leader pricing means setting some very low prices—real bargains—to get
customers into retail stores. The idea is not only to sell large quantities of the
leader items but also to get customers into the store to buy other products. Certain products are picked for their promotion value and priced low—but above
cost. In food stores, the leader prices are the “specials” that are advertised regularly to give an image of low prices. Leader items are usually well-known, widely
used items that customers don’t stock heavily—paper towels, laundry detergent,
ice cream, or coffee—but on which they will recognize a real price cut. In other
words, leader pricing is normally used with products for which consumers do have
a speciﬁc reference price.
Leader pricing may try to appeal to customers who normally shop elsewhere.
But it can backﬁre if customers buy only the low-priced leaders. To avoid hurting
proﬁts, managers often select leader items that aren’t directly competitive with
major lines—as when bargain-priced videotapes are a leader for an electronics
store.12

Bait pricing—offer a
steal, but sell under
protest

Bait pricing is setting some very low prices to attract customers but trying to
sell more expensive models or brands once the customer is in the store. For example, a furniture store may advertise a color TV for $199. But once bargain hunters
come to the store, salespeople point out the disadvantages of the low-priced TV
and try to convince them to trade up to a better, and more expensive, set. Bait
pricing is something like leader pricing. But here the seller doesn’t plan to sell
many at the low price.
If bait pricing is successful, the demand for higher-quality products expands. This
approach may be a sensible part of a strategy to trade up customers. And customers
may be well served if—once in the store—they ﬁnd a higher-priced product offers
better value, perhaps because its features are better suited to their needs. But bait
pricing is also criticized as unethical.

Is bait pricing ethical?

Extremely aggressive and sometimes dishonest bait-pricing advertising has given
this method a bad reputation. Some stores make it very difﬁcult to buy the bait
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Colgate offers different lines of
toothbrushes, with “good,”
“better” and “best” quality, at
different price levels to meet the
needs of different market
segments.

item. The Federal Trade Commission considers this type of bait pricing a deceptive
act and has banned its use in interstate commerce. Even well-known chains like
Sears have been criticized for bait-and-switch pricing. But some unethical retailers
who operate only within one state continue to advertise bait prices on products they
won’t sell.

Psychological
pricing—some prices
just seem right

Price ($)

Exhibit 18-13
Demand Curve When
Psychological Pricing Is
Appropriate

D
0

Quantity

Price lining—a few
prices cover the ﬁeld

Psychological pricing means setting prices that have special appeal to target customers. Some people think there are whole ranges of prices that potential customers
see as the same. So price cuts in these ranges do not increase the quantity sold. But
just below this range, customers may buy more. Then, at even lower prices, the
quantity demanded stays the same again—and so on. Exhibit 18-13 shows the kind
of demand curve that leads to psychological pricing. Vertical drops mark the price
ranges that customers see as the same. Pricing research shows that there are such
demand curves.13
Odd-even pricing is setting prices that end in certain numbers. For example,
products selling below $50 often end in the number 5 or the number 9—such as
49 cents or $24.95. Prices for higher-priced products are often $1 or $2 below the
next even dollar ﬁgure—such as $99 rather than $100.
Some marketers use odd-even pricing because they think consumers react
better to these prices—perhaps seeing them as “substantially” lower than the
next highest even price. Marketers using these prices seem to assume that they
have a rather jagged demand curve—that slightly higher prices will substantially
reduce the quantity demanded. Long ago, some retailers used odd-even prices to
force their clerks to make change. Then the clerks had to record the sale and
could not pocket the money. Today, however, it’s not always clear why ﬁrms use
these prices or whether they really work. Perhaps it’s done simply because everyone else does it.14
Price lining is setting a few price levels for a product line and then marking all
items at these prices. This approach assumes that customers have a certain reference price in mind that they expect to pay for a product. For example, many
neckties are priced between $20 and $50. In price lining, there are only a few prices
within this range. Ties will not be priced at $20, $21, $22, $23, and so on. They
might be priced at four levels—$20, $30, $40, and $50.
Price lining has advantages other than just matching prices to what consumers
expect to pay. The main advantage is simplicity—for both salespeople and customers. It is less confusing than having many prices. Some customers may consider
items in only one price class. Their big decision, then, is which item(s) to choose
at that price.
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Prestige pricing is often used with
luxury products like jewelry and
high-end consumer electronics
to suggest high quality. But
Paradigm wants consumers to
view its low price as a sign of
good quality and good value, not
as a signal of low quality.

For retailers, price lining has several advantages. Sales may increase because (1)
they can offer a bigger variety in each price class and (2) it’s easier to get customers
to make decisions within one price class. Stock planning is simpler because demand
is larger at the relatively few prices. Price lining can also reduce costs because
inventory needs are lower.

Demand-backward
pricing and prestige
pricing

Exhibit 18-14
Demand Curve Showing a
Prestige Pricing Situation
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Demand-backward pricing is setting an acceptable ﬁnal consumer price and
working backward to what a producer can charge. It is commonly used by producers of consumer products—especially shopping products such as women’s
clothing and appliances. It is also used with gift items for which customers will
spend a speciﬁc amount—because they are seeking a $10 or a $15 gift. Here a
reverse cost-plus pricing process is used. This method has been called market-minus
pricing.
The producer starts with the retail (reference) price for a particular item and
then works backward—subtracting the typical margins that channel members
expect. This gives the approximate price the producer can charge. Then the average or planned marketing expenses can be subtracted from this price to ﬁnd how
much can be spent producing the item. Candy companies do this. They alter the
size of the candy bar to keep the bar at the expected price.
Demand estimates are needed for demand-backward pricing to be successful. The
quantity that will be demanded affects production costs—that is, where the ﬁrm
will be on its average-cost curve. Also, since competitors can be expected to make
the best product possible, it is important to know customer needs to set the best
amount to spend on manufacturing costs. By increasing costs a little, the value may
be so improved in consumers’ eyes that the ﬁrm will sell many more units.
Prestige pricing is setting a rather high price to suggest high quality or high status. Some target customers want the best, so they will buy at a high price. But if
the price seems cheap, they worry about quality and don’t buy. Prestige pricing is
most common for luxury products such as furs, jewelry, and perfume.
It is also common in service industries—where the customer can’t see the product in advance and relies on price to judge its quality. Target customers who respond
to prestige pricing give the marketing manager an unusual demand curve. Instead
of a normal down-sloping curve, the curve goes down for a while and then bends
back to the left again.15 See Exhibit 18-14.
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Internet

Internet Exercise Tiffany & Co. is widely recognized as one of the world’s
premiere jewelers. It commands high prices for what it offers. Go to the
Tiffany website (www.tiffany.com) and review the different sections. Do you
think that the website communicates superior customer value to the Tiffany
target market? Explain your opinion and which speciﬁc aspects of the website support your view.

Pricing a Full Line
Our emphasis has been, and will continue to be, on the problem of pricing an
individual product mainly because this makes our discussion clearer. But most marketing managers are responsible for more than one product. In fact, their “product”
may be the whole company line! So we’ll discuss this matter brieﬂy.

Full-line pricing—
market- or ﬁrmoriented?

Full-line pricing is setting prices for a whole line of products. How to do this
depends on which of two basic situations a ﬁrm is facing.
In one case, all products in the company’s line are aimed at the same general target market, which makes it important for all prices and value to be logically related.
This is a common approach with shopping products. A producer of TV sets might
offer several models with different features at different prices to give its target customers some choice. The difference among the prices and beneﬁts should appear
reasonable when the target customers are evaluating them. Customer perceptions
can be important here. A low-priced item, even one that is a good value at that
price, may drag down the image of the higher end of the line. Alternatively, one
item that consumers do not see as a good value may spill over to how they judge
other products in the line.
In other cases, the different products in the line are aimed at entirely different
target markets so there doesn’t have to be any relation between the various prices.
A chemical producer of a wide variety of products with several target markets, for
example, probably should price each product separately.

Costs are complicated
in full-line pricing

The marketing manager must try to recover all costs on the whole line—perhaps
by pricing quite low on more competitive items and much higher on ones with
unique beneﬁts. However, estimating costs for each product is a challenge because
there is no single right way to assign a company’s ﬁxed costs to each of the products; we’ll address this topic in more detail in Chapter 21. Regardless of how costs
are allocated, any cost-oriented pricing method that doesn’t consider demand can
lead to very unrealistic prices. To avoid mistakes, the marketing manager should
judge demand for the whole line as well as demand for each individual product in
each target market.
As an aid to full-line pricing, marketing managers can assemble directly variable costs on the many items in the line to calculate a price ﬂoor. To this ﬂoor
they can add a reasonable markup based on the quality of the product, the strength
of the demand for the product, and the degree of competition. But ﬁnally, the
image projected by the full line and the value of individual items must be
evaluated.

Complementary
product pricing

Complementary product pricing is setting prices on several products as a group.
This may lead to one product being priced very low so that the proﬁts from another
product will increase, thus increasing the product group’s total proﬁts. A new
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Gillette shaver, for example, may be priced low to sell the blades, which must be
replaced regularly.
Complementary product pricing differs from full-line pricing because different
production facilities may be involved—so there’s no cost allocation problem.
Instead, the problem is really understanding the target market and the demand
curves for each of the complementary products. Then various combinations of prices
can be tried to see what set will be best for reaching the company’s pricing
objectives.

Product-bundle
pricing—one price for
several products

A ﬁrm that offers its target market several different products may use productbundle pricing—setting one price for a set of products. Firms that use
product-bundle pricing usually set the overall price so that it’s cheaper for the customer to buy the products at the same time than separately. Drugstores sometimes
bundle the cost of a roll of ﬁlm and the cost of the processing. A bank may offer a
product-bundle price for a safe-deposit box, traveler’s checks, and a savings account.
Sprint bundles wireless minutes and long distance. Bundling encourages customers
to spend more and buy products that they might not otherwise buy—because
the added cost of the extras is not as high as it would normally be, so the value is
better.
Most ﬁrms that use product-bundle pricing also set individual prices for the
unbundled products. This may increase demand by attracting customers who want
one item in a product assortment but don’t want the extras. Many ﬁrms treat services this way. A software company may have a product-bundle price for its software
and access to a toll-free telephone assistance service. However, customers who don’t
need help can pay a lower price and get just the software.16

Bid Pricing and Negotiated Pricing Depend Heavily on Costs
A new price for
every job

We introduced the issue of competitive bidding and reverse auctions in Chapter 7. But now let’s take a closer look at bid pricing. Bid pricing means offering a
speciﬁc price for each possible job rather than setting a price that applies for all
customers. In an e-commerce reverse auction for a standardized product, this may
just require that the manager decide the ﬁrm’s lowest acceptable selling price. But
in many situations bid pricing is more complicated. For example, building contractors usually must bid on possible projects. And many companies selling
services (like cleaning or data processing) must submit bids for jobs they would
like to have.
A big problem in bid pricing on a complicated job is estimating all the costs that
will apply. This may sound easy, but a complicated bid may involve thousands of
cost components. Further, management must include an overhead charge and a
charge for proﬁt.
Because many ﬁrms use an e-mail distribution list or website to solicit bids,
the process is fast and easy for the buyer. But a seller has to be geared up to set
a price and respond quickly. However, this system does allow the seller to set a
price based on the precise situation and what marginal costs and marginal
revenue are involved.
Bids are usually based on purchase speciﬁcations provided by the customer. The
specs may be sent as an attachment to an e-mail message, or increasingly, they
are posted on a website. Sometimes the seller can win the business, even with a
higher bid price, by suggesting changes in the specs that save the customer money.
Sometimes it isn’t possible to ﬁgure out specs or costs in advance. This may lead
to a negotiated contract where the customer agrees to pay the supplier’s total cost
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The Internet is making it fast and
easy for customers to
communicate their needs to a
larger number of suppliers and to
use competitively based bid
pricing.

plus an agreed-on proﬁt ﬁgure (say, 10 percent of costs or a dollar amount)—after
the job is ﬁnished.

Ethical issues in costplus bid pricing

Some unethical sellers give bid prices based on cost-plus contracts a bad reputation by faking their records to make costs seem higher than they really are. In other
cases, there may be honest debate about what costs should be allowed. We’ve already
considered, for instance, the difﬁculties in allocating ﬁxed costs.

Demand must be
considered too

Competition must be considered when adding in overhead and proﬁt for a bid
price. Usually, the customer will get several bids and accept the lowest one. So
unthinking addition of typical overhead and proﬁt rates should be avoided. Some
bidders use the same overhead and proﬁt rates on all jobs, regardless of competition,
and then are surprised when they don’t get some jobs.
Because bidding can be expensive, marketing managers may want to be selective
about which jobs to bid on and choose those where they feel they have the greatest chance of success. Firms can spend thousands, or even millions, of dollars just
developing bids for large business or government customers.17

Sometimes bids are
negotiated

Some buying situations, including much government buying, require the use of
bids—and the purchasing agent must take the lowest bid. In other cases, however,
the customer asks for bids and then singles out the company that submits the most
attractive bid, not necessarily the lowest, for further bargaining.

Negotiated prices—
what will a speciﬁc
customer pay?

The list price or bidding price the seller would like to charge is sometimes only
the starting point for discussions with individual customers. What a customer will
buy—if the customer buys at all—depends on the negotiated price, a price set based
on bargaining between the buyer and seller.
As with simple bid pricing, negotiated pricing is most common in situations where
the marketing mix is adjusted for each customer—so bargaining may involve the
whole marketing mix, not just the price level. For example, a ﬁrm that produces
machine tools used by other manufacturers to make their products might use this
approach. Each customer may need custom-designed machines and different types of
installation service. Through the bargaining process, the seller tries to determine
what aspects of the marketing mix are most important to the customer. For one customer, selling price may be most important. Then the seller might try to ﬁnd ways
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to reduce costs of other elements of the marketing mix—consistent with the
customer’s needs—in order to earn a proﬁt. Another customer might want more of
some other element of the marketing mix—like more technical help after the sale—
and be less sensitive to price.
Sellers must know their costs to negotiate prices effectively. However, negotiated
pricing is a demand-oriented approach. Here the seller analyzes very carefully a particular customer’s position on a demand curve, or on different possible demand
curves based on different offerings, rather than the overall demand curve for a group
of customers.

Conclusion
In this chapter, we discussed various approaches to
price setting. Generally, retailers and wholesalers use
markups. Some just use the same markups for all their
items. Others ﬁnd that varying the markups increases
turnover and proﬁt. In other words, they consider demand and competition!
Many ﬁrms use average-cost pricing to help set their
prices. But this approach sometimes ignores demand
completely. A more realistic approach to average-cost
pricing requires a sales forecast—maybe just assuming
that sales in the next period will be roughly the same as
in the last period. This approach does enable the marketing manager to set a price—but the price may or may
not cover all costs and earn the desired proﬁt.
Break-even analysis is useful for evaluating possible
prices. It provides a rough-and-ready tool for eliminating
unworkable prices. But management must estimate demand to evaluate the chance of reaching these possible
break-even points.
The major difﬁculty with demand-oriented pricing is
estimating the demand curve. But experienced managers, aided perhaps by marketing research, can
estimate the nature of demand for their products. Such
estimates are useful even if they aren’t exact. They get
you thinking in the right ballpark. Sometimes, when all
you need is a decision about raising or lowering price,
even rough demand estimates can be very revealing.
Further, a ﬁrm’s demand curve does not cease to exist
simply because it’s ignored. Some information is better
than none at all. And marketers should consider demand in their pricing. We see this with value in use

pricing, online auctions, leader pricing, bait pricing,
odd-even pricing, psychological pricing, full-line
pricing, and even bid pricing. Understanding the factors that influence price sensitivity can make these
approaches more effective.
Throughout the book, we stress that ﬁrms must consider the customer before they do anything. This
certainly applies to pricing. It means that when managers are setting a price, they have to consider what
customers will be willing to pay. This isn’t always easy.
But it’s nice to know that there is a proﬁt range around
the best price. Therefore, even rough estimates about
what potential customers will buy at various prices will
probably lead to a better price than mechanical use of
traditional markups or cost-oriented formulas.
While our focus in this chapter is on price setting, it’s
clear that pricing decisions must consider the cost of offering the whole marketing mix. Smart marketers don’t
just accept costs as a given. Target marketers always look
for ways to be more efﬁcient—to reduce costs while improving the value that they offer customers. Improved
coordination of physical distribution, for example, may
improve customer service and reduce costs. Carefully deﬁned target markets may make promotion spending
more efﬁcient. Products that really meet customers’
needs reduce costly new-product failures. Channel
members can shift and share functions—so that the cost
of performing needed marketing activities is as low as
possible. Marketers should set prices based on demand as
well as on costs. But creative marketers also look for
ways to reduce costs—because costs affect proﬁt.

Questions and Problems
1. Why do many department stores seek a markup of
about 40 percent when some discount houses operate on a 20 percent markup?

2. A producer distributed its riding lawn mowers
through wholesalers and retailers. The retail selling
price was $800, and the manufacturing cost to the
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company was $312. The retail markup was 35 percent and the wholesale markup 20 percent. (a)
What was the cost to the wholesaler? To the retailer? (b) What percentage markup did the
producer take?
3. Relate the concept of stock turnover to the growth
of mass-merchandising. Use a simple example in
your answer.
4. If total ﬁxed costs are $200,000 and total variable
costs are $100,000 at the output of 20,000 units,
what are the probable total ﬁxed costs and total
variable costs at an output of 10,000 units? What are
the average ﬁxed costs, average variable costs, and
average costs at these two output levels? Explain
what additional information you would want to determine what price should be charged.
5. Explain how experience curve pricing differs from
average-cost pricing.
6. Construct an example showing that mechanical use
of a very large or a very small markup might still lead
to unproﬁtable operation while some intermediate
price would be proﬁtable. Draw a graph and show
the break-even point(s).
7. The Davis Company’s ﬁxed costs for the year are estimated at $200,000. Its product sells for $250. The
variable cost per unit is $200. Sales for the coming

year are expected to reach $1,250,000. What is the
break-even point? Expected proﬁt? If sales are forecast at only $875,000, should the Davis Company
shut down operations? Why?
8. Discuss the idea of drawing separate demand curves
for different market segments. It seems logical because each target market should have its own
marketing mix. But won’t this lead to many demand
curves and possible prices? And what will this mean
with respect to functional discounts and varying
prices in the marketplace? Will it be legal? Will it be
practical?
9. Distinguish between leader pricing and bait pricing.
What do they have in common? How can their use
affect a marketing mix?
10. Cite a local example of psychological pricing and
evaluate whether it makes sense.
11. Cite a local example of odd-even pricing and evaluate whether it makes sense.
12. How does a prestige pricing policy ﬁt into a marketing mix? Would exclusive distribution be
necessary?
13. Is a full-line pricing policy available only to producers? Cite local examples of full-line pricing. Why is
full-line pricing important?

Suggested Cases
17. Enviro Pure Water, Inc.

27. Plastic Master, Inc.

24. Wire Solutions, Inc.

Computer-Aided Problem
18. Break-Even/Proﬁt Analysis
This problem lets you see the dynamics of breakeven analysis. The starting values (costs, revenues,
etc.) for this problem are from the break-even analysis
example in this chapter (see Exhibit 18-8).
The ﬁrst column computes a break-even point. You
can change costs and prices to ﬁgure new break-even
points (in units and dollars). The second column goes
further. There you can specify target proﬁt level, and
the unit and dollar sales needed to achieve your target
proﬁt level will be computed. You can also estimate

possible sales quantities, and the program will compute
costs, sales, and proﬁts. Use this spreadsheet to address
the following issues.
a. Vary the selling price between $1.00 and $1.40. Prepare a table showing how the break-even point (in
units and dollars) changes at the different price levels.
b. If you hope to earn a target proﬁt of $15,000, how
many units would you have to sell? What would total
cost be? Total sales dollars? (Note: Use the right-hand
[“proﬁt analysis”] column in the spreadsheet.)

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

18. Price Setting in the
Business World

Text

© The McGraw−Hill
Companies, 2002

Price Setting in the Business World

c. Using the “proﬁt analysis” column (column 2), allow
your estimate of the sale quantity to vary between
64,000 and 96,000. Prepare a table that shows, for
each quantity level, what happens to average cost per
unit and proﬁt. Explain why average cost changes as
it does over the different quantity values.
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For additional questions related to this problem, see
Exercise 18-5 in the Learning Aid for Use with Basic Marketing, 14th edition.
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are under pressure to cut costs but
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helping patients get well.1

Good Plans Set the Framework for Implementation and Control
Our primary emphasis in this book is on the strategy planning part of the
marketing manager’s job. There’s a good reason for this focus. The one-time strategy decisions—those that decide what business the company is in and the
strategies it will follow—set the ﬁrm on a course either toward proﬁtable opportunities or, alternatively, toward costly failure. If a marketing manager makes an
error with these basic decisions, there may never be a second chance to set things
straight. In contrast, if good strategies and plans are developed, the marketing
manager—and everyone else in the organization—knows what needs to be done.
Thus, good marketing plans set the framework for effective implementation and
control.

Implementation puts
plans into operation—
and control provides
feedback

Even so, developing a potentially proﬁtable plan does not ensure either satisﬁed customers or proﬁt for the ﬁrm. Achieving the outcomes envisioned in the
plan requires that the whole marketing management process work well. As you
learned in Chapter 2, the marketing management process includes not only marketing strategy planning but also implementation and control. See Exhibit 2-5. In
fact, in today’s highly competitive markets customer satisfaction often hinges on
skillful implementation. Further, the ongoing success of the ﬁrm is often dependent on control—the feedback process that helps the marketing manager learn
(1) how ongoing plans and implementation are working and (2) how to plan for
the future.
We discussed some speciﬁc opportunities and challenges with respect to implementation and control as we introduced each of the marketing strategy decision
areas. In this chapter, we’ll go into more depth on concepts and how-to approaches
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for making implementation and control more effective. We’ll start with a discussion
of how dramatic improvements in information technology and e-commerce are
resulting in changes in implementation and control—and in the whole strategy
planning process. For many ﬁrms, these changes are critically important. They offer
revolutionary new ways to meet customer needs. Next we’ll highlight some of the
new approaches, including total quality management, that are improving marketing
implementation. Then we’ll explain how marketing managers use control-related
tools, such as sales and performance analysis, to improve the quality of planning
and implementation decisions. We’ll conclude with a discussion of what a marketing audit is, and why it is sometimes necessary.

Speed Up Information for Better Implementation and Control
Feedback improves
the marketing
management process

This state-of-the-art information
center has replaced over 25
individual processing centers
worldwide and allows Colgate
managers to monitor activities
across the entire supply chain
worldwide, all of which brings
products to consumers faster
and more efﬁciently than ever
before.

Not long ago, marketing managers planned their strategies and put them into
action—but then it usually took a long time before they got feedback to know
if the strategy and implementation were really working as intended. For example, a marketing manager might not have much feedback on what was happening
with sales, expenses, and proﬁts until ﬁnancial summaries were available—and
that sometimes took months or even longer. Further, summary data wasn’t very
useful in pinpointing which speciﬁc aspects of the plan were working and which
weren’t. In that environment, the feedback was so general and took so long that
there often wasn’t anything the manager could do about a problem except start
over.
That situation has now changed dramatically in many types of business. In Chapter 8, we discussed how ﬁrms are using intranets, databases, and marketing
information systems to track sales and cost details day by day and week by week.
Throughout the book you’ve seen examples of how marketers get more information
faster and use it quickly to improve a strategy or its implementation. For example,
scanner data from a consumer panel can provide a marketing manager with almost
immediate feedback on whether or not a new consumer product is selling at the
expected level in each speciﬁc store and whether or not it is actually selling to the
intended target market rather than some other group. Similarly, e-commerce order
systems can feed into real-time sales reports for each product.
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Fast feedback can be a
competitive advantage

Marketing managers who can get faster feedback on their decisions can often
take advantage of it to develop a competitive advantage. They can quickly ﬁne tune
a smooth-running implementation to make it work even better. If there are potential problems, they can often spot them early and keep them from turning into big
problems.
For example, a manager who gets detailed daily reports that compare actual sales
results in different cities with sales forecasts in the plan is able to see very quickly
if there is a problem in a speciﬁc city. Then the manager can track down the cause
of the problem. If sales are going slowly because the new salesperson in that city is
inexperienced, then the sales manager might immediately spend more time working with that rep. On the other hand, if the problem is that a chain of retail stores
in that particular city isn’t willing to allocate much shelf space for the ﬁrm’s product, then the salesperson might need to develop a special analysis to show the buyers
for that speciﬁc chain how the product could improve the chain’s proﬁt.
When information is slow coming in and there is less detail, making implementation changes is usually more difﬁcult. By the time the need for a change is obvious,
a bigger change is required for it to have any effect.
The basic strategy planning concepts we’ve emphasized throughout the text are
enduring and will always be at the heart of marketing. Yet the fast pace that is now
possible with e-commerce in getting information for control is resulting in fundamental changes in how many managers work, make decisions, plan, and implement
their plans. Managers who can quickly adjust the details of their efforts to better
solve customer problems or respond to changes in the market can do a better job
for their ﬁrms—because they can make certain that their plans are really performing as expected.

The marketing manager
must take charge

Fast feedback improves implementation and control. And computers now take
the drudgery out of analyzing data. But this kind of analysis is not possible unless
the data is in machine-processible form—so it can be sorted and analyzed quickly.
Here the creative marketing manager plays a crucial role by insisting that the necessary data be collected. If the data he or she wants to analyze is not captured as it
comes in, information will be difﬁcult, if not impossible, to get later.

Lotus software allows managers
in different locations, including
different countries, to quickly
share information, which helps to
make implementation and control
faster and more effective.
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A marketing manager may need many different types of information to improve
implementation efforts or develop new strategies. In the past, this has often caused
delays—even if the information was in a machine-processible form. In a large company, for example, it could take days or even weeks for a marketing manager to ﬁnd
out how to get needed information from another department. Imagine how long it
could take for a marketing manager to get needed sales data from sales ofﬁces in
different countries around the world.

New information
technologies offer
speed and detail

The marketing strategy for the
kid’s book, Harry Potter and the
Goblet of Fire, called for it to be
released everywhere on the same
day. It was an implementation
challenge for Amazon.com to get
copies to 250,000 eager kids all
at once, but FedEx helped solve
the delivery problem. On another
front, Telerx helps other ﬁrms
implement their strategies by
providing customer service
outsourcing.

New approaches for electronic communication and e-commerce help solve these
problems. For example, many companies are using the Internet, ﬁber-optic telephone lines, or satellite transmission systems to immediately transfer data from a
computer at one location to another. A sales manager with a laptop can pull data
off the ﬁrm’s network computer from anywhere in the world. And marketing managers working on different aspects of a strategy can use e-mail messaging or online
video conferencing to communicate. A simple PC, the Internet, and software such
as LapLink make it possible for a manager to work at a computer on the other side
of the world as if he or she were sitting in front of it. Computer programs that run
on a website give even easier access.
This type of electronic pipeline makes data available instantly. A report—such
as one that summarizes sales by product, salesperson, or type of customer—that in
the past was done once a month now might be done weekly, daily, or whenever an
online user wants it. Software can be programmed to search for and ﬂag results that
indicate a problem of some sort. Programs like Microsoft Excel can link to the new
ﬂow of data and instantly create graphs that make the information vivid and easy
to interpret. Then the manager can allocate more time to resolving whatever particular problems show up.
Of course, many ﬁrms don’t consider or use these types of approaches. But they
are becoming much more common—especially as more marketing managers ﬁnd
that they are losing out to more nimble competitors who get information more
quickly and adjust their implementation and strategies more often.2
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Effective Implementation Means That Plans Work as Intended
When a marketing manager has developed a good marketing plan, the challenge
of implementing it often involves hundreds, or thousands, of operational decisions
and activities. In a small company, these may all be handled by a few people, or
even by a single person. In a large corporation, literally hundreds of different people may be involved in implementation. That may require a massive amount of
careful coordination and communication. Either way, when operational decisions
and activities are executed well, customers get what is intended. And if the original plan is good, customers will be satisﬁed and come back again the next time the
need arises. However, even a great plan can leave customers unhappy, and switching to someone else’s offering, if implementation is poor.

Good implementation
builds relationships
with customers

Implementation is especially critical in mature and highly competitive markets.
When several ﬁrms are all following basically the same strategy—quickly imitating competitors’ ideas—customers are often won or lost based on differences in
the quality of implementation. Consider the rental car business. Hertz has a strategy that targets business travelers with a choice of quality cars, convenient online
reservations, fast pick-up and drop-off, accessories like cell phones, availability at
most major airports, and a premium price. Hertz is extremely successful with this
strategy even though there is little to prevent other companies from trying the
same approach. But a major part of Hertz’s success is due to implementation.
Customers keep coming back because the Hertz service is both reliable and
pain-free.
When a Hertz #1 Club Gold customer
calls to make a reservation, the company
already has the standard information
about that customer in a computer database. At the airport, the customer skips
over the line at the Hertz counter and
instead just picks up an already-completed rental contract and goes straight
to the Hertz bus. The driver gets the customer’s name and radios ahead to have
someone start the speciﬁc car that customer will drive. That way the air conditioner or heater is already doing its job
when the bus driver delivers the customer right to the parking slot for his or her
car. Customers are certain they’re at the right place because there’s an electronic
sign beside each car with the customer’s name on it. When the customer returns
the car, an agent comes to the car, scans the customer’s contract with a hand-held
computer, and prints the receipt.
It’s all very smooth. Making this work—day in and day out, customer after customer—isn’t easy. But Hertz has set up systems to make it all easier because that’s
what it takes to implement its plan and to keep customers loyal.3

Implementation deals
with internal or
external matters

As the Hertz example illustrates, marketing implementation usually involves
decisions and activities related to both internal and external matters. Figuring out
how the correct car will end up in the right parking slot, how the Hertz bus driver
will contact the ofﬁce, and who will coordinate getting the message to the person
that starts the car are all internal matters. They are invisible to the customer—as
long as they work as planned. On the other hand, some implementation issues are
external and involve the customer. For example, the contract must be completed
correctly and be in the right spot when the rental customer comes to pick it up,
and someone needs to have ﬁlled the car with gas and cleaned it.
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Whether implementation decisions and activities are internal or external, they
all must be consistent with the objectives of the overall strategy and with the other
details of the plan. However, there are also three general objectives that apply to
all implementation efforts. Other things equal, the manager wants to get each implementation job done:

Implementation has
its own objectives

Better, so customers really get superior value as planned.
Faster, to avoid delays that cause customers problems.
At lower cost, without wasting money on things that don’t add value for the
customer.
The ideal of doing things better, faster, and at lower cost is easy to accept. But
in practice implementation is often complicated by trade-offs among the three
objectives. For example, doing a job better may take longer or cost more.
So just as a marketing manager should constantly look for new strategy opportunities, it’s important to be creative in looking for better solutions to implementation
problems. That may require ﬁnding ways to better coordinate the efforts of the different people involved, setting up standard operating procedures to deal with
recurring problems, or juggling priorities to deal with the unexpected. When the
Hertz bus driver is sick, someone still has to be there to pick up the customers and
deliver them to their cars.

Implementation
requires innovation too

Sometimes the implementation effort can be improved by approaching the task
in a new or different way. Exhibit 19-1 shows some of the ways that ﬁrms are using
information technology to improve speciﬁc implementation jobs. Note that some of
the examples in Exhibit 19-1 focus on internal matters and some on external,
customer-oriented matters.
While ﬁnding new approaches helps with some implementation problems, getting better implementation often depends on being vigilant in improving what the
ﬁrm and its people are already doing. So let’s take a closer look at some important
ways that managers can improve the quality of their implementation efforts.4

Exhibit 19-1 Examples of Approaches to Overcome Speciﬁc Marketing Implementation Problems
Marketing Mix
Decision Area
Product

Place

Promotion

Price

Operational Problem

Implementation Approach

Develop design of a new product as rapidly
as possible without errors

Use 3-D computer-aided design software

Pretest consumer response to different
versions of a label

Prepare sample labels with PC graphics
software and test on Internet

Coordinate inventory levels with middlemen
to avoid stock-outs

Use bar code scanner, EDI, and
computerized reorder system

Get franchisee’s inputs and cooperation on
a new program

Set up a televideo conference

Quickly distribute TV ad to local stations in
many different markets

Distribute ﬁnal video version of the ad via
satellite link

Answer ﬁnal consumers’ questions about
how to use a product

Put a toll-free telephone number and
website address on product label

Identify frequent customers for a quantity
discount

Create a “favored customer” club with an
ID card

Figure out if price sensitivity impacts
demand for a product; make it easier for
customers to compare prices

Show unit prices (for example, per oz.) on
shelf markers; set different prices in
similar markets and track sales, including
sales of competing products
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Building Quality into the Implementation Effort
As we’ve seen on previous occasions throughout this book, even people with the
best intentions sometimes lapse into a production orientation. When the pressure
is on to get a job done, they forget about satisfying the customer—let alone consider working together! When the product manager is screaming for a budget report,
the accountant may view a customer’s concerns about a billing error as something
a salesperson can smooth over—alone.

Total quality
management meets
customer requirements

There are many different ways to improve implementation in each of the four Ps
decision areas, but here we will focus on total quality management, which you can
use to improve any implementation effort. With total quality management (TQM),
everyone in the organization is concerned about quality, throughout all of the ﬁrm’s
activities, to better serve customer needs.
In Chapter 9 we explained that product quality means the ability of a product
to satisfy a customer’s needs or requirements. Now we’ll expand that idea and think
about the quality of the whole marketing mix and how it is implemented—to meet
customer requirements.

Total quality
management is not just
for factories

Most of the early attention in quality management focused on reducing defects
in goods produced in factories. Reliable goods are important, but there’s usually a
lot more to marketing implementation than that. Yet if we start by considering product defects, you’ll see how the total quality management idea has evolved and how
it applies to implementing a marketing program.
At one time most ﬁrms assumed defects were an inevitable part of mass production. They assumed the cost of replacing defective parts or goods was just a cost of
doing business—an insigniﬁcant one compared to the advantages of mass production. However, many ﬁrms were forced to rethink this assumption when Japanese
producers of cars, electronics, and cameras showed that defects weren’t inevitable.
And their success in taking customers away from established competitors made it
clear that the cost of defects wasn’t just the cost of replacement!

Customers want the paint on
their new Toyota Tundra to be
free from any scratches and that
requires attention to
implementation details. Factory
workers take off their jewelry,
wear shirts with rubber buttons,
and use belts with special
buckles that leave no metal
exposed.
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Pillsbury Rings in Satisﬁed Customers
There are thousands of ways that a plan or its
implementation can go astray. The consumer’s box of
laundry detergent may be missing the measuring
scoop. The VCR’s instructions may be very clear
about how to record a program but not explain how
to hook the VCR to a consumer’s cable box. Left
unresolved, implementation glitches like these might
result in dissatisﬁed customers. So most producers
now have toll-free telephone lines and Internet
websites to help customers with questions and
complaints.
Pillsbury’s line is typical. Some calls involve a
question or praise, but about a third are complaints.
For example, one caller reported that a cake mix had
a funny taste. The service rep asked the caller for a
code number on the box and, after keying it in on her
computer, found that the box of mix was six years
old. Perhaps the consumer forgot it in her pantry, or

perhaps it was lost in some retailer’s storeroom.
Either way, the Pillsbury rep apologized and sent a
coupon for a free replacement box.
The calls can also provide important feedback. For
example, soon after Pillsbury introduced Funfetti cake
mix with bits of edible confetti, callers began complaining that the confetti packet was missing from their
box. A check of the manufacturing line showed the
confetti packets were too light to alert weight scales
when they were missing from the boxes. After the ﬁrm
changed to a foil package the complaints stopped.
Toll-free lines and easy-response features built into
websites probably don’t win many new customers.
But they do help a ﬁrm keep its current customers.
Further, one study found that callers who had their
complaints resolved on average told ﬁve people
about the help they got. Yet there is also a risk. Those
who weren’t satisﬁed told twice as many people.5

Having dissatisﬁed
customers is costly

From the customer’s point of view, getting a defective product and having to complain about it is a big headache. The customer can’t use the defective product and
suffers the inconvenience of waiting for someone to ﬁx the problem—if someone
gets around to it. It certainly doesn’t deliver superior value. Rather, it erodes goodwill and leaves customers dissatisﬁed. The big cost of poor quality is the cost of lost
customers.
Much to the surprise of some production-oriented managers, the Japanese
experience showed that it is less expensive to do something right the ﬁrst time
than to pay to do it poorly and then pay again to ﬁx problems. And quality wasn’t
just a matter of adding more assembly-line inspections. Products had to be
designed to meet customer needs from the start. One defective part in 10,000
may not seem like much, but if that part keeps a completed car from cranking
at the end of the automaker’s production line, ﬁnding the problem is a costly
nightmare.
Firms that adopted TQM methods to reduce manufacturing defects soon used the
same approaches to overcome many other implementation problems. Their success
brought attention to what is possible with TQM—whether the implementation
problem concerns unreliable delivery schedules, poor customer service, advertising
that appears on the wrong TV show, or salespeople who can’t answer customers’
questions.

Getting a handle on
doing things right the
ﬁrst time

The idea of doing things right the ﬁrst time seems obvious, but it’s easier said
than done. Problems always come up, and it’s not always clear what isn’t being done
as well as it could be. Most people tend to ignore problems that don’t pose an immediate crisis. But ﬁrms that adopt TQM always look for ways to improve
implementation with continuous improvement—a commitment to constantly make
things better one step at a time. Once you accept the idea that there may be a better way to do something and you look for it, you may just ﬁnd it! The place to start
is to clearly deﬁne “defects” in the implementation process, from the customer’s
point of view. Because continuous improvement hinges on employee involvement
and communication, many companies display all suggestions for improvements
where employees can see them.
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Exhibit 19-2
Pareto Chart Showing
Frequency of Different
Complaints

Reason for complaint:
70

Had to wait for seats

Number of complaints
(June–September)

60
50
40

Buffet table not well organized
Table not clean

30
20
10

Room too drafty
Missing utensil at place setting
Had to wait for coffee
No dietetic sweetener
provided

Things gone right and
things gone wrong

Managers who use the TQM approach think of quality improvement as a sorting process—a sorting out of things gone right and things gone wrong. The sorting
process calls for detailed measurements related to a problem. Then managers use a
set of statistical tools to analyze the measurements and identify the problem areas
that are the best candidates for ﬁxing. The statistical details are beyond our focus
here, but it’s useful to get a feel for how managers use the tools.

Starting with customer
needs

Let’s consider the case of a restaurant that does well during the evening hours
but wants to improve its lunch business. The restaurant develops a strategy that targets local businesspeople with an attractive luncheon buffet. The restaurant decides
on a buffet because research shows that target customers want a choice of good
healthy food and are willing to pay reasonable prices for it—as long as they can eat
quickly and get back to work on time.
As the restaurant implements its new strategy, the manager wants a measure of
how things are going. So she encourages customers to ﬁll out comment cards that
ask “How did we do today?” After several months of operation, things seem to be
going reasonably well—although business is not as brisk as it was at ﬁrst. The
manager reads the comment cards and divides the ones with complaints into categories—to count up different reasons why customers weren’t satisﬁed.

Slay the dragons ﬁrst

Then the manager creates a graph showing a frequency distribution for the different types of complaints. Quality people call this a Pareto chart—a graph that
shows the number of times a problem cause occurs, with problem causes ordered
from most frequent to least frequent. The manager’s Pareto chart, shown in Exhibit
19-2, reveals that customers complain most frequently that they have to wait for a
seat. There were other common complaints—the buffet was not well organized, the
table was not clean, and so on. However, the ﬁrst complaint is much more common than the next most frequent.
This type of pattern is typical. The worst problems often occur over and over
again. This focuses the manager’s attention on which implementation problem to
ﬁx ﬁrst. A rule of quality management is to slay the dragons ﬁrst—which simply
means start with the biggest problem. After removing that problem, the battle
moves on to the next most frequent problem. If you do this continuously, you solve
a lot of problems—and you don’t just satisfy customers, you delight them.
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Internet Exercise BaRaN Systems Ltd. has developed a software product
called SQC for Excel that works with the Microsoft Excel spreadsheet program and makes it easy to do the types of analyses that are useful for quality
management. Go to its website (www.baran-systems.com) and click on the
link for SQC for Excel. Then at that page scroll down and look at the “Quick
Tour” section. What is it about the graphs that makes it easy to see which
areas need special attention?

Internet

So far, our manager has only identiﬁed the problem. To solve it, she creates a

Figure out why things
go wrong

ﬁshbone diagram—a visual aid that helps organize cause-and-effect relationships

for “things gone wrong.”
Our restaurant manager, for example, discovers that customers wait to be seated
because tables aren’t cleared soon enough. In fact, the Pareto chart (Exhibit 19-2)
shows that customers also complain frequently about tables not being clean. So the
two implementation problems may be related.
The manager’s ﬁshbone diagram (Exhibit 19-3) summarizes the various causes for
tables not being cleaned quickly. There are different basic categories of causes—
restaurant policy, procedures, people problems, and the physical environment. With
this overview of different ways the service operation is going wrong, the manager can
decide what to ﬁx. She establishes different formal measures. For example, she counts
how frequently different causes delay customers from being seated. She ﬁnds that the
cashier’s faulty credit card scanning machine holds up check processing. About half
the time the cashier has to stop and enter the credit card information by hand. The
ﬁshbone diagram shows that restaurant policy is to clear the table after the entire
party leaves. But customers have to wait at their tables while the staff deals with the
faulty credit card machine, and cleaning is delayed. With the credit card machine
replaced, the staff can clear the tables sooner—and because they’re not so hurried
they do a better cleaning job. Two dragons are on the way to being slayed!

Exhibit 19-3 Fishbone Diagram Showing Cause and Effect for “Why Tables Are Not Cleared Quickly”
Procedures

Policy

Can’t start clearing
soon enough

Waitresses not available

Not allowed to clear until
entire party has left
Waitress must bring
check to desk

Waitresses spend too much time
sorting dishes in kitchen—less
time to clear

Takes too long
to pay check

Bottlenecks in kitchen
No standard training

Credit card
machine jams
Not enough staff
at busy times
High
turnover

Can’t clear promptly
Customers drink coffee
endlessly

Waitresses don't care
Poor morale
Poor pay

People

Empty tables
are not cleared
quickly

Physical environment

Takes long time to get
to kitchen
Kitchen is far from tables
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Our case shows that people in different areas of the restaurant affect customer
satisfaction. The waitperson couldn’t do what was needed to satisfy customers
because the cashier had trouble with the credit card machine. The TQM approach
helps everyone see and understand how their job affects what others do and the
customer’s satisfaction.6

Building quality
into services

The restaurant case illustrates how a ﬁrm can improve implementation with
TQM approaches. We used a service example because providing customer service is
often a difﬁcult area of implementation. Recently, marketers in service businesses
have been paying a lot of attention to improving service quality.
But some people seem to forget that almost every ﬁrm must implement service
quality as part of its plan—whether its product is primarily a service, primarily a
physical good, or a blend of both. For example, a manufacturer of ball bearings isn’t
just providing wholesalers or producers with round pieces of steel. Customers need
information about deliveries, they need orders ﬁlled properly, and they may have
questions to ask the ﬁrm’s accountant, receptionist, or engineers. Because almost
every ﬁrm must manage the service it provides customers, let’s focus on some of the
special concerns of implementing quality service.

Train people and
empower them to serve

Quality gurus like to say that the ﬁrm has only one job: to give customers exactly
what they want, when they want it, and where they want it. Marketing managers
have been saying that for some time too. But customer service is hard to implement
because the server is inseparable from the service. A person doing a speciﬁc service
job may perform one speciﬁc task correctly but still annoy the customer in a host
of other ways. Customers will not be satisﬁed if employees are rude or inattentive—
even if they “solve the customer’s problem.” There are two keys to improving how
people implement quality service: (1) training and (2) empowerment.
Firms that commit to customer satisfaction realize that all employees who have
any contact with customers need training—many ﬁrms see 40 hours a year of training as a minimum. Simply showing customer-contact employees around the rest of
the business—so that they learn how their contribution ﬁts in the total effort—can
be very effective. Good training usually includes role-playing on handling different
types of customer requests and problems. This is not just sales training! A rental car
attendant who is rude when a customer is trying to turn in a car may leave the customer dissatisﬁed—even if the rental car was perfect. How employees treat a
customer is as important as whether they perform the task correctly.
Companies can’t afford an army of managers to inspect how each employee
implements a strategy—and such a system usually doesn’t work anyway. Quality
cannot be “inspected in.” It must come from the people who do the service jobs.
So ﬁrms that commit to service quality empower employees to satisfy customers’
needs. Empowerment means giving employees the authority to correct a problem
without ﬁrst checking with management. At a Guest Quarters hotel, an empowered room-service employee knows it’s OK to run across the street to buy the
speciﬁc bottled water a guest requests. In the Saturn car manufacturing plant,
employees can stop the assembly line to correct a problem rather than passing it
down the line.

Manage
expectations—with
good communication

The implementation effort sometimes leaves customers dissatisﬁed because they
expect much more than it is possible for the ﬁrm to deliver. Some ﬁrms react to
this by shrugging their shoulders and faulting customers for being unreasonable.
Research in the service quality area, however, suggests that the problems often go
away if marketers clearly communicate what they are offering. Customers are satisﬁed when the service matches their expectations, and careful communication leads
to reasonable expectations. Sometimes the solution is simple. At Disney World, for
example, waiting in line for a popular ride can be very tiring. Disney found, however,
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Pozzi wants its artisans to be
proud of the high-quality
windows they produce, so they
often have their photos taken
with their handiwork before it’s
shipped. Balboa wants producers
of spas to know that its controls
meet ISO 9001 quality standards
and that, as a supplier, it is
dedicated to satisfying the needs
of the spa producer’s ﬁnal
consumers.

that by posting signs that show how long the wait will likely be, it reduced customer frustration. And it allowed people to know how to pick another ride with
less waiting time.
Customers often tolerate a delay and remain satisﬁed with the service when they
are given a full explanation. Most airline passengers seethe at the announcement
of a takeoff delay but are happy to wait and stay safe if they know the delay is caused
by a thunderstorm high over the airport.

Separate the routine
and plan for the special

Implementation usually involves some routine services and some that require special attention. Customer satisfaction increases when the two types of service
encounters are separated. For example, banks set up special windows for commercial
deposits and supermarkets have cash-only lines. In developing the marketing plan,
it’s important to analyze the types of service customers will need and plan for both
types of situations. In some cases, completely different strategies may be required.
Increasingly, ﬁrms try to use computers and other equipment to handle routine
services. ATMs are quick and convenient for dispensing cash. American Airlines’
Dial a Flight system allows customers to use a touchtone phone to check schedules
and arrival times—without the need for an operator. Similarly, the UPS website
(www.ups.com) makes it easy for customers to check the status of a delivery.
Firms that study special service requests can use training so that even unusual
customer requests become routine to the staff. Every day, hotel guests lose their keys,
bank customers run out of checks, and supermarket shoppers leave their wallets at
home. A well-run service operation anticipates these special events so service
providers can respond in a way that satisﬁes customers’ needs.

Managers lead the
quality effort

Quality implementation—whether in a service activity or in another activity—
doesn’t just happen by itself. Managers must show that they are committed to doing
things right to satisfy customers and that quality is everyone’s job. Without top-level
support, some people won’t get beyond their business-as-usual attitude—and TQM
won’t work. The top executive at American Express had his board of directors give
him the title Chief Quality Ofﬁcer so that everyone in the company would know
he was personally involved in the TQM effort.
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Specify jobs and
benchmark
performance

Firms that are successful with quality programs usually go to the effort to clearly
specify and write out exactly what tasks need to be done, how, and by whom. This
may seem unnecessary. After all, most people know, in general, what they’re supposed to do. However, if the tasks are clearly speciﬁed, it’s easier to see what criteria
should be used to measure performance.
Once criteria are established, there needs to be some basis on which to evaluate
the job being done. In our restaurant example, one part of the job speciﬁcation for
the cashier is to process credit card payments. In that case, relevant criteria might
include the amount of time that it takes and the number of people waiting in line
to pay. If the restaurant manager had seen a record of how long it was taking to
process credit cards, she would have known that for many customers it was taking
too long. Without the measure, the precise nature of the problem was hidden.
That takes us to the issue of benchmarking—picking a basis of comparison for
evaluating how well a job is being done. For example, consider a case in which a
ﬁrm asks each of its customers to rate their satisfaction with the sales rep with whom
they work. Then the company might benchmark each sales rep against other sales
reps on the basis of average customer satisfaction. But if the ﬁrm’s sales reps as a
group are weak, that isn’t a sensible approach. The ones that stink the least would
look good on a relative basis. Many ﬁrms try to benchmark against some external
standard. For example, a sales manager might want to benchmark against a competitor’s sales reps. Or better, the manager might identify ﬁrms in which sales reps
earn superlative customer satisfaction ratings, regardless of their industry, and benchmark against them. That approach can also reveal job speciﬁcations—things that
should be done—that the sales manager had not considered or measured in the ﬁrst
place. For example, salespeople at Saturn dealers earn high customer satisfaction ratings. Ofﬁce Max doesn’t sell cars, but it might benchmark against Saturn’s sales reps
to ﬁnd ways to improve its ofﬁce equipment sales effort.

Getting a return on
quality is important

While the cost of poor quality is lost customers, keep in mind that the type of
quality efforts we’ve been discussing also result in costs. It takes time and energy to
keep records, analyze the details of implementation efforts, and search for ways to
reduce whatever type of defects might appear. It’s important to ﬁnd the right balance between quality in the implementation effort and what it costs to achieve it.

Getting every customer’s order
exactly correct is a challenge, but
it’s a basic ingredient of highquality service for a drive-through
restaurant. To improve order
accuracy, McDonald’s has added
computerized displays so the
customer can conﬁrm the order.
With tires, quality means safety
and durability, so Goodyear has
continued to improve these
features with its new design for
the Aquatred tire.
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Marketing managers who lose sight of that balance have often created quality
programs that cost more than they’re worth. It’s easy to fall into the trap of running up unnecessary costs trying to improve some facet of implementation that really
isn’t that important to customer satisfaction or customer retention. When that happens, customers may still be satisﬁed, but the ﬁrm can’t make a proﬁt because of the
extra costs. In other words, there isn’t a ﬁnancial return on the money spent to
improve the quality of the implementation effort. Remember that getting everyone
to work together to satisfy customers should be the route to proﬁts. If the ﬁrm is
spending money on quality efforts that don’t really provide the customer with superior value—that cost more to provide than customers will ultimately be willing to
pay—then someone has lost sight of the marketing concept.
As this suggests, TQM is not a cure-all. Further, it is not the only method for
improving marketing implementation, but it is an important approach. Some ﬁrms
don’t yet use TQM; they may be missing an opportunity. Other ﬁrms apply some
quality methods but act like they are the private property of a handful of “quality
specialists” who want to control things. That’s not good either. Everyone must own
a TQM effort and keep a balanced view of how it improves customer satisfaction
and what it costs.
As more marketing managers see the beneﬁts of TQM, it will become a more
important part of marketing thinking, especially marketing implementation. And
when managers really understand implementation, they can do a better job developing strategies and plans in the ﬁrst place.7

Control Provides Feedback to Improve Plans and Implementation
Keeping a ﬁrmer hand
on the controls

We’ve said that computers and other types of information technology are
speeding up the ﬂow of feedback and prompting a revolution by allowing managers
to improve plans and implementation quickly and continuously. On the other hand,
the basic questions that a modern marketing manager wants to answer to make
better implementation and strategy decisions are pretty similar to what they’ve
always been.
A good manager wants to know which products’ sales are highest and why, which
products are proﬁtable, what is selling where, and how much the marketing process
is costing. Managers need to know what’s happening, in detail, to improve the bottom line.
Unfortunately, traditional accounting reports are usually too general to be much
help in answering these questions. A company may be showing a proﬁt, while
80 percent of its business comes from only 20 percent of its products—or customers.
The other 80 percent may be unproﬁtable. But without special analyses, managers
won’t know it. This 80/20 relationship is fairly common—and it is often referred
to as the 80/20 rule.
What happened with Ben & Jerry’s Peace Pops premium ice-cream bars is a good
example. The initial plan called for intensive distribution of boxes of Peace Pops in
supermarket freezer cases—to compete with competitors like Dove Bar and HäagenDazs. But after six months total sales were 50 percent lower than expected. However,
detailed sales analysis by package and channel revealed a bright spot: Individual
Peace Pops were selling very well in local delis. After further work to better
understand the reasons for this focused success, Ben & Jerry’s marketing people realized that most of their target customers saw the premium-price Peace Pop as an
impulse product rather than as a staple they were willing to heap into a shopping
cart. So Ben & Jerry’s revised the strategy to better reach impulse buyers at convenience stores. Within a year, the revised strategy worked. Sales increased
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60 percent, and sales analysis showed that 70 percent of the sales were at convenience stores. A few years later, however, sales analysis showed that sales were slowly
trending down. Rather than wait for a painful death of the product, they replaced
it with a new item.8
As the Ben & Jerry’s example shows, it is possible for marketing managers to get
detailed information about how marketing plans are working—but only if they ask
for and help develop the necessary data. In this section, we’ll discuss the kinds of
information that can be available and how to use it. The techniques are not really
complicated. They basically require only simple arithmetic—and of course computers quickly and easily take care of that when a large volume of sorting, adding,
and subtracting is required.

Sales Analysis Shows What’s Happening
Sales analysis—a detailed breakdown of a company’s sales records—can be very
informative. Detailed data can keep marketing executives in touch with what’s
happening in the market. In addition, routine sales analyses prepared each week
or month may show trends and allow managers to check their hypotheses and
assumptions.9
Some managers resist sales analysis, or any analysis for that matter, because they
don’t appreciate how valuable it can be. One top executive in a large ﬁrm made no
attempt to analyze company sales, even by geographic area. When asked why, the
executive replied: “Why should we? We’re making money!”
But today’s proﬁt is no guarantee that you’ll make money tomorrow. In fact,
ignoring sales analysis can lead not only to poor sales forecasting but to poor decisions in general. One manufacturer did much national advertising on the assumption
that the ﬁrm was selling all over the country. But a simple sales analysis showed
that most present customers were located within a 250-mile radius of the factory!
In other words, the ﬁrm didn’t know who and where its customers were—and it
wasted most of the money it spent on national advertising.

But a marketing
manager must ask for it

Detailed sales analysis is only possible if a manager asks for the data. Valuable
sales information is often buried—perhaps on sales invoices or in billing records on
an accountant’s computer.
Today, with computer networks and organized marketing information systems,
effective sales analysis can be done easily and at relatively small cost—if marketing managers decide they want it done. In fact, the desired information can
be obtained as a by-product of basic billing and accounts receivable procedures.
The manager simply must make sure the company captures identifying information on important dimensions such as territory, sales reps, product model,
customer, and so forth. Then computers can easily run sales analyses and simple
trend projections.

What to ask for varies

There is no one best way to analyze sales data. Several breakdowns may be
useful—depending on the nature of the company and product and what dimensions
are relevant. Typical breakdowns include:
1.
2.
3.
4.

Geographic region—country, state, county, city, sales rep’s territory.
Product, package size, grade, or color.
Customer size.
Customer type or class of trade.
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Information Resources, Inc.,
developed the DataServer
Analyzer Software, illustrated
here, to make it easy to do sales
analysis and produce graphs that
make it easy to see patterns that
might otherwise be hidden in a
table of numbers.

5.
6.
7.
8.
9.

Too much data can
drown a manager

Price or discount class.
Method of sale—online, telephone, or sales rep.
Financial arrangement—cash or charge.
Size of order.
Commission class.

While some sales analysis is better than none—or better than getting data too
late for action—sales breakdowns that are too detailed can drown a manager in
reports. Computers can spew out data faster than any manager can read. So wise
managers only ask for breakdowns that will help them make decisions. Further, they
use computer programs that draw graphs and ﬁgures to make it easy to see patterns
that otherwise might be hidden scrolling through online tables with a browser. But
to avoid coping with mountains of data—much of which may be irrelevant—most
managers move on to performance analysis.

Performance Analysis Looks for Differences
Numbers are compared

Performance analysis looks for exceptions or variations from planned performance.
In simple sales analysis, the ﬁgures are merely listed or graphed—they aren’t compared against standards. In performance analysis, managers make comparisons. They
might compare one territory against another, against the same territory’s performance
last year, or against expected performance.
The purpose of performance analysis is to improve operations. The salesperson,
territory, or other factors showing poor performance can be identiﬁed and singled
out for detailed analysis and corrective action. Or outstanding performances can be
analyzed to see if the successes can be explained and made the general rule.
Performance analysis doesn’t have to be limited to sales. Other data can be analyzed too. This data may include inventory required, number of calls made, number
of orders, or the cost of various tasks.
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Exhibit 19-4 Comparative Performance of Sales Reps

Sales
Area

Total
Calls

Total
Orders

OrderCall
Ratio

Sales
by
Sales Rep

A

1,900

1,140

60.0%

$ 912,000

$800

195

B

1,500

1,000

66.7

720,000

720

160

C

1,400

700

50.0

560,000

800

140

D

1,030

279

27.1

132,000

478

60

E

820

165

20.1

62,000

374

50

6,650

3,284

$2,386,000

$634

605

Total

49.3%

Average
Sales Rep
Order

Total
Customers

A performance analysis can be quite revealing, as shown in the following
example.

Straight performance
analysis—an illustration

A manufacturer of business products sells to wholesalers through ﬁve sales reps,
each serving a separate territory. Total net sales for the year amount to $2,386,000.
Sales force compensation and expenses come to $198,000, yielding a direct-selling
expense ratio of 8.3 percent—that is, $198,000  $2,386,000  100.
This information—taken from a proﬁt and loss statement—is interesting, but it
doesn’t explain what’s happening from one territory to another. To get a clearer picture, the manager compares the sales results with other data from each territory. See
Exhibits 19-4 and 19-5. Keep in mind that exhibits like these and others that follow in this chapter are now very easy to generate. Common computer programs like
Microsoft Ofﬁce make it easy to apply the ideas discussed here. Larger companies
make such analysis available at a website so the manager can sort out whatever is
needed.
The reps in sales areas D and E aren’t doing well. Sales are low and marketing
costs are high. Perhaps more aggressive sales reps could do a better job, but the number of customers suggests that sales potential might be low. Perhaps the whole plan
needs revision.
The ﬁgures themselves, of course, don’t provide the answers. But they do reveal
the areas that need improvement. This is the main value of performance analysis.
It’s up to management to ﬁnd the remedy, either by revising or changing the marketing plan.

Exhibit 19-5 Comparative Cost of Sales Reps

Annual
Compensation

Expense
Payments

Total
Sales Rep
Cost

Sales
Produced

CostSales
Ratio

A

$ 22,800

$11,200

$ 34,000

$ 912,000

3.7%

B

21,600

14,400

36,000

720,000

C

20,400

11,600

32,000

560,000

5.7

D

19,200

24,800

44,000

132,000

33.3
83.8

Sales
Area

E
Total

20,000

32,000

52,000

62,000

$104,000

$94,000

$198,000

$2,386,000

5.0

8.3%
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Performance Indexes Simplify Human Analysis
Comparing against
“what ought to
have happened”

With a straight performance analysis, the marketing manager can evaluate the
variations among sales reps to try to explain the “why.” But this takes time. And
poor performances are sometimes due to problems that bare sales ﬁgures don’t reveal.
Some uncontrollable factors in a particular territory—tougher competitors or ineffective middlemen—may lower the sales potential. Or a territory just may not have
much potential.
To get a better check on performance effectiveness, the marketing manager compares what did happen with what ought to have happened. This involves the use
of performance indexes.

A performance index is
like a batting average

When a manager sets standards—that is, quantitative measures of what ought to
happen—it’s relatively simple to compute a performance index—a number like a
baseball batting average that shows the relation of one value to another.
Baseball batting averages are computed by dividing the actual number of hits by
the number of times at bat (the possible number of times the batter could have had
a hit) and then multiplying the result by 100 to get rid of decimal points. A sales
performance index is computed the same way—by dividing actual sales by expected
sales for the area (or sales rep, product, etc.) and then multiplying by 100. If a sales
rep is batting 82 percent, the index is 82.

A simple example
shows where the
problem is

We show how to compute a performance index in the following example, which
assumes that population is an effective measure of sales potential.
In Exhibit 19-6, the population of the United States is broken down by region
as a percent of the total population. The regions are Northeastern, Southern, Midwestern, and Western.
A ﬁrm already has $1 million in sales and now wants to evaluate performance
in each region. Column 2 shows the actual sales of $1 million broken down in proportion to the population in the four regions. This is what sales should be if
population were a good measure of future performance. Column 3 in Exhibit 19-6
shows the actual sales for the year for each region. Column 4 shows measures of
performance (performance indexes)—Column 3  Column 2  100.
The Western region isn’t doing as well as expected. It has 20 percent of the total
population—and expected sales (based on population) are $200,000. Actual sales,
however, are only $120,000. This means that the Western region’s performance
index is only 60—(120,000  200,000)  100—because actual sales are much
lower than expected on the basis of population. If population is a good basis for

Exhibit 19-6 Development of a Measure of Sales Performances (by region)
(1)

(3)

(4)

Regions

Population
as Percent of
United States

(2)
Expected
Distribution
of Sales Based
on Population

Actual
Sales

Performance
Index

Northeastern

20

$ 200,000

$ 210,000

105

Southern

25

250,000

250,000

100

Midwestern

35

350,000

420,000

120
60

Western

20

200,000

120,000

Total

100

$1,000,000

$1,000,000
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measuring expected sales (an important if), the poor sales performance should be
analyzed further. Perhaps sales reps in the Western region aren’t working as hard as
they should. Perhaps promotion there isn’t as effective as elsewhere. Or competitive products may have entered the market.
Whatever the cause, it’s clear that performance analysis does not solve problems.
Managers do that. But performance analysis does point out potential problems—
and it does this well.

Internet

Internet Exercise SPSS sells software that can be used for a variety of
purposes, including analyses of sales, cost, and customer data. Browse the
SPSS website (www.spss.com) and identify three ways that SPSS could
make it easier for a manager to do a performance analysis.

A Series of Performance Analyses May Find the Real Problem
Performance analysis helps a marketing manager see if the ﬁrm’s marketing plans
are working properly—and, if they aren’t, it can lead to problem solving. But a marketing manager may need a series of performance analyses, as shown in the following
example.
To get a feel for how performance analysis can be part of a problem-solving
process, follow this example carefully—one exhibit at a time. Try to anticipate the
marketing manager’s decision.
Stereo’s sales manager ﬁnds that sales for the Paciﬁc Coast region are $130,000
below the quota of $14,500,000 (that is, actual sales are $14,370,000) for the
January through June period. The quota is based on forecast sales of the various
types of stereo equipment the company sells. Speciﬁcally, the quota is based on forecasts for each product type in each store in each sales rep’s territory.
Pam Dexter, the sales manager, thinks this difference isn’t too large (1.52 percent)
and is inclined to forget the matter—especially since forecasts usually err to some
extent. But she thinks about sending an e-mail message to all sales reps and district
supervisors in the region—a message aimed at stimulating sales effort.

Exhibit 19-7
Sales Performance—Paciﬁc
Coast Region, January–June
($000)

5,000
4,765

Quota

2,000

District:
Performance
to quota:

3,130

3,200

2,800

3,000

3,000

3,675

Actual

3,625

Sales ($000)

4,000

4,675

The case of Stereo, Inc.

Los
Angeles

San
Francisco

Portland

Seattle

102%

101%

93%

98%
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Exhibit 19-8
Sales Performance—
Portland District,
January–June ($000)

900

565

Quota
840

Actual

550

600

630

790

800

780

660

700

750

Sales ($000)

800

500

Jane
Sales
representative: Johnson
Performance to
104%
quota:

Shanna
Smith

Bill
Jones

Joe
Carson

69%

106%

95%

Exhibit 19-7 shows the overall picture of Stereo’s sales on the Paciﬁc Coast. What
do you think the manager should do?
The Portland district has the poorest performance—but it isn’t too bad. Before
writing a “let’s get with it” letter to Portland and then relaxing, the sales manager
decides to analyze the performance of the four sales reps in the Portland district.
Exhibit 19-8 shows a breakdown of the Portland ﬁgures by sales rep. What conclusion or action do you suggest now?
Since Shanna Smith previously was the top sales rep, the sales manager wonders
if Smith is having trouble with some of her larger customers. Before making a drastic move, she obtains an analysis of Smith’s sales to the ﬁve largest customers. See
Exhibit 19-9. What action could the sales manager take now? Should Smith be
ﬁred?
Smith’s sales in all the large stores are down signiﬁcantly—although her sales
in many small stores are holding up well. Smith’s problem seems to be general.
Perhaps she just isn’t working. Before calling her, the sales manager decides to look
at Smith’s sales of the four major products. Exhibit 19-10 shows Smith’s sales. What
action is indicated now?

200

Quota

205

Exhibit 19-9
Sales Performance—
Selected Stores of Shanna
Smith in Portland District,
January–June ($000)

Actual

110

140

150
65

60

70

65

50

Store:
Performance
to quota:

105

110

100

130

140

Sales ($000)

150

#1

#2

#3

#4

#5

Others

46%

69%

57%

50%

73%

127%
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Exhibit 19-10
Sales Performance by
Product for Shanna Smith in
Portland District,
January–June ($000)

500

Quota
Actual

300

Product:
Performance to
quota:

Portable
Compact cassette
Stereo
disc players players turntables Speakers
114%

37%

100%

110%

50

50

110

100

150

80

70

100

150

200

160

Sales ($000)

400

430
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Smith is having real trouble with portable cassette players. Was the problem
Smith or the players?
Further analysis by product for the whole region shows that everyone on the
Paciﬁc Coast is having trouble with portable players because customers there are
buying MP3 players that come from another company. But higher sales on other
products hid this fact. Since portable player sales are doing all right nationally, the
problem is only now showing up. You can see that this is the major problem. If
Stereo doesn’t offer an MP3 player, it will just slowly lose sales as more customers
shift to MP3.
Since overall company sales are fairly good, many sales managers wouldn’t bother
with this analysis. Some might trace the problem to Smith. But without detailed
sales records and performance analysis, they might assume that Smith—rather than
the missed opportunity to add a new product—is at fault. And Smith herself might
not be able to pinpoint what’s happening.

Stay home and use
the computer

The iceberg principle—
90 percent is below
the surface

This case shows that total ﬁgures can be deceiving. Marketing managers need
facts to avoid rash judgments based on incomplete information. Some students want
to ﬁre Smith after they see the store-by-store data (Exhibit 19-9).
The home ofﬁce or computer network should have the records to isolate problem areas—managers then rely on the ﬁeld staff for explanations and help with
locating the exact problem. Continuing detailed analysis usually gives better insights
into problems, as this case shows. With computers, managers can obtain information routinely and in great detail, provided they ask for it.
One of the most interesting conclusions from the Stereo illustration is the

iceberg principle—much good information is hidden in summary data. Icebergs

show only about 10 percent of their mass above water level. The other 90 percent
is below water level, and not directly below either. The submerged portion almost
seems to search out ships that come too near.
The same is true of much business and marketing data. Since total sales may be
large and company activities varied, problems in one area may hide below the surface. Everything looks calm and peaceful. But closer analysis may reveal jagged edges
that can severely damage or even sink the business. The 90:10 ratio—or the 80/20
rule we mentioned earlier—must not be ignored. Averaging and summarizing data
are helpful, but be sure summaries don’t hide more than they reveal.
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Marketing Cost Analysis—Controlling Costs Too
So far we’ve emphasized sales analysis. But sales come at a cost. And costs can and
should be analyzed and controlled too. You can see why in the case of Watanake Packaging, Ltd. (WPL). WPL developed a new strategy to target the packaging needs of
producers of high-tech electronic equipment. WPL designed unique Styrofoam inserts
to protect electronic equipment during shipping. It assigned order getters to develop
new accounts and recruited agent middlemen to develop overseas markets. The whole
marketing mix was well received—and the ﬁrm’s skimming price led to good proﬁts.
But over time competing suppliers entered the market. When marketing managers at
WPL analyzed costs, they realized their once-successful strategy was slipping. Personal
selling expense as a percent of sales had doubled because it took longer to ﬁnd and
sell new accounts. It was costly to design special products for the many customers who
purchased only small quantities. Proﬁt margins were falling too because of increased
price competition. In contrast, the analysis showed that online sales of ordinary cardboard shipping boxes for agricultural products were very proﬁtable. So WPL stopped
calling on small electronics ﬁrms and developed a new plan to improve its website and
build the ﬁrm’s share of the less glamorous, but more proﬁtable, cardboard box
business.

Marketing costs
have a purpose

For a restaurant to be proﬁtable,
the manager needs to worry not
only about satisfying customers
but also about how much each
item contributes to overall costs.

Detailed cost analysis is very useful in understanding production costs—but much
less is done with marketing cost analysis.10 One reason is that many accountants show
little interest in their ﬁrm’s marketing process—or they don’t understand the
different marketing activities. They just treat marketing as overhead and forget
about it.
In the next chapter, when we discuss the relationship between marketing and
accounting in more detail, we’ll explain how some accountants and marketing managers are working together to address this problem. For now, however, you should
see that careful analysis of most marketing costs shows that the money is spent for
a speciﬁc purpose—for example, to develop or promote a particular product or to
serve particular customers.
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Let’s reconsider Exhibit 19-5 from this perspective. It shows that the company’s
spending on sales compensation and sales expenses varies by salesperson and market area. By breaking out and comparing the costs of different sales reps, the
marketing manager has a much better idea of what it is costing to implement the
strategy in each sales area. In this example, it’s clear that the sales reps in sales areas
D and especially E are not only falling short in sales, but also that their costs are
high relative to other reps who are getting more results. The table shows that the
difference isn’t due to annual compensation; that’s lower. Rather, these reps have
expenses that are two or three times the average. The smaller number of total customers in these sales areas (Exhibit 19-4) might explain the lower levels of sales,
but it probably doesn’t explain the higher expenses. Perhaps the customers are more
spread out and require more travel to reach. Here again, the cost analysis doesn’t
explain why the results are as they are—but it does direct the manager’s attention
to a speciﬁc area that needs improvement. A more detailed breakdown of costs may
help pinpoint the speciﬁc cause.

Allocate costs to
speciﬁc customers
and products

Because marketing costs have a purpose, it usually makes sense to allocate costs
to speciﬁc market segments, or customers, or to speciﬁc products. In some situations,
companies allocate costs directly to the various geographical market segments they
serve. This may let managers directly analyze the proﬁtability of the ﬁrm’s target
markets. In other cases, companies allocate costs to speciﬁc customers or speciﬁc
products and then add these costs for market segments depending on how much of
which products each customer buys.

Should all costs
be allocated?

So far we’ve discussed general principles. But allocating costs is tricky. Some costs
are likely to be ﬁxed for the near future, regardless of what decision is made. And
some costs are likely to be common to several products or customers, making allocation difﬁcult.
Two basic approaches to handling this allocating problem are possible—the fullcost approach and the contribution-margin approach.

Full-cost approach—
everything costs
something

In the full-cost approach, all costs are allocated to products, customers, or
other categories. Even ﬁxed costs and common costs are allocated in some way.
Because all costs are allocated, we can subtract costs from sales and ﬁnd the profitability of various customers, products, and so on. This is of interest to some
managers.
The full-cost approach requires that difﬁcult-to-allocate costs be split on some
basis. Here the managers assume that the work done for those costs is equally beneﬁcial to customers, to products, or to whatever group they are allocated. Sometimes
this allocation is done mechanically. But often logic can support the allocation—
if we accept the idea that marketing costs are incurred for a purpose. For example,
advertising costs not directly related to speciﬁc customers or products might be allocated to all customers based on their purchases—on the theory that advertising
helps bring in the sales. We’ll go into more detail on allocating costs in the next
chapter.

Contribution-margin—
ignores some costs to
get results

When we use the contribution-margin approach, all costs are not allocated in all
situations. Why?
When we compare various alternatives, it may be more meaningful to consider
only the costs directly related to speciﬁc alternatives. Variable costs are relevant
here.
The contribution-margin approach focuses attention on variable costs rather than
on total costs. Total costs may include some ﬁxed costs that do not change in the
short run and can safely be ignored or some common costs that are more difﬁcult
to allocate.11
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Exhibit 19-11 Proﬁt and Loss Statement by Department

Sales

Totals

Dept. 1

Dept. 2

Dept. 3

$100,000

$50,000

$30,000

$20,000

Cost of sales

80,000

45,000

25,000

10,000

Gross margin

20,000

5,000

5,000

10,000

Other expenses:
Selling expenses
Administrative expenses
Total other expenses

5,000
6,000
11,000

2,500
3,000
5,500

1,500
1,800
3,300

1,000
1,200
2,200

9,000

$ (500)

$ 1,700

$ 7,800

Net proﬁt or (loss)

The two approaches
can lead to different
decisions

$

The difference between the full-cost approach and the contribution-margin
approach is important. The two approaches may suggest different decisions, as we’ll
see in the following example.
Full-cost example

Exhibit 19-11 shows a proﬁt and loss statement, using the full-cost approach, for
a department store with three operating departments. (These could be market segments or customers or products.)
The administrative expenses, which are the only ﬁxed costs in this case, have
been allocated to departments based on the sales volume of each department. This
is a typical method of allocation. In this case, some managers argued that Department 1 was clearly unproﬁtable and should be eliminated because it showed a net
loss of $500. Were they right?
To ﬁnd out, see Exhibit 19-12, which shows what would happen if Department
1 were eliminated.
Several facts become clear right away. The overall proﬁt of the store would be
reduced if Department 1 were dropped. Fixed costs of $3,000, now being charged
to Department 1, would have to be allocated to the other departments. This would
reduce net proﬁt by $2,500, since Department 1 previously covered $2,500 of the
$3,000 in ﬁxed costs. Such shifting of costs would then make Department 2 look
unproﬁtable!
Contribution-margin example

Exhibit 19-13 shows a contribution-margin income statement for the same
department store. Note that each department has a positive contribution margin.
Here the Department 1 contribution of $2,500 stands out better. This actually is the
Exhibit 19-12 Proﬁt and Loss Statement by Department if Department 1 Were Eliminated

Sales

Totals

Dept. 2

Dept. 3

$50,000

$30,000

$20,000

Cost of sales

35,000

25,000

10,000

Gross margin

15,000

5,000

10,000

2,500
6,000
8,500

1,500
3,600
5,100

1,000
2,400
3,400

$ 6,500

$ (100)

$ 6,600

Other expenses:
Selling expenses
Administrative expenses
Total other expenses
Net proﬁt or (loss)
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Exhibit 19-13 Contribution-Margin Statement by Departments

Sales

Totals

Dept. 1

Dept. 2

Dept. 3

$100,000

$50,000

$30,000

$20,000

Variable costs:
Cost of sales
Selling expenses
Total variable costs

80,000
5,000
85,000

45,000
2,500
47,500

25,000
1,500
26,500

10,000
1,000
11,000

Contribution margin

15,000

$ 2,500

$ 3,500

$ 9,000

Fixed costs
Administrative expenses
Net proﬁt

6,000
$

9,000

amount that would be lost if Department 1 were dropped. (Our simple example
assumes that the ﬁxed administrative expenses are truly ﬁxed—that none of them
would be eliminated if this department were dropped.)
A contribution-margin income statement shows the contribution of each department more clearly, including its contribution to both ﬁxed costs and proﬁt. As long
as a department has some contribution-margin, and as long as there is no better use
for the resources it uses, the department should be retained.

Contribution-margin
versus full-cost—
choose your side

Using the full-cost approach often leads to arguments within a company.
Any method of allocation can make some products or customers appear less
proﬁtable.
For example, it’s logical to assign all common advertising costs to customers based
on their purchases. But this approach can be criticized on the grounds that it may
make large-volume customers appear less proﬁtable than they really are—especially
if the marketing mix aimed at the larger customers emphasizes price more than
advertising.
Those in the company who want the smaller customers to look more proﬁtable
usually argue for this allocation method on the grounds that general advertising
helps build good customers because it affects the overall image of the company and
its products.
Arguments over allocation methods can be deadly serious. The method used may
reﬂect on the performance of various managers—and it may affect their salaries and
bonuses. Product managers, for example, are especially interested in how the various ﬁxed and common costs are allocated to their products. Each, in turn, might
like to have costs shifted to others’ products.
Arbitrary allocation of costs also may have a direct impact on sales reps’ morale.
If they see their variable costs loaded with additional common or ﬁxed costs over
which they have no control, they may ask, “What’s the use?”
To avoid these problems, ﬁrms often use the contribution-margin approach.
It’s especially useful for evaluating alternatives and for showing operating
managers and salespeople how they’re doing. The contribution-margin
approach shows what they’ve actually contributed to covering general overhead
and proﬁt.
Top management, on the other hand, often ﬁnds full-cost analysis more useful.
In the long run, some products, departments, or customers must pay for the ﬁxed
costs. Full-cost analysis has its place too.
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Planning and Control Combined
We’ve been treating sales and cost analyses separately up to this point. But management often combines them to keep a running check on its activities—to be sure
the plans are working—and to see when and where new strategies are needed.

Sales  Costs 
Everybody helps 
$163,000

Let’s see how this works at Cindy’s Fashions, a small-town apparel retailer. This
ﬁrm netted $155,000 last year. Cindy Reve, the owner, expects no basic change in
competition and slightly better local business conditions. So she sets this year’s proﬁt
objective at $163,000—an increase of about 5 percent.
Next she develops tentative plans to show how she can make this higher proﬁt.
She estimates the sales volumes, gross margins, and expenses—broken down by
months and by departments in her store—that she would need to net $163,000.
Exhibit 19-14 is a planning and control chart Reve developed to show the contribution each department should make each month. At the bottom of Exhibit
19-14, the plan for the year is summarized. Note that space is provided to insert the
actual performance and a measure of variation. So this chart can be used to do both
planning and control.
Exhibit 19-14 shows that Reve is focusing on the monthly contribution to overhead and proﬁt by each department. The purpose of monthly estimates is to get
more frequent feedback and allow faster adjustment of plans. Generally, the shorter

Exhibit 19-14 Planning and Control Chart for Cindy’s Fashions

Total

Store
Expense

Operating
Proﬁt

Cumulative
Operating
Proﬁt

Contribution to Store

January
Planned
Actual
Variation
February
Planned
Actual
Variation
November
Planned
Actual
Variation
December
Planned
Actual
Variation
Total
Planned
Actual
Variation

Dept. A

Dept. B

Dept. C

Dept. D*

27,000

9,000

4,000

1,000

39,000

24,000

15,000

15,000

20,000

6,500

2,500

1,000

28,000

24,000

4,000

19,000

32,000

7,500

2,500

0

42,000

24,000

18,000

106,500

63,000

12,500

4,000

9,000

88,500

32,000

56,500

163,000

316,000

70,000

69,000

4,000

453,000

288,000

163,000

163,000

*The objective of minus $4,000 for this department was established on the same basis as the objectives for the other departments—that is, it represents the same percentage gain over last year when Department D’s loss was $4,200. Plans call for discontinuance of the department unless it shows marked improvement by the end of the year.
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the planning and control period, the easier it is to correct problems before they
become emergencies.
In this example, Reve uses a modiﬁed contribution-margin approach—some of
the ﬁxed costs can be allocated logically to particular departments. On this chart,
the balance left after direct ﬁxed and variable costs are charged to departments is
called Contribution to Store. The idea is that each department will contribute to
covering general store expenses—such as top-management salaries and holiday decorations—and to net proﬁts.
In Exhibit 19-14, we see that the whole operation is brought together when Reve
computes the monthly operating proﬁt. She totals the contribution from each of the
four departments, then subtracts general store expenses to obtain the operating proﬁt
for each month.
As time passes, Reve can compare actual sales with what’s projected. If
actual sales were less than projected, corrective action could take either of two
courses: improving implementation efforts or developing new, more realistic
strategies.

The Marketing Audit
While crises pop up,
planning and control
must go on

The analyses we’ve discussed so far are designed to help a ﬁrm plan and control
its operations. They can help a marketing manager do a better job. Often, however,
the control process tends to look at only a few critical elements, such as sales variations by product in different territories. It misses such things as the effectiveness
of present and possible marketing strategies and mixes.
The marketing manager usually is responsible for day-to-day implementing as well
as planning and control and may not have the time to evaluate the effectiveness of
the ﬁrm’s efforts. Sometimes crises pop up in several places at the same time.
Attention must focus on adjusting marketing mixes or on shifting strategies in the
short run.
To make sure that the whole marketing program is evaluated regularly, not just
in times of crisis, marketing specialists developed the marketing audit. A marketing
audit is similar to an accounting audit or a personnel audit, which businesses have
used for some time.
The marketing audit is a systematic, critical, and unbiased review and appraisal
of the basic objectives and policies of the marketing function and of the
organization, methods, procedures, and people employed to implement the
policies.12
A marketing audit requires a detailed look at the company’s current marketing plans to see if they are still the best plans the ﬁrm can offer. Customers’ needs
and attitudes change—and competitors continually develop new and better
plans. Plans more than a year or two old may be out-of-date or even obsolete.
Sometimes marketing managers are so close to the trees that they can’t see the
forest. An outsider can help the ﬁrm see whether it really focuses on some unsatisﬁed needs and offers appropriate marketing mixes. Basically, the auditor uses
our strategy planning framework. But instead of developing plans, the auditor
works backward and evaluates the plans being implemented. The consultantauditor also evaluates the quality of the effort—looking at who is doing what
and how well. This means interviewing customers, competitors, channel members, and employees. A marketing audit can be a big job. But if it helps ensure
that the company’s strategies are on the right track and being implemented properly, it can be well worth the effort.
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A marketing audit takes a big view of the business—and it evaluates the whole
marketing program. It might be done by a separate department within the company, perhaps by a marketing controller. But to get both expert and objective
evaluation, it’s probably better to use an outside organization such as a marketing
consulting ﬁrm.
Ideally, a marketing audit should not be necessary. Good managers do their best
in planning, implementing, and control—and they should continually evaluate the
effectiveness of the operation. In practice, however, managers often become identiﬁed with certain strategies, and pursue them blindly, when other strategies might be
more effective. Since an outside view can give needed perspective, marketing audits
may be more common in the future.

Conclusion
In this chapter, we’ve focused on the important role
of implementation and control in satisfying customers
and the ﬁrm’s ongoing success. We explained how improvements in information technology are playing a
critical role in revolutionizing these areas. Managers
should seek new and creative ways to improve implementation, which can often give a ﬁrm a competitive
advantage in building stronger relationships with customers, even in highly competitive mature markets.
We also went into some detail on how total quality
management can help the ﬁrm get the type of implementation it needs—implementation that continuously
improves and does a better job of meeting customers’
needs and at lower cost.
A marketing program must also be controlled. Good
control helps the marketing manager locate and correct
weak spots and at the same time ﬁnd strengths that may
be applied throughout the marketing program. Control
works hand in hand with planning.

Simple sales analysis just gives a picture of what happened. But when sales forecasts or other data showing
expected results are brought into the analysis, we can
evaluate performance—using performance indexes.
Cost analysis also can be useful. There are two basic
approaches to cost analysis—full-cost and contributionmargin. Using the full-cost approach, all costs are
allocated in some way. Using the contribution-margin
approach, only the variable costs are allocated. Both
methods have their advantages and special uses.
Ideally, the marketing manager should arrange for a
constant ﬂow of data that can be analyzed routinely,
preferably by computer, to help control present plans
and plan new strategies. A marketing audit can help this
ongoing effort. Either a separate department within the
company or an outside organization may conduct this
audit.

Questions and Problems
1. Give an example of how a ﬁrm has used information technology to improve its marketing
implementation and do a better job of meeting your
needs.
2. Should marketing managers leave it to the accountants to develop reports that the marketing manager
will use to improve implementation and control?
Why or why not?
3. Give an example of a ﬁrm that has a competitive advantage because of the excellent job it does with
implementation activities that directly impact

customer satisfaction. Explain why you think your
example is a good one.
4. What are the major advantages of total quality
management as an approach for improving implementation of marketing plans? What limitations
can you think of?
5. If you were asked to recommend a ﬁrm (with which
you have dealt) as a benchmark for good customer
service after the sale, what ﬁrm would you recommend? What does this ﬁrm do that other ﬁrms do not
do as well?
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6. Various breakdowns can be used for sales analysis
depending on the nature of the company and its
products. Describe a situation (one for each)
where each of the following breakdowns would
yield useful information. Explain why.
a.
b.
c.
d.
e.

By geographic region.
By product.
By customer.
By size of order.
By size of sales rep commission on each product
or product group.

7. Distinguish between a sales analysis and a performance analysis.

price increases impossible and management has cut
costs as much as possible, should the Browning
Company stop selling to hospitals and schools?
Why?
Browning Company Statement
Hospitals
and
Retailers Schools
Sales:
80,000 units at
$0.70 . . . . . . . . . . $56,000

Total

$56,000

8. Carefully explain what the iceberg principle should
mean to the marketing manager.

20,000 units at
$0.60 . . . . . . . . . .
Total . . . . . . . . . . .

56,000

$12,000
12,000

12,000
68,000

9. Explain the meaning of the comparative performance and comparative cost data in Exhibits 19-4
and 19-5. Why does it appear that eliminating
sales areas D and E would be proﬁtable?

Cost of sales . . . . . . . .

40,000

10,000

50,000

Gross margin . . . . . . . .

16,000

2,000

18,000

Sales and administrative
expenses:
Variable . . . . . . . . . .
Fixed . . . . . . . . . . . .
Total . . . . . . . . . . .

6,000
5,600
11,600

1,500
900
2,400

7,500
6,500
14,000

. . . . . . $ 4,400

$ (400)

$ 4,000

10. Most sales forecasting is subject to some error (perhaps 5 to 10 percent). Should we then expect
variations in sales performance of 5 to 10 percent
above or below quota? If so, how should we treat
such variations in evaluating performance?
11. Why is there controversy between the advocates of
the full-cost and the contribution-margin approaches to cost analysis?
12. The June proﬁt and loss statement for the Browning
Company is shown. If competitive conditions make

Net proﬁt (loss)

13. Explain why a marketing audit might be desirable,
even in a well-run company. Who or what kind of an
organization would be best to conduct a marketing
audit? Would a marketing research ﬁrm be good?
Would the present CPA ﬁrms be most suitable? Why?

Suggested Cases
33. Huntoon & Balbiera, P.C.

35. Romano’s Take-Out, Inc.

Computer-Aided Problem
19. Marketing Cost Analysis
This problem emphasizes the differences between the
full-cost approach and contribution-margin approach to
marketing cost analysis.
Tapco, Inc., currently sells two products. Sales commissions and unit costs vary with the quantity of each
product sold. With the full-cost approach, Tapco’s administrative and advertising costs are allocated to
each product based on its share of total sales dollars.
Details of Tapco’s costs and other data are given in the
spreadsheet. The first column shows a cost analysis

based on the full-cost approach. The second column
shows an analysis based on the contribution-margin
approach.
a. If the number of Product A units sold were to increase
by 1,000 units, what would happen to the allocated
administrative expense for Product A? How would
the change in sales of Product A affect the allocated
administrative expense for Product B? Brieﬂy discuss
why the changes you observe might cause conﬂict
between the product managers of the two different
products.
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b. What would happen to total proﬁts if Tapco stopped
selling Product A but continued to sell 4,000 units of
Product B? What happens to total proﬁts if the ﬁrm
stops selling Product B but continues to sell 5,000
units of Product A? (Hint: To stop selling a product
means that the quantity sold would be zero.)
c. If the ﬁrm dropped Product B and increased the price
of Product A by $2.00, what quantity of Product A
would it have to sell to earn a total proﬁt as large as it

575

was originally earning with both products? (Hint:
Change values in the spreadsheet to reﬂect the changes
the ﬁrm is considering, and then use the What If
analysis to vary the quantity of Product A sold and
display what happens to total proﬁt.)
For additional questions related to this problem, see
Exercise 19-3 in the Learning Aid for Use with Basic Marketing, 14th edition.
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When You
Finish This Chapter,
You Should
1. Understand why
turning a marketing
plan into a proﬁtable
business requires
money, information,
people, and a way to
get or produce goods
and services.
2. Understand the
ways that marketing
strategy decisions
may need to be
adjusted in light of
available ﬁnancing.
3. Understand how a
ﬁrm can implement
and expand a marketing plan using
internally generated
cash ﬂow.
4. Understand how
different aspects of
production capacity
and ﬂexibility should
be coordinated with
marketing strategy
planning.
5. Understand the
ways that the location
and cost of production affect marketing
strategy planning.
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Illinois Tool Works, Inc.

manufacture of picture frames

(www.itwinc.com) produces and

by taking molding directly from a

sells thousands of products—

high-speed saw and then automati-

ranging from nuts, bolts, screws,

cally joining the pieces into a

nails, and plastic fasteners to

complete picture frame with virtually

sophisticated equipment—like its

no labor required. ITW’s fasteners

new robot that automates the

are hidden inside or attached to
appliances, cars, computers, and
hundreds of other products you
buy. One key to ITW’s success is
that it is fast and creative in

6. Know how marketing managers and
accountants can work
together to improve
analysis of the costs
and proﬁtability of
speciﬁc products and
customers.

identifying target markets with

7. Know some of the
human resource
issues that a marketer
should consider when
planning a strategy
and implementing a
plan.

Another key to ITW’s success is

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

speciﬁc needs, developing
products—actually whole
marketing mixes—and then
implementing plans to meet
the target market’s needs.
that managers from different

price
place
produc
promotion

panels that enclose electronic

resources—new production

ﬁnance, accounting, and

products like computers and

capabilities, money to put the

human resources—work

medical equipment. The tiny

plan into operation, and peo-

closely with the marketing peo-

nuts and bolts typically used

ple with new skills.

ple to be certain that market

to fasten the panels require

opportunities are turned into

tools, and users often drop

approach if you consider the

proﬁtable strategies.

them when they need to open

origin of the now-common

a panel. So ITW created the

plastic buckle. The start was

make the mistake of deﬁning

perfect one-piece plastic

simple. A ﬁrm that produces

their markets in terms of the

fastener. It costs less and

life jackets needed a better

products they’ve always pro-

simpliﬁes production because

way to fasten them. ITW’s

duced (for example, the

it pops into place and there’s

salespeople and R&D people

“screw market” or the “bolt

only one piece to inventory.

teamed up to develop just the

market”). By contrast, ITW

Users can release it with a

right product for this customer.

deﬁnes markets in terms of

twist of their ﬁngers, and it

The result: a durable, safety-

customer needs. And often

stays attached to the panel so

rated plastic buckle. ITW had

ITW ﬁnds that what a cus-

it can’t get lost.

the money to quickly set up

tomer needs is not a screw or

The ITW approach of start-

www.mhhe.com/fourps
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areas—such as production,

Some competing ﬁrms

ct

Text

You can appreciate ITW’s

new production facilities for

a bolt but something entirely

ing with customer needs often

the buckle because its other

new. As one simple example,

requires more than a market-

established products were

factories assemble millions of

ing plan. It often requires new

producing proﬁts that ITW

price
place
product
promotion
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could reinvest. With produc-

the needs of speciﬁc market

focused at different sets of

tion capacity in place, ITW

segments. For example, ITW

business customers (but you

targeted marketing mixes at

makes Kiwi-Lok, a nylon fas-

can link to any of the websites

other ﬁrms with similar needs.

tener that New Zealand

from ITW’s home page at

Today, there are hundreds of

farmers use to secure their

www.itwinc.com).

different types of ITW’s Nexus

kiwi plants. It’s not a ﬂuke that

brand buckles. To get a sense

ITW saw this unusual fasten-

activities, including how it sets

for the variety, check out

ing need. As one ITW

up its factories, to adjust to the

ITWNexus.com. Millions of

executive put it, “We try to sell

needs of distinct target mar-

them are used not only in life

where our competitors

kets. ITW serves large-volume

jackets but in hundreds of

aren’t”—one reason why ITW

segments with “focused

other products, ranging from

now serves customers from

factories” that concentrate on

belts on swimsuits to straps

operations in more than

quickly producing large quanti-

on backpacks and safety hel-

35 countries. Although ITW is

ties of a single product line at a

mets. Adding a wide variety of

a very large company with

low cost. It handles limited

special buckles for these dif-

many different product lines, it

production for small segments

ferent markets quickly

is able to stay in close contact

in special “batches” on

contributed to proﬁts because

with its customers because all

equipment dedicated to short

most of the major ﬁxed costs

of its businesses are locally

runs. This ﬂexible approach

had already been covered.

managed. At the same time, it

helps ITW ﬁll customers’ orders

expands its reach by maintain-

faster than competitors—

other innovative products and

ing more than 90 different

which is yet another reason for

marketing mixes focused on

websites for product lines

the company’s success.1

ITW has developed many

ITW organizes all of its

Marketing in the Broader Context
The marketing concept says that everyone in a ﬁrm should work together to satisfy customer needs at a proﬁt. Once a marketing strategy has been developed and
turned into a marketing plan, the blueprint for what needs to be done is in place.
So throughout the text we’ve developed concepts and how-to approaches relevant
to marketing strategy planning, implementation, and control.
From the outset, we’ve emphasized that what is a good marketing strategy—
selection of a target market and a marketing mix to meet target customers’
needs—depends on the ﬁt with the speciﬁc ﬁrm and its market environment—
what it’s able to do and what it wants to do. Now we’ll broaden our view to take
a closer look at some of the important ways that marketing links to other functional areas.

Cross-functional links
affect strategy planning

Our emphasis is not on the technical details of other functional areas but rather
on the most important ways that cross-functional links impact your ability to
develop marketing strategies and plans that really work. See Exhibit 20-1.
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In ﬁrms with a marketing
orientation, people from different
functional areas work together to
make certain that they satisfy the
customer.

Implementing a marketing plan usually requires a ﬁnancial investment—so we’ll
consider both money required to start up a new plan and the money needed to meet
ongoing expenses. Then we’ll look at production and operations and review how
available production capacity, production ﬂexibility, and operating issues impact
marketing planning. We’ll also take a closer look at how accounting people and
marketing managers work together to get a better handle on marketing costs. We’ll
conclude with a discussion of human resource issues—because it’s people who put
plans into action.
How important the linkages with production, ﬁnance, accounting, and human
resources are for the marketing manager depends on the situation. In an entrepreneurial dot-com start-up, the same person may be making all of the decisions. In a
big company, managing the linkages among many specialists may be much more
complicated.

Exhibit 20-1
Some Important Links
between Marketing and
Other Functional Areas

Resource Requirements of
Marketing Strategies and Plans

Goods and
services that
meet customer
requirements

Production &
Operations
Department
Capabilities,
flexibility, and
efficiency

Money to start
plans and meet
ongoing
expenses

Information
about
costs and
revenue

Finance
Department

Accounting
Department

Investment
capital and
cash flow

Profitability of
individual
customers,
products, and
activities

Skilled
people to
put plans
into action

Human
Resources
Department
Recruiting,
training,
motivating
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Cross-functional
challenges are greatest
with new efforts

Our emphasis will be on new efforts. When a new strategy involves only minor
changes to a plan that the ﬁrm is already implementing, the specialists usually have
a pretty good idea of how their activities link to other areas. However, when a
potential strategy involves a more signiﬁcant change—like the introduction of a
totally new product idea—understanding the links between the different functional
areas is usually much more critical.

The Finance Function: Money to Implement Marketing Plans
Chief ﬁnancial ofﬁcer
handles money matters

Bright marketing ideas for new ways to satisfy customer needs don’t go very far
if there isn’t enough money to put a plan into operation. Finding and allocating
capital—the money invested in a ﬁrm—is usually handled by a ﬁrm’s chief ﬁnancial ofﬁcer. Entrepreneurs and others who own their own companies may handle
this job themselves. In most ﬁrms, however, there is a separate ﬁnancial manager
who works with the chief executive to make major ﬁnance decisions.
A ﬁrm’s marketing manager and ﬁnancial manager must work together to ensure
that the ﬁrm can successfully implement its marketing plans with the money that
is or will be available. Further, a successful strategy should ultimately generate proﬁt.
And the ﬁnancial manager needs to know how much money to expect and when
to expect it to be able to plan for how it will be used.

Opportunities compete
for capital and budgets

Within an organization, different possible opportunities compete for capital.
There’s usually not enough money to do everything, so strategies that are inconsistent with the firm’s financial objectives and resources are not likely to be
funded. It’s often best for the marketing manager to use relevant ﬁnancial measures as quantitative screening criteria when evaluating various alternatives in the
ﬁrst place.
Marketing plans that are funded usually must work within a budget constraint.
Ideally, the marketing manager should have some inputs on what that budget is—
to get the marketing tasks done. Further, some strategy decisions may need to be
adjusted, either in the short or long run, to work within the available budget. For
example, a marketing manager might prefer to have control over the selling effort
for a new product by hiring new people for a separate sales force. However, if there
isn’t enough money available for salesperson salaries, then the best alternative might
be to start with manufacturers’ agents. They work for a commission and aren’t paid
until after they generate a sale and some sales revenue. Then after the market
develops and the plan becomes proﬁtable, the ﬁrm might expand its own sales force.

When evaluating new
opportunities, Unilever brings
together a team of managers
with experience around the world
to be certain that marketing plans
that the ﬁrm implements will give
it a competitive advantage and
earn a return that will be
attractive to investors.
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Working capital pays
for short-term
expenses

Financial managers usually think about two different uses of capital. First, capital
may be required to pay for investments in facilities, equipment, computer networks,
and other “ﬁxed assets.” These installations are usually purchased and then used,
and depreciated, over a number of years. In addition, a ﬁrm needs working capital—
money to pay for short-term expenses such as employee salaries, advertising,
marketing research, inventory storing costs, and what the ﬁrm owes suppliers. A
ﬁrm usually must pay for these ongoing expenses as they occur. As a result there is
usually a continuing need for working capital.
Capital is usually a critical resource when a marketing plan calls for rapid
growth—especially if the growth calls for expensive new facilities. Clearly, a plan
to build a chain of 15 hotels requires more money for buildings and equipment, as
well as more money for salaries, food, and supplies, than a plan for a single hotel.
Such a plan might require that the ﬁrm borrow money from a commercial lender.
In contrast, a plan that simply calls for improving the service in an existing hotel,
perhaps by adding several people to handle room service, would require much less
money. In fact, increased food sales from room service might quickly generate more
than enough earnings to pay for the added people.

Capital comes from
internal and external
sources

As these examples imply, there are a number of different possible sources of
capital. However, it’s useful to boil them down to two categories: external sources,
such as loans or sales of stocks or bonds, and internal sources, such as cash accumulated from the ﬁrm’s proﬁts. A ﬁrm usually seeks outside funding in advance of when
it is needed to invest in a new strategy. Internally generated proﬁts may be accumulated and used in the same way, but often internal money is used as it becomes
available. In other words, with internally generated funding a ﬁrm’s marketing
program may be expected to “pay its own way.”
The timing of when ﬁnancing is available has an important effect on marketing
strategy planning, so we’ll look at this topic in more detail. We’ll start by looking
at external sources of funds.

External funding—
investors expect a
return

While a ﬁrm might like to fund its marketing program from rapid growth in its
own proﬁts, that is not always possible. New companies often don’t have enough
money to start that way. An established company with some capital may not have
as much as it needs to make long-term investments and still have enough working
capital for the routine expenses of implementing a plan. Getting started may also
involve losses, perhaps for several years, before earnings come in. In these circumstances, the ﬁrm may need to turn to one of several sources of external capital.
A ﬁrm may be able to raise money by selling stock—a share in the ownership
of a company. Stock sales may be public or private, and the buyers may be individuals, including a ﬁrm’s own employees, or institutional investors (such as a
pension fund or venture capital ﬁrm).
People who own stock in a ﬁrm want a good return on their investment. That
can happen if the company pays owners of its stock a regular dividend. It also happens if the value of the stock goes up over time. Neither is likely if the ﬁrm isn’t
consistently earning proﬁts. Further, the value of a ﬁrm’s stock typically doesn’t
increase unless its proﬁts are growing. This is one reason that marketing managers
are always looking for proﬁtable new growth opportunities. Proﬁts can also improve
by being more efﬁcient—getting the marketing jobs done at lower cost, doing a better job holding on to customers, and the like. Ultimately, a ﬁrm that doesn’t have
a successful or at least promising marketing strategy can’t attract and keep investors.
On the other hand, it’s a sad reality that a ﬁrm with a great strategy can’t always
attract investors. As in other aspects of business, investors sometimes get caught up
in a current fad. One week they want to invest in any new biotech ﬁrm, and then
the next week the only thing that gets their attention is the stock, say, for a dot-com
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A ﬁrm that has a promising
marketing plan will usually have
more success in obtaining
ﬁnancial resources from external
lenders or investors.

business. They don’t even stop to ﬁgure out if the ﬁrm’s speciﬁc plan makes sense—
because it’s the Internet label that makes it hot. Oddly, by the time a type of business
has attracted enough attention to have fad value to investors there’s already likely
to be a lot of competition. Then it’s usually too late to have an innovative strategy.

Investors’ time horizon
is important

The time horizon for proﬁt and growth that investors have in mind can be very
important to the marketing manager. If investors are patient and willing to wait for
a new strategy to become proﬁtable, a marketing manager may have the luxury of
developing a plan that will be very proﬁtable in the long run even if it racks up
short-term losses. Many Japanese ﬁrms take this approach. However, most marketing managers face intense pressure to develop plans that will generate proﬁts quickly;
there’s more risk for investors if potential proﬁts are off in the future.
It is often a challenge to develop a plan that produces proﬁt in the short term
and also positions the ﬁrm for long-run success. For example, a low penetration price
for a new product may help to prevent competition and to attract repeat purchasers
long into the future. Yet a skimming price may be better for proﬁts in the short
term. Even so, the marketing manager’s plans must take the investors’ time horizon
into consideration. Unhappy investors can demand new management or put their
money somewhere else.

Forecasts may become
an ethical issue

Investors usually want detailed information about a ﬁrm’s plans before they invest
money in the ﬁrm’s stock. The ﬁrm’s ﬁnancial people usually provide this information, but ﬁnancial estimates don’t mean much unless they’re based on realistic
estimates of demand, revenue, and marketing expenses from the marketing manager. An optimistic marketing manager may be hesitant to lay out the potential
limitations of a plan or its forecasts—especially if the full story might scare off
needed investors. However, this is an important ethical issue. While investors know
that there is always some uncertainty in forecasts, they have a right to information
that is as accurate as possible. Put another way, just as a marketing manager
shouldn’t mislead a buyer of the ﬁrm’s products, it’s not appropriate to mislead
investors who are buying into the ﬁrm’s marketing plan.
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Debt ﬁnancing involves
an interest cost

Rather than sell stock, some ﬁrms prefer debt ﬁnancing—borrowing money based
on a promise to repay the loan, usually within a ﬁxed time period and with a speciﬁc interest charge. This might involve a loan from a commercial bank or the use
of corporate bonds. People or institutions that loan the money typically do not get
an ownership share in the company, and they are usually even less willing to take
a risk than are investors who buy stock.
Most commercial banks are conservative. They usually won’t loan money to a
ﬁrm that doesn’t have some valuable asset to put up as a guarantee that the lender
will get its money. Investors who buy a ﬁrm’s bonds are also very concerned about
security—but they often don’t have a legal right to some speciﬁc assets if the ﬁrm
can’t repay the borrowed money when it’s due. In general, the greater the risk that
the lender takes on to provide the loan, the greater the interest rate charge will be.

Interest expense may
impact prices

The cost of borrowing money can be a real ﬁnancial burden. Just as a ﬁrm’s selling price must cover all of the marketing expenses and the other costs of doing
business before proﬁts begin to accumulate, it must also cover the interest charge
on borrowed money. The impact of interest charges on prices can be signiﬁcant. For
example, the spread between the prices charged by fast-growing, efﬁcient supermarket chains and individual grocery stores would be even greater if the chains
weren’t paying big interest charges on loans to fund new facilities.
While the cost of borrowing money can be high, it may still make sense if the
money is used to implement a marketing plan that earns an even greater return. In
that way, the ﬁrm leverages the borrowed money to make a proﬁt. Even so, there
are often advantages if a ﬁrm can pay for its plans with internally generated capital.2

Winning strategies
generate capital

A company with a successful marketing strategy
has its own internal source of funds—proﬁts that
become cash in the bank!
For example, the building-supply company,
Home Depot, reported a proﬁt of just over $600
million from running its businesses in 1994. The
company only paid out about 11 percent of that
money as dividends to its stockholders. The stockholders liked it that way because Home Depot used
the remaining half a billion dollars to open 126
new stores. And by ﬁnancing stores in this fashion
its proﬁts grew to about $940 million by the beginning of 1997.3
Reinvesting cash generated from operations is usually less expensive than borrowing money because no interest expense is involved. So internal ﬁnancing often
helps a ﬁrm earn more proﬁt than a competitor that is operating on borrowed
money—even if the internally ﬁnanced company is selling at a lower price.

Expanding proﬁts may
support expanded plan

Firms that can’t get a loan or that don’t want the expense of borrowed money often
start with a less costly strategy and a plan to expand it as quickly as is allowed by
earnings. Consider the case of Sorrell Ridge, a small company that wanted to compete with the jams and jellies of big competitors like Welch’s and Smucker’s. Sorrell
Ridge started small with a strategy that focused on a better product—“spreadable fruit”
with no sugar added—that was targeted at health-conscious consumers. After paying
to update its production facilities, Sorrell Ridge didn’t have much working capital to
pay for promotion and other marketing expenses. So it turned to health-food wholesalers and retailers to give the product a promotion push in the channel. As proﬁts
from the health-food channel started to grow, Sorrell Ridge used some of the money
for local TV and print ads in big cities in the Northeast. The ads increased consumer
demand for Sorrell Ridge’s spreads and helped get shelf space from supermarkets in
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that region. Success from selling through supermarkets in the Northeast generated
more volume and proﬁt, which provided Sorrell Ridge with the ﬁnancial base to enter
the big California market. The big supermarket chains there wouldn’t consider carrying a new fruit spread without a lot of trade promotion, including hefty stocking
allowances. Sorrell Ridge had the money to pay for a coupon program to stimulate
consumer trial, but that didn’t leave enough money for the stocking allowance. However, the marketing manager had a creative idea that involved giving retailers the
stocking allowance in the form of a credit against future purchases rather than cash
up front. With a plan for that blend of trade and consumer promotion in place, one
of the best food brokers in California agreed to take on the line. And expanding into
the new market resulted in proﬁtable growth.4
As the Sorrell Ridge case shows, a ﬁrm with limited resources can sometimes
develop a plan that allows for growth through internally generated money. On the
other hand, a company with a mature product that has limited growth potential can
invest the earnings from that product in developing a new opportunity that is more
proﬁtable. Lotus Development, the software company, is a good example. It used
proﬁts from its Lotus 1-2-3 spreadsheet, which faced tough competition from
Microsoft’s Excel, to fund the development of Lotus Notes, an innovative product
for the fast-growing segment of computer users who wanted an easy way to communicate with other networked members of their work group.

Cash ﬂow looks at
when money will be
available

A marketing manager who wants to plan strategies based on the expected ﬂow of
internal funding needs a good idea of how much cash will be available. A cash ﬂow
statement is a ﬁnancial report that forecasts how much cash will be available after
paying expenses. The amount that’s available isn’t always just the bottom line or net
proﬁt ﬁgure shown on the ﬁrm’s operating statement. Some expenses, like depreciation of facilities, are subtracted from revenue for tax and accounting purposes but do
not actually involve writing a check. So in determining cash ﬂow, managers often
look at a company’s earnings before subtracting out these noncash expenses.5

Adjusting the strategy
to money that’s
available

Most ﬁrms rely on a combination of internal and external capital. An adequate
overall amount of capital makes it possible to expand more rapidly or to implement
a more ambitious plan from the outset. However, when a marketing manager must
rely, at least in part, on internally generated funds to make a strategy self-supporting,
that may need to be considered in selecting between alternative strategies or in
speciﬁc marketing mix decisions for a given strategy.

Improve return of
current investment

When ﬁnances are tight, it’s sensible to look for strategy alternatives that help
get a better return on money that’s already invested. A ﬁrm that sells diagnostic
equipment to hospitals might look for another related product for its current salespeople to sell while calling on the same customers. Similarly, a ﬁrm that has a
successful domestic product might look for new international markets where little
or no modiﬁcation of the product would be required. A ﬁrm that is constantly ﬁghting to rewin customers might be better off with a program that offers loyal customers
a discount; the increase in the number of customers served might more than offset
the lost revenue per sale. Any increase in revenue and proﬁt contribution that the
strategy generates—without increasing ﬁxed costs and capital invested—increases
proﬁt and the ﬁrm’s return on investment.

Market mix decisions
affect capital needed

Strategy decisions within each of the marketing mix areas often have signiﬁcantly
different capital requirements. For example, offering more models, package sizes, ﬂavors, or colors of a product will almost certainly increase front-end capital needs
and increase costs.
Place decisions often have signiﬁcant ﬁnancial implications, depending on how
responsibilities are shifted and shared in the channel. Indirect distribution usually

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

20. Managing Marketing’s
Link with Other Functional
Areas

© The McGraw−Hill
Companies, 2002

Text

Managing Marketing’s Link with Other Functional Areas

585

requires less investment capital than direct approaches. Merchant wholesalers and
retailers who pay for products when they purchase them, and who pay the costs of
carrying inventory, help a producer’s cash ﬂow. Working with public warehousers
and transportation ﬁrms may help reduce the capital requirements for logistics
facilities.
Promotion blends that focus on stimulating consumer pull usually require a big
front-end investment in advertising and consumer promotions. For example, it’s not
unusual for a consumer packaged goods producer to spend half of a new product’s
ﬁrst-year sales revenue on advertising. Thus, it may be less risky for a ﬁrm with limited capital to put more emphasis on a strategy that relies on push rather than pull.
Similarly, capital requirements are less when intermediaries take on much of the
responsibility for promotion in the channel.

Production Must Be Coordinated with the Marketing Plan
Production capacity
takes many forms

In screening product-market opportunities, a marketing manager needs to have
a realistic understanding of what is involved in turning a product concept into something the ﬁrm can really deliver. If a ﬁrm is going to pursue an opportunity, it’s also
critical that there be effective coordination between marketing planning and
production capacity—the ability to produce a certain quantity and quality of
speciﬁc goods or services.
Different aspects of production capacity have different impacts on marketing
planning, so we’ll consider this topic in more depth.6

Use excess capacity
to improve proﬁts

If a ﬁrm has unused production capacity, it’s sensible for a marketing manager to
try to identify new markets or new products that make more effective use of that
investment. For example, a company that produces rubber ﬂoor mats for automobiles might be able to add a similar line of ﬂoor mats for pickup trucks. Expanded
production might result in lower costs and better proﬁts for the mats the ﬁrm was
already producing—because of economies of scale. In addition, revenue and proﬁt
contribution from the new products could improve the return on investment the
ﬁrm had already made.
If a ﬁrm’s production capacity is ﬂexible, many different marketing opportunities
might be possible. For example, in light of growing consumer interest in fancy sport
utility vehicles, the marketing manager for the ﬁrm above might see even better
proﬁt potential in color-coordinated rubber cargo area liners than in commodity
ﬂoor mats. Opportunities further away from its current markets might be relevant
too. For example, there might be better growth and proﬁts in static-electricity-free
mats for Internet server equipment than for auto accessories.

Excess capacity may
be a safety net

While excess capacity can be costly, it can also serve as a safety net if demand
suddenly picks up. For example, many ﬁrms that make products for the construction industry faced costly excess capacity during the early 1990s. However, many of
those ﬁrms were glad that they had that capacity when construction turned into a
booming market a few years later. Whether excess capacity is a wasteful cost or a
safety net for handling unexpected demand depends on the opportunity costs and
likelihood of the two situations.

Or it may be a
signal of problems

Excess capacity may exist because the market for what a ﬁrm can produce never
really materialized or has moved into long-term decline. Excess capacity may also
indicate that there’s too much competition—with many other ﬁrms all ﬁghting for
the same ﬁxed demand. In situations like these, rather than struggling to ﬁnd minor
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improvements in capacity use, it might be better for the marketing manager to lead
the ﬁrm toward other, more proﬁtable alternatives.

Slow adjustments
result in stock-outs

Another aspect of ﬂexibility concerns how quickly and easily a ﬁrm can adjust
the quantity of a product it produces. This can be especially important when
demand is uncertain. If a new marketing mix is more successful than expected,
demand can quickly outstrip supply. This happened to Frito-Lay when it developed
WOW! fat-free snack chips using its Olestra fat substitute. It was hard to predict
how people would react to the chips because the FDA required a warning label that
the chips might cause abdominal cramping and diarrhea. That’s not exactly the message the brand manager wanted the package to send! Even so, diet-conscious chip
lovers were so enthusiastic about the chips that they were quickly out-of-stock at
most supermarkets.7

Scarce supply wastes
marketing effort

This kind of problem can be serious. Promotion spending is wasted if supply can’t
keep up with demand. Further, stock-outs frustrate both consumers and channel
members. This may give a more nimble competitor the opportunity to introduce an
imitation product. By the time the original innovator is able to increase production, consumers may already be loyal to the other brand.

Staged distribution
may match capacity

Problems of matching supply and demand are likely to be greatest when a
marketing plan calls for quick expansion into many different market areas all at
once. That’s one reason a marketing manager may plan a regional rollout of a new
product. Similarly, initial distribution may focus on certain types of channels—say,
drugstores alone rather than drugstores and supermarkets. Experience with the early
stages of the implementation effort can help the marketing manager determine how
much promotion effort is required to keep distribution channels full and avoid
stock-outs.

Virtual corporations
may not make anything
at all

Many ﬁrms are ﬁnding that they can satisfy customers and build proﬁts without
doing any production in house. Instead, they look for capable suppliers to produce
a product that meets the specs laid out in the ﬁrm’s marketing plan. This is the

When Kellogg’s introduced Rice
Krispies Treats Squares,
production couldn’t keep up with
the unexpectedly high demand.
So Kellogg’s used advertising to
tell consumers and retailers about
the shortages and to ask them to
be patient. When the squares
were back in stock, Kellogg’s
again used advertising to
communicate with consumers.
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A ﬁrm that outsources some or
all of its production may have
more ﬂexibility to enter attractive
new product-markets.

approach that Sara Lee is taking. It’s selling off the factories that make its apparel
products—brands like Champion and Hanes and Playtex. The idea is that Sara Lee
will just buy the goods that it wants from independent manufacturers who will produce to its specs. The company thinks that this is attractive to investors because it
moves the company away from running knitting machines, which “is a business of
yesterday,” and into the knowledge business of building its brands. However, this
could be risky. Sara Lee will still be competing in a low-growth, mature market
whether it does the manufacturing or someone else does. Further, the reputation of
a brand often depends on the quality of the manufacturing behind it.
Of course, some ﬁrms are making this work and work well. At the extreme, a
ﬁrm may even act like a virtual corporation—where the ﬁrm is primarily a coordinator—with a good marketing concept. Consider the case of Calvin Klein fashions.
At one time Calvin Klein was a large manufacturer of underwear and jeans. However, the company was better at analyzing markets, designing fashions, and
marketing them than it was at production. So the ﬁrm sold its factories and arranged
for other companies to make the products that carry the Calvin Klein brand.8
Outsourcing production may increase a ﬁrm’s ﬂexibility in some ways, but costs
are often higher, and it may be difﬁcult or even impossible to control quality. Similarly, product availability may be unpredictable. If several ﬁrms are involved in
producing the ﬁnal product, coordination and logistics problems may arise.
A company with a line of accessories for bicycle riders faced this problem when
it decided to introduce a water bottle. Its other products were metal, so it turned
to outside suppliers to produce the plastic bottles. However, getting the job done
required three suppliers. One made the bottles, another printed the colorful designs
on them, and the third attached a clip to hold the bottle to a bike.
Moving the product from one specialist to another added costs, and whenever
one supplier hit a snag, all of the others were affected. The ﬁrm was constantly
struggling to ﬁll orders on time, and too often it was losing the battle. To avoid
these problems, the ﬁrm invested in its own production facilities.9

Design ﬂexibility
into operations

Because production ﬂexibility can give a ﬁrm a competitive advantage in meeting a target market’s needs better or faster, many ﬁrms are trying to design more
ﬂexibility into their operations. In fact, without ﬂexible production it may not
be possible for a ﬁrm to provide business customers with just-in-time delivery or
rapid response to orders placed by EDI or some other type of e-commerce reorder
system.
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Producing to order
requires ﬂexibility too

By contrast, ﬂexible manufacturing systems may make it possible for a ﬁrm to
better respond to customer needs. This is a key advantage of Dell Computer’s Internet order approach. Early on, most other computer ﬁrms produced large quantities
of standardized computers and then shipped them to dealers for resale. If the dealer
didn’t have the right model in stock, it often took weeks to get it. Dell’s approach
allowed customers to order whatever computer conﬁguration they wanted—then
the parts were assembled to match the order. This reduced the cost of ﬁnished goods
inventories, precisely matched output to customer needs, and kept everyone focused
on satisfying each customer. It’s been hard for ﬁrms like Compaq to directly copy
this approach without alienating the dealers that it relies on. But it’s trying a variation of the same idea. Compaq ships bare-bones computers to the dealer, and the
dealer’s service department installs the accessories that the customer wants. Here
ﬂexibility is achieved by combining efforts at different levels of the channel.10

Mass customization—
serves individual needs

Of course, automobile companies, producers of specialized machine tools, and
other types of manufacturers, as well as many service ﬁrms, have been creating products based on speciﬁc orders from individual customers for a long time. However, a
wide variety of companies are now looking for innovative ways to serve smaller segments of customers by using mass customization—tailoring the principles of mass
production to meet the unique needs of individual customers.
Note that using the principles of mass production is not the same thing as trying to appeal to everyone in some mass market. With the mass-customization
approach, a ﬁrm may still focus on certain market segments within a broad product-market. However, in serving individuals within those target segments it tries to
get a competitive advantage by ﬁnding a low-cost way to give each customer more
or better choices.
The changes that are coming with mass customization are illustrated by Levi’s
Personal Pair personalized jeans program for women, which is offered in select Levi’s
stores. With this program, a woman goes to a participating retail store and is carefully measured by a trained ﬁt consultant. These measurements are entered into a
computer that generates a pair of prototype trial jeans with these measurements.
The customer tries on that prototype for ﬁt; if necessary, other prototypes or modiﬁcations of measurements may be tried. When the customer is satisﬁed, the
measurements are sent via computer to the Levi’s factory, where sewing operators
construct the jeans. In about three weeks, the jeans are ready at the store, or they
can be shipped directly to the customer via express mail. The customer’s measurements are kept in a database to make it easy to place future orders—perhaps in a
different color, ﬁnish, or style.
Mass customization is not limited to consumer products. Andersen gives builders
and architects a software disk that they use to design their own custom windows.
Similarly, sales reps for ChemStation, a ﬁrm that produces industrial detergents,
work closely with customers to understand their special cleaning needs—a car wash
wants something very different from a metal-working plant. Then scientists in
ChemStation develop just the right product—with the correct amount of foam,

Lear Corp. has designed
modular, interchangeable
components that make it
possible for car buyers to
customize their car interiors. This
sort of mass customization could
become available in the near
future.
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Baldor Electric Company produces and markets
electric motors. While sales in recent times have
been depressed by a weak economy, Baldor has
weathered bad markets in the past. One of the
worst times was about 15 years ago. Back then,
demand for electric motors was in a slump. Worse,
producers in Asia were pumping out low-cost commodity-type motors from automated factories. The
market was so tough that Westinghouse, the original developer of the electric motor, got out of the
business altogether. Yet Baldor’s sales have
increased ﬁve times over since that time, and its
proﬁts have been on an upward trend. So how has
Baldor, an old company in a mature market,
achieved proﬁtable growth?
Rather than trying to compete with motors like
those available from many suppliers, Baldor focused
on speciﬁc target markets. It came out with special
motors, like the one to run heart pumps in hospitals or
the 500-horsepower unit for rolling steel. The R&D
group also added computer controllers to motors to
improve their value to the customer and to work with

factory automation systems that are replacing old
approaches. In fact, Baldor’s innovations recently
earned a “Product of the Year” Gold Award from a
major trade magazine. That kind of publicity brings in
inquiries and gives Baldor’s knowledgeable sales reps
the chance to work with individual customers to help
them increase their productivity. For example, in a
recent sale Baldor’s drive doubled the output from the
equipment in a customer’s factory. Individually, these
specialized motors are not big sellers. Rather, Baldor’s
strategy takes advantage of ﬂexible production to
focus on getting higher margins on each motor.
Baldor also expanded distribution into 55
countries. And to make it easy for customers worldwide to get information, Baldor supplements its
website (www.baldor.com) with an electronic catalog
on a CD. Its CD includes CAD drawings, performance
data, and installation manuals for over 2,500 Baldor
motors. Product designers in customer-ﬁrms use it to
pick the right motor, and it also helps the customerﬁrm train its employees. All of these innovations mean
that Baldor can command a premium price.11

grease cutting, grit, and the like. After starting this program, ChemStation’s proﬁt
margins doubled.12

Internet

Internet Exercise Nike offers an online service in which customers can
design their own shoes. Go to the Nike website (www.nike.com), select USA,
then select Nike iD, and check out this feature. What do you think are the
major (1) strengths and (2) weaknesses of Nike’s service?

Batched production
requires inventories

If it is expensive for a ﬁrm to switch from producing one product (or product
line) to another, it may have no alternative but to produce in large batches and
maintain large inventories. Then it can supply demand from inventory while it is
producing some other product. However, a ﬁrm that must pay the costs of carrying
extra inventory to avoid stock-outs may not be able to compete with a ﬁrm that
has more ﬂexible production.
Excess inventory that can’t be sold using the ﬁrm’s normal strategy can become
a big problem. In some industries there are specialized middlemen whose primary
job is to buy and liquidate excess inventories. There has been a significant
increase in the buying and selling of excess, surplus, or obsolete inventory during the past few years, mainly because the Internet makes it possible for buyers
to locate sellers and vice versa. Sometimes the inventory is sold with an online
auction. The selling price may be high or low, depending on demand at that
particular time.

Where products are
produced matters

A marketing manager also needs to carefully consider the marketing implications of where products are produced. It often does make sense for a firm to
produce where it can produce most economically, if the cost of transporting and
storing products to match demand doesn’t offset the savings. On the other hand,
production in areas distant from customers can make the distribution job much
more complicated.
589

www.mhhe.com/fourps

Baldor Electric Gets Wired for Worldwide Proﬁts
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Alien Workshop, which markets
skateboarding and snowboarding
equipment and apparel, was
growing rapidly and needed to
move into larger facilities. Key
Corp, a provider of ﬁnancial
services, helped the ﬁrm develop
a plan that made its growth
objectives achievable.

Offshore operations
may complicate
marketing

As an interesting example, consider the marketing implications of Hanes’ decision to use offshore production for many of its men’s underwear products. Buyers for
mass-merchandiser chains, like Wal-Mart and Kmart, put constant pressure on
Hanes to ﬁnd ways to cut prices. That’s why much of the sewing work on Hanes
underwear is done in the Caribbean Islands where labor costs are low.
However, the only practical way to transport the bulky and inexpensive ﬁnished
products back to the U.S. market is by boat. Boats are slow, and clearing customs
can add further delays. At the port, the bulk cases of underwear must be handled
again and broken down into quantities and assortments for shipping to the retailers’ distribution centers. And at the distribution centers the cases need to be grouped
with other products going to a speciﬁc store. All of these steps are necessary to meet
customers’ needs, but they also make it difﬁcult to quickly adjust supply.13

Some critics object to
overseas production

Marketing managers must be aware of and sensitive to criticisms that may arise
concerning overseas production. Some of these concerns relate to nationalism. But
other issues are sometimes at stake.
Although overseas production may reduce prices for domestic consumers, some
critics argue that the costs are only lower because the work is handled in countries
with lower workplace safety standards and fewer employee protections. At the
extreme, some ﬁrms have been boycotted for relying on Chinese suppliers who were
accused of using political prisoners as slave labor.
Marketing managers can’t ignore such concerns. Just as a ﬁrm has a social responsibility in the country where it sells products, it also has a social responsibility to
the people who produce its products. However, pay or safety standards that seem
low in developed nations may make it possible for workers in an undeveloped nation
to have a better, healthier life.14

Service ﬁrms may
transfer some tasks

Firms that produce services often must locate near their customers. However,
some service ﬁrms are ﬁnding ways to reduce the cost of some of their production
work with task transfer—using telecommunications to move service operations to
places where there are pools of skilled workers. For example, Bank of America puts
its automatic teller machines and branch ofﬁces where they’re convenient for customers, but many of the programmers who do its backroom computer work are in
India.

Price must cover
production costs

In Chapter 18, we analyzed various cost curves and how they ﬁt, along with
demand curves, into the pricing puzzle. Production costs are usually an important
part of the overall costs that must be considered in pricing, so a marketing manager
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needs to have a reasonable understanding of the costs associated with production—
especially when product features called for in the marketing plan drive costs.

Cut costs that
don’t add value
for customers

A well-informed marketing manager can play an important role in working
with production people to decide which costs are necessary to add value that
meets customer needs and which are just added expense with little real beneﬁt.
For example, a software ﬁrm was providing a very detailed instruction book along
with the disks in its distribution package. The book was running up costs and
causing delays because it needed to be changed and reprinted every time the ﬁrm
came out with a new version of its software. The marketing manager realized that
most of the detail in the book wasn’t necessary. When users of the software had
a problem, they didn’t want to search for the book but instead wanted the information on the computer screen. Providing the updated information on the disk
was faster and cheaper than printing the book. Further, packaging costs were lower
without the book. And as icing on the cake, customers were more satisﬁed with
the online help.
In a situation like this, it is easy to identify speciﬁc costs associated with the production job. However, often it’s difﬁcult to get a good handle on all of the costs
associated with a product without help from the ﬁrm’s accountants.

Accounting Data Can Help in Understanding Costs and Proﬁt
Accounting data that helps managers track where costs and proﬁt are coming
from is an important aid for strategy decisions. Unfortunately, accounting statements
that are prepared for tax purposes and for outside investors often aren’t helpful for
managers who need to make decisions about marketing strategy.
Understanding proﬁtability depends on being able to identify the speciﬁc costs
of different goods and services. You saw this in the last chapter when two basic
approaches to handling costs—the full-cost approach and the contribution-margin
approach—resulted in different views of proﬁtability. At that point, however, we
didn’t go into any detail about how marketing managers and accountants can work
together to get a better understanding of costs—especially how to allocate costs that
seem to be common to several products or customers making allocation of costs difﬁcult. In recent years, some accountants have devoted more attention to approaches
to this problem and given it the name “activity-based accounting.” In spite of the
new name, the basic ideas behind marketing cost analysis were developed years ago
by a marketing specialist.15
Marketing cost analysis usually requires a new way of classifying accounting data.
Instead of using the type of accounts typically used for ﬁnancial analysis, we have
to use functional accounts.

Natural versus
functional accounts—
what is the purpose?

Natural accounts are the categories to which various costs are charged in the
normal ﬁnancial accounting cycle. These accounts include salaries, wages, social
security, taxes, supplies, raw materials, auto, gas and oil expenses, advertising, and
others. These accounts are called natural because they have the names of their
expense categories.
However, factories don’t use this approach to cost analysis—and it’s not the one
we will use. In the factory, functional accounts show the purpose for which expenditures are made. Factory functional accounts include shearing, milling, grinding,
ﬂoor cleaning, maintenance, and so on. Factory cost accounting records are organized so that managers can determine the cost of particular products or jobs and
their likely contribution to proﬁt.
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Marketing managers often need
to assign costs to speciﬁc
products or customers to be able
to understand the proﬁtability of
different possible strategies.

Marketing jobs are done for speciﬁc purposes too. With some planning, the costs
of marketing can also be assigned to speciﬁc categories, such as customers and products. Then their proﬁtability can be calculated.

Internet

Internet Exercise ITW, Inc., has a variety of different businesses that produce different products. ITW mainly targets business markets, but its ITW
Brands division sells through home improvement retailers. Go to the ITW
website (www.itwinc.com) and then select the list of other ITW websites. After
you brieﬂy review the descriptions of ITW’s different websites, select ITW
Brands and study it in more detail. From a cost standpoint, does it make
sense to have a unit like ITW Brands? Why or why not?

First, get costs into
functional accounts

The ﬁrst step in marketing cost analysis is to reclassify all the dollar cost entries
in the natural accounts into functional cost accounts. For example, the many cost
items in the natural salary account may be allocated to functional accounts with
the following names: storing, inventory control, order assembly, packing and shipping, transporting, selling, advertising, order entry, billing, credit extension, and
accounts receivable. The same is true for rent, depreciation, heat, light, power, and
other natural accounts.
The way natural account amounts are shifted to functional accounts depends on
the ﬁrm’s method of operation. It may require time studies, space measurements,
actual counts, and managers’ estimates.

Then reallocate to
evaluate proﬁtability of
proﬁt centers

The next step is to reallocate the functional costs to those items—or customers
or market segments—for which the amounts were spent. The most common
reallocation of functional costs is to products and customers. After these costs are
allocated, the detailed totals can be combined in any way desired—for example, by
product or customer class, region, and so on.
The costs allocated to the functional accounts equal, in total, those in the natural
accounts. They’re just organized differently. But instead of being used only to show total
company proﬁts, the costs can now be used to calculate the proﬁtability of territories,
products, customers, salespeople, price classes, order sizes, distribution methods, sales
methods, or any other breakdown desired. Each unit can be treated as a proﬁt center.
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Sales
Cost of sales
Gross margin
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$17,000
11,900
5,100

Expenses:
Salaries
Rent
Wrapping supplies
Stationery and stamps
Ofﬁce equipment

$2,500
500
1,012
50
100
4,162

Net proﬁt

Cost analysis helps
track down the loser

$

938

The following example illustrates these ideas. This case is simpliﬁed, and the
numbers are small, so you can follow each step. However, you can use the same
basic approach in more complicated situations.
In this case, the usual ﬁnancial accounting approach, with natural accounts,
shows that the company made a proﬁt of $938 last month (Exhibit 20-2). But such
a proﬁt and loss statement doesn’t show the proﬁtability of the company’s three customers. So the managers decide to use marketing cost analysis because they want
to know whether a change in the marketing mix will improve proﬁt.
First, we distribute the costs in the ﬁve natural accounts to four functional
accounts—sales, packaging, advertising, and billing and collection (see Exhibit
20-3)—according to the functional reason for the expenses. Speciﬁcally, $1,000 of
the total salary cost is for sales reps who seldom even come into the ofﬁce since
their job is to call on customers; $900 of the salary cost is for packaging labor; and
$600 is for ofﬁce help. Assume that the ofﬁce force split its time about evenly
between addressing advertising material and billing and collection. So we split the
$600 evenly into these two functional accounts.
The $500 for rent is for the entire building. But the company uses 80 percent of
its ﬂoor space for packaging and 20 percent for the ofﬁce. Thus $400 is allocated
to the packaging account. We divide the remaining $100 evenly between the advertising and billing accounts because these functions use the ofﬁce space about equally.
Stationery, stamps, and ofﬁce equipment charges are allocated equally to the latter
two accounts for the same reason. Charges for wrapping supplies are allocated to
the packaging account because these supplies are used in packaging. In another

Exhibit 20-3 Spreading Natural Accounts to Functional Accounts
Functional Accounts

Sales

Packaging

Advertising

Billing
and
Collection

$1,000

$ 900

$300

$300

500

400

50

50

1,012

1,012

50

25

25

100

50

50

$425

$425

Natural Accounts
Salaries
Rent
Wrapping supplies
Stationery and stamps
Ofﬁce equipment
Total

$2,500

$4,162

$1,000

$2,312
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Exhibit 20-4 Basic Data for Cost and Proﬁt Analysis Example

Products
A

Cost/Unit
$

Selling
Price/Unit

Number of
Units Sold
in Period

Sales
Volume
in Period

Relative
“Bulk”
per Unit

Packaging
“Units”

7

$ 10

1,000

$10,000

1

1,000

B

35

50

100

5,000

3

300

C

140

200

10

2,000

6

1,110

$17,000

Number of
Sales Calls
in Period

Number of
Orders Placed
in Period

Smith

30

Customers

60
1,360

Number of Each
Product Ordered in Period
A

B

C

30

900

30

0

Jones

40

3

90

30

3

Brown

30

1

10

40

7

Total

100

34

1,000

100

10

situation, different allocations and even different accounts may be sensible—but
these work here.
Allocating functional cost to customers

Now we can calculate the proﬁtability of the company’s three customers. But we
need more information before we can allocate these functional accounts to customers or products. It is presented in Exhibit 20-4.
Exhibit 20-4 shows that the company’s three products vary in cost, selling price,
and sales volume. The products also have different sizes, and the packaging costs
aren’t related to the selling price. So when packaging costs are allocated to products,
size must be considered. We can do this by computing a new measure—a packaging
unit—which is used to allocate the costs in the packaging account. Packaging units
adjust for relative size and the number of each type of product sold. For example,
Product C is six times larger than A. While the company sells only 10 units of Product C, it is bulky and requires 10 times 6, or 60 packaging units. So we must allocate
more of the costs in the packaging account to each unit of Product C.
Exhibit 20-4 also shows that the three customers require different amounts of sales
effort, place different numbers of orders, and buy different product combinations.
Jones seems to require more sales calls. Smith places many orders that must be
processed in the ofﬁce, with increased billing expense. Brown placed only one
order—for 70 percent of the sales of high-valued Product C.
Exhibit 20-5 shows the computations for allocating the functional amounts to
the three customers. There were 100 sales calls in the period. Assuming that all
calls took the same amount of time, we can ﬁgure the average cost per call by dividing the $1,000 sales cost by 100 calls—giving an average cost of $10. We use similar
reasoning to break down the billing and packaging account totals. Advertising during this period was for the beneﬁt of Product C only—so we split this cost among
the units of C sold.
Calculating proﬁt and loss for each customer

Now we can compute a proﬁt and loss statement for each customer. Exhibit 20-6
shows how each customer’s purchases and costs are combined to prepare a statement
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Sales calls

$1,000/100 calls



$10/call

Billing

$425/34 orders



$12.50/order

Packaging units costs

$2,312/1,360 packaging units



$1.70/packaging unit or
$1.70 for Product A
$5.10 for Product B
$10.20 for Product C

Advertising

$425/10 units of C



$42.50/unit of C

for each customer. The sum of each of the four major components (sales, cost of
sales, expenses, and proﬁt) is the same as on the original statement (Exhibit 20-2)—
all we’ve done is rearrange and rename the data.
For example, Smith bought 900 units of A at $10 each and 300 units of B at
$50 each—for the respective sales totals ($9,000 and $1,500) shown in Exhibit
20-6. We compute cost of sales in the same way. Expenses require various calculations. Thirty sales calls cost $300—30  $10 each. Smith placed 30 orders at
an average cost of $12.50 each for a total ordering cost of $375. Total packaging
costs amounted to $1,530 for A (900 units purchased  $1.70 per unit) and $153
for B (30 units purchased  $5.10 per unit). There were no packaging costs for
C because Smith didn’t buy any of Product C. Neither were any advertising costs

Exhibit 20-6 Proﬁt and Loss Statements for Customers

Smith

Jones

Whole
Company

Brown

Sales
Product A

$9,000

Product B

1,500

$

900

$

1,500

Product C

600

Total sales

$10,500

100
2,000
1,400

$ 3,000

$ 3,500

$17,000

Cost of Sales
Product A

6,300

630

70

Product B

1,050

1,050

1,400

420

980

Product C
Total cost of sales
Gross margin

7,350

2,100

2,450

11,900

3,150

900

1,050

5,100

Expenses
Sales calls ($10 each)

300

400.00

300.00

Order costs ($12.50 each)

375

37.50

12.50

Product A

1,530

153.00

17.00

Product B

153

153.00

204.00

Packaging costs

Product C
Advertising
Net proﬁt (or loss)

$

30.60

71.40

127.50

297.50

2,358

901.60

902.40

792

$ (1.60)

$147.60

4,162
$

938
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charged to Smith—all advertising costs were spent promoting Product C, which
Smith didn’t buy.
Analyzing the results

We now see that Smith was the most proﬁtable customer, yielding over 75
percent of the net proﬁt.
This analysis shows that Brown was proﬁtable too—but not as proﬁtable as Smith
because Smith bought three times as much. Jones was unproﬁtable. Jones didn’t buy
very much and received one-third more sales calls.
The iceberg principle is operating again here. Although the company as a whole
is proﬁtable, customer Jones is not. But before dropping Jones, the marketing manager should study the ﬁgures and the marketing plan very carefully. Perhaps Jones
should be called on less frequently. Or maybe Jones will grow into a proﬁtable
account. Now the ﬁrm is at least covering some ﬁxed costs by selling to Jones. Dropping this customer may only shift those ﬁxed costs to the other two customers,
making them look less attractive. (See the discussion on contribution margin in
Chapter 19.)
The marketing manager may also want to analyze the advertising costs against
results—since a heavy advertising expense is charged against each unit of Product
C. Perhaps the whole marketing plan should be revised.

Cost analysis is not
performance analysis

J.M. Huber is a company that
supplies Colgate with a key
ingredient for toothpaste. A
multidisciplinary team from
Colgate and Huber worked
together to understand all of the
costs in the supply process. Their
efforts reduced the total delivered
costs of Colgate’s ﬁnished
products by hundreds of
thousands of dollars.

Such a cost analysis is not a performance analysis, of course. If the marketing
manager budgeted costs to various jobs, it would be possible to extend this analysis
to a performance analysis. This would be logical and desirable, but many companies
have not yet moved in this direction.
Now that more accounting and marketing information is routinely available
on computers, and software to analyze it is easier to use, many managers are seizing the opportunity to do marketing cost and performance analysis—just like
factory cost accounting systems develop detailed cost estimates for products.
These changes also mean that more managers are able to compare marketing cost
and performance ﬁgures with expected ﬁgures to evaluate and control their marketing plans.
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People Put Plans into Action
People are an
important resource

A great marketing plan may fail if the right people aren’t available to implement
it. Large ﬁrms usually have a separate human resources department staffed by specialists who work with others in the ﬁrm to ensure that good people are available to do
jobs that need to be done. A small ﬁrm may not have a separate department—but
somebody (perhaps the owner or other managers) must deal with people-management
matters, like recruiting and hiring new employees, deciding how people will be compensated, and what to do when a job is not being performed well or is no longer
necessary. Human resource issues are often critically important both in a marketing
manager’s choice among different possible marketing opportunities and in the actual
implementation of marketing plans.
In this section, we’ll brieﬂy consider how and why these issues need to be considered in planning new strategies and implementing plans—especially plans that
involve major change.

New strategies usually
require people changes

New strategies often involve new and different ways of doing things. Even if such
changes are required to ensure that the ﬁrm will survive, changes often upset the
status quo and long-established vested interests of its current employees. A production manager who has spent a career becoming an expert in producing ﬁne wood
furniture may not like the idea of switching to an assemble-it-yourself line—even
if that’s what customers want. And when the market maturity stage of the product
life cycle hits, a ﬁnancial manager who looked like a hero during the proﬁtable
growth stage may not see that the picnic is over and that proﬁt growth will resume
only if the ﬁrm takes some risk and invests in a new product concept.
As these examples suggest, many of the people affected by a new strategy may not
be under the control of the marketing manager. And acting alone, the marketing
manager may not be the change agent who can instantly turn everyone in the organization into an enthusiastic supporter of the plan. However, if the marketing
manager doesn’t think about how a new strategy will affect people, and how what
people do will affect the success of the strategy, even the best strategy may fail.

New marketing strategies often
require new people or new skills
or both. Firms like GP and
Caliber help other companies
develop training programs so that
they have the people they need
to implement their strategies.
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To keep employees up-to-date
on the latest information
available, Colgate runs training
programs all over the world. This
session, in Thailand, focuses on
research insights about
consumers of personal care
products.

Communication helps
promote change

Good communication is crucial. The marketing manager must ﬁnd ways to
explain the new strategy, what needs to happen, and why. You can’t expect people
to pull together in an organizationwide effort if they don’t know what’s going on.
Such communication might be handled in meetings, memos, casual discussions,
internal newsletters, or any number of other ways, depending on the situation. However, the communication should occur. At a minimum, the marketing manager
needs to have clear communication with other managers who will participate in
preparing the ﬁrm’s personnel for a change.

Rapid growth strains
human resources

When developing a marketing plan, a pragmatic marketing manager must take a
realistic look at how quickly the ﬁrm’s personnel can get geared up for the plan or
whether it will be possible to get people who can.
Firms that are growing rapidly face special challenges in getting enough qualiﬁed
people to do what needs to be done. A fast-growing retail chain like Home Depot
that opens many new stores doesn’t just need money for new land, buildings, and
inventory. It also needs new store managers, assistant managers, sales clerks, customer service people, advertising managers, computer operators, and even
maintenance people. Not all of these jobs are likely to be ﬁlled by internal promotions, so at least some of the “new blood” have to learn about the culture of the
company, its customers, and its products at the same time they are learning the nuts
and bolts of performing their jobs well. Hiring people and getting them up to speed
takes time and energy.

Allow time for training
and other changes

Training is important in situations like this; but training, like other organizational
changes, takes time. A marketing manager who wants to reorganize the ﬁrm’s sale force
so that salespeople are assigned to speciﬁc customers rather than by speciﬁc product
line may have a great idea, but it can’t be implemented overnight. A salesperson who
is supposed to be a specialist in meeting the needs of a certain customer won’t be able
to do a very good job if all he or she knows about is the speciﬁc product that was previously the focus. So the plan would need to include time for training to take place.

Each change may
result in several others

A change in sales assignments is also likely to require changes in compensation.
Someone needs to ﬁgure out the speciﬁcs of the new compensation system, and
accountants need time to adjust their computer programs to make certain that the
salespeople actually get paid. Similarly, the changes in the sales force are likely
to require changes in who they report to and the structure of sales management
assignments.
Our objective in this example is not just to detail the changes that might be
required for this speciﬁc strategy decision, but rather to highlight the more general
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point that changing people usually takes time—and only so much change can be
absorbed effectively in a limited period.

Plan time for changes
from the outset

A marketing manager who ignores the ripple effects of a change in strategy
may later expect everyone else in the organization to bend over backward, work
overtime, and otherwise do everything possible to meet a schedule that was put
together with little, or no, forethought. Certainly there are cases of heroic efforts
by people in organizations to turn someone’s vision into a reality. Yet it’s more
typical for such a plan to fall behind schedule, to run up unnecessary costs, or
to just plain fail. Marketing managers who work that way are likely to be criticized for “not having the time to do it right the ﬁrst time, but having the time
to do it over again.”

Cutbacks need human
resource plans too

If rapidly expanding marketing efforts involve human resource challenges, decisions to drop products, channels of distribution, or even certain types of customers
can be even more traumatic. In these situations, people always worry that someone
will lose his or her job—and that isn’t easy.
Dropping products or making other changes that would result in a cutback on
people doing certain jobs must be planned very carefully and with a good dose of
humanity. To the extent possible, it’s important to plan a phase-out period so that
people can make other plans. During the last decade, too many ﬁrms downsized so
rapidly that long-time employees were abruptly left with no job. Then when a strong
economy required growth and more people, they couldn’t understand why it was
hard for them to recruit!
If a phase-out is carefully planned—considering not only the implications for
production facilities and contracts with outside ﬁrms but also the people inside—it
may be possible to develop strategies that will create exciting new jobs for those
who would otherwise be displaced.16

Marketing pumps life
into an organization

This line of thinking highlights again that marketing is the heart that pumps
the lifeblood through an organization. Marketing managers who create proﬁtable
marketing strategies and implement them well create a need for a firm’s
production workers, accountants, ﬁnancial managers, lawyers, and—yes—even
its human resources people. In this chapter we’ve talked about marketing links
with those other functions; but when you get down to brass tacks, organizations
and the various departments within them consist of individuals. If the marketing
manager makes good strategy decisions—ones that lead to satisﬁed customers and
profits—each of the individuals in the organization has a chance to prosper
and grow.

Conclusion
Even when everyone in an entire company embraces
the marketing concept, coordinating marketing strategies and plans with other functional areas is a challenge.
Yet it’s a challenge that marketing managers must address. It doesn’t make sense to select a strategy that the
ﬁrm can’t implement. And implementing new plans usually requires money, people, and a way to produce goods
or services the ﬁrm will sell.

Cooperation between the marketing manager and the
ﬁnance people helps to ensure that there’s enough money
available for the initial one-time investments and ongoing working capital needed to implement a marketing
plan. If money comes from outside investors, the marketing manager may need to develop a strategy that satisﬁes
them as well as customers. If the money available is limited, the strategy may need to be scaled back in various
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ways, or the marketing manager may need to ﬁnd
creative ways to phase in a strategy over time so that it
generates enough cash ﬂow to “pay its own way.”
There also needs to be close coordination between a
ﬁrm’s production specialists and the marketing plan. To
get that coordination, the marketing manager needs to
consider the ﬁrm’s production capacity when evaluating
alternative strategies. And ﬂexibility in production may
allow the ﬁrm to pursue different strategies at the same
time or to switch strategies more easily when new opportunities develop.
Figuring out the proﬁtability of a strategy, product,
or customer often requires a real understanding of
costs—production costs, marketing costs, and other
costs that may accumulate. Traditional accounting reports are often not very useful in pinpointing these
costs. However, marketing managers and accountants
are now working together to get more accurate cost information—by developing functional accounts rather
than just relying on natural accounts typically used for
ﬁnancial analysis.
Money, facilities, and information are all important
in developing a successful strategy, but most strategies

are implemented by people. So a marketing manager
must also be concerned with the availability and skills of
the ﬁrm’s people—its human resources. New marketing
strategies may upset established ways of doing things.
Plans need to be clearly communicated so that everyone
knows what to expect. Further, plans need to take into
consideration the time and effort that will be required to
get people up to speed on the new jobs they will be expected to do.
Making the strategic planning decisions that concern how a firm is going to use its overall
resources—from marketing, production, ﬁnance, and
other areas—is the responsibility of the chief executive ofﬁcer, not the marketing manager. Further, the
marketing manager usually can’t dictate what a manager in some other department should do. However, it
is sensible for the marketing manager to make recommendations on these matters. And marketing
strategies and plans that the marketing manager recommends are more likely to be accepted, and then
successfully implemented, if the links between marketing and other functional areas have been carefully
considered from the outset.

Questions and Problems

1. Identify some of the ways that a ﬁrm can raise
money to support a new marketing plan. Give the
advantages and limitations—from a marketing
manager’s perspective—of each approach.
2. An entrepreneur who started a chain of auto service centers to do fast oil changes wants to quickly
expand by building new facilities in new markets
but doesn’t have enough capital. His ﬁnancial advisor suggested that he might be able to get
around the ﬁnancial constraint and still grow rapidly if he franchised his idea. That way the
franchisees would invest to build their own centers, but fees from the franchise agreement would
also provide cash flow to build more companyowned outlets. Do you think this is a good idea?
Why or why not?
3. Explain, in your own words, why investors in a ﬁrm’s
stock might be interested in a ﬁrm’s marketing manager developing a new growth-oriented strategy.
Would it be just as good, from the investors’ standpoint, for the manager to just maintain the same
level of proﬁts? Why or why not?
4. A woman with extensive experience in home health
care and a good marketing plan has approached a
bank for a loan, most of which she has explained she

intends to “invest in advertising designed to recruit
part-time nurses and to attract home-care patients
for her ﬁrm’s services.” Other than the furniture in
her leased ofﬁce space, she has few assets. Is the bank
likely to loan her the money? Why?
5. Could the idea of mass customization be used by a
publisher of college textbooks to allow different instructors to order customized teaching materials—
perhaps even unique books made up of chapters
from a number of different existing books? What do
you think would be the major advantages and disadvantages of this approach?
6. Give examples of two different ways that a ﬁrm’s
production capacity might inﬂuence a marketing
manager’s choice of a marketing strategy.
7. Is a small company’s ﬂexibility increased or decreased by turning to outside suppliers to produce
the products it sells? Explain your thinking.
8. Explain how a marketing manager’s sales forecast for
a new marketing plan might be used by
a.
b.
c.
d.

A ﬁnancial manager.
An accountant.
A production manager.
A human resources manager.
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9. Explain the difference between natural accounts
and functional accounts.
10. Could the approaches to cost allocation that we discussed in this chapter apply to a ﬁrm, like a travel
agency, that produces only services? Explain your
thinking.

11. What types of human resource issues does a marketing
manager face when planning to expand sales operations from a branch ofﬁce in a new overseas market?
Are the problems any different than they would be in
a new domestic market?

Suggested Cases
17. Enviro Pure Water, Inc.
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35. Romano’s Take-Out, Inc.
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When You Finish
This Chapter, You
Should
1. Know the content
of and differences
among strategies,
marketing plans, and
a marketing program.
2. Understand, in
detail, all of the
elements of the
marketing strategy
planning process and
the strategy decisions
for the four Ps.
3. Understand why
the product classes
and typical mixes
should be considered
when developing a
marketing plan.
4. Understand ways
the marketing strategy and marketing
plan is likely to need
to change at different
stages of the product
life cycle.
5. Understand the
basic forecasting
approaches and why
they are used to evaluate the proﬁtability of
potential strategies.
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Chapter
Twenty-One
Developing
Innovative Marketing
Plans
Marketing managers recently

value. Let’s look at what they did.

went through the marketing strat-

This case is longer than others

egy planning process to develop

we’ve covered—to help you review

an innovative plan that created

what is in a marketing plan and the

proﬁtable growth for Maytag by

process of creating one. As you

offering target customers superior

read the case, relate it to the ideas
you’ve studied throughout the text.
Changes in the external environment called for a new strategy. The
U.S. Department of Energy (DOE)

6. Know what is
involved in preparing
a marketing plan,
including estimates of
costs and revenue
and speciﬁcation of
other time-related
details.

was considering new regulations to require that clothes
washers use less water and
energy. The U.S. uses three
times as much water a day—
1,300 gallons per person—as

7. Understand the different ways a ﬁrm can
plan to become
involved in international marketing.
8. Understand the
important new terms
(shown in red).

the average European country.
One reason is that front-loading
clothes washers have long been

price
place
produc
promotion
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washer to make it more con-

It tested well on cleaning, but

part an economic issue. Front-

venient and to conserve water

Maytag thought it fell short in

loaders heat less water so less

and energy as well. With inputs

improving other customer ben-

energy is used, and Europeans

from marketers about broader

eﬁts. GE was further behind in

face steeper energy costs.

needs in the clothes care

working on a front-loader. But

There is also a cultural differ-

product-market they looked at

these were strong competitors,

ence. North Americans are

needs beyond just cleaning. It

so if Maytag didn’t move

more convenience-oriented, but

appeared that a consumer-

quickly they could get a lead.

front-loaders make you stoop,

oriented design could improve

they spill water on the ﬂoor,

basic beneﬁts like easier load-

functional new-product

and you can’t throw in a stray

ing and gentler care of fabrics.

development team to quickly

sock during the wash cycle.
Maytag’s R&D people

ct

Competitors were also on

Maytag formed a cross-

focus the effort. It screened

the move. Frigidaire came out

various product ideas and

thought that they could use

with a front-load unit just in

strategies on criteria such as

technology to improve the

time to be the only one tested

potential for superior customer

design of a front-loading

for a Consumer Reports article.

value, initial costs, long-term

price
place
product
promotion
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standard in Europe. This is in
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growth, social responsibility,

Maytag decided not to target

design progressed, consumer

and proﬁtability. Using nearly

just the segment that con-

tests showed that consumers

40 pieces of consumer

served energy; that was not a

liked the unique beneﬁts and

research, the team reﬁned

qualifying dimension. Instead

were willing to pay for them.

what the strategy might be

they combined several seg-

Financial analysis of the

and what it would cost.

ments into a larger target

marketing plan for this new

market. The main qualifying

product indicated that it could

that Maytag’s advantages

dimension was the ability to

meet Maytag’s objectives, so

included a strong dealer

pay for a dependable washer

Maytag invested the money to

network, the technical skills to

that provided superior clean-

put the plan into action.

develop the product, and the

ing. Determining dimensions

ﬁnancial resources to do it.

were interests in saving time,

memorable brand name—

Major threats were mainly

hassle, and expense while get-

Neptune. The existing market-

related to competitors’ efforts

ting better results.

ing program positioned

S.W.O.T. analysis showed

The new product needed a

and consumers’ prior attitudes

The design of the washing

about front-loading machines.

machine evolved from target

people,” so the plan called for

Addressing those threats

consumers’ needs, so it is dif-

a strategy that would build on

would take informing and real

ferent from most washers. The

that base but also position the

persuading.

stainless steel tub tilts at a 15-

new product as really new and

degree angle, which improves

superior—as “the washer for

helped to narrow down to a

visibility and reach. Cutting out

the new millennium.”

target market. Various seg-

the normal agitator increases

ments could be identiﬁed. For

load capacity by about a

example, there was a homo-

third while decreasing dam-

geneous business market. It

age to clothes. It also

consisted of owners of coin-

increases access space for

operated laundries who were

bulky items and makes load-

mainly interested in operating

ing and unloading easier. Fins

costs and attracting cus-

inside lift the clothes and

tomers. Consumer segments

then plop them back in the

were more varied. Relevant

shallow basin of water. This

ranty that would signal real

needs focused on cleaning,

eliminates spills because

dependability to consumers.

removing stains, caring for

the water level is below the

It called for a 10-year war-

fabric, and saving water or

door. In fact, it uses half the

ranty on the drive motor or

energy. Some people just

water and energy of regular

rust damage and for lifetime

wanted less hassle on wash

machines but removes tough

coverage on the stainless

days and a care-free washer.

stains better. As Maytag’s

steel wash basket.

Market segmentation

Maytag as “the dependability

The plan speciﬁed a war-
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Coverage of other parts was two years, and a year on labor. The plan also speciﬁed
a way to further differentiate Neptune with an unprecedented level of after-sale support. Neptune buyers would get Priority One Service that offers dedicated toll-free
assistance and priority scheduling should any in-home calls be required. The plan
also got down to details: The easy-to-remember toll-free number is 888-4-MAYTAG.
In stores, the washer is displayed out of the carton, so the plan focused on a package designed to protect the product during handling and, by using bar codes and
clear model labels, make logistics in the channel more efﬁcient. But the thrust of
the packaging was to protect, not promote.
While our focus here is on the washer, the plan also considered product-line
issues. It called for a matching dryer designed so that the length of wash and dry
cycles would be virtually the same. This means that a user can move load after load
from washer to dryer without the waiting that’s typical with conventional laundry
pairs. What’s more, the dryer handles Neptune’s extra large loads with ease and uses
the same angled styling—so transferring a load to the dryer is easier than ever.
To reduce start-up costs and keep the effort focused, the initial plan called for
only one model of the Neptune washer. However, a full-sized stacked version of a
combination washer/dryer was planned for later.
The plan called for a national rollout using Maytag’s established dealers. Making
a product available in so many places at once added difﬁculties, but it was consistent with the plan of using national promotion to give the product a big
introduction.
To help coordinate efforts in the channel, Maytag released stories in Merchandiser, a magazine it publishes for dealers. As channel captain, Maytag kept dealers
informed about the speciﬁc timing of the program, including when stock would be
available. Maytag salespeople got dealers’ orders and helped them to plan their own
strategies.
The plan anticipated that product availability could be a constraint if the introduction went extremely well. So dealers could participate in a program that allowed
consumers to reserve one of the early units off the production line. This preselling
activity improved inventory management, reduced stock-outs, and got sales early in
the program.
Even with these efforts at coordination, the promotion portion of the plan was
developed recognizing that some independent dealers were skeptical about carrying
and promoting a premium-price front-loader. So the plan called for a mix of push
and pull promotion.
Details of promotion planning was handled as a team effort by Maytag and Leo
Burnett, its Chicago agency. The plan called for integrated marketing communications. To make it easy for the sales force, dealers, customers, and potential customers
to remember all of Neptune’s beneﬁts, the promotion effort consistently focused on
Neptune’s four Cs—Cleaning, Convenience, Clothes Care, and Conservation. (You
can probably ﬁgure out where a group of marketing folks got the idea of using a
catchy acronym like that.)
The plan relied on different promotion methods to emphasize different beneﬁts
and objectives. For example, much of the prerelease publicity focused on conservation of water, energy, and related costs. Then initial advertising focused on
availability and cleaning beneﬁts. The marketing plan also speciﬁed tests by independent laboratories so that there would be evidence to support claims of superiority.
The distinctive advantages of the Neptune offered a particularly good opportunity to use publicity to create broad awareness and generate interest. Thus, the plan
set out an extensive set of public relations events, including a glitzy media launch
at New York’s Lincoln Center. It featured famous TV moms talking about the
Maytag washer they used—followed by the introduction of the Neptune, “the
washer for the next millennium.” This garnered widespread media attention just a
few weeks before the product launch.
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The plan also laid out an attention-getting venture with the Department of
Energy that involved benchmarking the water and energy usage of all of the washers
in a small, water-starved town in Kansas and then replacing half of them with Neptune washers. The test showed that the Neptune produced savings of 39 percent in
water usage and 58 percent in energy usage. Media coverage ranged from “NBC
Nightly News” to the front page of USA Today.
An unknown new product calls for attention-getting advertising, and that is
exactly what the plan speciﬁed. A big-budget TV commercial debuted at precisely
the same moment on both CBS and NBC and then was scheduled for frequent repetitions over the next three months. The ad features Maytag’s Lonely Repairman
out for a late-night walk with his dog. Ol’ Lonely spills a cupful of coffee down his
front when the pooch starts racing in circles. You see why when a spaceship appears
overhead, beaming down a Neptune washer and three happy little aliens. In a ﬂash,
they strip the coffee-stained uniform off Ol’ Lonely and throw it in the washer. Following a demo of the washer’s tumbling action, the now-spotless uniform reappears
on the famous repairman. As the Neptunians depart in their spaceship, Ol’ Lonely
says, “They’re never gonna believe this. A washer that removes stains.”
The plan also called for promotion support for dealers. For example, to attract
attention Maytag dealers received 20-foot-high balloons that looked like Ol’ Lonely
to put on top of their stores, as well as in-store banners, posters, and brochures.
Maytag didn’t miss the opportunity to plan interactive marketing communications. At the website (www.maytag.com) consumers could see pictures and read
about the beneﬁts of the Neptune. A website visitor who was ready to buy could
even reserve a Neptune that would be delivered by the local dealer or use an interactive dealer locator to ﬁnd a store.
The plan didn’t ignore the coin-laundry segment. The website featured a special
section on how the Neptune could help improve proﬁts for those ﬁrms. It went into
detail about savings on energy, water, and sewer costs, as well as technical matters
related to maintenance.
Of course, the plan called for dealers to pitch in with some promotion efforts of
their own, such as setting up displays to demo the Neptune in action. Dealers were
required to correctly and attractively display point-of-purchase materials. And salespeople were brought up-to-speed about Neptune’s four Cs so they could explain its
beneﬁt and help customers determine if it met their needs.
The plan called for an initial suggested list price of $1,099, which was high relative to most washers. The washer-dryer combination was about $1,700. Some
dealers, however, cut that price because the plan allowed dealers a higher than normal dollar proﬁt.
The plan anticipated that Frigidaire
and GE might cut prices when faced with
competition (and in fact that later happened). However, Maytag stuck with its
planned higher price because many consumers viewed its design as offering a better value. Further, the plan provided
information to help salespeople reduce
price sensitivity by reminding consumers
that water and energy savings from the
Neptune are about $100 a year, so it pays
for itself in 10 years.
The plan did not include use of rebates, but some utility companies offered
rebates to customers who purchased a Neptune. For example, one water company
handed out 1,500 rebates of $50 each. It ﬁgures that those Neptunes save 18,000
gallons of water a day.
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With the plan ﬁnally in operation, Neptunes ﬂew off the dealers’ ﬂoors and truckload orders began rolling in. This caused some implementation problems, but Maytag
production workers went into overdrive and moved Neptunes off the loading docks
around the clock. Swiftly, new tooling was installed to raise plant production rates.
As this product-market moves along in the growth stage, competition could get
tough. So far, however, Maytag marketers have developed creative strategies and
thorough plans that have stimulated growth in sales and proﬁt. And along the way,
they’ve helped raise the social responsibility bar on conservation.1

Marketing Planning Process Is More than Assembling the Four Ps
The Maytag case shows that developing a successful marketing plan is a creative
process. But it is also a logical process. And the logic that leads to a sound strategy
may need to change as the market environment and target customers change.
Even so, the strategy planning process is guided by basic principles. The marketing concept emphasizes that all of a ﬁrm’s activities should focus on its target
markets. Further, a ﬁrm should try to ﬁnd a competitive advantage in meeting the
needs of some target market(s) that it can satisfy very well. If it can do that, it provides target customers with superior value. The target market(s) should be large
enough to support the ﬁrm’s efforts and yield a proﬁt. And ideally, the strategy
should take advantage of trends in the external market, not buck them.
As we explained in Chapter 3, the marketing strategy planning process involves
narrowing down from a broad set of possible marketing opportunities to a speciﬁc
strategy the ﬁrm will pursue. A marketing strategy consists of a target market and a
marketing mix; it speciﬁes what a ﬁrm will do in some target market. A marketing
plan includes the time-related details—including expected costs and revenues—for
that strategy. In most ﬁrms, the marketing manager must ultimately combine the
different marketing plans into an overall marketing program.

3M plans and develops different
marketing mixes—including
different products, promotion,
and pricing—for different target
markets around the world.
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We’ll start with a review of the many variables that must be considered in the
marketing strategy planning process. You’ll recognize that most of these are highlighted in the Maytag case. Next we’ll look at some of the key ways a marketing
manager can identify the right blend of the marketing mix for an innovative strategy. Then we’ll discuss how these ideas come together in a marketing plan.
We’ll also discuss ways to forecast target market potential and sales, which is
important not only in evaluating opportunities but also in developing the timerelated details for a plan. Of course, plans must ultimately be blended into an overall
program—and we’ll suggest ways to approach that task. Planning strategies for international markets presents some special challenges, so we’ll conclude the chapter by
describing the different ways a marketer can address these challenges.

Blending the Four Ps Takes Understanding of a Target Market
Marketing strategy
planning process
brings focus to efforts

Exhibit 21-1
Overview of Marketing
Strategy Planning Process

Developing a good marketing strategy and turning the strategy into a marketing
plan requires blending the ideas we’ve discussed throughout this text. Exhibit 21-1
provides a broad overview of the major areas we’ve been talking about. You’ve seen
this before in Chapter 3—before you learned what’s really involved in each idea.
Now we must integrate ideas about these different areas to narrow down to logical
marketing mixes, marketing strategies, marketing plans—and a marketing program.
As suggested in Exhibit 21-1, developing an effective marketing strategy involves
a process of narrowing down to a speciﬁc target market and marketing mix that represents a real opportunity. This narrowing-down process requires a thorough
understanding of the market. That understanding is enhanced by careful analysis of
customers’ needs, current or prospective competitors, and the ﬁrm’s own objectives
and resources. Similarly, favorable or unfavorable factors and trends in the external
market environment may make a potential opportunity more or less attractive.
There are usually more different strategy possibilities than a ﬁrm can pursue. Each
possible strategy usually has a number of different potential advantages and disadvantages. This can make it difﬁcult to zero in on the best target market and
marketing mix. However, as we discussed in Chapter 4, developing a set of speciﬁc

Narrowing down to focused strategy with quantitative and qualitative screening criteria

Customers
Needs and Other
Segmenting
Dimensions

Segmentation
& Targeting
Company
Objectives
and
Resources

Product

S.
W.
O.
T.

Place

Target
Market
Differentiation
& Positioning

Competitors
Current
and
Prospective

External Market Environment
Technological Political and Legal Cultural and Social Economic

Price

Promotion
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Marketers for Ariel stain remover
realized that people who travel
have special needs, so they
developed a travel-size package
and advertising that clearly
communicated their “wherever
you get a stain” positioning.

qualitative and quantitative screening criteria—to deﬁne what business and markets the ﬁrm wants to compete in—can help eliminate potential strategies that are
not well suited for the ﬁrm.
Another useful aid for zeroing in on a feasible strategy is S.W.O.T. analysis—
which identiﬁes and lists the ﬁrm’s strengths and weaknesses and its opportunities
and threats. A good S.W.O.T. analysis helps the manager focus on a strategy that
takes advantage of the ﬁrm’s opportunities and strengths while avoiding its weaknesses and threats to its success. These can be compared with the pros and cons of
strategies that are considered. For example, if a ﬁrm is considering a strategy that
focuses on a target market that is already being served by several strong competitors, success will usually hinge on some sort of competitive advantage. Such a
competitive advantage might be based on a better marketing mix—perhaps an innovative new product, improved distribution, more effective promotion, or a better
price. Just offering a marketing mix that is like what is available from competitors
usually doesn’t provide superior value—or any real basis for the ﬁrm to position or
differentiate its marketing mix as better for customers.

Marketing mix ﬂows
from target market
dimensions

Ideally, the ingredients of a good marketing mix ﬂow logically from all the relevant dimensions of a target market. The market deﬁnition and segmenting
approaches we discussed in Chapter 3 help the marketing manager identify which
dimensions are qualifying and which are determining in customers’ choices.
Product beneﬁts must match needs. If and how customers search for information
helps to deﬁne the promotion blend. Demographic dimensions reveal where customers are located and if they have the income to buy. Where customers shop for
or buy products helps deﬁne channel alternatives. The value of the whole marketing mix and the urgency of customer needs, combined with an understanding of
what customers see as substitute ways of meeting needs, help companies estimate
price sensitivity.
It would seem that if we fully understand the needs and attitudes of a target market, then combining the four Ps should be easy. Yet there are three important gaps
in this line of reasoning. (1) We don’t always know as much as we would like to
about the needs and attitudes of our target markets. (2) Competitors are also trying to satisfy these or similar needs—and their efforts may force a ﬁrm to shift its
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Treif’s marketing mix, targeted at
ﬁrms that process meat, includes
this ad for its high-quality slicing
equipment, which uses the brand
name Zebra-CE. The brand name
and the picture of zebras with
thick and thin stripes are
intended to highlight the thick
and thin cutting technology of the
equipment but a potential
customer might miss the point
and instead be distracted with
thoughts of sliced zebra meat.

marketing mix. (3) The other dimensions of the marketing environment may be
changing—which may require more changes in marketing mixes. These points
warrant further consideration.

Product classes
suggest typical
marketing mixes

Even if you don’t or can’t know all you would like to about a potential target
market, you usually know enough to decide whether the product is a consumer product or a business product and which product class is most relevant (Exhibit 9-3
summarizes the consumer product classes, and Exhibit 9-4 summarizes the business
product classes).
Identifying the proper product class helps because it suggests how a typical product should be distributed and promoted. So if you don’t know as much as you’d like
about potential customers’ needs and attitudes, at least knowing how they would view
the company’s product can give you a head start on developing a marketing mix. A
convenience product, for example, usually needs more intensive distribution, and the
producer usually takes on more responsibility for promotion. A specialty product
needs a clear brand identity—which may require a more extensive positioning effort.
A new unsought product, like Maytag’s front-load Neptune washing machine, will
need a mix that leads customers through the adoption process.
It’s reassuring to see that product classes do summarize some of what you would
like to know about target markets and what marketing mixes are relevant. After all,
knowing what others have done in similar situations can serve as a guide to get
started. From that base you may see a better way to meet needs that is not typical
and that provides a competitive advantage.

Typical is not
necessarily right

The typical marketing mix for a given product class is not necessarily right for
all situations. To the contrary, some marketing mixes are proﬁtable because they
depart from the typical—to satisfy some target markets better.
A marketing manager may have to develop a mix that is not typical because of
various market realities—including special characteristics of the product or target
market, the competitive environment, and each ﬁrm’s capabilities and limitations.
In fact, it is often through differentiation of the ﬁrm’s product and/or other elements of the marketing mix that the marketing manager can offer target customers
unique value.
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Local Drugstore Delivers a Lifeline to Remote Customers
Chapter 20

Stadtlanders Pharmacy was founded in 1930. Until
the early 1990s, it was a typical old-fashioned drugstore with a soda fountain. But competition got tough.
The growth of giant retail drug chains, like Walgreens
and CVS, was eating into proﬁts. Adding nondrug
products didn’t help much because of competition
from mass-merchandisers like Wal-Mart and Kmart.
So Stadtlanders developed a new strategy. By focusing on the needs of a speciﬁc target market and
doing what was not typical for a drugstore, Stadtlanders became a huge success. Within a decade it
became a $400 million mail-order drug company distributing 4,000 different drugs. By the time the big
drug chains realized what it had done, it was tough
for them to compete. In fact, the top management at
CVS recently decided it would be cheaper to buy
Stadtlanders and turn it into a division of CVS rather
than to try to do the same thing from scratch.
Stadtlanders started down the path to a new strategy in a not-so-unusual way—providing a little extra
customer service. A kidney-transplant patient needed
some hard-to-get medicine used to prevent organ

Superior mixes may
be breakthrough
opportunities

rejection. Stadtlanders found a source of the
expensive new drug and then extended credit to the
customer while she waited for her insurance company
to pay. As word spread, other customers and insurers
contacted the ﬁrm for help. Seeing the opportunity,
Stadtlanders created a new strategy to serve this target market. Many of its patients suffer from long-term
problems, including AIDS and diabetes, that are
extremely expensive to treat.
Stadtlanders was one of the early ﬁrms to use
mail-order to reach a larger market and squeeze
costs out of the traditional health care channels. It
added conveniences like toll-free lines with pharmacists available 24/7 to answer questions, and its
computerized medication proﬁles on each homedelivery customer helped in providing guidance. It
also added special services, like consulting on complicated insurance reimbursements. By the time
Stadtlanders was purchased by CVS, it was shipping
medicine and nutrition information to more than
70,000 patients a year and ﬁlling more than a million
prescriptions.2

When marketing managers fully understand their target markets, they may be
able to develop marketing mixes that are superior to competitors’ mixes. Such
understanding may provide breakthrough opportunities. Taking advantage of these
opportunities can lead to large sales and proﬁtable growth. This is why we stress the
importance of looking for breakthrough opportunities rather than just trying to
imitate competitors’ offerings.
Loctite Corporation, a producer of industrial supplies, used careful strategy
planning to launch Quick Metal—a puttylike adhesive for repairing worn
machine parts. Loctite chemists had developed similar products in the past. But
managers paid little attention to developing a complete marketing strategy—and
sales had been poor.
Before creating Quick Metal, Loctite identiﬁed some attractive target customers.
Research showed that production people were eager to try any product that helped
get broken machines back into production. Quick Metal was developed to meet the
needs of this target market. Ads appealed to such needs with copy promising that
Quick Metal “keeps machinery running until the new parts arrive.” Channel members also received attention. During the introduction stage, sales reps made frequent
phone calls and sales visits to the nearly 700 wholesalers who handle Loctite products. Loctite awarded cash prizes to those selling the most Quick Metal.
A tube of Quick Metal was priced at $17.75—about twice the price (and proﬁt
margin) of competing products. But Loctite’s customers weren’t concerned about
price. They responded to a quality product that could keep their production lines
operating.
Based on past experience, some industry experts estimated that a typical product
for this market might reach sales of $300,000 a year. But Loctite didn’t rely on a
typical strategy. Instead the company offered a carefully targeted marketing mix to
meet the needs of a speciﬁc target market. It sold 100,000 tubes the ﬁrst week—and
within seven months sales exceeded $2.2 million. Loctite’s careful planning paid off
in an immediate market success and high proﬁts.3
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Exhibit 21-2
Strategy Decision Areas
Organized by the Four Ps

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

Place

Promotion

Price

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

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

Objectives
Flexibility
Level over
product life
cycle
Geographic terms
Discounts
Allowances

Inferior mixes are easy
to reject

Just as some mixes are superior, some mixes are clearly inferior—or unsuitable.
For example, a national TV advertising campaign might make sense for a large company like Maytag—but it could quickly be screened out by a small ﬁrm that only
has the resources to put a web page on the Internet and perhaps get some help from
manufacturers’ agents.

Marketing manager
must blend the four Ps

Exhibit 21-2 reviews the major marketing strategy decision areas organized by the
four Ps. Each of these requires careful decision making. Yet marketing planning
involves much more than just independent decisions and assembling the parts into
a marketing mix. The four Ps must be creatively blended—so the ﬁrm develops the
best mix for its target market. In other words, each decision must work well with
all of the others to make a logical whole.
Throughout the text, we’ve given the job of integrating the four Ps strategy decisions to the marketing manager. The title of that person might vary, but now you
should see the need for this integrating role. It is easy for specialists to focus on
their own areas and expect the rest of the company to work for or around them.

Bounty can probably get a
reasonably good forecast of sales
for its improved paper towels
based on experience with similar
products that it already sells. By
contrast, satellite navigation is a
newer concept and it will
probably be more difﬁcult for
Garmin to accurately forecast
how quickly sales for its new
eTrex product will grow.

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

21. Developing Innovative
Marketing Plans

© The McGraw−Hill
Companies, 2002

Text

Developing Innovative Marketing Plans

613

This is especially true in larger ﬁrms like Maytag—where specialists are needed—
just because the size of the whole marketing job is too big for one person. Yet the
ideas of the product manager, the advertising manager, the sales manager, the logistics manager, and whoever makes pricing decisions may have to be adjusted to
improve the whole mix. It’s critical that each marketing mix decision work well
with all of the others. A breakdown in any one decision area may doom the whole
strategy to failure.

Product life cycle
guides planning

Careful consideration of where a ﬁrm’s offering ﬁts in the product life cycle
can also be a big help in evaluating the best marketing mix. We introduced
Exhibit 21-3 in Chapter 10 to summarize how marketing mix variables typically
change over the product life cycle. Now you can see that this exhibit is a good
review of many topics we’ve discussed throughout the text. Certainly, the pioneering effort required for a really new product concept is different from the job
of taking market share away from an established competitor late in the market
growth stage.
Further, when you’re thinking about the product life cycle don’t forget that
markets change continually. This means you must plan strategies that can adjust
to changing conditions. The original marketing plan for a new marketing strategy

Exhibit 21-3
Typical Changes in
Marketing Variables over the
Product Life Cycle

Market
introduction

Market
growth

Market
maturity

Sales
decline

+
Total industry
sales
Total industry
profit
$0
Time
Competitive
situation

Monopoly or
monopolistic
competition

Monopolistic
competition or
oligopoly

Monopolistic
competition or
oligopoly
heading toward
pure competition

Product

One or few

Variety—try
to find best
product

All “same”
Battle of brands

Some drop out

Build brand
familiarity
Place

Build channels
Maybe selective distribution

Promotion

Price

Move toward more
intensive distribution

Build primary
demand

Build selective demand

Pioneeringinforming

Informing/Persuading
Persuading/Reminding
(frantically competitive)

Skimming or
penetration

Meet competition (especially in oligopoly)
or
Price dealing and price cutting
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may even include details about what adjustments in the marketing mix or target
market will be required as the nature of competition and the adoption process
evolve.4

Forecasting Target Market Potential and Sales
Effective strategy planning and developing a marketing plan require estimates of
future sales, costs, and proﬁts. Without such information, it’s hard to know if a strategy is potentially proﬁtable.
The marketing manager’s estimates of sales, costs, and proﬁts are usually based
on a forecast (estimate) of target market potential—what a whole market segment
might buy—and a sales forecast—an estimate of how much an industry or ﬁrm
hopes to sell to a market segment. Usually we must ﬁrst try to judge market potential before we can estimate what share a particular ﬁrm may be able to win with its
particular marketing mix.

Three levels of
forecasts are useful

We’re interested in forecasting the potential in speciﬁc market segments. To do
this, it helps to make three levels of forecasts.
Some economic conditions affect the entire global economy. Others may inﬂuence
only one country or a particular industry. And some may affect only one company
or one product’s sales potential. For this reason, a common top-down approach to
forecasting is to
1. Develop a national income forecast (for each country in which the ﬁrm operates) and use this to
2. Develop an industry sales forecast, which then is used to
3. Develop forecasts for a speciﬁc company, its speciﬁc products, and the segments it
targets.

A number of ﬁrms—including
ESRI and Third Wave Research
Group—now offer marketers
software or databases to help
them more accurately forecast
sales for speciﬁc market areas,
products, or segments.
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Generally, a marketing manager doesn’t have to make forecasts for a national
economy or the broad industry. This kind of forecasting—basically trend projecting—is a specialty in itself. Such forecasts are available in business and government
publications, and large companies often have their own technical specialists. Managers can use just one source’s forecast or combine several. Unfortunately, however,
the more targeted the marketing manager’s earlier segmenting efforts have been, the
less likely that industry forecasts will match the ﬁrm’s product-markets. So managers
have to move directly to estimating potential for their own companies and for their
speciﬁc products.

Two approaches
to forecasting

Many methods are used to forecast market potential and sales, but they can all
be grouped into two basic approaches: (1) extending past behavior and (2) predicting future behavior. The large number of methods may seem confusing at ﬁrst,
but this variety has an advantage. Forecasts are so important that managers often
develop forecasts in two or three different ways and then compare the differences
before preparing a ﬁnal forecast.

Extending past
behavior can miss
important turning
points

When we forecast for existing products, we usually have some past data to go on.
The basic approach—called trend extension—extends past experience into the
future. With existing products, for example, the past trend of actual sales may be
extended into the future. See Exhibit 21-4.
Ideally, when extending past sales behavior, we should decide why sales vary. This
is the difﬁcult and time-consuming part of sales forecasting. Usually we can gather
a lot of data about the product or market or about changes in the marketing environment. But unless we know the reason for past sales variations, it’s hard to predict
in what direction, and by how much, sales will move. Graphing the data and statistical techniques—including correlation and regression analysis—can be useful
here. (These techniques, which are beyond our scope, are discussed in beginning
statistics courses.)
Once we know why sales vary, we can usually develop a speciﬁc forecast. Sales
may be moving directly up as population grows in a speciﬁc market segment, for
example. So we can just estimate how population is expected to grow and project
the impact on sales.
The weakness of the trend extension method is that it assumes past conditions
will continue unchanged into the future. In fact, the future isn’t always like the
past. An agent wholesaler’s business may have been on a steady path, but the development of the Internet adds a totally new factor. The past trend for the agent’s sales
changed because the agent could quickly reach a broader market.
As another example, for years the trend in sales of disposable diapers moved
closely with the number of new births. However, as the number of women in the
workforce increased and as more women returned to jobs after babies were born, use
of disposable diapers increased, and the trend changed. As in these examples, trend

Trend
Dollars

Exhibit 21-4
Straight-Line Trend
Projection—Extends Past
Sales into the Future

Actual sales

0

Years
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extension estimates will be wrong whenever big changes occur. For this reason—
although they may extend past behavior for one estimate—most managers look for
another way to help them forecast sharp market changes.

Predicting future
behavior takes
judgment

When we try to predict what will happen in the future, instead of just extending the past, we have to use other methods and add more judgment. Some of these
methods (to be discussed later) include juries of executive opinion, salespeople’s estimates, surveys, panels, and market tests.

Forecasting Company and Product Sales by Extending Past Behavior
Past sales can be
extended

At the very least, a marketing manager ought to know what the ﬁrm’s present
markets look like and what it has sold to them in the past. A detailed sales analysis for products and geographic areas helps to project future results.
Just extending past sales into the future may not seem like much of a forecasting method. But it’s better than just assuming that next year’s total sales will be the
same as this year’s.

Factor method includes
more than time

A simple extension of past sales gives one forecast. But it’s usually desirable to
tie future sales to something more than the passage of time.
The factor method tries to do this. The factor method tries to forecast sales by
ﬁnding a relation between the company’s sales and some other factor (or factors).
The basic formula is: something (past sales, industry sales, etc.) times some factor
equals sales forecast. A factor is a variable that shows the relation of some other
variable to the item being forecast. For instance, in our example above, both the
birthrate and the number of working mothers are factors related to sales of disposable diapers.

A bread producer
example

The following example—about a bread producer—shows how ﬁrms can make
forecasts for many geographic market segments using the factor method and available data. This general approach can be useful for any ﬁrm—producer, wholesaler,
or retailer.
Analysis of past sales relationships showed that the bread manufacturer regularly
sold one-tenth of 1 percent (0.001) of the total retail food sales in its various target markets. This is a single factor. By using this single factor, a manager could
estimate the producer’s sales in a new market for the coming period by multiplying
a forecast of expected retail food sales by 0.001.
Sales & Marketing Management magazine makes retail food sales estimates each
year. Exhibit 21-5 shows the kind of geographically detailed data available.
Let’s carry this bread example further—using the data in Exhibit 21-5 for the
Denver, Colorado, metro area. Denver’s food sales were $3,591,232,000 for the previous year. By simply accepting last year’s food sales as an estimate of next year’s
sales and multiplying the food sales estimate for Denver by the 0.001 factor (the
ﬁrm’s usual share of food purchases in such markets), the manager would have an
estimate of next year’s bread sales in Denver. That is, last year’s food sales estimate
($3,591,232,000) times 0.001 equals this year’s bread sales estimate of $3,591,232.

Factor method can use
several factors

The factor method is not limited to just one factor; several factors can be used
together. For example, Sales & Marketing Management regularly gives a “buying
power index” (BPI) as a measure of the potential in different geographic areas. See
Exhibit 21-5. This index considers (1) the population in a market, (2) the retail
sales in that market, and (3) income in that market. The BPI for the Denver,
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Exhibit 21-5 Sample of Pages from Sales & Marketing Management’s Survey of Buying Power: Metro and County Totals
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Colorado, metro area, for example, is 0.7783—that is, Denver accounts for 0.7783
percent of the total U.S. buying power. This means that consumers who live in
Denver have higher than average buying power. We know this because Denver
accounts for about 0.6681 percent of the U.S. population. We can calculate this ﬁgure by using Denver’s total population of 1,880,200 (in Exhibit 21-5) and dividing
it by the total population of the U.S.—281,422,000 (in Exhibit 5-2). So the people in Denver have buying power that is about 16 percent higher than average.
Using several factors rather than only one uses more information. And in the
case of the BPI, it gives a single measure of a market’s potential. Rather than
falling back on using population only, or income only, or trying to develop a special index, the BPI can be used in the same way that we used the 0.001 factor in
the bread example.
Internet Exercise The Survey of Buying Power has an online site that is
available on a pay-for-use basis. However, a sample section is available without charge. Go to the website (www.mysbp.com) and select Reports and
Maps, and then select Samples. Look at the Income Trend Report (and others
if you wish). How would this information be helpful to a retail chain that is
considering a new facility for this sample market?

Internet
Producers of business
products can use
several factors too

Exhibit 21-6 shows how a marketing manager for a ﬁrm that makes corrugated
ﬁber boxes used several factors to estimate the sales potential in a particular geographic area. The manager started with trade association data on the value of
shipments (sales) by all ﬁber box suppliers to ﬁrms in particular industries (column
1). The trade association estimates were for the national market. Note, however, that
they were grouped by North American Industry Classiﬁcation System (NAICS)
industry groups. As we discussed in Chapter 7, data on business markets is often
organized by NAICS codes. That makes it possible to combine different types of
data, which is what the manager did here.

Exhibit 21-6 Estimated Market for Corrugated and Solid Fiber Boxes for Industry Groups, Phoenix, Arizona,
Metropolitan Statistical Area
National Data
(1)

NAICS
Code

Major Industry Group

311

Food and kindred products

337

Furniture and ﬁxtures

327

Stone, clay, and glass products

331

Primary metal industries

332

Fabricated metal products

333

Machinery (except electrical)

335

Electrical machinery
equipment, and supplies

Value of Box
Shipments
by End Use
($000)*

Maricopa County

(2)

(3)
(4)
Value of Shipments
per Employee
Employment
by Industry
Employment
by Industry
Group (1  2)
by Industry
Group
($)
Group

(5)
Estimated
Sales in
This Market
(3  4)
($000)

$586,164

1,578,305

$371

4,973

89,341

364,166

245

616

$1,845
151

226,621

548,058

413

1,612

666

19,611

1,168,110

16

2,889

46

130,743

1,062,096

123

2,422

298

58,834

1,445,558

40

5,568

228

119,848

1,405,382

85

6,502

553

Total

$3,787

*Based on data reported in Fiber Box Industry Statistics, Fiber Box Association.
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Speciﬁcally, the manager divided the trade association estimates by government
data on the number of people employed in each industry NAICS group (column
2). The result, shown in column 3, is simply an estimate of the value of boxes used
per employee in each industry group. For example, furniture and ﬁxture manufacturers buy an average of $245 worth of boxes per employee.
Then the manager multiplied the value per employee number by the number of
people employed in each industry group in the target county (column 4). This
results in an estimate of the market potential for each industry group (column 5)
in that county. For example, since there are 616 people in this county who work in
furniture and ﬁxture companies, the sales potential in that industry is only about
$151,000 (616 employees  $245 per employee). The sum of the estimates for speciﬁc industries is the total market potential in that county.
A ﬁrm thinking of going into that market would have to estimate the share it
could get with its own marketing mix in order to determine its sales forecast. This
approach could be used county by county to estimate the potential in many geographic target markets. It could also aid management’s control job. If the ﬁrm is
already in this industry, it can compare its actual sales (by NAICS code) with the
potential to see how it’s doing. If its typical market share is 10 percent of the market
—and it has only 2 to 5 percent of the market in various NAICS submarkets—
then it may need to change its marketing mix to get better penetration.

Times series and
leading series may help
estimate a ﬂuctuating
future

Not all past economic or sales behavior can be neatly extended with a straight
line or some manipulation. Economic activity has ups and downs, and other uncontrollable factors change. To cope with such variation, statisticians have developed
time series analysis techniques. Time series are historical records of the ﬂuctuations
in economic variables. We can’t give a detailed discussion of these techniques here,
but note that there are techniques to handle daily, weekly, monthly, seasonal, and
annual variations.5
All forecasters dream of ﬁnding an accurate leading series—a time series that
changes in the same direction but ahead of the series to be forecast. For example,
car producers watch trends in the Index of Consumer Sentiment, which is based on
regular surveys of consumers’ attitudes about their likely future ﬁnancial security.
People are less likely to buy a car or other big-ticket item if they are worried about
their future income. As this suggests, a drop in the index usually “leads” a drop in
car sales. It is important that there be some logical relation between the leading
series and what is being forecast.
No single series has yet been found that leads GNP or other national ﬁgures.
Lacking such a series, forecasters develop indices—statistical combinations of several time series—in an effort to ﬁnd some time series that will lead the series they’re
trying to forecast. Government agencies publish some indices of this type. And business publications, like Business Week and The London Financial Times, publish their
own indices.

Predicting Future Behavior Calls for More Judgment and Some Opinions
These past-extending methods use quantitative data—projecting past experience
into the future and assuming that the future will be like the past. But this is risky
in competitive markets. Usually, it’s desirable to add some judgment to other forecasts before making the ﬁnal forecast yourself.

Jury of executive
opinion adds judgment

One of the oldest and simplest methods of forecasting—the jury of executive
opinion—combines the opinions of experienced executives, perhaps from marketing, production, ﬁnance, purchasing, and top management. Each executive estimates
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market potential and sales for the coming years. Then they try to work out a
consensus.
The main advantage of the jury approach is that it can be done quickly and easily. On the other hand, the results may not be very good. There may be too much
extending of the past. Some of the executives may have little contact with outside
market inﬂuences. But their estimates could point to major shifts in customer
demand or competition.

Estimates from
salespeople can
help too

Using salespeople’s estimates to forecast is like the jury approach. But salespeople are more likely than home ofﬁce managers to be familiar with customer reactions
and what competitors are doing. Their estimates are especially useful in some business markets where the few customers may be well known to the salespeople. But
this approach may be useful in any type of market.
However, managers who use estimates from salespeople should be aware of the
limitations. For example, new salespeople may not know much about their markets.
Even experienced salespeople may not be aware of possible changes in the economic
climate or the ﬁrm’s other environments. And if salespeople think the manager is
going to use the estimates to set sales quotas, the estimates may be low!

Surveys, panels, and
market tests

Special surveys of ﬁnal buyers, retailers, and/or wholesalers can show what’s happening in different market segments. Some ﬁrms use panels of stores—or ﬁnal
consumers—to keep track of buying behavior and to decide when just extending
past behavior isn’t enough.
Surveys are sometimes combined with market tests when the company wants to
estimate customers’ reactions to possible changes in its marketing mix. A market
test might show that a product increased its share of the market by 10 percent when
its price was dropped 1 cent below competition. But this extra business might be
quickly lost if the price were increased 1 cent above competition. Such market
experiments help the marketing manager make good estimates of future sales when
one or more of the four Ps is changed.

Accuracy depends on
the marketing mix

Forecasting can help a marketing manager estimate the size of possible market
opportunities. But the accuracy of any sales forecast depends on whether the ﬁrm
selects and implements a marketing mix that turns these opportunities into sales
and proﬁts.6

Analysis of Costs and Sales Can Guide Planning
Once a manager has narrowed down to a few reasonable marketing mixes and
the relevant forecasts, comparing the sales, costs, and proﬁtability of the different
alternatives helps in selecting the marketing mix the ﬁrm will implement.

Estimate the cost of
each activity

Estimating the costs of the marketing activities for a strategy may be easy or hard
depending on the situation. Sometimes the accounting department can help with
information about what average costs for similar activities have been in the past.
Or sometimes estimates of competitors’ costs—perhaps pulled out of annual reports
or investor information posted on the Internet—can provide some guidance. However, in general the best approach for estimating costs is to use the task method.
We recommended this approach in Chapter 14 when we focused on promotion costs
and budgets. However, the same ideas apply to any area of marketing activity. The
estimated cost and budget for each activity is based on the job to be done—perhaps
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A marketing plan spells out the
detailed costs of different
marketing activities in the
strategy. For example,
FreshLook’s plan for its new color
contact lenses might include
estimates of the cost of each ad
as well as the cost of the whole
promotion blend. The marketing
plan for American’s roomier
service might include estimates of
revenue based on the combined
effect of the reduced number of
seats and higher demand for
American ﬂights.

the number of salespeople needed to call on new customers or the amount of inventory required to provide some distribution customer service level. The costs of these
individual tasks are then totaled—to determine how much should be budgeted for
the overall plan. With this detailed approach, the ﬁrm can subsequently assemble
its overall marketing budget directly from individual plans rather than just relying
on historical patterns or ratios.

Compare the
proﬁtability of
alternative strategies

Once costs and revenue for possible strategies are estimated, it makes sense to
compare them with respect to overall proﬁtability. Exhibit 21-7 shows such a comparison for a small appliance currently selling for $15—Mix A in the example. Here
the marketing manager simply estimates the costs and likely results of four reasonable alternatives. And assuming proﬁt is the objective and there are adequate
resources to consider each of the alternatives, Marketing Mix C is obviously the
best alternative.

Spreadsheet analysis
speeds through
calculations

Comparing the alternatives in Exhibit 21-7 is quite simple. But sometimes marketing managers need much more detail to evaluate a plan. Hundreds of calculations
may be required to see how speciﬁc marketing resources relate to expected outcomes—like total costs, expected sales, and proﬁt. To make that part of the planning
job simpler and faster, marketing managers often use spreadsheet analysis. With
spreadsheet analysis, costs, sales, and other information related to a problem are
organized into a data table—a spreadsheet—to show how changing the value of
one or more of the numbers affects the other numbers. This is possible because the
relationships among the variables are programmed in the computer software. The
table in Exhibit 21-7 was prepared using Excel, Microsoft’s widely used spreadsheet
program. If you’ve used Excel or Lotus 1-2-3, or the computer-aided problems in
this book, you’re already familiar with spreadsheet analysis. Even if you haven’t, the
basic idea is simple.

A spreadsheet helps
answer what-if
questions

Spreadsheet analysis allows the marketing manager to evaluate what-if type questions. For example, a marketing manager might be interested in the question “What
if I charge a higher price and the number of units sold stays the same? What will
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Exhibit 21-7 A Spreadsheet Comparing the Estimated Sales, Costs, and Proﬁts of Four “Reasonable” Alternative
Marketing Mixes

happen to proﬁt?” To look at how a spreadsheet program might be used to help
answer this what-if question, let’s take a closer look at Mix C in Exhibit 21-7.
The table involves a number of relationships. For example, price times total units
equals sales revenue; and total revenue minus total cost equals total proﬁt. If these
relationships are programmed in the spreadsheet, a marketing manager can ask questions like: “What if I raise the price to $20.20 and still sell 7,000 units? What will
happen to proﬁt?” To get the answer, all the manager needs to do is type the new
price in the spreadsheet and the program computes the new proﬁt—$26,400.
In addition, the manager may also want to do many what-if analyses—for example, to see how sales and proﬁt change over a range of prices. Computerized
spreadsheet analysis does this quickly and easily. If the manager wants to see what
happens to total revenue as the price varies between some minimum (say, $19.80)
and a maximum (say, $20.20), the program can show the total revenue and proﬁt
for a number of price levels in the range from $19.80 to $20.20. The results are
shown in the Excel spreadsheet table in Exhibit 21-8.
In a problem like this, the marketing manager might be able to do the same calculations quickly by hand. But with more complicated problems the spreadsheet
program can be a big help—making it very convenient to more carefully analyze
different alternatives.

The Marketing Plan Brings All the Details Together
Marketing plan
provides a blueprint for
implementation

Once the manager has selected the target market, decided on the (integrated)
marketing mix to meet that target market’s needs, and developed estimates of the
costs and revenue for that strategy, it’s time to put it all together in the marketing
plan. The plan basically serves as a blueprint for what the ﬁrm will do.
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Exhibit 21-8 A Spreadsheet Analysis Showing How a Change in Price Affects Sales Revenue and Proﬁt (based on
Marketing Mix C from Exhibit 21-7)

Exhibit 21-9 provides a summary outline of the different sections of a complete
marketing plan. You can see that this outline is basically an abridged overview of
the topics we’ve covered throughout the text and highlighted in this chapter. Thus,
you can ﬂesh out your thinking for any portion of a marketing plan by reviewing
the section of the book where that topic is discussed in more detail. Further, the
Maytag case at the beginning of this chapter also gives you a real example of the
types of thinking and detail that are included.

Marketing plan spells
out the timing of the
strategy

Some time schedule is implicit in any strategy. A marketing plan simply spells
out this time period and the time-related details. Usually, we think in terms of some
reasonable length of time—such as six months, a year, or a few years. But it might
be only a month or two in some cases—especially when rapid changes in fashion
or technology are important. Or a strategy might be implemented over several
years—perhaps the length of a product life cycle or at least the early stages of the
product’s life.
Although the outline in Exhibit 21-9 does not explicitly show a place for the
time frame for the plan or the speciﬁc costs for each decision area, these should be
included in the plan—along with expected estimates of sales and proﬁt—so that
the plan can be compared with actual performance in the future. In other words, the
plan not only makes it clear to everyone what is to be accomplished and how—
but it also provides a basis for the control process after the plan is implemented.

Tools help set timerelated details for
the plan

Figuring out and planning the time-related details and schedules for all of the
activities in the marketing plan can be a challenge—especially if the plan involves
a big start-from-scratch effort. To do a better job in this area, many managers have
turned to ﬂowcharting techniques such as CPM (critical path method) or PERT
(program evaluation and review technique). These methods were originally developed as part of the U.S. space program (NASA) to ensure that the various
contractors and subcontractors stayed on schedule and reached their goals as
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Exhibit 21-9 Summary Outline of Different Sections of Marketing Plan
Name of Product-Market
Major screening criteria relevant to product-market opportunity selected
Quantitative (ROI, proﬁtability, risk level, etc.)
Qualitative (nature of business preferred, social responsibility, etc.)
Major constraints
Analysis of Other Aspects of External Market Environment (favorable and unfavorable factors and trends)
Economic environment
Technological environment
Political and legal environment
Cultural and social environment
Customer Analysis (organizational and/or ﬁnal consumer)
Possible segmenting dimensions (customer needs, other characteristics)
Identiﬁcation of qualifying dimensions and determining dimensions
Identiﬁcation of target market(s) (one or more speciﬁc segments)
Operational characteristics (demographics, geographic locations, etc.)
Potential size (number of people, dollar purchase potential, etc.) and likely growth
Key psychological and social inﬂuences on buying
Type of buying situation
Nature of relationship with customers
Competitor Analysis
Nature of current/likely competition
Current and prospective competitors (and/or rivals)
Current strategies and likely responses to plan
Competitive barriers to overcome and sources of potential competitive advantage
Company Analysis
Company objectives and overall marketing objectives
Company resources
S.W.O.T.: Identiﬁcation of major strengths, weaknesses, opportunities, and threats (based on above analyses of company
resources, customers, competitors, and other aspects of external market environment)
Marketing Information Requirements
Marketing research needs (with respect to customers, marketing mix effectiveness, external environment, etc.)
Secondary data and primary data needs
Marketing information system needs, models to be used, etc.
Product
Product class (type of consumer or business product)
Current product life cycle stage
New-product development requirements (people, dollars, time, etc.)
Product liability, safety and social responsibility considerations
Speciﬁcation of core physical good and/or service
Features, quality, etc.
Supporting customer service(s) needed
Warranty (what is covered, timing, who will support, etc.)
Branding (manufacturer versus dealer, family brand versus individual brand, etc.)
Packaging
Promotion and labeling needs
Protection needs
Cultural sensitivity of product
Fit with product line
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Place
Objectives
Degree of market exposure required
Distribution customer service level required
Type of channel (direct, indirect)
Other channel members and/or facilitators required
Type/number of wholesalers (agent, merchant, etc.)
Type/number of retailers
How discrepancies and separations will be handled
How marketing functions will be shared
Coordination needed in company, channel, and supply chain
Information requirements (EDI, the Internet, e-mail, etc.)
Transportation requirements
Inventory product-handling requirements
Facilities required (warehousing, distribution centers, etc.)
Reverse channels (for returns, recalls, etc.)
Promotion
Objectives
Major message theme(s) for integrated marketing communications (desired “positioning”)
Promotion blend
Advertising (type, media, copy thrust, etc.)
Personal selling (type and number of salespeople, how compensated, how effort will be allocated, etc.)
Sales promotion (for channel members, customers, employees)
Publicity
Interactive media
Mix of push and pull required
Who will do the work
Price
Nature of demand (price sensitivity, price of substitutes)
Demand and cost analyses (marginal analysis)
Markup chain in channel
Price ﬂexibility
Price level(s) (under what conditions) and impact on customer value
Adjustments to list price (geographic terms, discounts, allowances, etc.)
Special Implementation Problems to Be Overcome
People required
Manufacturing, ﬁnancial, and other resources needed
Control
Marketing information system needs
Criterion measures comparison with objectives (customer satisfaction, sales, cost, performance analysis, etc.)
Forecasts and Estimates
Costs (all elements in plan, over time)
Sales (by market, over time, etc.)
Estimated operating statement ( pro forma)
Timing
Speciﬁc sequence of activities and events, etc.
Likely changes over the product life cycle
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planned. PERT, CPM, and other similar project management approaches are even
more popular now since inexpensive programs for personal computers make them
easier and faster to use. Updating is easier too.
The computer programs develop detailed ﬂowcharts to show which marketing
activities must be done in sequence and which can be done concurrently. These
charts also show the time needed for various activities. Totaling the time allotments
along the various chart paths shows the most critical (the longest) path—as well
as the best starting and ending dates for the various activities.
Flowcharting is not complicated. Basically, it requires that all the activities—
which have to be performed anyway—be identiﬁed ahead of time and their probable
duration and sequence shown on one diagram. (It uses nothing more than addition
and subtraction.) Working with such information should be part of the planning
function anyway. Then the chart can be used later to guide implementation and
control.7

A complete plan spells
out the reasons for
decisions

Internet

The plan outline shown in Exhibit 21-9 is quite complete. It doesn’t just provide
information about marketing mix decisions—it also includes information about customers (including segmenting dimensions), competitors’ strategies, other aspects of
the marketing environment, and the company’s objectives and resources. This material provides important background relevant to the “why” of the marketing mix and
target market decisions.
Too often, managers do not include this information; their plans just lay out
the details of the target market and the marketing mix strategy decisions. This
shortcut approach is more common when the plan is really just an update of a
strategy that has been in place for some time. However, that approach can be
risky.
Managers too often make the mistake of casually updating plans in minor
ways—perhaps just changing some costs or sales forecasts—but otherwise sticking with what was done in the past. A big problem with this approach is that
it’s easy to lose sight of why those strategy decisions were made in the ﬁrst place.
When the market situation changes, the original reasons may no longer apply.
Yet if the logic for those strategy decisions is not retained, it’s easy to miss
changes taking place that should result in a plan being reconsidered. For example, a plan that was established in the growth stage of the product life cycle may
have been very successful for a number of years. But a marketing manager can’t
be complacent and assume that success will continue forever. When market
maturity hits, the ﬁrm may be in for big trouble—unless the basic strategy and
plan are modiﬁed. If a plan spells out the details of the market analysis and logic
for the marketing mix and target market selected, then it is a simple matter to
routinely check and update it. Remember: The idea is for all of the analysis and
strategy decisions to ﬁt together as an integrated whole. Thus, as some of the elements of the plan or marketing environment change, the whole plan may need
a fresh approach.

Internet Exercise Go to the Maytag website (www.maytag.com) and review
the information about the Neptune line. Do you see any indication that the
strategy for Neptune is changing from what is described in the case that
introduces this chapter? Explain your point of view.
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Pepsi’s billboard is only one
element of a comprehensive
market plan, but it cleverly
reinforces Pepsi’s “The Joy of
Cola” positioning.

Companies Plan and Implement Whole Marketing Programs
Several plans make a
program

Most companies implement more than one marketing plan at the same time. A
marketing program blends all a ﬁrm’s marketing plans into one big plan.
When the various plans in the company’s program are different, managers may
be less concerned with how well the plans ﬁt together—except as they compete for
the ﬁrm’s usually limited ﬁnancial resources.
When the plans are more similar, however, the same sales force may be
expected to carry out several plans. Or the firm’s advertising department may
develop the publicity and advertising for several plans. In these cases, product
managers try to get enough of the common resources, say, salespeople’s time, for
their own plans.
Since a company’s resources are usually limited, the marketing manager must
make hard choices. You can’t launch plans to pursue every promising opportunity.
Instead, limited resources force you to choose among alternative plans—while you
develop the program.

Finding the best
program requires
judgment

How do you ﬁnd the best program? There is no one best way to compare various plans. Managers usually rely on evaluation tools like those discussed in Chapter
4. Even so, much management judgment is usually required. Some calculations are
helpful too. If a ﬁve-year planning horizon seems realistic for the ﬁrm’s markets,
managers can compare expected proﬁts over the ﬁve-year period for each plan.
Assuming the company has a proﬁt-oriented objective, managers can evaluate
the more proﬁtable plans ﬁrst—in terms of both potential proﬁt and resources
required. They also need to evaluate a plan’s impact on the entire program. One
proﬁtable-looking alternative might be a poor ﬁrst choice if it eats up all the company’s resources and sidetracks several plans that together would be more proﬁtable
and spread the risks.
Some juggling among the various plans—comparing proﬁtability versus resources
needed and available—moves the company toward the most proﬁtable program.
This is another area where spreadsheet analysis can help the manager evaluate a
large number of alternatives.8
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Marketers need to develop
detailed marketing plans for each
strategy, but most ﬁrms have
multiple products and strategies
that need to work together as
part of an overall marketing
program.

Planning for Involvement in International Marketing
When developing a plan for international markets, marketing managers must
decide how involved the ﬁrm will be. We will discuss six basic kinds of involvement: exporting, licensing, contract manufacturing, management contracting, joint
venturing, and wholly owned subsidiaries.

Exporting often
comes ﬁrst

Some companies get into international marketing just by exporting—selling
some of what the ﬁrm produces to foreign markets. Some ﬁrms start exporting just
to get rid of surplus output. For others, exporting comes from a real effort to look
for new opportunities.
Some ﬁrms try exporting without doing much planning. They don’t change the
product or even the service or instruction manuals! As a result, some early efforts
are not very satisfying—to buyers or sellers.9
Specialists can help develop the plan

Exporting does require knowledge about the foreign market. But managers who
don’t have enough knowledge to plan the details of a program can often get expert
help from middlemen specialists. As we discussed in Chapter 13, export agents can
handle the arrangements as products are shipped outside the country. Then agents
or merchant wholesalers can handle the importing details. Even large producers with
many foreign operations turn to international middlemen for some products or markets. Such middlemen know how to handle the sometimes confusing formalities and
specialized functions. A manager trying to develop a plan alone can make a small
mistake that ties products up at national borders for days or months.10
Exporting doesn’t have to involve permanent relationships. Of course, channel
relationships take time to build and shouldn’t be treated lightly—sales reps’ contacts in foreign countries are investments. But it’s relatively easy to cut back on
these relationships, or even drop them, if the plan doesn’t work.
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Some ﬁrms, on the other hand, plan more formal and permanent relationships
with nationals in foreign countries. The relationships might involve licensing, contract manufacturing, management contracting, and joint venturing.

Licensing is an
easy way

Licensing is a relatively easy way to enter foreign markets. Licensing means selling the right to use some process, trademark, patent, or other right for a fee or
royalty. The licensee takes most of the risk because it must invest some capital to
use the right. Further, the licensee usually does most of the planning for the markets it is licensed to serve. If good partners are available, this can be an effective
way to enter a market. Gerber entered the Japanese baby food market this way but
exports to other countries.11

Contract manufacturing
takes care of the
production problems

Contract manufacturing means turning over production to others while retaining the marketing process. Sears used this approach when it opened stores in Latin
America and Spain. This approach doesn’t make it any easier to plan the marketing program, but it may make it a lot easier to implement.
For example, this approach can be especially desirable where labor relations are
difﬁcult or where there are problems obtaining supplies or government cooperation.
Growing nationalistic feelings may make this approach more attractive in the future.

Management
contracting sells
know-how

Management contracting means the seller provides only management skills—
others own the production and distribution facilities. Some mines and oil reﬁneries
are operated this way—and Hilton operates hotels all over the world for local owners. This is a relatively low-risk approach to international marketing. The company
makes no commitment to ﬁxed facilities—which can be taken over or damaged in
riots or wars. If conditions get too bad, key management people can ﬂy off on the
next plane and leave the nationals to manage the operation.

Joint venturing is
more involved

Joint venturing means a domestic ﬁrm entering into a partnership with a foreign
ﬁrm. As with any partnership, there can be honest disagreements over objectives—
for example, how much proﬁt is desired and how fast it should be paid out—as well

To establish a presence more
quickly in India’s developing
market, Cummins entered a joint
venture to produce engines with
an Indian ﬁrm. That relationship
has been a springboard to other
joint ventures for Cummins’
ﬁltration and exhaust products.
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as operating policies. Where a close working relationship can be developed—perhaps based on one ﬁrm’s technical and marketing know-how and the foreign
partner’s knowledge of the market and political connections—this approach can be
very attractive to both parties.
In some situations, a joint venture is the only type of involvement possible. For
example, IBM wanted to increase its 2 percent share of what business customers in
Brazil spent on data processing services. But a Brazilian law severely limited expansion by foreign computer companies. To grow, IBM had to develop a joint venture
with a Brazilian ﬁrm. Because of Brazilian laws, IBM could own only a 30 percent
interest in the joint venture. But IBM decided it was better to have a 30 percent
share of a business—and be able to pursue new market opportunities—than to stand
by and watch competitors take the market.12
A joint venture usually requires a big commitment from both parties—and they
both must agree on a joint plan. When the relationship doesn’t work out well, the
ensuing nightmare can make the manager wish that the venture had been planned
as a wholly owned operation. But the terms of the joint venture may block this for
years.13

Wholly owned
subsidiaries give
more control

When a ﬁrm thinks a foreign market looks really promising, it may want to take
the ﬁnal step. A wholly owned subsidiary is a separate ﬁrm—owned by a parent
company. This gives the ﬁrm complete control of the marketing plan and operations, and also helps a foreign branch work more easily with the rest of the company.
If a ﬁrm has too much capacity in a country with low production costs, for example, it can move some production there from other plants and then export to
countries with higher production costs.

Multinational
corporations evolve to
meet the challenge

As ﬁrms become more involved in international marketing, some begin to see
themselves as worldwide businesses that transcend national boundaries. These
multinational corporations have a direct investment in several countries and run
their businesses depending on the choices available anywhere in the world.

Internet websites that specialize
by product-market and that
bring together producers,
intermediaries, and customers
are quickly creating new types of
international relationships and
opportunities.
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Well-known U.S.-based multinational ﬁrms include Coca-Cola, Eastman Kodak,
Goodyear, Ford, and IBM. They regularly earn over a third of their total sales or
proﬁts abroad. And well-known foreign-based multinationals—such as Nestlé, Shell
(Royal Dutch Shell), Unilever, Sony, and Honda—have well-accepted brands all
around the world.
These multinational operations no longer just export or import. They hire local
workers and build local plants. They have relationships with local businesses and
politicians. These powerful organizations learn to plan marketing strategies that deal
with nationalistic feelings and typical border barriers—treating them simply as part
of the marketing environment. We don’t yet have one world politically—but business is moving in that direction. We may have to develop new kinds of corporations
and laws to govern multinational operations. In the future, it will make less and less
sense for business and politics to be limited by national boundaries.

Planning for
international markets

Usually marketing managers must plan the ﬁrm’s overall marketing program so
it’s ﬂexible enough to be adapted for differences in various countries. When the differences are signiﬁcant, top management should delegate a great deal of
responsibility for strategy planning to local managers (or even middlemen). In many
cases, it’s not possible to develop a detailed plan without a local feel. In extreme
cases, local managers may not even be able to fully explain some parts of their plans
because they’re based on subtle cultural differences. Then plans must be judged only
by their results. The organizational setup should give these managers a great deal of
freedom in their planning but ensure tight control against the plans they develop.
Top management can simply insist that managers stick to their budgets and meet
the plans that they themselves create. When a ﬁrm reaches this stage, it is being
managed like a well-organized domestic corporation—which insists that its managers (of divisions and territories) meet their own plans so that the whole company’s
program works as intended.14

Conclusion
In this chapter, we stressed the importance of developing whole marketing mixes—not just developing policies
for the individual four Ps and hoping they will ﬁt together
into some logical whole. The marketing manager is responsible for developing a workable blend—integrating
all of a ﬁrm’s efforts into a coordinated whole that makes
effective use of the ﬁrm’s resources and guides it toward its
objectives.
As a starting place for developing new marketing
mixes, a marketing manager can use the product classes
that have served as a thread through this text. Even if
the manager can’t fully describe the needs and attitudes
of target markets, it is usually possible to select the
appropriate product class for a particular product. This,
in turn, will help set Place and Promotion policies. It
may also clarify what type of marketing mix is typical for
the product. However, just doing what is typical may not
give a ﬁrm any competitive advantage. Creative strategies are often the ones that identify new and better ways

of uniquely giving target customers what they want or
need. Similarly, seeing where a ﬁrm’s offering ﬁts in the
product life cycle helps to clarify how current marketing
mixes are likely to change in the future.
Developing and evaluating marketing strategies and
plans usually requires that the manager use some approach to forecasting. We talked about two basic
approaches to forecasting market potential and sales: (1)
extending past behavior and (2) predicting future behavior. The most common approach is to extend past
behavior into the future. This gives reasonably good
results if market conditions are fairly stable. Methods
here include extension of past sales data and the factor
method. We saw that projecting the past into the future
is risky when big market changes are likely. To make up
for this possible weakness, marketers predict future
behavior using their own experience and judgment.
They also bring in the judgment of others—using the
jury of executive opinion method and salespeople’s
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estimates. And they may use surveys, panels, and market
tests. Of course, any sales forecast depends on the
marketing mix the ﬁrm actually selects.
Once forecasts of the expected sales and estimates of
the associated costs for possible strategies are available,
alternatives can be compared on potential proﬁtability.
Spreadsheet analysis software is an important tool for
such comparisons. In the same vein, project planning
approaches, such as CPM and PERT, can help the marketing manager do a better job in planning the
time-related details for the strategy that is selected.

Throughout the text, we’ve emphasized the importance of marketing strategy planning. In this chapter, we
went on to show that the marketing manager must develop a marketing plan for carrying out each strategy and
then merge a set of plans into a marketing program.
Finally, we discussed different approaches that are
helpful in planning strategies to enter international markets. The different approaches have different strengths
and weaknesses.

Questions and Problems
1. Distinguish clearly between a marketing strategy, a
marketing plan, and a marketing program.
2. Discuss how a marketing manager could go about
choosing among several possible marketing plans,
given that choices must be made because of limited
resources. Would the job be easier in the consumer
product or in the business product area? Why?
3. Explain how understanding the product classes can
help a marketing manager develop a marketing
strategy for a really new product that is unlike anything currently available.
4. Distinguish between competitive marketing mixes
and superior mixes that lead to breakthrough opportunities.
5. Explain the difference between a forecast of market
potential and a sales forecast.
6. Suggest a plausible explanation for sales ﬂuctuations
for (a) computers, (b) ice cream, (c) washing machines, (d) tennis rackets, (e) oats, (f) disposable
diapers, and (g) latex for rubber-based paint.
7. Explain the factor method of forecasting. Illustrate
your answer.
8. Based on data in Exhibit 21-5, discuss the relative
market potential of the city of Boulder, Colorado,
and the city of Lakewood, Colorado, for (a) prepared cereals, (b) automobiles, and (c) furniture.
9. Why is spreadsheet analysis a popular tool for marketing strategy planning?

10. In your own words, explain how a project management technique such as PERT or CPM can help a
marketing manager develop a better marketing plan.
11. Why should a complete marketing plan include details concerning the reasons for the marketing
strategy decisions and not just the marketing activities central to the four Ps?
12. Consider how the marketing manager’s job becomes
more complex when it’s necessary to develop and
plan several strategies as part of a marketing program. Be sure to discuss how the manager might
have to handle different strategies at different stages
in the product life cycle. To make your discussion
more concrete, consider the job of a marketing
manager for a sporting product manufacturer.
13. How would marketing planning be different for a
ﬁrm that has entered foreign marketing with a joint
venture and a ﬁrm that has set up a wholly owned
subsidiary?
14. How can a ﬁrm set the details of its marketing plan
when it has little information about a foreign market it wants to enter?
15. Review the Maytag case at the beginning of this
chapter and the outline of a marketing plan in
Exhibit 21-9. Indicate which sections of the plan
would probably require the most change as the
competition among high-efficiency front-load
washing machines significantly increases. Briefly
explain your thinking.
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When You
Finish This Chapter,
You Should
1. Understand why
marketing must be
evaluated differently
at the micro and
macro levels.
2. Understand why
the text argues that
micro-marketing
costs too much.
3. Understand why
the text argues that
macro-marketing
does not cost too
much.
4. Know some of the
challenges marketers
face as they work to
develop ethical marketing strategies that
serve consumers’
needs.
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How Should Marketing Be Evaluated?
We must evaluate at
two levels

Nation’s objectives
affect evaluation

Consumer satisfaction
is the objective in the
United States

As we saw in Chapter 1, it’s useful to distinguish between two levels of marketing:
the micro level (how individual ﬁrms run) and the macro level (how the whole system works). Some complaints against marketing are aimed at only one of these levels
at a time. In other cases, the criticism seems to be directed to one level but actually
is aimed at the other. Some critics of speciﬁc ads, for example, probably wouldn’t be
satisﬁed with any advertising. When evaluating marketing, we must treat each of these
levels separately.
Different nations have different social
and economic objectives. Dictatorships,
for example, may be mainly concerned
with satisfying the needs of society as seen
by the political elite. In a socialist state,
the objective might be to satisfy society’s
needs as deﬁned by government planners.
In a society that has recently broken the
chains of communism, the objective may
be to make the transition to a marketdirected economy as quickly as possible—
before there are more revolts.
In the United States, the basic objective of our market-directed economic system has been
to satisfy consumer needs as they, the consumers, see them. This objective implies that
political freedom and economic freedom go hand in hand and that citizens in a free
society have the right to live as they choose. The majority of American consumers
would be unwilling to give up the freedom of choice they now enjoy. The same can

Planetfeedback.com is a website that makes it easy for consumers to give feedback to companies. Of course,
some feedback is clear from customers’ choices in the marketplace. For example, Camry marketing managers
gain very positive feedback from the fact that Camry is the number one selling car and that it has more repeat
buyers than any other car.
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In the U.S., banks provide all kinds of special services to meet customer expectations. In Russia, consumer expectations about banks are
different, so Rikk uses TV ads to emphasize that it’s not going to do anything unusual, it’s just going to be a solid bank.

be said for Canada, Great Britain, and most other countries in the European Union.
However, for focus we will concentrate on marketing as it exists in American society.
Therefore, let’s try to evaluate the operation of marketing in the American
economy—where the present objective is to satisfy consumer needs as consumers see
them. This is the essence of our system. The business ﬁrm that ignores this fact is
asking for trouble.

Can Consumer Satisfaction Be Measured?
Since consumer satisfaction is our objective, marketing’s effectiveness must be
measured by how well it satisﬁes consumers. There have been various efforts to measure overall consumer satisfaction not only in the United States but also in other
countries. For example, a team of researchers at the University of Michigan has created the American Customer Satisfaction Index based on regular interviews with
thousands of customers of about 200 companies and 34 industries. The 2001 index
was lower than it was when the effort started seven years earlier. Similar studies are
available for member countries of the European Union.

Satisfaction depends
on individual
aspirations

This sort of index makes it possible to track changes in consumer satisfaction measures over time and even allows comparison among countries. That’s potentially useful.
Yet there are limits to interpreting any measure of consumer satisfaction when we try
to evaluate macro-marketing effectiveness in any absolute sense. One basic issue is
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that satisfaction depends on and is relative to your level of aspiration or expectation.
Less prosperous consumers begin to expect more out of an economy as they see the
higher living standards of others. Also, aspiration levels tend to rise with repeated successes and fall with failures. Products considered satisfactory one day may not be
satisfactory the next day, or vice versa. A few years ago, most of us were more than
satisﬁed with a 19-inch color TV that pulled in three or four channels. But once
you’ve watched one of the newer large-screen models and enjoyed all the options possible with a digital satellite receiver or a DVD, that old TV is never the same again.
And when high-deﬁnition digital TVs and interactive broadcast systems become more
widespread, today’s most satisfying units won’t seem quite so acceptable.
In addition, consumer satisfaction is a highly personal concept—and looking at
the “average” satisfaction of a whole society does not provide a complete picture for
evaluating macro-marketing effectiveness. At a minimum, some consumers are more
satisﬁed than others. So although efforts to measure satisfaction are useful, any
evaluation of macro-marketing effectiveness has to be largely subjective.
Probably the supreme test is whether the macro-marketing system satisﬁes enough
individual consumer-citizens so that they vote—at the ballot box—to keep it
running. So far, we’ve done so in the United States.4

There are many
measures of micromarketing
effectiveness

Measuring micro-marketing effectiveness is also
difﬁcult, but it can be done. Expectations may change
just as other aspects of the market environment
change—so ﬁrms have to do a good job of coping
with the change. Individual business ﬁrms can and
should try to measure how well their marketing mixes
satisfy their customers (or why they fail). In fact, most
large ﬁrms now have some type of ongoing effort to
determine whether they’re satisfying their target markets. For example, the J. D. Power marketing research
ﬁrm is well known for its studies of consumer satisfaction with different makes of automobiles and
computers. And the American Customer Satisfaction
Index is also used to rate individual companies. For
example, in the 2001 results, McDonald’s ranked
among the poorest performing retailers. While managers at McDonald’s take issue with
that result, the ﬁrm’s own internal satisfaction studies say that on the average day 11
percent of McDonald’s customers complain to the restaurant about some dissatisfaction
(for example, because of slow service, wrong orders, dirty stores, or employees who have
forgotten the company’s “we love to see you smile” slogan). It’s reported that 70 percent of those dissatisﬁed customers are further dissatisﬁed with the way McDonald’s
handled the complaint.5
Many large and small ﬁrms measure customer satisfaction with attitude research
studies. Other widely used methods include comment cards, e-mail response features
on websites, unsolicited consumer responses (usually complaints), opinions of middlemen and salespeople, market test results, and proﬁts. Of course, customers may
be very satisﬁed about some aspects of what a ﬁrm is doing but dissatisﬁed about
other dimensions of performance.6
In our market-directed system, it’s up to each customer to decide how effectively
individual ﬁrms satisfy his or her needs. Usually, customers will buy more of the products that satisfy them—and they’ll do it repeatedly. That’s why ﬁrms that develop
really satisfying marketing mixes are able to develop proﬁtable long-term relationships
with the customers that they serve. Because efﬁcient marketing plans can increase
proﬁts, proﬁts can be used as a rough measure of a ﬁrm’s efﬁciency in satisfying customers. Nonproﬁt organizations have a different bottom line, but they too will fail if
they don’t satisfy supporters and get the resources they need to continue to operate.
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Evaluating marketing
effectiveness is
difﬁcult—but not
impossible

It’s easy to see why opinions differ concerning the effectiveness of micro- and
macro-marketing. If the objective of the economy is clearly deﬁned, however—and
the argument is stripped of emotion—the big questions about marketing effectiveness
probably can be answered.
In this chapter, we argue that micro-marketing (how individual ﬁrms and channels
operate) frequently does cost too much but that macro-marketing (how the whole marketing system operates) does not cost too much, given the present objective of the
American economy—consumer satisfaction. Don’t accept this position as the answer but
rather as a point of view. In the end, you’ll have to make your own judgment.7

Micro-Marketing Often Does Cost Too Much
Throughout the text, we’ve explored what marketing managers could or should
do to help their ﬁrms do a better job of satisfying customers—while achieving company objectives. Many ﬁrms implement highly successful marketing programs, but
others are still too production-oriented and inefﬁcient. For customers of these latter
ﬁrms, micro-marketing often does cost too much.
Research shows that many consumers are not satisﬁed. But you know that already.
All of us have had experiences when we weren’t satisﬁed—when some ﬁrm didn’t
deliver on its promises. And the problem is much bigger than some marketers want
to believe. Research suggests that the majority of consumer complaints are never
reported. Worse, many complaints that are reported never get fully resolved.

The failure rate is high

Further evidence that too many ﬁrms are too production-oriented—and not
nearly as efﬁcient as they could be—is the fact that so many new products fail. New
and old businesses—even ones that in the past were leaders in their markets—fail
regularly too.
Generally speaking, marketing inefﬁciencies are due to one or more of three reasons:
1. Lack of interest in or understanding of the sometimes ﬁckle customer.
2. Improper blending of the four Ps—caused in part by overemphasis on internal
problems as contrasted with a customer orientation.
3. Lack of understanding of or adjustment to the marketing environment, especially what competitors do.
Any of these problems can easily be a fatal ﬂaw—the sort of thing that leads to
death-wish marketing and business failures. A ﬁrm can’t create value if it doesn’t
have a clue what customers think or say. Even if a ﬁrm listens to the “voice of the
customer,” there’s no incentive for the customer to buy if the beneﬁts of the marketing mix don’t exceed the costs. And if the ﬁrm succeeds in coming up with a
marketing mix with beneﬁts greater than costs, it still won’t be a superior value
unless it’s better than what competitors offer.

The high cost of poor
marketing mixes

Perhaps lack of concern for the customer is most noticeable in the ways the four
Ps are sometimes combined—or forced—into a marketing mix. This happens in
many ways. Too many ﬁrms develop a new product to satisfy some manager’s pet
idea, not to meet the needs of certain target customers. Or they see another
company with a successful product and try to jump into the market with another
me-too imitation—without even thinking about the competition they’ll encounter.
Often they don’t worry about quality.
If a product is poorly designed, or if a ﬁrm uses inadequate channels or pricing
that isn’t competitive, it’s easy to see why promotion may be costly. Aggressive
spending on promotion doesn’t make up for the other types of mistakes.
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Maxwell House ready-to-drink
coffee came in a package that
looked like a milk carton, but it
had an inner foil liner that caused
problems when consumers
heated the carton in a microwave.
There was no mention on the
package that it might make good
iced coffee. Fixing these problems
might not have made the product
a success, but they certainly
contributed to its failure.

Another sign of failure is the inability of ﬁrms to identify new target markets and
new opportunities. A new marketing mix that isn’t offered doesn’t fail—but the lost
opportunity can be signiﬁcant for both a ﬁrm and society. Too many managers seize
on whatever strategy seems easiest rather than seeking really new ways to satisfy customers. Too many companies stiﬂe really innovative thinking. Layers of bureaucracy
and a “that’s not the way we do things” mentality just snuff it out.
On the other hand, not every new idea is a good idea for every company. For example, there is little doubt that e-commerce and online systems are having a dramatic
effect in improving how many ﬁrms serve their customers. But in the last few years,
hundreds of ﬁrms have lost millions of dollars with failed efforts to capitalize on the
Internet or some “hot” website idea. Just jumping on the “what’s new” bandwagon—
without stopping to ﬁgure out how it is going to really satisfy the customer and result
in proﬁt for the ﬁrm—is as much a ticket for failure as being too slow or bureaucratic.

Micro-marketing does
cost too much—but
things are changing

For reasons like these, marketing does cost too much in many ﬁrms. Despite much
publicity, the marketing concept is not really applied in many places.
But not all ﬁrms and marketers deserve criticism. More of them are becoming
customer-oriented. And many are paying more attention to market-oriented planning to carry out the marketing concept more effectively. Throughout the text,
we’ve highlighted ﬁrms and strategies that are making a difference. The successes
of innovative ﬁrms—like Wal-Mart, 3M, ITW, Allegiance, AOL, Dell, Tesco, UPS,
and Schwab—do not go unnoticed. Yes, they make some mistakes. That’s human—
and marketing is a human enterprise. But they have also showed the results that
market-oriented strategy planning can produce.
Another encouraging sign is that more companies are recognizing that it often
takes a diverse set of backgrounds and talents to meet the increasingly varied needs
of its increasingly global customers. They’re shedding “not-invented-here” biases and
embracing technologies like the Internet and information systems, comparing what
they do with the best practices of ﬁrms in totally different industries, and teaming
up with outside specialists who can bring a fresh perspective.
Managers who adopt the marketing concept as a way of business life do a better job. They look for target market opportunities and carefully blend the elements
of the marketing mix to meet their customers’ needs. As more of these managers
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rise in business, we can look forward to much lower micro-marketing costs and
strategies that do a better job of satisfying customer needs.

Internet

Internet Exercise Ikea is an innovative furniture company that is using its
website to reﬁne its strategy. It has always relied on information technology to
keep costs low by tracking sales at individual stores and using the information to control inventory and reduce shipping costs between the factory,
distribution centers, and its massive retail stores. Go to the Ikea website
(www.ikea.com). What else does the website tell you about Ikea’s strategy?
Does the website help Ikea offer superior value? Explain your answer.

Macro-Marketing Does Not Cost Too Much
Many critics of marketing take aim at the macro-marketing system. They think
(1) advertising, and promotion in general, are socially undesirable and (2) the
macro-marketing system causes poor use of resources, limits income and employment, and leads to an unfair distribution of income. Most of these complaints
imply that some micro-marketing activities should not be permitted—and because
they are, our macro-marketing system does a poor job. Let’s look at some of these
positions to help you form your own opinion.

Micro-efforts help the
economy grow

Marketing stimulates
innovation and the
development of new ways to
meet customers’ needs.

Some critics feel that marketing helps create a monopoly or at least monopolistic competition. Further, they think this leads to higher prices, restricted output,
and reduction in national income and employment.
It’s true that ﬁrms in a market-directed economy try to carve out separate monopolistic markets for themselves with new products. But consumers do have a choice.
They don’t have to buy the new product unless they think it’s a better value. The
old products are still available. In fact, to meet the new competition, prices of the
old products usually drop. And that makes them even more available.
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Over several years, the innovator’s proﬁts may rise—but rising proﬁts also encourage
further innovation by competitors. This leads to new investments—which contribute
to economic growth and higher levels of national income and employment. Around the
world, many countries failed to achieve their potential for economic growth under centrally planned systems because this type of proﬁt incentive didn’t exist. Even now, many
of the regulations that are imposed by the developed countries are left over from old
ways of thinking and get in the way of progress.
Increased proﬁts also attract competition. Proﬁts then begin to drop as new competitors enter the market and begin producing somewhat similar products. (Recall
the rise and fall of industry proﬁt during the product life cycle.)

Is advertising a waste
of resources?

Advertising is the most criticized of all micro-marketing activities. Indeed, many
ads are annoying, insulting, misleading, and downright ineffective. This is one reason why micro-marketing often does cost too much. However, advertising can also
make both the micro- and macro-marketing processes work better.
Advertising is an economical way to inform large numbers of potential customers
about a ﬁrm’s products. Provided that a product satisﬁes customer needs, advertising can increase demand for the product—resulting in economies of scale in
manufacturing, distribution, and sales. Because these economies may more than
offset advertising costs, advertising can actually lower prices to the consumer.8

Does marketing make
people buy things they
don’t need?

Some critics feel that advertising manipulates consumers into buying products
that they don’t need. This, of course, raises a question. How should a society determine which products are unnecesary and shouldn’t be produced or sold? One critic
suggested that Americans could and should do without such items as pets, newspaper comic strips, second family cars, motorcycles, snowmobiles, campers, recreational
boats and planes, aerosol products, pop and beer cans, and hats.9 You may agree
with some of these. But who should determine minimum material requirements of
life—individual consumers or critics?

Consumers are not
puppets

The idea that ﬁrms can manipulate consumers to buy anything the company
chooses to produce simply isn’t true. A consumer who buys a soft drink that tastes
terrible won’t buy another can of that brand—regardless of how much it’s advertised.
In fact, many new products fail the test of the market. Not even large corporations
are assured of success every time they launch a new product. Consider, for example,
the dismal fate of Pets.com and eToys.com, Ford’s Edsel, Sony’s beta format VCRs,
Xerox’s personal computers, and half of the TV programs put on the air in recent
years by CBS. And if powerful corporations know some way to get people to buy products against their will, would companies like Lucent, General Motors, and Eastern
Airlines have ever gone through long periods losing hundreds of millions of dollars?

Needs and wants
change

Consumer needs and wants change constantly. Few of us would care to live the
way our grandparents lived when they were our age—let alone like the pioneers who
traveled to unknown destinations in covered wagons. Marketing’s job is not just to
satisfy consumer wants as they exist at any particular point in time. Rather, marketing must keep looking for new and better ways to create value and serve consumers.10

Does marketing make
people materialistic?

There is no doubt that marketing caters to materialistic values. However, people
disagree as to whether marketing creates these values or simply appeals to values
already there.
Even in the most primitive societies, people want to accumulate possessions. In
fact, in some tribal villages, social status is measured by how many goats or sheep
a person owns. Further, the tendency for ancient pharaohs and kings to surround
themselves with wealth and treasures can hardly be attributed to the persuasive
powers of advertising agencies!
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Some critics argue that people
are bombarded with too much
advertising and that it tends to
cater to materialistic values.
However, in a free market
consumers have choices, and so
advertising tends to reﬂect
society’s values rather than create
them.

The idea that marketers create and serve “false tastes”—as deﬁned by individual
critics—was answered by a well-known economist who said:
The marketplace responds to the tastes of consumers with the goods and services that are
salable, whether the tastes are elevated or depraved. It is unfair to criticize the marketplace
for fulﬁlling these desires . . . it is like blaming waiters in restaurants for obesity.11

Marketing reﬂects our
own values

Critics say that advertising elevates the wrong values—for example, by relying
on sex appeal to get attention and generally sending the signal that what really matters most is self-gratiﬁcation. Experts who study values seem to agree that, in the
short run, marketing reﬂects social values, while in the long run it enhances and
reinforces them. One expert pointed out that consumers vote for what they want
in the marketplace and in the polling place. To say that what they choose is wrong,
he said, is to criticize the basic idea of free choice and democracy.12
Further, many companies work hard to ﬁgure out their customers’ beliefs and values. Then they refuse to use ads that would be offensive to their target customers.

Products do improve
the quality of life

More is not always better. The quality of life can’t be measured just in terms of
quantities of material goods. But when we view products as the means to an end
rather than the end itself, they do make it possible to satisfy higher-level needs.
Microwave ovens, for example, greatly reduced the amount of time and effort people
must spend preparing meals—leaving them free to pursue other interests. More
dependable cars expanded people’s geographic horizons—affecting where they can
live and work and play. The Internet empowers people with information in ways
that few could have even imagined a few years ago.

Not all needs are met

Some critics argue that our macro-marketing system is ﬂawed because it does not
provide solutions to important problems, such as questions about how to help the
homeless, the uneducated, dependent children, minorities who have suffered discrimination, the elderly poor, and the sick. Many of these people do live in dire
circumstances. But is that the result of a market-directed system?
There is no doubt that many ﬁrms focus their effort on people who can pay for what
they have to offer. But as the forces of competition drive down prices, more people are
able to afford more of what they need. And the matching of supply and demand
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stimulates economic growth, creates jobs, and spreads income among more people. In
other words, a market-directed economy makes efﬁcient use of resources. However, it
can’t guarantee that government aid programs are effective. It doesn’t ensure that all
voters and politicians agree on which problems should be solved ﬁrst—or how taxes
should be set and allocated. It can’t eliminate the possibility of a child being ignored.
These are important societal issues. But they are not the result of a market-directed
system. Citizen-consumers in a democratic society assign some responsibilities to business and some to government. Most people in business share the concern that
government too often does not do an effective job in addressing these problems.
Many ﬁrms are working to identify and contribute solutions. But ultimately consumer-citizens vote in the ballot box for how to deal with these concerns—just as
they vote with their dollars for which ﬁrms to support. As more managers in the
public sector understand and apply marketing concepts, we should be able to do a
better job meeting the needs of all people.

Challenges Facing Marketers
We’ve said that our macro-marketing system does not cost too much—given the
present objective of our economy. But we admit that the performance of many business ﬁrms leaves a lot to be desired. This presents a challenge to serious-minded
students and marketers. What needs to be done—if anything?

We need better
performance at the
micro level

Some business executives seem to feel that they should be completely free in a
market-directed economy. They don’t understand that ours is a market-directed system and that they must provide value to consumer-citizens. Instead, they focus on
their own internal problems and don’t satisfy consumers very well.

Change is the only
thing that’s constant

Many ﬁrms are still production-oriented. Some hardly plan at all, and others simply extend one year’s plans into the next. Progressive ﬁrms are beginning to realize that
this doesn’t work in our fast-changing markets. Market-oriented strategy planning is
becoming more important in many companies. Firms are paying more attention to
changes in the market—including trends in the marketing environment—and how
marketing strategies need to be adapted to consider these changes. Exhibit 22-1 lists
some of the important trends and changes we’ve discussed throughout this text.
Most of the changes and trends summarized in Exhibit 22-1 are having a positive
effect on how marketers serve society. Whether it’s because marketers are applying new
technologies to solve old marketing problems or applying classic marketing concepts
to new kinds of opportunities, consumers are better off. And this ongoing improvement is self-directing. As consumers shift their support to ﬁrms that do meet their
needs, laggard businesses are forced to either improve or get out of the way.

But some basic
frameworks are
timeless

Good marketing strategy planning needs to focus on a speciﬁc target market and
a marketing mix to meet its needs. Many of the frameworks and ideas about how
to do that are so fundamental that they haven’t changed as much as the long list
in Exhibit 22-1 seems to suggest. At the same time, thinking about all these changes
highlights the fact that marketing is dynamic. Marketing managers must constantly
evaluate their strategies to be sure they’re not being left in the dust by competitors
who see new and better ways of doing things.

If it ain’t broke,
improve it

It’s crazy for a marketing manager to constantly change a strategy that’s working
well. But too many managers fail to see or plan for needed changes. They’re afraid
to do anything different and adhere to the idea that “if it ain’t broke, don’t ﬁx it.”
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Exhibit 22-1 Some Important Changes and Trends Affecting Marketing Strategy Planning
Communication Technologies
The Internet and intranets
Satellite communications
HTML e-mail and instant messaging
Videoconferencing and Internet telephone
Cellular telephones
Role of Computerization
E-commerce, websites
Computers and PDAs
Spreadsheet analysis
Wireless networks
Scanners and bar codes for tracking
Multimedia integration
Marketing Research
Search engines
Growth of marketing information systems
Decision support systems
XML data exchange
Single source data (and scanner panels)
Data warehouses and data mining
Multimedia data and questionnaires
Customer relationship management (CRM) systems
Demographic Patterns
“Wired” households
Explosion in teen and ethnic submarkets
Aging of the baby boomers
Population growth slowdown in U.S.
Geographic shifts in population
Slower real income growth in U.S.
Business and Organizational Customers
Closer relationships and single sourcing
Just-in-time inventory systems/EDI
Web portals and Internet sourcing
Interactive bidding and proposal requests
Shift to NAICS
ISO 9000
E-commerce and supply chain management
Product Area
More attention to “really new” products
Faster new-product development
Computer-aided design (CAD)
R&D teams with market-driven focus
More attention to quality
More attention to service technologies
More attention to design, including packages
Category management
Channels and Logistics
Internet selling (wholesale and retail)
More vertical marketing systems
Clicks and bricks
Larger, more powerful retail chains
More attention to distribution service
Real-time inventory replenishment
Rapid response, JIT, and ECR
Automated warehousing and handling
Cross-docking at distribution centers
Logistics outsourcing
Cross-channel logistics coordination
Growth of mass-merchandising

Sales Promotion
Database-directed promotion
Point-of-purchase promotion
Trade promotion becoming more sensible
Event sponsorships
Better support from agencies
Customer loyalty programs
Customer acquisition cost analysis
Personal Selling
Sales technology
Automated order-taking
Use of laptop computers
Major accounts specialization
More telemarketing and team selling
Use of e-mail, fax, and voice mail
Mass Selling
Interactive media (websites, etc.)
Integrated marketing communication
More targeted media
Pointcasting
Specialty publications
Specialty radio and TV (cable, satellite)
Point-of-purchase
Growth of interactive agencies
Consolidation of global agencies
Consolidation of media companies
Changing agency compensation
Direct-response advertising
Shrinking media budgets
Pricing
Electronic bid pricing and auctions
Value pricing
Overuse of sales and deals
Bigger differences in functional discounts
More attention to exchange rate effects
Lower markups on higher stockturn items
Spreadsheets for marginal analysis
International Marketing
Struggles of post-communist economies
More international market development
Global competitors—at home and abroad
Global communication over Internet
New trade rules (NAFTA, WTO, EU, etc.)
More attention to exporting by small ﬁrms
International expansion by retailers
Impact of “pop” culture on traditional cultures
Tensions between “have” and “have-not” cultures
Growing role of airfreight
General
Explicit mission statements
SWOT analysis
Collapse of many dot-com startups
Benchmarking and total quality management
More attention to positioning and differentiation
Less regulation of business
Increased use of alliances
Shift away from diversiﬁcation
More attention to proﬁtability, not just sales
Greater attention to superior value
Addressing environmental concerns
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But a ﬁrm can’t always wait until a problem becomes completely obvious to do
something about it. When customers move on and proﬁts disappear, it may be too
late to ﬁx the problem. Marketing managers who take the lead in ﬁnding innovative new markets and approaches get a competitive advantage.

We need to use
technology wisely

We live in a time of dramatic new technologies. For example, in just a few short
years information technology has opened the door to radical new approaches for
e-commerce and opportunities such as those available via the Internet. Many
marketers hate the idea that what they’ve learned from years of on-the-job experience may no longer apply when a new technology comes along. Or they feel that it’s
the job of the technical specialist to ﬁgure out how a new technology can help the
ﬁrm serve its customers. But identifying and understanding new ways of satisfying customers and meeting their needs is a basic marketing responsibility. Marketers can’t just
pawn that responsibility off on “somebody else.” If that means learning about new
technologies, then that is just part of the marketing job. It’s better for the marketer
to have to struggle to understand the implications of a new technology than it is to
just assume that the technology specialists will struggle to understand customers’
needs. More often than not, that’s a really bad assumption. And when no one is worrying about the customers’ point of view, everybody suffers the consequences.
At a broader level, ﬁrms face the challenge of determining what technologies are
acceptable and which are not. For example, gene research has opened the door to
life-saving medicines, genetically altered crops that resist drought or disease, and
even cloning of human beings. Yet in all of these arenas there is intense conﬂict
among different groups about what is appropriate. The fact that science allows us
to do something doesn’t necessarily mean that it should be done. On the other hand,
how should these decisions be made? There is no simple answer to this question,
but it’s clear that old production-oriented views are not the answer. Perhaps we will
move toward developing answers if some of the marketing ideas that have been
applied to understanding individual needs can be extended to better understand the
needs of society as a whole.

We need to welcome
international
competition

Increasingly, marketing managers face global competition. Some managers hate
that thought. Worldwide competition creates even more pressure on marketing
managers to ﬁgure out what it takes to gain a competitive advantage—both at home
and in foreign markets. But with the challenge comes opportunities. The forces of
competition in and among market-directed economies will help speed the diffusion
of marketing advances to consumers everywhere. As macro-marketing systems
improve worldwide, more consumers will have income to buy products—from wherever in the world those products come.
Marketers can’t afford to bury their heads in the sand and hope that international competition will go away. Rather, they must realize that it is part of today’s
marketing environment—and they must do marketing strategy planning that rises
to the challenges it poses.

May need more social
responsibility

Good business managers put themselves in the consumer’s position. A useful rule
to follow might be: Do unto others as you would have others do unto you. In practice, this means developing satisfying marketing mixes for speciﬁc target markets. It
may mean building in more quality or more safety. The consumer’s long-run
satisfaction should be considered too. How will the product hold up in use? What
about service guarantees? While trying to serve the needs of some target market,
does the marketing strategy disregard the rights and needs of other consumers or
create problems that will be left for future generations?13
Short-sighted, production-oriented approaches undoubtedly won’t work in the
future. Tougher competition—from companies at home and abroad—may force oldstyle production-oriented business managers to change their thinking just to survive.
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Marketers need to understand
and be sensitive to consumer
concerns. Issues like protecting
the environment are important
and ﬁrms that look for better
ways to address this issue may
ﬁnd that they can do well by
doing good.

The environment is
everyone’s need

Marketers need to work harder and smarter at ﬁnding ways to satisfy consumer needs
without sacriﬁcing the current or future environment. All consumers need the environment—whether they realize it yet or not. We are only beginning to understand the
consequences of the environmental damage that’s already been done. Acid rain, depletion of the ozone layer, global warming, and toxic waste in water supplies—to mention
but a few current environmental problems—have catastrophic effects. Many top executives now say that preserving and protecting the environment will be one of the major
challenges, if not the major challenge, of business ﬁrms in the new millennium.
In the past, most ﬁrms didn’t pass the cost of environmental damage on to consumers in the prices that they paid. Pollution was a hidden and unmeasured cost
for most companies. That is changing rapidly. Firms are already paying billions of
dollars to correct problems—including problems created years ago. The government
isn’t accepting the excuse that “nobody knew it was a big problem.” Consider yourself warned: Businesspeople who fail to anticipate the coming public backlash on
this issue put their careers and businesses at risk!
Creative marketers should be able to ﬁgure out how to preserve the environment,
meet customer needs, and make proﬁts all at the same time. Aveda, a cosmetics company, uses seeds from a shrub in the Amazon rain forest for the reddish pigment in
its lipstick. By giving natives of the Amazon a way to make a living without further
clearing of the rain forest, Aveda is helping to preserve the forest and also meeting
the needs of consumers who want to buy environmentally friendly products.14

May need attention to
consumer privacy

While focusing on consumers’ needs, marketers also must be sensitive to other
consumer concerns. Today, sophisticated marketing research methods, the Internet,
and other new technologies make it easier to abuse consumers’ rights to privacy. For
example, credit card records—which reveal much about consumers’ purchases and
private lives—are routinely computerized and sold to anybody who pays for the list.
Most consumers don’t realize how much data about their personal lives—some of
it incorrect but treated as fact—is collected and available. A simple computer billing
error may land consumers on a computer bad-credit list—without their knowledge.
Marketing managers should use technology responsibly to improve the quality of life,
not disrupt it. If you don’t think privacy is a serious matter, enter your social security number in an Internet search engine and see what pops up. You may be surprised.
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Schools are a targeted place for youth-oriented
marketers to promote their products to the U.S.’s 45
million elementary and secondary students. Coke and
Pepsi are eager to contribute scoreboards (or is that
billboards?) for high school sports ﬁelds. In school
cafeterias, which serve 30 million meals a day, Kellogg’s
cereal and Dannon’s yogurt sponsor programs to
motivate learning (and increase consumption). A school
district in Colorado got national attention for selling
advertising space on the sides of its school buses. This
is not a new idea. The National Dairy Council has
promoted dairy products in the schools since 1915.
Even so, the launch of the Channel One television
network with ads and programming for schools brought
new attention to the issue. Many critics saw it as a crass
attempt to exploit captive students. Some schools even
hand out coupons tied in with the ads. Channel One
notes that schools get beneﬁts. Besides the excellent
news programs, they get video equipment and chances
to win support for Internet access. Even Internet access
is a mixed blessing. It’s a great research tool, but there
are virtually no limits on Internet advertising banners or
websites. A teacher who does an in-class search on an
innocent topic like “Asian teens” may click on one of the
websites listed and instantly face a screen full of explicit
pictures from a Japanese website that sells porno

videos. To prevent that sort of thing, many schools use a
web-ﬁltering program from N2H2, Inc. But critics are
troubled that N2H2 sells information about student surfing habits collected by the program.
To ﬁnd more targeted ways of reaching students,
some consumer products ﬁrms turn to promotion specialists, like Sampling Corporation of America (SCA).
About 70 percent of all schools participate in SCA programs. For example, every Halloween SCA provides
schools with safety literature wrapped around product
samples or coupons provided by sponsor companies.
Other ﬁrms create teaching materials. Dole Foods’
nutrition curriculum, for example, centers on a multimedia CD-ROM featuring 30 animated fruits and
vegetables. Dole also urges supermarket produce
managers to contact their local schools to arrange
special tours. More than 750,000 elementary school
students have taken in-store produce tours.
There is no question that in-school promotion
efforts do provide budget-strapped educators with
added resources, including useful teaching materials.
Yet promotions targeted at students also raise sensitive issues of educational standards, ethics, and
taste. Marketers who are not sensitive to these issues
can provoke a hostile public backlash, including a
host of new regulations.15

May need to change
laws and how they are
enforced

One of the advantages of a market-directed economic system is that it operates
automatically. But in our version of this system, consumer-citizens provide certain
constraints (laws), which can be modiﬁed at any time. Managers who ignore
consumer attitudes must realize that their actions may cause new restraints.
Before piling on too many new rules, however, we should review the ones we
have. Some of them may need to be changed—and others may need to be enforced
more carefully. Antitrust laws, for example, are often applied to protect competitors
from each other—when they were really intended to encourage competition.
On the other hand, U.S. antitrust laws were originally developed with the idea
that all ﬁrms competing in a market would be on a level playing ﬁeld. That is no
longer always true. For example, in many markets individual U.S. ﬁrms compete
with foreign ﬁrms whose governments urge them to cooperate with each other. Such
foreign ﬁrms don’t see each other as competitors; rather they see U.S. ﬁrms, as a
group, as the competitors.

Laws should affect
top managers

Strict enforcement of present laws could have far-reaching results if more price
ﬁxers, fraudulent or deceptive advertisers, and others who violate existing laws—
thus affecting the performance of the macro-marketing system—were sent to jail or
given heavy ﬁnes. A quick change in attitudes might occur if unethical top
managers—those who plan strategy—were prosecuted, instead of the salespeople or
advertisers expected to deliver on weak or undifferentiated strategies.

Internet

Internet Exercise Obvious Implementations Corp. is a small consulting and
manufacturing ﬁrm. Go to its website (www.obviously.com) and then select
How to stop junk mail, e-mail, and phone calls. Read through the information
and, if you wish, follow some of the links to other sites listed. Should it be
easier to avoid mail, spam, and calls you don’t want? Explain your thinking.
649
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Promotion Managers Go Back to School
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In other words, if the government made it clear that it was serious about
improving the performance of our economic system, much could be achieved
within the present system—without adding new constraints.

Laws merely
deﬁne minimal
ethical standards

As we discussed ethical issues in marketing throughout the text, we emphasized that
a marketing manager doesn’t face an ethical dilemma about complying with laws and
regulations. Whether a marketer is operating in his or her own country or in a foreign
nation, the legal environment sets the minimal standards of ethical behavior as deﬁned
by a society. In addition, the American Marketing Association’s code of ethics (Exhibit
2-4) provides a checklist of basic guidelines that a marketing manager should observe.
But marketing managers constantly face ethical issues where there are no clearly deﬁned
answers. Every marketing manager should be aware of this and make a personal commitment to carefully evaluate the ethical consequences of marketing strategy decisions.
On the other hand, our marketing system is designed to encourage ﬁrms to compete aggressively as long as they do it in a fair way. New and better ways of serving
customers and society give a ﬁrm a competitive advantage—at least for some period
of time. This is how we move forward as a society. Innovative new marketing strategies do sometimes cause problems for those who have a vested interest in the old
ways. Some people try to portray anything that disrupts their own personal interest
as unethical. But protecting the status quo is not by itself an appropriate ethical
standard. To the contrary, our society’s most basic ethical charge to marketers is to
ﬁnd new and better ways to serve society’s needs.

Need socially
responsible consumers

We’ve stressed that marketers should act responsibly—but consumers have responsibilities too. Some consumers abuse policies about returning goods, change price tags
in self-service stores, and expect attractive surroundings and courteous, well-trained
sales and service people—and want discount prices. Some are down right abusive to
salespeople. Others think nothing of ripping off businesses because “they’re rich.”
Shoplifting is a major problem for most traditional retailers—averaging almost 2 percent of sales nationally. In supermarkets, losses to shoplifters are on average greater
than proﬁts. Online retailers, in turn, must ﬁght the use of stolen or fraudulent credit
cards. Honest consumers pay for the cost of this theft in higher prices.16

Consumers have social
responsibilities too. Sensormatic
sells equipment that many
retailers use to prevent
shoplifting.
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Americans tend to perform their dual role of consumer-citizens with a split
personality. We often behave one way as consumers then take the opposite position at
the ballot box. For example, we cover our beaches and parks with garbage and litter,
while urging our legislators to take stiff action to curb pollution. We protest sex and
violence in the media and then ﬂock to see the latest R- or X-rated movies. Some of
the most proﬁtable websites on the Internet are purveyors of pornography. Parents complain about advertising aimed at children then use TV as a Saturday morning babysitter.
Unethical or illegal behavior is widespread. In a major survey of workers, managers, and executives from a wide range of industries, 48 percent admitted to taking
unethical or illegal actions in the past year. Offenses included things like cheating
on expense accounts, paying or accepting kickbacks, trading sex for sales, lying to
customers, leaking company secrets, and looking the other way when environmental laws are violated. Think about it—we’re talking about half of the workforce.17
As consumer-citizens, each of us shares the responsibility for preserving an effective
macro-marketing system. And we should take this responsibility seriously. That even
includes the responsibility to be smarter customers. Let’s face it, a majority of consumers
ignore most of the available information that could help them spend money (and guide
the marketing process) more wisely. Consumerism has encouraged nutritional labeling,
open dating, unit pricing, truth-in-lending, plain-language contracts and warranties,
and so on. Government agencies publish many consumer buying guides on everything
from tires to appliances, as do organizations such as Consumers Union. Most of this
information is now available from home—over the Internet. It makes sense to use it.

How Far Should the Marketing Concept Go?
Should marketing
managers limit
consumers’ freedom
of choice?

Achieving a better macro-marketing system is certainly a desirable objective. But
what part should a marketer play in deciding what products to offer?
This is extremely important, because some marketing managers, especially those
in large corporations, can have an impact far larger than they do in their roles as
consumer-citizens. For example, should they refuse to produce hazardous products,
like skis or motorcycles, even though such products are in strong demand? Should
they install safety devices that increase costs but that customers don’t want?
These are difﬁcult questions to answer. Some things marketing managers do
clearly beneﬁt both the ﬁrm and consumers because they lower costs and/or improve
consumers’ options. But other choices may actually reduce consumer choice and
conﬂict with a desire to improve the effectiveness of our macro-marketing system.

Consumer-citizens
should vote on the
changes

It seems fair to suggest, therefore, that marketing managers should be expected
to improve and expand the range of goods and services they make available—always
trying to add value and better satisfy consumers’ needs and preferences. This is the
job we’ve assigned to business.
If pursuing this objective makes excessive demands on scarce resources or has an
unacceptable ecological effect, then consumer-citizens have the responsibility to
vote for laws restricting individual ﬁrms that are trying to satisfy consumers’ needs.
This is the role that we, as consumers, have assigned to the government—to ensure
that the macro-marketing system works effectively.
It is important to recognize that some seemingly minor modiﬁcations in our present
system might result in very big, unintended problems. Allowing some government
agency to prohibit the sale of products for seemingly good reasons could lead to major
changes we never expected. (Bicycles, for example, are a very hazardous consumer
product. Should they continue to be sold?) Clearly, such government actions could seriously reduce consumers’ present rights to freedom of choice—including “bad” choices.
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The Domino’s logo shown here
behind home plate does not
actually exist on the playing ﬁeld
of this major league baseball
game—but rather is created
electronically. The advertiser pays
the TV broadcaster to get the
exposure. As new imaging
technologies emerge, companies
will have to decide what is fair
and appropriate.

We, as consumer-citizens, should be careful to distinguish between proposed
changes designed simply to modify our system and those designed to change it—
perhaps drastically. In either case, we should have the opportunity to make the
decision (through elected representatives). This decision should not be left in the
hands of a few well-placed managers or government planners.

Marketing people may
be even more
necessary in the future

Regardless of the changes consumer-citizens may enact, we will need some kind
of a marketing system in the future. Further, if satisfying more subtle needs—such
as for the good life—becomes our objective, it could be even more important to
have market-oriented ﬁrms. We may have to deﬁne not only an individual’s needs
but also society’s needs—perhaps for a better neighborhood or more enriching social
experiences, and so on. As we go beyond tangible physical goods into more sophisticated need-satisfying blends of goods and services, the trial-and-error approach of
the typical production-oriented manager will become even less acceptable.18

Conclusion
Macro-marketing does not cost too much. Consumers
have assigned business the role of satisfying their needs.
Customers ﬁnd it satisfactory and even desirable to permit businesses to cater to them and even to stimulate
wants. As long as consumers are satisﬁed, macro-marketing will not cost too much—and business ﬁrms will be
permitted to continue as proﬁt-making entities.
But business exists at the consumer’s discretion. It’s
mainly by satisfying the consumer that a particular
ﬁrm—and our economic system—can justify its existence and hope to keep operating.
In carrying out this role—granted by consumers—
business ﬁrms are not always as effective as they could be.
Many business managers don’t understand the marketing
concept or the role that marketing plays in our way of life.
They seem to feel that business has a God-given right to
operate as it chooses. And they proceed in their typical

production-oriented ways. Further, many managers have
had little or no training in business management and are
not as competent as they should be. Others fail to adjust to
the changes taking place around them. And a few dishonest or unethical managers can do a great deal of damage
before consumer-citizens take steps to stop them. As a result, micro-marketing often does cost too much. But the
situation is improving. More business training is now available, and more competent people are being attracted to
marketing and business generally. Clearly, you have a role
to play in improving marketing activities in the future.
Marketing has new challenges to face in the future.
Our consumers may have to settle for a lower standard of
living. Resource shortages, slower population growth, and
a larger number of elderly—with a smaller proportion of
the population in the workforce—may all combine to reduce our income growth. This may force consumers to
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shift their consumption patterns and politicians to change
some of the rules governing business. Even our present
market-directed system may be threatened.
To keep our system working effectively, individual
ﬁrms should implement the marketing concept in a more
efﬁcient, ethical, and socially responsible way. At the
same time, we—as consumers—should consume goods
and services in an intelligent and socially responsible
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way. Further, we have the responsibility to vote and
ensure that we get the kind of macro-marketing system
we want. What kind do you want? What should you do to
ensure that fellow consumer-citizens will vote for your
system? Is your system likely to satisfy you as well as another macro-marketing system? You don’t have to answer
these questions right now—but your answers will affect
the future you’ll live in and how satisﬁed you’ll be.

Questions and Problems
1. Explain why marketing must be evaluated at two
levels. What criteria should be used to evaluate each
level of marketing? Defend your answer. Explain
why your criteria are better than alternative criteria.
2. Discuss the merits of various economic system objectives. Is the objective of the American economic
system sensible? Could it achieve more consumer
satisfaction if sociologists or public ofﬁcials determined how to satisfy the needs of lower-income or
less-educated consumers? If so, what education or
income level should be required before an individual is granted free choice?
3. Should the objective of our economy be maximum
efﬁciency? If your answer is yes, efﬁciency in what?
If not, what should the objective be?
4. Discuss the conﬂict of interests among production,
ﬁnance, accounting, and marketing executives.
How does this conﬂict affect the operation of an individual ﬁrm? The economic system? Why does this
conﬂict exist?
5. Why does adoption of the marketing concept encourage a ﬁrm to operate more efﬁciently? Be
speciﬁc about the impact of the marketing concept
on the various departments of a ﬁrm.
6. In the short run, competition sometimes leads to inefﬁciency in the operation of our economic system.
Many people argue for monopoly in order to eliminate this inefﬁciency. Discuss this solution.
7. How would ofﬁcially granted monopolies affect the
operation of our economic system? Consider the

8.
9.
10.

11.

12.

13.

effect on allocation of resources, the level of income
and employment, and the distribution of income. Is
the effect any different if a ﬁrm obtains a monopoly
by winning out in a competitive market?
Comment on the following statement: “Ultimately,
the high cost of marketing is due only to consumers.”
How far should the marketing concept go? How
should we decide this issue?
Should marketing managers, or business managers in
general, refrain from producing proﬁtable products
that some target customers want but that may not be
in their long-run interest? Should ﬁrms be expected
to produce “good” but less proﬁtable products? What
if such products break even? What if they are unproﬁtable but the company makes other proﬁtable
products—so on balance it still makes some proﬁt?
What criteria are you using for each of your answers?
Should a marketing manager or a business refuse to
produce an “energy-gobbling” appliance that some
consumers are demanding? Should a ﬁrm install an
expensive safety device that will increase costs but
that customers don’t want? Are the same principles
involved in both these questions? Explain.
Discuss how one or more of the trends or changes
shown in Exhibit 22-1 is affecting marketing strategy planning for a speciﬁc ﬁrm that serves the
market where you live.
Discuss how slower economic growth or no economic
growth would affect your college community—in
particular, its marketing institutions.

Suggested Cases
27. Plastic Master, Inc.

30. DeLuxe Foods, Ltd.

28. PCT, Inc.

32. Lever, Ltd.

29. Metal Works, Inc.
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When You Finish This Appendix, You Should
1. Understand the “law of diminishing
demand.”
2. Understand demand and supply curves
and how they set the size of a market and its
price level.
3. Know about elasticity of demand and
supply.
4. Know why demand elasticity can be
affected by availability of substitutes.
5. Know the different kinds of competitive
situations and understand why they are
important to marketing managers.
6. Recognize the important new terms
(shown in red).
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A good marketing manager should be an expert on markets and the nature of
competition in markets. The economist’s traditional analysis of demand and supply
is a useful tool for analyzing markets. In particular, you should master the concepts
of a demand curve and demand elasticity. A ﬁrm’s demand curve shows how the
target customers view the ﬁrm’s Product—really its whole marketing mix. And the
interaction of demand and supply curves helps set the size of a market and the market price. The interaction of supply and demand also determines the nature of the
competitive environment, which has an important effect on strategy planning.
These ideas are discussed more fully in the following sections.

Products and Markets as Seen by Customers and Potential Customers
Economists provide
useful insights

How potential customers (not the ﬁrm) see a ﬁrm’s product (marketing mix)
affects how much they are willing to pay for it, where it should be made available,
and how eager they are for it—if they want it at all. In other words, their view
has a very direct bearing on marketing strategy planning.
Economists have been concerned with market behavior for years. Their analytical tools can be quite helpful in summarizing how customers view products and how
markets behave.

Economists see
individual customers
choosing among
alternatives

Economics is sometimes called the dismal science—because it says that most customers have a limited income and simply cannot buy everything they want. They
must balance their needs and the prices of various products.
Economists usually assume that customers have a fairly deﬁnite set of preferences
and that they evaluate alternatives in terms of whether the alternatives will make
them feel better (or worse) or in some way improve (or change) their situation.
But what exactly is the nature of a customer’s desire for a particular product?
Usually economists answer this question in terms of the extra utility the customer
can obtain by buying more of a particular product—or how much utility would be
lost if the customer had less of the product. (Students who wish further discussion
of this approach should refer to indifference curve analysis in any standard economics text.)
It is easier to understand the idea of utility if we look at what happens when the
price of one of the customer’s usual purchases changes.

The law of diminishing
demand

Suppose that consumers buy potatoes in 10-pound bags at the same time they
buy other foods such as bread and rice. If the consumers are mainly interested in
buying a certain amount of food and the price of the potatoes drops, it seems reasonable to expect that they will switch some of their food money to potatoes and
away from some other foods. But if the price of potatoes rises, you expect our consumers to buy fewer potatoes and more of other foods.
The general relationship between price and quantity demanded illustrated by this
food example is called the law of diminishing demand—which says that if the price
of a product is raised, a smaller quantity will be demanded and if the price of a
product is lowered, a greater quantity will be demanded. Experience supports this
relationship between prices and total demand in a market, especially for broad product categories or commodities such as potatoes.
The relationship between price and quantity demanded in a market is what economists call a “demand schedule.” An example is shown in Exhibit A-1. For each
row in the table, Column 2 shows the quantity consumers will want (demand) if
they have to pay the price given in Column 1. The third column shows that the
total revenue (sales) in the potato market is equal to the quantity demanded at a
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Exhibit A-1
Demand Schedule for
Potatoes (10-pound bags)
Point

(1)
Price of
Potatoes
per Bag
(P)

(2)

(3)

Quantity Demanded
(bags per month)
(Q)

Total Revenue
per Month
(P  Q  TR)
$12,800,000

A

$1.60

8,000,000

B

1.30

9,000,000

C

1.00

11,000,000

D

0.70

14,000,000

E

0.40

19,000,000

657

11,000,000

given price times that price. Note that as prices drop, the total unit quantity
increases, yet the total revenue decreases. Fill in the blank lines in the third column
and observe the behavior of total revenue—an important number for the marketing manager. We will explain what you should have noticed, and why, a little later.

Exhibit A-2
Demand Curve for Potatoes
(10-pound bags)

If your only interest is seeing at which price the company will earn the greatest
total revenue, the demand schedule may be adequate. But a demand curve shows
more. A demand curve is a graph of the relationship between price and quantity
demanded in a market—assuming that all other things stay the same. Exhibit A-2
shows the demand curve for potatoes—really just a plotting of the demand schedule in Exhibit A-1. It shows how many potatoes potential customers will demand
at various possible prices. This is a “down-sloping demand curve.”
Most demand curves are down-sloping. This just means that if prices are
decreased, the quantity customers demand will increase.
Demand curves always show the price on the vertical axis and the quantity
demanded on the horizontal axis. In Exhibit A-2, we have shown the price in dollars. For consistency, we will use dollars in other examples. However, keep in mind
that these same ideas hold regardless of what money unit (dollars, yen, francs, pounds,
etc.) is used to represent price. Even at this early point, you should keep in mind that
markets are not necessarily limited by national boundaries—or by one type of money.
Note that the demand curve only shows how customers will react to various possible prices. In a market, we see only one price at a time, not all of these prices.
The curve, however, shows what quantities will be demanded—depending on what
price is set.
You probably think that most businesspeople would like to set a price that would
result in a large sales revenue. Before discussing this, however, we should consider
the demand schedule and curve for another product to get a more complete picture
of demand-curve analysis.

P 1.60
Price ($ per bag)

The demand
curve—usually downsloping

1.30
1.00
0.70
0.40
0

A
B
C
D
E
Q
10
20
30
Quantity (millions of bags per month)
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Exhibit A-3
Demand Schedule for
1-Cubic-Foot Microwave
Ovens

(1)

Point

Price per
Microwave Oven
(P)

(2)
Quantity
Demanded
per Year
(Q)

(3)
Total Revenue (TR)
per Year
(P  Q  TR)

A

$300

20,000

B

250

70,000

$6,000,000
15,500,000

C

200

130,000

26,000,000

D

150

210,000

31,500,000

E

100

310,000

31,000,000

Microwave oven
demand curve looks
different

A different demand schedule is the one for standard 1-cubic-foot microwave
ovens shown in Exhibit A-3. Column (3) shows the total revenue that will be
obtained at various possible prices and quantities. Again, as the price goes down,
the quantity demanded goes up. But here, unlike the potato example, total revenue
increases as prices go down—at least until the price drops to $150.

Every market has a
demand curve—for
some time period

These general demand relationships are typical for all products. But each product has its own demand schedule and curve in each potential market—no matter
how small the market. In other words, a particular demand curve has meaning only
for a particular market. We can think of demand curves for individuals, groups of
individuals who form a target market, regions, and even countries. And the time
period covered really should be speciﬁed—although this is often neglected because
we usually think of monthly or yearly periods.

The difference between
elastic and inelastic

The demand curve for microwave ovens (see Exhibit A-4) is down-sloping—but
note that it is ﬂatter than the curve for potatoes. It is important to understand what
this ﬂatness means.
We will consider the ﬂatness in terms of total revenue—since this is what interests business managers.*
When you ﬁlled in the total revenue column for potatoes, you should have
noticed that total revenue drops continually if the price is reduced. This looks

P 300

A
B

250
Price ($)

Exhibit A-4
Demand Curve for 1-CubicFoot Microwave Ovens

C

200

D

150

E

100
50
0

50

100

150 200 250
Quantity (000)

300

Q

*Strictly speaking, two curves should not be compared for ﬂatness if the graph scales are different, but
for our purposes now we will do so to illustrate the idea of “elasticity of demand.” Actually, it would be
more accurate to compare two curves for one product—on the same graph. Then both the shape of the
demand curve and its position on the graph would be important.
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undesirable for sellers and illustrates inelastic demand. Inelastic demand means that
although the quantity demanded increases if the price is decreased, the quantity
demanded will not “stretch” enough—that is, it is not elastic enough—to avoid a
decrease in total revenue.
In contrast, elastic demand means that if prices are dropped, the quantity
demanded will stretch (increase) enough to increase total revenue. The upper part
of the microwave oven demand curve is an example of elastic demand.
But note that if the microwave oven price is dropped from $150 to $100, total
revenue will decrease. We can say, therefore, that between $150 and $100, demand
is inelastic—that is, total revenue will decrease if price is lowered from $150 to $100.
Thus, elasticity can be deﬁned in terms of changes in total revenue. If total revenue will increase if price is lowered, then demand is elastic. If total revenue will decrease
if price is lowered, then demand is inelastic. (Note: A special case known as “unitary
elasticity of demand” occurs if total revenue stays the same when prices change.)

Total revenue may
increase if price is
raised

A point often missed in discussions of demand is what happens when prices are
raised instead of lowered. With elastic demand, total revenue will decrease if the price
is raised. With inelastic demand, however, total revenue will increase if the price is
raised.
The possibility of raising price and increasing dollar sales (total revenue) at the
same time is attractive to managers. This only occurs if the demand curve is
inelastic. Here total revenue will increase if price is raised, but total costs probably
will not increase—and may actually go down—with smaller quantities. Keep in
mind that proﬁt is equal to total revenue minus total costs. So when demand is
inelastic, proﬁt will increase as price is increased!
The ways total revenue changes as prices are raised are shown in Exhibit A-5.
Here total revenue is the rectangular area formed by a price and its related quantity. The larger the rectangular area, the greater the total revenue.
P1 is the original price here, and the total potential revenue with this original price is shown by the area with blue shading. The area with red shading shows
the total revenue with the new price, P2. There is some overlap in the total revenue areas, so the important areas are those with only one color. Note that in

Exhibit A-5
Changes in Total Revenue
as Prices Increase

P

Elastic demand

P

Original total revenue
= $7 x 50 = $350

New total revenue
= $9 x 47 = $423

New total revenue
= $9 x 20 = $180
P2

Inelastic demand
Original total revenue
= $7 x 50 = $350

P2

9
8

P1

P1

7
6
5
4
3
2
1
0

10

20
Q2

30

40

50
Q1

Q 0

10

20

30

40

50
Q2 Q 1

Q
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the left-hand ﬁgure—where demand is elastic—the revenue added (the red-only
area) when the price is increased is less than the revenue lost (the blue-only
area). Now let’s contrast this to the right-hand ﬁgure, when demand is inelastic.
Only a small blue revenue area is given up for a much larger (red) one when
price is raised.

An entire curve is not
elastic or inelastic

It is important to see that it is wrong to refer to a whole demand curve as elastic
or inelastic. Rather, elasticity for a particular demand curve refers to the change in
total revenue between two points on the curve, not along the whole curve. You
saw the change from elastic to inelastic in the microwave oven example. Generally, however, nearby points are either elastic or inelastic—so it is common to refer
to a whole curve by the degree of elasticity in the price range that normally is of
interest—the relevant range.

Demand elasticities
affected by availability
of substitutes and
urgency of need

At ﬁrst, it may be difﬁcult to see why one product has an elastic demand and
another an inelastic demand. Many factors affect elasticity—such as the availability of substitutes, the importance of the item in the customer’s budget, and the
urgency of the customer’s need and its relation to other needs. By looking more
closely at one of these factors—the availability of substitutes—you will better
understand why demand elasticities vary.
Substitutes are products that offer the buyer a choice. For example, many consumers see grapefruit as a substitute for oranges and hot dogs as a substitute for
hamburgers. The greater the number of “good” substitutes available, the greater will
be the elasticity of demand. From the consumer’s perspective, products are “good”
substitutes if they are very similar (homogeneous). If consumers see products as
extremely different, or heterogeneous, then a particular need cannot easily be satisﬁed by substitutes. And the demand for the most satisfactory product may be quite
inelastic.
As an example, if the price of hamburger is lowered (and other prices stay the
same), the quantity demanded will increase a lot—as will total revenue. The reason is that not only will regular hamburger users buy more hamburger, but some
consumers who formerly bought hot dogs or steaks probably will buy hamburger too.
But if the price of hamburger is raised, the quantity demanded will decrease—
perhaps sharply. Still consumers will buy some hamburger—depending on how
much the price has risen, their individual tastes, and what their guests expect (see
Exhibit A-6).
In contrast to a product with many “substitutes”—such as hamburger—consider
a product with few or no substitutes. Its demand curve will tend to be inelastic.
Motor oil is a good example. Motor oil is needed to keep cars running. Yet no one
person or family uses great quantities of motor oil. So it is not likely that the quantity of motor oil purchased will change much as long as price changes are within a

P
Price ($)

Exhibit A-6
Demand Curve for
Hamburger (a product with
many substitutes)

0

Relevant
range
Current price level

Quantity

Q
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Exhibit A-7
Demand Curve for Motor Oil
(a product with few
substitutes)

Price ($)

P

0

661

Consumers buy less often when
price goes above this level
Relevant
range
Current
price level

Use instead of
other chemicals
Quantity

Q

reasonable range. Of course, if the price is raised to a staggering ﬁgure, many people
will buy less oil (change their oil less frequently). If the price is dropped to an
extremely low level, manufacturers may buy more—say, as a lower-cost substitute
for other chemicals typically used in making plastic (Exhibit A-7). But these
extremes are outside the relevant range.
Demand curves are introduced here because the degree of elasticity of demand
shows how potential customers feel about a product—and especially whether they
see substitutes for the product. But to get a better understanding of markets, we
must extend this economic analysis.

Markets as Seen by Suppliers
Customers may want some product—but if suppliers are not willing to supply
it, then there is no market. So we’ll study the economist’s analysis of supply. And
then we’ll bring supply and demand together for a more complete understanding
of markets.
Economists often use the kind of analysis we are discussing here to explain pricing in the marketplace. But that is not our intention. Here we are interested in
how and why markets work and the interaction of customers and potential suppliers. Later in this appendix we will review how competition affects prices,
but how individual ﬁrms set prices, or should set prices, was discussed fully in
Chapters 17 and 18.

Supply curves reﬂect
supplier thinking

Generally speaking, suppliers’ costs affect the quantity of products they are willing to offer in a market during any period. In other words, their costs affect their
supply schedules and supply curves. While a demand curve shows the quantity of
products customers will be willing to buy at various prices, a supply curve shows
the quantity of products that will be supplied at various possible prices. Eventually,
only one quantity will be offered and purchased. So a supply curve is really a hypothetical (what-if) description of what will be offered at various prices. It is, however,
a very important curve. Together with a demand curve, it summarizes the attitudes
and probable behavior of buyers and sellers about a particular product in a particular market—that is, in a product-market.

Some supply curves
are vertical

We usually assume that supply curves tend to slope upward—that is, suppliers
will be willing to offer greater quantities at higher prices. If a product’s market price
is very high, it seems only reasonable that producers will be anxious to produce
more of the product and even put workers on overtime or perhaps hire more workers to increase the quantity they can offer. Going further, it seems likely that
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Exhibit A-8
Supply Schedule for
Potatoes (10-pound bags)

Point

Possible Market Price
per 10-lb. Bag

Number of Bags Sellers
Will Supply per Month at
Each Possible Market Price

A

$1.60

17,000,000

B

1.30

14,000,000

C

1.00

11,000,000

D

0.70

8,000,000

E

0.40

3,000,000

Note: This supply curve is for a month to emphasize that farmers might have some control over when they deliver their
potatoes. There would be a different curve for each month.

producers of other products will switch their resources (farms, factories, labor, or
retail facilities) to the product that is in great demand.
On the other hand, if consumers are only willing to pay a very low price for a
particular product, it’s reasonable to expect that producers will switch to other products—thus reducing supply. A supply schedule (Exhibit A-8) and a supply curve
(Exhibit A-9) for potatoes illustrate these ideas. This supply curve shows how many
potatoes would be produced and offered for sale at each possible market price in a
given month.
In the very short run (say, over a few hours, a day, or a week), a supplier may
not be able to change the supply at all. In this situation, we would see a vertical
supply curve. This situation is often relevant in the market for fresh produce. Fresh
strawberries, for example, continue to ripen, and a supplier wants to sell them
quickly—preferably at a higher price—but in any case, they must be sold.
If the product is a service, it may not be easy to expand the supply in the short
run. Additional barbers or medical doctors are not quickly trained and licensed, and
they only have so much time to give each day. Further, the prospect of much higher
prices in the near future cannot easily expand the supply of many services. For
example, a hit play or an “in” restaurant or nightclub is limited in the amount of
“product” it can offer at a particular time.

Exhibit A-9
Supply Curve for Potatoes
(10-pound bags)

The term elasticity also is used to describe supply curves. An extremely steep or
almost vertical supply curve, often found in the short run, is called inelastic supply
because the quantity supplied does not stretch much (if at all) if the price is raised.
A ﬂatter curve is called elastic supply because the quantity supplied does stretch
more if the price is raised. A slightly up-sloping supply curve is typical in longer-

P 1.60
Price ($ per bag)

Elasticity of supply

A
B

1.30
C

1.00
D

0.70
0.40
0

E
10
20
30
Q
Quantity (millions of bags per month)
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run market situations. Given more time, suppliers have a chance to adjust their
offerings, and competitors may enter or leave the market.

Demand and Supply Interact to Determine the Size of the Market and Price Level
We have treated market demand and supply forces separately. Now we must bring
them together to show their interaction. The intersection of these two forces determines the size of the market and the market price—at which point (price and
quantity) the market is said to be in equilibrium.
The intersection of demand and supply is shown for the potato data discussed
above. In Exhibit A-10, the demand curve for potatoes is now graphed against the
supply curve in Exhibit A-9.
In this potato market, demand is inelastic—the total revenue of all the potato
producers would be greater at higher prices. But the market price is at the
equilibrium point—where the quantity and the price sellers are willing to offer
are equal to the quantity and price that buyers are willing to accept. The $1.00
equilibrium price for potatoes yields a smaller total revenue to potato producers
than a higher price would. This lower equilibrium price comes about because the
many producers are willing to supply enough potatoes at the lower price. Demand
is not the only determiner of price level. Cost also must be considered—via the supply
curve.

Exhibit A-10
Equilibrium of Supply and
Demand for Potatoes
(10-pound bags)

Presumably, a sale takes place only if both buyer and seller feel they will be better off after the sale. But sometimes the price a consumer pays in a sales transaction
is less than what he or she would be willing to pay.
The reason for this is that demand curves are typically down-sloping, and some
of the demand curve is above the equilibrium price. This is simply another way of
showing that some customers would have been willing to pay more than the equilibrium price—if they had to. In effect, some of them are getting a bargain by being
able to buy at the equilibrium price. Economists have traditionally called these bargains the consumer surplus—that is, the difference to consumers between the value
of a purchase and the price they pay.
Some business critics assume that consumers do badly in any business transaction. In fact, sales take place only if consumers feel they are at least getting their
money’s worth. As we can see here, some are willing to pay much more than the
market price.

P 1.60
Price ($ per bag)

Some consumers
get a surplus

Demand

Supply

1.30
1.00

Equilibrium point

0.70
0.40
0

10
20
30 Q
Quantity (millions of bags per month)

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

664

Back Matter

© The McGraw−Hill
Companies, 2002

Appendix A: Economics
Fundamentals

Appendix A

Demand and Supply Help Us Understand the Nature of Competition
The elasticity of demand and supply curves and their interaction help predict the
nature of competition a marketing manager is likely to face. For example, an
extremely inelastic demand curve means that the manager will have much choice
in strategy planning, especially price setting. Apparently customers like the product
and see few substitutes. They are willing to pay higher prices before cutting back
much on their purchases.
Clearly, the elasticity of a ﬁrm’s demand curves makes a big difference in strategy
planning, but other factors also affect the nature of competition. Among these are
the number and size of competitors and the uniqueness of each ﬁrm’s marketing mix.
Understanding these market situations is important because the freedom of a marketing manager, especially control over price, is greatly reduced in some situations.
A marketing manager operates in one of four kinds of market situations. We’ll
discuss three kinds: pure competition, oligopoly, and monopolistic competition. The
fourth kind, monopoly, isn’t found very often and is like monopolistic competition.
The important dimensions of these situations are shown in Exhibit A-11.

When competition is
pure

Many competitors offer about the same thing
Pure competition is a market situation that develops when a market has

1. Homogeneous (similar) products.
2. Many buyers and sellers who have full knowledge of the market.
3. Ease of entry for buyers and sellers; that is, new ﬁrms have little difﬁculty
starting in business—and new customers can easily come into the market.
More or less pure competition is found in many agricultural markets. In the
potato market, for example, there are thousands of small producers—and they are
in pure competition. Let’s look more closely at these producers.
Although the potato market as a whole has a down-sloping demand curve,
each of the many small producers in the industry is in pure competition, and
each of them faces a ﬂat demand curve at the equilibrium price. This is shown
in Exhibit A-12.
Exhibit A-11
Some Important Dimensions
Regarding Market Situations

Types of Situations
Important Dimensions

Pure
Competition

Oligopoly

Monopolistic
Competition

Monopoly

Uniqueness of each
ﬁrm’s product

None

None

Some

Unique

Number of competitors

Many

Few

Few to
many

None

Size of competitors
(compared to size of
market)

Small

Large

Large to
small

None

Elasticity of demand
facing ﬁrm

Completely
elastic

Kinked demand
curve (elastic
and inelastic)

Either

Either

Elasticity of industry
demand

Either

Inelastic

Either

Either

Control of price by ﬁrm

None

Some
(with care)

Some

Complete
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Exhibit A-12 Interaction of Demand and Supply in the Potato Industry and the Resulting Demand Curve
Facing Individual Potato Producers

Price ($ per bag)

P 1.60

Industry
Supply

1.30
Equilibrium point

1.00
0.70
0.40
0

10
20
30 Q
Quantity (millions of bags per month)

B.

Firm (each producing about
1/10,000 of industry output)

P 1.60
Price ($ per bag)

A.
Demand

1.30
1.00

Demand

0.70
0.40
0

500
1,000
1,500 Q
Quantity (bags per month)

As shown at the right of Exhibit A-12, an individual producer can sell as many
bags of potatoes as he chooses at $1—the market equilibrium price. The equilibrium price is determined by the quantity that all producers choose to sell given the
demand curve they face.
But a small producer has little effect on overall supply (or on the equilibrium
price). If this individual farmer raises 1/10,000th of the quantity offered in the market, for example, you can see that there will be little effect if the farmer goes out
of business—or doubles production.
The reason an individual producer’s demand curve is ﬂat is that the farmer probably couldn’t sell any potatoes above the market price. And there is no point in
selling below the market price! So in effect, the individual producer has no control
over price.

Markets tend to
become more
competitive

Not many markets are purely competitive. But many are close enough so we can
talk about “almost” pure competition situations—those in which the marketing
manager has to accept the going price.
Such highly competitive situations aren’t limited to agriculture. Wherever many
competitors sell homogeneous products—such as textiles, lumber, coal, printing, and
laundry services—the demand curve seen by each producer tends to be ﬂat.
Markets tend to become more competitive, moving toward pure competition
(except in oligopolies—see below). On the way to pure competition, prices and
proﬁts are pushed down until some competitors are forced out of business. Eventually, in long-run equilibrium, the price level is only high enough to keep the
survivors in business. No one makes any proﬁt—they just cover costs. It’s tough to
be a marketing manager in this situation!

When competition is
oligopolistic

A few competitors offer similar things

Not all markets move toward pure competition. Some become oligopolies.
Oligopoly situations are special market situations that develop when a market has
1. Essentially homogeneous products—such as basic industrial chemicals or gasoline.
2. Relatively few sellers—or a few large ﬁrms and many smaller ones who follow
the lead of the larger ones.
3. Fairly inelastic industry demand curves.
The demand curve facing each ﬁrm is unusual in an oligopoly situation. Although
the industry demand curve is inelastic throughout the relevant range, the demand
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Exhibit A-13
Oligopoly—Kinked Demand
Curve—Situation

A.

Industry situation

P

B.

Each firm’s view of its
demand curve

Price ($)

Price ($)

S
Market price

D

0

Quantity

D
Q

0

Quantity
(smaller than industry
quantity)

Q

curve facing each competitor looks “kinked.” See Exhibit A-13. The current market
price is at the kink.
There is a market price because the competing ﬁrms watch each other carefully—
and they know it’s wise to be at the kink. Each ﬁrm must expect that raising its
own price above the market price will cause a big loss in sales. Few, if any, competitors will follow the price increase. So the ﬁrm’s demand curve is relatively ﬂat
above the market price. If the ﬁrm lowers its price, it must expect competitors to
follow. Given inelastic industry demand, the ﬁrm’s own demand curve is inelastic
at lower prices—assuming it keeps its share of this market at lower prices. Since
lowering prices along such a curve will drop total revenue, the ﬁrm should leave its
price at the kink—the market price.
Actually, however, there are price ﬂuctuations in oligopolistic markets. Sometimes
this is caused by ﬁrms that don’t understand the market situation and cut their prices
to get business. In other cases, big increases in demand or supply change the basic
nature of the situation and lead to price cutting. Price cuts can be drastic—such as
Du Pont’s price cut of 25 percent for Dacron. This happened when Du Pont decided
that industry production capacity already exceeded demand, and more plants were
due to start production.
It’s important to keep in mind that oligopoly situations don’t just apply to whole
industries and national markets. Competitors who are focusing on the same local
target market often face oligopoly situations. A suburban community might have
several gas stations—all of which provide essentially the same product. In this case,
the “industry” consists of the gas stations competing with each other in the local
product-market.
As in pure competition, oligopolists face a long-run trend toward an equilibrium
level—with proﬁts driven toward zero. This may not happen immediately—and a
marketing manager may try to delay price competition by relying more on other
elements in the marketing mix.

When competition is
monopolistic

A price must be set

You can see why marketing managers want to avoid pure competition or oligopoly situations. They prefer a market in which they have more control. Monopolistic
competition is a market situation that develops when a market has
1. Different (heterogeneous) products—in the eyes of some customers.
2. Sellers who feel they do have some competition in this market.
The word monopolistic means that each ﬁrm is trying to get control in its own
little market. But the word competition means that there are still substitutes. The
vigorous competition of a purely competitive market is reduced. Each ﬁrm has its
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own down-sloping demand curve. But the shape of the curve depends on the similarity of competitors’ products and marketing mixes. Each monopolistic competitor
has freedom—but not complete freedom—in its own market.
Judging elasticity will help set the price

Since a ﬁrm in monopolistic competition has its own down-sloping demand
curve, it must make a decision about price level as part of its marketing strategy
planning. Here, estimating the elasticity of the ﬁrm’s own demand curve is helpful.
If it is highly inelastic, the ﬁrm may decide to raise prices to increase total revenue.
But if demand is highly elastic, this may mean many competitors with acceptable
substitutes. Then the price may have to be set near that of the competition. And
the marketing manager probably should try to develop a better marketing mix.

Conclusion
The economist’s traditional demand and supply
analysis provides a useful tool for analyzing the nature
of demand and competition. It is especially important
that you master the concepts of a demand curve and
demand elasticity. How demand and supply interact
helps determine the size of a market and its price level.
The interaction of supply and demand also helps explain the nature of competition in different market
situations. We discuss three competitive situations:

pure competition, oligopoly, and monopolistic competition. The fourth kind, monopoly, isn’t found very
often and is like monopolistic competition.
The nature of supply and demand—and competition—is very important in marketing strategy planning.
We discuss these topics more fully in Chapters 3 and 4
and then build on them throughout the text. This appendix provides a good foundation on these topics.

Questions and Problems
1. Explain in your own words how economists look at
markets and arrive at the “law of diminishing demand.”

7. Discuss what factors lead to inelastic demand and
supply curves. Are they likely to be found together
in the same situation?

2. Explain what a demand curve is and why it is usually
down-sloping. Then give an example of a product
for which the demand curve might not be downsloping over some possible price ranges. Explain the
reason for your choice.

8. Why would a marketing manager prefer to sell a
product that has no close substitutes? Are high profits almost guaranteed?

3. What is the length of life of the typical demand
curve? Illustrate your answer.
4. If the general market demand for men’s shoes is
fairly elastic, how does the demand for men’s dress
shoes compare to it? How does the demand curve for
women’s shoes compare to the demand curve for
men’s shoes?

9. If a manufacturer’s well-known product is sold at the
same price by many retailers in the same community, is this an example of pure competition? When
a community has many small grocery stores, are they
in pure competition? What characteristics are
needed to have a purely competitive market?

5. If the demand for perfume is inelastic above and below the present price, should the price be raised?
Why or why not?

10. List three products that are sold in purely competitive markets and three that are sold in
monopolistically competitive markets. Do any of
these products have anything in common? Can any
generalizations be made about competitive situations and marketing mix planning?

6. If the demand for shrimp is highly elastic below the
present price, should the price be lowered?

11. Cite a local example of an oligopoly—explaining
why it is an oligopoly.
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When You Finish This Appendix, You Should
1. Understand the components of an operating statement (proﬁt and loss statement).
2. Know how to compute the stockturn rate.
3. Understand how operating ratios can help
analyze a business.
4. Understand how to calculate markups and
markdowns.
5. Understand how to calculate return on
investment (ROI) and return on assets (ROA).
6. Understand the important new terms
(shown in red).
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Marketing students must become familiar with the essentials of the language of
business. Businesspeople commonly use accounting terms when talking about costs,
prices, and proﬁt. And using accounting data is a practical tool in analyzing marketing problems.

The Operating Statement
An operating statement is a simple summary of the ﬁnancial results of a company’s operations over a speciﬁed period of time. Some beginning students may feel
that the operating statement is complex, but as we’ll soon see, this really isn’t true.
The main purpose of the operating statement is determining the net proﬁt ﬁgure and presenting data to support that ﬁgure. This is why the operating statement is often referred
to as the proﬁt and loss statement.
Exhibit B-1 shows an operating statement for a wholesale or retail business. The
statement is complete and detailed so you will see the framework throughout the
Exhibit B-1 An Operating Statement (proﬁt and loss statement)
Smith Company
Operating Statement
For the Year Ended December 31, 200X
Gross sales . . . . . . . . . . . . . . . . . . . . . . . .
Less: Returns and allowances . . . . . . . . . .

$540,000
40,000

Net sales . . . . . . . . . . . . . .
Cost of sales:
Beginning inventory at cost
Purchases at billed cost . .
Less: Purchase discounts

$500,000

............
............
............
............

Purchases at net cost . . . . . . . . . . . . . . .
Plus: freight-in . . . . . . . . . . . . . . . . . . .
Net cost of delivered purchases . . . . . .

$ 80,000
$310,000
40,000
270,000
20,000
290,000

Cost of goods available for sale . . . . . . . . .
Less: Ending inventory at cost . . . . . . . .
Cost of sales . . . . . . . . . . . . . . . . .
Gross margin (gross proﬁt)
Expenses:
Selling expenses:
Sales salaries . . . . . .
Advertising expense . .
Website updates . . . .
Delivery expense . . . .
Total selling expense

370,000
70,000
300,000

............

.
.
.
.
.

.
.
.
.
.

.
.
.
.
.

.
.
.
.
.

.
.
.
.
.

.
.
.
.
.

.
.
.
.
.

.
.
.
.
.

.
.
.
.
.

200,000

.
.
.
.
.

.
.
.
.
.

.
.
.
.
.

60,000
20,000
10,000
10,000

Administrative expense:
Ofﬁce salaries . . . . . . . . . . . . . . . .
Ofﬁce supplies . . . . . . . . . . . . . . . .
Miscellaneous administrative expense
Total administrative expense . . . . .

.
.
.
.

.
.
.
.

30,000
10,000
5,000

General expense:
Rent expense . . . . . . . . . . . . . . . . . .
Miscellaneous general expenses . . . . . .
Total general expense . . . . . . . . . . .

100,000

45,000
10,000
5,000
15,000

Total expenses . . . . . . . . . . . . . . .

160,000

Net proﬁt from operation . . . . . . . . . . . . . . .

$ 40,000
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discussion, but the amount of detail on an operating statement is not standardized.
Many companies use ﬁnancial statements with much less detail than this one. They
emphasize clarity and readability rather than detail. To really understand an operating statement, however, you must know about its components.

Only three basic
components

The basic components of an operating statement are sales—which come from the
sale of goods and services; costs—which come from the making and selling process;
and the balance—called proﬁt or loss—which is just the difference between sales
and costs. So there are only three basic components in the statement: sales, costs,
and proﬁt (or loss). Other items on an operating statement are there only to provide supporting details.

Time period covered
may vary

There is no one time period an operating statement covers. Rather, statements are
prepared to satisfy the needs of a particular business. This may be at the end of each
day or at the end of each week. Usually, however, an operating statement summarizes
results for one month, three months, six months, or a full year. Since the time period
does vary, this information is included in the heading of the statement as follows:
Smith Company
Operating Statement
For the (Period) Ended (Date)

Also, see Exhibit B-1.

Management uses of
operating statements

Before going on to a more detailed discussion of the components of our operating statement, let’s think about some of the uses for such a statement. Exhibit B-1
shows that a lot of information is presented in a clear and concise manner. With
this information, a manager can easily ﬁnd the relation of net sales to the cost of
sales, the gross margin, expenses, and net proﬁt. Opening and closing inventory
ﬁgures are available—as is the amount spent during the period for the purchase of
goods for resale. Total expenses are listed to make it easier to compare them with
previous statements and to help control these expenses.
All this information is important to a company’s managers. Assume that a particular company prepares monthly operating statements. A series of these statements
is a valuable tool for directing and controlling the business. By comparing results
from one month to the next, managers can uncover unfavorable trends in the sales,
costs, or proﬁt areas of the business and take any needed action.

A skeleton statement
gets down to
essential details

Let’s refer to Exhibit B-1 and begin to analyze this seemingly detailed statement
to get ﬁrst-hand knowledge of the components of the operating statement.
As a ﬁrst step, suppose we take all the items that have dollar amounts extended
to the third, or right-hand, column. Using these items only, the operating statement
looks like this:
Gross sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $540,000
Less: Returns and allowances . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 40,000
Net sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 500,000
Less: Cost of sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 300,000
Gross margin . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 200,000
Less: Total expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 160,000
Net proﬁt (loss) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 40,000

Is this a complete operating statement? The answer is yes. This skeleton statement differs from Exhibit B-1 only in supporting detail. All the basic components
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are included. In fact, the only items we must list to have a complete operating statement are
Net sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $500,000
Less: Costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 460,000
Net proﬁt (loss) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 40,000

These three items are the essentials of an operating statement. All other subdivisions or details are just useful additions.

Meaning of sales

Now let’s deﬁne the meaning of the terms in the skeleton statement.
The ﬁrst item is sales. What do we mean by sales? The term gross sales is the
total amount charged to all customers during some time period. However, there is
always some customer dissatisfaction or just plain errors in ordering and shipping
goods. This results in returns and allowances—which reduce gross sales.
A return occurs when a customer sends back purchased products. The company
either refunds the purchase price or allows the customer dollar credit on other purchases.
An allowance occurs when a customer is not satisﬁed with a purchase for some
reason. The company gives a price reduction on the original invoice (bill), but the
customer keeps the goods and services.
These refunds and price reductions must be considered when the ﬁrm computes
its net sales ﬁgure for the period. Really, we’re only interested in the revenue the
company manages to keep. This is net sales—the actual sales dollars the company
receives. Therefore, all reductions, refunds, cancellations, and so forth made because
of returns and allowances are deducted from the original total (gross sales) to get
net sales. This is shown below.
Gross sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $540,000
Less: Returns and allowances . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
40,000
Net sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $500,000

Meaning of cost
of sales

The next item in the operating statement—cost of sales—is the total value (at
cost) of the sales during the period. We’ll discuss this computation later. Meanwhile,
note that after we obtain the cost of sales ﬁgure, we subtract it from the net sales
ﬁgure to get the gross margin.

Meaning of gross
margin and expenses

Gross margin (gross proﬁt) is the money left to cover the expenses of selling the
products and operating the business. Firms hope that a proﬁt will be left after subtracting these expenses.
Selling expense is commonly the major expense below the gross margin. Note
that in Exhibit B-1, expenses are all the remaining costs subtracted from the gross
margin to get the net proﬁt. The expenses in this case are the selling, administrative, and general expenses. (Note that the cost of purchases and cost of sales are
not included in this total expense ﬁgure—they were subtracted from net sales earlier to get the gross margin. Note, also, that some accountants refer to cost of sales
as cost of goods sold.)
Net proﬁt—at the bottom of the statement—is what the company earned from
its operations during a particular period. It is the amount left after the cost of sales
and the expenses are subtracted from net sales. Net sales and net proﬁt are not the
same. Many ﬁrms have large sales and no proﬁts—they may even have losses! That’s
why understanding costs, and controlling them, is important.
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Detailed Analysis of Sections of the Operating Statement
Cost of sales for a
wholesale or
retail company

The cost of sales section includes details that are used to ﬁnd the cost of sales
($300,000 in our example).
In Exhibit B-1, you can see that beginning and ending inventory, purchases,
purchase discounts, and freight-in are all necessary to calculate costs of sales.
If we pull the cost of sales section from the operating statement, it looks like
this:
Cost of sales:
Beginning inventory at cost . . . . . . . . . .
Purchases at billed cost . . . . . . . . . . . . .
Less: Purchase discounts . . . . . . . . . .
Purchases at net cost . . . . . . . . . . . . . .
Plus: Freight-in . . . . . . . . . . . . . . . . .
Net cost of delivered purchases . . . .
Cost of goods available for sale . . . . . . .
Less: Ending inventory at cost . . . . . . .
Cost of sales . . . . . . . . . . . . . . . . .

$ 80,000
$310,000
40,000
270,000
20,000
290,000
370,000
70,000
$300,000

Cost of sales is the cost value of what is sold, not the cost of goods on hand at
any given time.
Inventory ﬁgures merely show the cost of goods on hand at the beginning and
end of the period the statement covers. These ﬁgures may be obtained by physically
counting goods on hand on these dates or estimated from perpetual inventory
records that show the inventory balance at any given time. The methods used to
determine the inventory should be as accurate as possible because these ﬁgures affect
the cost of sales during the period and net proﬁt.
The net cost of delivered purchases must include freight charges and purchase
discounts received since these items affect the money actually spent to buy goods
and bring them to the place of business. A purchase discount is a reduction of
the original invoice amount for some business reason. For example, a cash discount may be given for prompt payment of the amount due. We subtract the total
of such discounts from the original invoice cost of purchases to get the net cost
of purchases. To this ﬁgure we add the freight charges for bringing the goods to
the place of business. This gives the net cost of delivered purchases. When we
add the net cost of delivered purchases to the beginning inventory at cost, we
have the total cost of goods available for sale during the period. If we now subtract the ending inventory at cost from the cost of the goods available for sale,
we get the cost of sales.
One important point should be noted about cost of sales. The way the value of
inventory is calculated varies from one company to another—and it can cause big
differences in the cost of sales and the operating statement. (See any basic accounting textbook for how the various inventory valuation methods work.)

Cost of sales for
a manufacturing
company

Exhibit B-1 shows the way the manager of a wholesale or retail business arrives
at his cost of sales. Such a business purchases ﬁnished products and resells them. In
a manufacturing company, the purchases section of this operating statement is
replaced by a section called cost of production. This section includes purchases of
raw materials and parts, direct and indirect labor costs, and factory overhead charges
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Exhibit B-2 Cost of Sales Section of an Operating Statement for a Manufacturing Firm
Cost of sales:
Finished products inventory (beginning) . . . . .
Cost of production (Schedule 1) . . . . . . . . . .

$ 20,000
100,000

Total cost of ﬁnished products available for sale
Less: Finished products inventory (ending) . .

120,000
30,000

Cost of sales . . . . . . . . . . . . . . . . . . . .

$ 90,000

Schedule 1, Schedule of cost of production
Beginning work in process inventory . . . . . . . . .
Raw materials:
Beginning raw materials inventory . . . . . . . . .
10,000
Net cost of delivered purchases . . . . . . . . . .
80,000
Total cost of materials available for use . . . . .
Less: Ending raw materials inventory . . . . .

90,000
15,000

Cost of materials placed in production . . . .

75,000

Direct labor . . . . . . . . . . . . . . . . . . . . . . . . . .

20,000

Manufacturing expenses:
Indirect labor . . . . . . . .
Maintenance and repairs
Factory supplies . . . . . .
Heat, light, and power . .

.
.
.
.

.
.
.
.

.
.
.
.

.
.
.
.

.
.
.
.

.
.
.
.

.
.
.
.

.
.
.
.

.
.
.
.

.
.
.
.

.
.
.
.

.
.
.
.

.
.
.
.

.
.
.
.

15,000

. $4,000
. 3,000
. 1,000
. 2,000

Total manufacturing expenses . . . . . . . . . .

10,000

Total manufacturing costs . . . . . . . . . . . . . . . .

105,000

Total work in process during period . . . . . . . . .
Less: Ending work in process inventory . . . . .

120,000
20,000

Cost of production . . . . . . . . . . . . . . . . . .

$100,000

(such as heat, light, and power) that are necessary to produce ﬁnished products.
The cost of production is added to the beginning ﬁnished products inventory to
arrive at the cost of products available for sale. Often, a separate cost of production
statement is prepared, and only the total cost of production is shown in the
operating statement. See Exhibit B-2 for an illustration of the cost of sales section
of an operating statement for a manufacturing company.

Expenses

Expenses go below the gross margin. They usually include the costs of selling and
the costs of administering the business. They do not include the cost of sales—
either purchased or produced.
There is no right method for classifying the expense accounts or arranging them
on the operating statement. They can just as easily be arranged alphabetically or
according to amount, with the largest placed at the top and so on down the line.
In a business of any size, though, it is clearer to group the expenses in some way
and use subtotals by groups for analysis and control purposes. This was done in
Exhibit B-1.

Summary on operating
statements

The statement presented in Exhibit B-1 contains all the major categories in an
operating statement—together with a normal amount of supporting detail. Further
detail can be added to the statement under any of the major categories without
changing the nature of the statement. The amount of detail normally is determined
by how the statement will be used. A stockholder may be given a sketchy operating statement—while the one prepared for internal company use may have a lot of
detail.
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Computing the Stockturn Rate
A detailed operating statement can provide the data needed to compute the

stockturn rate—a measure of the number of times the average inventory is sold dur-

ing a year. Note that the stockturn rate is related to the turnover during a year, not
the length of time covered by a particular operating statement.
The stockturn rate is a very important measure because it shows how rapidly the
ﬁrm’s inventory is moving. Some businesses typically have slower turnover than others. But a drop in turnover in a particular business can be very alarming. It may
mean that the ﬁrm’s assortment of products is no longer as attractive as it was. Also,
it may mean that the ﬁrm will need more working capital to handle the same volume of sales. Most businesses pay a lot of attention to the stockturn rate—trying
to get faster turnover (and lower inventory costs).
Three methods—all basically similar—can be used to compute the stockturn
rate. Which method is used depends on the data available. These three methods,
which usually give approximately the same results, are shown below.*
(1)

Cost of sales
Average inventory at cost

(2)

Net sales
Average inventory at selling price

(3)

Sales in units
Average inventory in units

Computing the stockturn rate will be illustrated only for Formula 1, since all are
similar. The only difference is that the cost ﬁgures used in Formula 1 are changed
to a selling price or numerical count basis in Formulas 2 and 3. Note: Regardless of
the method used, you must have both the numerator and denominator of the formula in the same terms.
If the inventory level varies a lot during the year, you may need detailed information about the inventory level at different times to compute the average inventory. If
it stays at about the same level during the year, however, it’s easy to get an estimate.
For example, using Formula 1, the average inventory at cost is computed by adding the
beginning and ending inventories at cost and dividing by 2. This average inventory
ﬁgure is then divided into the cost of sales (in cost terms) to get the stockturn rate.
For example, suppose that the cost of sales for one year was $1,000,000. Beginning inventory was $250,000 and ending inventory $150,000. Adding the two
inventory ﬁgures and dividing by 2, we get an average inventory of $200,000. We
next divide the cost of sales by the average inventory ($1,000,000  $200,000) and
get a stockturn rate of 5. The stockturn rate is covered further in Chapter 18.

Operating Ratios Help Analyze the Business
Many businesspeople use the operating statement to calculate operating ratios—
the ratio of items on the operating statement to net sales—and to compare these
ratios from one time period to another. They can also compare their own operating

*Differences occur because of varied markups and nonhomogeneous product assortments. In an assortment of tires, for example, those with low markups might have sold much better than those with high
markups. But with Formula 3, all tires would be treated equally.
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ratios with those of competitors. Such competitive data is often available through
trade associations. Each ﬁrm may report its results to a trade association, which then
distributes summary results to its members. These ratios help managers control their
operations. If some expense ratios are rising, for example, those particular costs are
singled out for special attention.
Operating ratios are computed by dividing net sales into the various operating
statement items that appear below the net sales level in the operating statement.
The net sales is used as the denominator in the operating ratio because it shows the
sales the ﬁrm actually won.
We can see the relation of operating ratios to the operating statement if we think
of there being another column to the right of the dollar ﬁgures in an operating statement. This column contains percentage ﬁgures—using net sales as 100 percent. This
approach can be seen below.

Gross sales . . . . . . . . . . . . . . . . . . . . . . . . . . . $540,000
Less: Returns and allowances . . . . . . . . . . . . .
40,000
Net sales . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Less: Cost of sales . . . . . . . . . . . . . . . . . . . .

500,000
300,000

100%
60

Gross margin . . . . . . . . . . . . . . . . . . . . . . . . .
Less: Total Expenses . . . . . . . . . . . . . . . . . . .

200,000
160,000

40
32

Net proﬁt . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 40,000

8%

The 40 percent ratio of gross margin to net sales in the above example shows that
40 percent of the net sales dollar is available to cover sales expenses and administering the business and provide a proﬁt. Note that the ratio of expenses to sales added
to the ratio of proﬁt to sales equals the 40 percent gross margin ratio. The net proﬁt
ratio of 8 percent shows that 8 percent of the net sales dollar is left for proﬁt.
The value of percentage ratios should be obvious. The percentages are easily
ﬁgured and much easier to compare than large dollar ﬁgures.
Note that because these operating statement categories are interrelated, only a
few pieces of information are needed to ﬁgure the others. In this case, for example,
knowing the gross margin percent and net proﬁt percent makes it possible to ﬁgure
the expenses and cost of sales percentages. Further, knowing just one dollar amount
and the percentages lets you ﬁgure all the other dollar amounts.

Markups
A markup is the dollar amount added to the cost of sales to get the selling price.
The markup usually is similar to the ﬁrm’s gross margin because the markup amount
added onto the unit cost of a product by a retailer or wholesaler is expected to cover
the selling and administrative expenses and to provide a proﬁt.
The markup approach to pricing is discussed in Chapter 18, so it will not be discussed at length here. But a simple example illustrates the idea. If a retailer buys an
article that costs $1 when delivered to his store, he must sell it for more than this
cost if he hopes to make a proﬁt. So he might add 50 cents onto the cost of the
article to cover his selling and other costs and, hopefully, to provide a proﬁt. The
50 cents is the markup.
The 50 cents is also the gross margin or gross proﬁt from that item if it is sold.
But note that it is not the net proﬁt. Selling expenses may amount to 35 cents,
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45 cents, or even 55 cents. In other words, there is no guarantee the markup will
cover costs. Further, there is no guarantee customers will buy at the marked-up price.
This may require markdowns, which are discussed later in this appendix.

Markup conversions

Often it is convenient to use markups as percentages rather than focusing on the
actual dollar amounts. But markups can be ﬁgured as a percent of cost or selling
price. To have some agreement, markup (percent) will mean percentage of selling
price unless stated otherwise. So the 50-cent markup on the $1.50 selling price is
a markup of 331⁄3 percent. On the other hand, the 50-cent markup is a 50 percent
markup on cost.
Some retailers and wholesalers use markup conversion tables or spreadsheets to
easily convert from cost to selling price—depending on the markup on selling price
they want. To see the interrelation, look at the two formulas below. They can be
used to convert either type of markup to the other.
(4)

Percent markup
Percent markup on cost
on selling price  100%  Percent markup on cost

(5)

Percent markup
Percent markup on selling price
 100%  Percent markup on selling price
on cost

In the previous example, we had a cost of $1, a markup of 50 cents, and a selling price of $1.50. We saw that the markup on selling price was 331⁄3 percent—and
on cost, it was 50 percent. Let’s substitute these percentage ﬁgures—in Formulas 4
and 5—to see how to convert from one basis to the other. Assume ﬁrst of all that
we only know the markup on selling price and want to convert to markup on cost.
Using Formula 5, we get
Percent markup on cost 

331⁄3%
331⁄3% 50%


100%  331⁄3% 662⁄3%

On the other hand, if we know only the percent markup on cost, we can convert to markup on selling price as follows:
Percent markup on selling price 

50%
50%

 331⁄3%
100%  50% 150%

These results can be proved and summarized as follows:
Markup $0.50  50% of cost, or 331⁄3% of selling price
 Cost $1.00  100% of cost, or 662⁄3% of selling price
Selling price $1.50  150% of cost, or 100% of selling price
Note that when the selling price ($1.50) is the base for a markup calculation,
the markup percent (331⁄3 percent  $.50/$1.50) must be less than 100 percent. As
you can see, that’s because the markup percent and the cost percent (662⁄3 percent
 $1.00/$1.50) sums to exactly 100 percent. So if you see a reference to a markup
percent that is greater than 100 percent, it could not be based on the selling price
and instead must be based on cost.

Markdown Ratios Help Control Retail Operations
The ratios we discussed above were concerned with ﬁgures on the operating
statement. Another important ratio, the markdown ratio, is a tool many retailers
use to measure the efﬁciency of various departments and their whole business. But
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note that it is not directly related to the operating statement. It requires special
calculations.
A markdown is a retail price reduction required because customers won’t buy
some item at the originally marked-up price. This refusal to buy may be due to a
variety of reasons—soiling, style changes, fading, damage caused by handling, or an
original price that was too high. To get rid of these products, the retailer offers them
at a lower price.
Markdowns are generally considered to be due to business errors—perhaps
because of poor buying, original markups that are too high, and other reasons.
(Note, however, that some retailers use markdowns as a way of doing business rather
than a way to correct errors. For example, a store that buys out overstocked fashions from other retailers may start by marking each item with a high price and then
reduce the price each week until it sells.) Regardless of the reason, however, markdowns are reductions in the original price—and they are important to managers
who want to measure the effectiveness of their operations.
Markdowns are similar to allowances because price reductions are made. Thus,
in computing a markdown ratio, markdowns and allowances are usually added
together and then divided by net sales. The markdown ratio is computed as follows:
Markdown % 

$ Markdowns  $ Allowances
 100
$ Net sales

The 100 is multiplied by the fraction to get rid of decimal points.
Returns are not included when ﬁguring the markdown ratio. Returns are treated
as consumer errors, not business errors, and therefore are not included in this measure of business efﬁciency.
Retailers who use markdown ratios usually keep a record of the amount of markdowns and allowances in each department and then divide the total by the net sales
in each department. Over a period of time, these ratios give management one measure of the efﬁciency of buyers and salespeople in various departments.
It should be stressed again that the markdown ratio is not calculated directly from
data on the operating statement since the markdowns take place before the products are sold. In fact, some products may be marked down and still not sold. Even
if the marked-down items are not sold, the markdowns—that is, the reevaluations
of their value—are included in the calculations in the time period when they are
taken.
The markdown ratio is calculated for a whole department (or proﬁt center), not
individual items. What we are seeking is a measure of the effectiveness of a whole
department, not how well the department did on individual items.

Return on Investment (ROI) Reﬂects Asset Use
Another off-the-operating-statement ratio is return on investment (ROI)—the
ratio of net proﬁt (after taxes) to the investment used to make the net proﬁt, multiplied by 100 to get rid of decimals. Investment is not shown on the operating
statement. But it is on the balance sheet (statement of ﬁnancial condition), another
accounting statement, which shows a company’s assets, liabilities, and net worth. It
may take some digging or special analysis, however, to ﬁnd the right investment
number.
Investment means the dollar resources the ﬁrm has invested in a project or business. For example, a new product may require $4 million in new money—for
inventory, accounts receivable, promotion, and so on—and its attractiveness may
be judged by its likely ROI. If the net proﬁt (after taxes) for this new product is
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expected to be $1 million in the ﬁrst year, then the ROI is 25 percent—that is,
($1 million  $4 million)  100.
There are two ways to ﬁgure ROI. The direct way is
ROI (in %) 

Net proﬁt (after taxes)
 100
Investment

The indirect way is
ROI (in %) 

Net proﬁt (after taxes)
Sales
 Investment  100
Sales

This way is concerned with net proﬁt margin and turnover—that is
ROI (in %)  Net proﬁt margin  Turnover  100
This indirect way makes it clearer how to increase ROI. There are three ways:
1. Increase proﬁt margin (with lower costs or a higher price).
2. Increase sales.
3. Decrease investment.
Effective marketing strategy planning and implementation can increase proﬁt
margins and/or sales. And careful asset management can decrease investment.
ROI is a revealing measure of how well managers are doing. Most companies have
alternative uses for their funds. If the returns in a business aren’t at least as high as
outside uses, then the money probably should be shifted to the more proﬁtable uses.
Some ﬁrms borrow more than others to make investments. In other words, they
invest less of their own money to acquire assets—what we called investments. If ROI
calculations use only the ﬁrm’s own investment, this gives higher ROI ﬁgures to
those who borrow a lot—which is called leveraging. To adjust for different borrowing proportions—to make comparisons among projects, departments, divisions, and
companies easier—another ratio has come into use. Return on assets (ROA) is the
ratio of net proﬁt (after taxes) to the assets used to make the net proﬁt—times 100.
Both ROI and ROA measures are trying to get at the same thing—how effectively
the company is using resources. These measures became increasingly popular as
proﬁt rates dropped and it became more obvious that increasing sales volume doesn’t
necessarily lead to higher proﬁts—or ROI or ROA. Inﬂation and higher costs for
borrowed funds also force more concern for ROI and ROA. Marketers must include
these measures in their thinking or top managers are likely to ignore their plans and
requests for ﬁnancial resources.

Questions and Problems
1. Distinguish between the following pairs of items
that appear on operating statements: (a) gross sales
and net sales, and (b) purchases at billed cost and
purchases at net cost.
2. How does gross margin differ from gross proﬁt? From
net proﬁt?
3. Explain the similarity between markups and gross
margin. What connection do markdowns have with
the operating statement?
4. Compute the net proﬁt for a company with the following data:

Beginning inventory (cost) . .
Purchases at billed cost . . .
Sales returns and allowances
Rent . . . . . . . . . . . . . . . . .
Salaries . . . . . . . . . . . . . .
Heat and light . . . . . . . . . .
Ending inventory (cost) . . . .
Freight cost (inbound) . . . . .
Gross sales . . . . . . . . . . . .

.
.
.
.
.
.
.
.
.

.
.
.
.
.
.
.
.
.

.
.
.
.
.
.
.
.
.

.
.
.
.
.
.
.
.
.

.
.
.
.
.
.
.
.
.

.
.
.
.
.
.
.
.
.

.
.
.
.
.
.
.
.
.

.
.
.
.
.
.
.
.
.

.
.
.
.
.
.
.
.
.

.
.
.
.
.
.
.
.
.

. $ 150,000
.
330,000
.
250,000
.
60,000
.
400,000
.
180,000
.
250,000
.
80,000
. 1,300,000

5. Construct an operating statement from the following data:
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Returns and allowances .
Expenses . . . . . . . . . . .
Closing inventory at cost
Markdowns . . . . . . . . .
Inward transportation . . .
Purchases . . . . . . . . . .
Net proﬁt (5%) . . . . . . .

.
.
.
.
.
.
.

.
.
.
.
.
.
.

.
.
.
.
.
.
.

.
.
.
.
.
.
.

.
.
.
.
.
.
.

.
.
.
.
.
.
.

.
.
.
.
.
.
.

.
.
.
.
.
.
.

.
.
.
.
.
.
.

.
.
.
.
.
.
.

.
.
.
.
.
.
.

. $150,000
.
20%
. 600,000
.
2%
.
30,000
. 1,000,000
. 300,000

6. Compute net sales and percent of markdowns for
the data given below:
Markdowns
Gross sales
Returns . . .
Allowances

.
.
.
.

.
.
.
.

.
.
.
.

.
.
.
.

.
.
.
.

.
.
.
.

.
.
.
.

.
.
.
.

.
.
.
.

.
.
.
.

.
.
.
.

.
.
.
.

.
.
.
.

.
.
.
.

.
.
.
.

.
.
.
.

.
.
.
.

.
.
.
.

.
.
.
.

.
.
.
.

.
.
.
.

.
.
.
.

. $ 40,000
. 400,000
.
32,000
.
48,000

7. (a) What percentage markups on cost are equivalent to the following percentage markups on selling

price: 20, 371⁄2, 50, and 662⁄3? (b) What percentage
markups on selling price are equivalent to the following percentage markups on cost: 331⁄3, 20, 40,
and 50?
8. What net sales volume is required to obtain a stockturn rate of 20 times a year on an average inventory
at cost of $100,000 with a gross margin of 25 percent?
9. Explain how the general manager of a department
store might use the markdown ratios computed for
her various departments. Is this a fair measure? Of
what?
10. Compare and contrast return on investment
(ROI) and return on assets (ROA) measures.
Which would be best for a retailer with no bank
borrowing or other outside sources of funds; that is,
the retailer has put up all the money that the business needs?
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Career
Planning in
Marketing

When You Finish This Appendix, You Should
1. Know that there is a job or a career for
you in marketing.
2. Know that marketing jobs can be rewarding, pay well, and offer opportunities for
growth.
3. Understand the difference between “people-oriented” and “thing-oriented” jobs.
4. Know about the many marketing jobs you
can choose from.
5. Know some ways to use the Internet to
help with career planning.
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One of the hardest jobs facing most college students is the choice of a career. Of
course, no one can make this decision for you. You must be the judge of your own
objectives, interests, and abilities. Only you can decide what career you should pursue. However, you owe it to yourself to at least consider the possibility of a career
in marketing.

There’s a Place in Marketing for You
We’re happy to tell you that many opportunities are available in marketing.
There’s a place in marketing for everyone—from a service provider in a fast-food
restaurant to a vice president of marketing in a large company such as Microsoft or
Procter & Gamble. The opportunities range widely—so it will help to be more speciﬁc. In the following pages, we’ll discuss (1) the typical pay for different marketing
jobs, (2) setting your own objectives and evaluating your interests and abilities, and
(3) the kinds of jobs available in marketing. We’ll also provide some ideas about
how to use the Internet to get more information and perhaps even to apply for a
job or post your own information; this material is in the special box with the title
“Getting Wired for a Career in Marketing.”

There Are Many Marketing Jobs, and They Can Pay Well
There are many interesting and challenging jobs for those with marketing training. You may not know it, but 60 percent of graduating college students take their
initial job in a sales, marketing, or customer service position regardless of their stated
major. So you’ll have a head start because you’ve been studying marketing, and companies are always looking for people who already have skills in place. In terms of
upward mobility, more CEOs have come from the sales and marketing side than all
other ﬁelds combined. The sky is the limit for those who enter the sales and
marketing profession prepared for the future!
Further, marketing jobs open to college-level students do pay well. At the time
this went to press, marketing undergraduates were being offered starting salaries
around $30,000—with a range from about $18,000 to $40,000 a year. Students with
a master’s in marketing averaged about $45,000; those with an MBA averaged about
$55,000. Starting salaries can vary considerably—depending on your background,
experience, and location.
Starting salaries in marketing compare favorably with many other ﬁelds. They
are lower than those in such ﬁelds as computer science and electrical engineering
where college graduates are currently in demand. But there is even better opportunity for personal growth, variety, and income in many marketing positions. The
American Almanac of Jobs and Salaries ranks the median income of marketers number 10 in a list of 125 professions. Marketing also supplies about 50 percent of the
people who achieve senior management ranks.
How far and fast your career and income rise above the starting level, however,
depends on many factors—including your willingness to work, how well you get
along with people, and your individual abilities. But most of all, it depends on getting
results—individually and through other people. And this is where many marketing
jobs offer the newcomer great opportunities. It is possible to show initiative, ability, creativity, and judgment in marketing jobs. And some young people move up
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very rapidly in marketing. Some even end up at the top in large companies or as
owners of their own businesses.

Marketing is often the
route to the top

Marketing is where the action is! In the ﬁnal analysis, a ﬁrm’s success or failure
depends on the effectiveness of its marketing program. This doesn’t mean the other
functional areas aren’t important. It merely reﬂects the fact that a ﬁrm won’t have
much need for accountants, ﬁnance people, production managers, and so on if it
can’t successfully meet customers’ needs and sell its products.
Because marketing is so vital to a ﬁrm’s survival, many companies look for people with training and experience in marketing when ﬁlling key executive positions.
In general, chief executive ofﬁcers for the nation’s largest corporations are more
likely to have backgrounds in marketing and distribution than in other ﬁelds such
as production, ﬁnance, and engineering.

Develop Your Own Personal Marketing Strategy
Now that you know there are many opportunities in marketing, your problem
is matching the opportunities to your own personal objectives and strengths. Basically the problem is a marketing problem: developing a marketing strategy to sell
a product—yourself—to potential employers. Just as in planning strategies for
products, developing your own strategy takes careful thought. Exhibit C-1 shows
how you can organize your own strategy planning. This exhibit shows that you
should evaluate yourself ﬁrst—a personal analysis—and then analyze the environment for opportunities. This will help you sharpen your own long- and short-run
objectives—which will lead to developing a strategy. Finally, you should start
implementing your own personal marketing strategy. These ideas are explained
more fully below.

Exhibit C-1
Organizing Your Own
Personal Marketing Strategy
Planning

Personal analysis

Environment analysis

• Set broad long-run objectives
• Evaluate personal strengths
and weaknesses
• Set preliminary timetables

• Identify current opportunities
• Examine trends which may
affect opportunities
• Evaluate business practices

Develop objectives
• Long-run
• Short-run

Develop your marketing plan
• Identify likely
opportunities
• Plan your product
• Plan your promotion

Implement your marketing
plan
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Conduct Your Own Personal Analysis
You are the Product you are going to include in your own marketing plan. So ﬁrst
you have to decide what your long-run objectives are—what you want to do, how
hard you want to work, and how quickly you want to reach your objectives. Be honest with yourself—or you will eventually face frustration. Evaluate your own personal
strengths and weaknesses—and decide what factors may become the key to your success. Finally, as part of your personal analysis, set some preliminary timetables to guide
your strategy planning and implementation efforts. Let’s spell this out in detail.

Set broad long-run
objectives

Strategy planning requires much trial-and-error decision making. But at the very
beginning, you should make some tentative decisions about your own objectives—
what you want out of a job and out of life. At the very least, you should decide
whether you are just looking for a job or whether you want to build a career. Beyond
this, do you want the position to be personally satisfying—or is the ﬁnancial return
enough? And just how much ﬁnancial return do you need? Some people work only
to support themselves and their leisure-time activities. Others work to support themselves and their families. These people seek only ﬁnancial rewards from a job. They
try to ﬁnd job opportunities that provide adequate ﬁnancial returns but aren’t too
demanding of their time or effort.
Other people look ﬁrst for satisfaction in their job—and they seek opportunities
for career advancement. Financial rewards may be important too, but these are used
only as measures of success. In the extreme, the career-oriented individual may be
willing to sacriﬁce a lot, including leisure and social activities, to achieve success
in a career.
Once you’ve tentatively decided these matters, then you can get more serious
about whether you should seek a job or a career in marketing. If you decide to pursue a career, you should set your broad long-run objectives to achieve it. For
example, one long-run objective might be to pursue a career in marketing management (or marketing research). This might require more academic training than you
planned, as well as a different kind of training. If your objective is to get a job that
pays well, on the other hand, then this calls for a different kind of training and different kinds of job experiences before completing your academic work.

Evaluate personal
strengths and
weaknesses

What kind of a job is right for you?

Are you peopleoriented or
thing-oriented?

Because of the great variety of marketing jobs, it’s hard to generalize about what
aptitudes you should have to pursue a career in marketing. Different jobs attract people with various interests and abilities. We’ll give you some guidelines about what
kinds of interests and abilities marketers should have. However, if you’re completely
lost about your own interests and abilities, see your campus career counselor and take
some vocational aptitude and interest tests. These tests will help you to compare
yourself with people who are now working in various career positions. They will not
tell you what you should do, but they can help—especially in eliminating possibilities you are less interested in or less able to do well in.
One of the ﬁrst things you need to decide is whether you are basically “peopleoriented” or “thing-oriented.” This is a very important decision. A people-oriented
person might be very unhappy in an inventory management job, for example, while
a thing-oriented person might be miserable in a personal selling or retail management job that involves a lot of customer contact.
Marketing has both people-oriented and thing-oriented jobs. People-oriented jobs
are primarily in the promotion area—where company representatives must make
contact with potential customers. This may be direct personal selling or customer
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The Internet is a great resource at every stage of
career planning and job hunting. It can help you learn:
how to do a self-assessment, the outlook for different
industries and jobs, what ﬁrms have jobs open, how
to improve a résumé and post it online for free, and
just about anything else you can imagine. Here we’ll
highlight just a few ideas and websites that can help
you get started. However, if you start with some of
these suggestions, each website you visit will provide
links to other relevant sites that will give you new
ideas to think about.
One good place to start is at Yahoo (www.yahoo.
com). Select jobs under the business and economy
heading, and then click on careers and jobs. Take a
look at all of the information and services that are
available when you select the Yahoo! Careers link
(which takes you to careers.yahoo.com). For example,
you can browse résumé tools and salary information,
look at job listings, and much more. Yahoo also has a
link to a listing of career ﬁelds, including a section on
advertising and marketing. You may also want to
study the information on career planning, with a special section for students and recent grads.
Another website to check is at www.
marketingjobs.com. It has listings of marketing jobs,
links to a number of companies with openings, a
résumé center with ideas for preparing a résumé and
posting it on the Internet, and lists of helpful periodicals. You might also go to www.careerjournal.com.

There are job listings, job-hunting advice, career articles from The Wall Street Journal, and more. You can
create and post a résumé here as well. Professional
associations are another great resource. For example,
the American Marketing Association website is at
www.ama.org, and the Sales and Marketing Executives International website is at www.smei.com. The
Council of Logistics Management website is at
www.clm1.org.
Another good website address is www.
collegegrad.com. It has links to the best sites on the
Web for posting a résumé, information on writing
cover letters and getting references, and ideas about
how to ﬁnd a company with job openings. To get a
sample of what’s possible in tracking down jobs,
visit the website at www.thejobresource.com and
experiment with its search engine, which lets you
look at what’s available by state. For example, you
might want to search through job listings that mention terms such as entry level, marketing,
advertising, and sales.
This should get you started. Remember, however,
that in Chapter 8 we gave addresses for a number of
websites with search engines. You can use one of them
to help ﬁnd more detail on any topic that interests you.
For example, you might go to www.altavista.
digital.com and do a search on terms such as
marketing jobs, salary surveys, post a résumé, or entry
level position.

service activities—for example, in technical service or installation and repair.
Thing-oriented jobs focus more on creative activities and analyzing data—as in
advertising and marketing research—or on organizing and scheduling work—as
in operating warehouses, transportation agencies, or the back-end of retailers.
People-oriented jobs tend to pay more, in part because such jobs are more likely
to affect sales—the lifeblood of any business. Thing-oriented jobs, on the other
hand, are often seen as cost generators rather than sales generators. Taking a big
view of the whole company’s operations, the thing-oriented jobs are certainly necessary—but without sales no one is needed to do them.
Thing-oriented jobs are usually done at a company’s facilities. Further, especially
in lower-level jobs, the amount of work to be done and even the nature of the work
may be spelled out quite clearly. The time it takes to design questionnaires and tabulate results, for example, can be estimated with reasonable accuracy. Similarly,
running a warehouse, analyzing inventory reports, scheduling outgoing shipments,
and so on are more like production operations. It’s fairly easy to measure an
employee’s effectiveness and productivity in a thing-oriented job. At the least, time
spent can be used to measure an employee’s contribution.
A sales rep, on the other hand, might spend all weekend thinking and planning
how to make a half-hour sales presentation on Monday. For what should the sales
rep be compensated—the half-hour presentation, all of the planning and thinking
that went into it, or the results? Typically, sales reps are rewarded for results—and
this helps account for the sometimes extremely high salaries paid to effective order
getters. At the same time, some people-oriented jobs can be routinized and are
lower paid. For example, salespeople in some retail stores are paid at or near the
minimum wage.
685
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Managers needed for
both kinds of jobs

Here we have oversimpliﬁed deliberately to emphasize the differences among
types of jobs. Actually, of course, there are many variations between the two
extremes. Some sales reps must do a great deal of analytical work before they make
a presentation. Similarly, some marketing researchers must be extremely people-sensitive to get potential customers to reveal their true feelings. But the division is still
useful because it focuses on the primary emphasis in different kinds of jobs.
Managers are needed for the people in both kinds of jobs. Managing others
requires a blend of both people and analytical skills—but people skills may be the
more important of the two. Therefore, people-oriented individuals are often
promoted into managerial positions more quickly.

What will differentiate
your Product?

After deciding whether you’re generally people-oriented or thing-oriented, you’re
ready for the next step—trying to identify your speciﬁc strengths (to be built on)
and weaknesses (to be avoided or remedied). It is important to be as speciﬁc as possible so you can develop a better marketing plan. For example, if you decide you
are more people-oriented, are you more skilled in verbal or written communication?
Or if you are more thing-oriented, what speciﬁc analytical or technical skills do you
have? Are you good at working with numbers, using a computer, solving complex
problems, or coming to the root of a problem? Other possible strengths include past
experience (career-related or otherwise), academic performance, an outgoing personality, enthusiasm, drive, motivation, and so on.
It is important to see that your plan should build on your strengths. An employer
will be hiring you to do something—so promote yourself as someone who is able
to do something well. In other words, ﬁnd your competitive advantage in your
unique strengths—and then communicate these unique things about you and what
you can do. Give an employer a reason to pick you over other candidates by showing that you’ll add superior value to the company.
While trying to identify strengths, you also must realize that you may have some
important weaknesses—depending on your objectives. If you are seeking a career
that requires technical skills, for example, then you need to get those skills. Or if
you are seeking a career that requires independence and self-conﬁdence, then you
should try to develop those characteristics in yourself—or change your objectives.

Set some timetables

At this point in your strategy planning process, set some timetables to organize your
thinking and the rest of your planning. You need to make some decisions at this point
to be sure you see where you’re going. You might simply focus on getting your ﬁrst job,
or you might decide to work on two marketing plans: (1) a short-run plan to get your
ﬁrst job and (2) a longer-run plan—perhaps a ﬁve-year plan—to show how you’re
going to accomplish your long-run objectives. People who are basically job-oriented
may get away with only a short-run plan—just drifting from one opportunity to another
as their own objectives and opportunities change. But those interested in careers need
a longer-run plan. Otherwise, they may ﬁnd themselves pursuing attractive ﬁrst job
opportunities that satisfy short-run objectives—but quickly leave them, frustrated when
they realize that they can’t achieve their long-run objectives without additional training
or other experiences that require starting over again on a new career path.

Environment Analysis
Strategy planning is a matching process. For your own strategy planning, this
means matching yourself to career opportunities. So let’s look at opportunities available in the marketing environment. (The same approach applies, of course, in the
whole business area.) Exhibit C-2 shows some of the possibilities and salary ranges.
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Exhibit C-2 Some Career Paths and Salary Ranges

Accounting

Production and
Materials
Management

Managing
Partner
$125–
$300,000

Vice President
Production
$95–$170,000+

Junior
Partner
$75–
$155,000
Regional
Manager
$65–$95,000
Manager
$38–$80,000

Materials
Manufacturing
Manager
$50–$60,000

Senior
Accountant
$35–$60,000

Purchasing
Inventory
Manager
$30–$55,000

Junior
Accountant
$22–$38,000

Purchasing
Agent
$25–$40,000
Buyer
$16–$35,000

Sales
Vice
President
Sales or
Marketing
$120–
$300,000+
National
Sales
Manager
$78–
$120,000+
Regional
Sales
Manager
$60–
$84,000+
District
Sales
Manager
$42–
$72,000+
Sales
Representative
$17–$80,000

Marketing
Research

Director
Market
Research
$40–$100,000

Research
Project
Manager
$44-$72,000

Advertising

Public
Relations

Retail Chain
Vice President
$70–
$120,000+

Director
Advertising
$60–$135,000+
Creative
Director
$60–$125,000
Media/Product
Manager
$60–$80,000

Store
Director
Manager
Public
$32–$75,000
Relations
$42–$100,000+
Merchandise
Manager
$32–$55,000

Market
Analyst
$36–$51,000+

Research
Trainee
$20–$30,000

Retail

Copywriter
Artist
$20–$40,000
Media Traffic
$14–$22,000

Public
Relations
Specialist
$25–$55,000

Buyer
$22–$38,000

Public
Relations
Trainee
$18–$25,000

Assistant
Buyer
$15–$25,000

Academic Training

Keep in mind that the salary ranges in Exhibit C-2 are rough estimates. Salaries for
a particular job often vary depending on a variety of factors, including company size,
industry, and geographic area. People in some ﬁrms also get big bonuses that are not
counted in salary. In recent years Advertising Age has been publishing an annual survey of salary levels for different marketing and advertising jobs—with breakdowns
by company size and other factors. Many trade associations—across a variety of different industries—also publish surveys. If you use the Internet search engine at
www.yahoo.com and do a search on salary survey, you will ﬁnd that there are hundreds of such surveys available on the Internet for a number of different industries.

Identifying current
opportunities in
marketing

Because of the wide range of opportunities in marketing, it’s helpful to narrow
your possibilities. After deciding on your own objectives, strengths, and weaknesses,
think about where in the marketing system you might like to work. Would you like
to work for manufacturers, or wholesalers, or retailers? Or does it really matter? Do
you want to be involved with consumer products or business products? By analyzing your feelings about these possibilities, you can begin to zero in on the kind of
job and the functional area that might interest you most.
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One simple way to get a better idea of the kinds of jobs available in marketing
is to review the chapters of this text—this time with an eye for job opportunities
rather than new concepts. The following paragraphs contain brief descriptions of
job areas that marketing graduates are often interested in with references to speciﬁc
chapters in the text. Some, as noted below, offer good starting opportunities, while
others do not. While reading these paragraphs, keep your own objectives, interests,
and strengths in mind.
Marketing manager (Chapter 2)

This is usually not an entry-level job, although aggressive students may move
quickly into this role in smaller companies.
Customer or market analyst (Chapters 3, 4, 5, and 6)

Opportunities as consumer analysts and market analysts are commonly found
in large companies, marketing research organizations, advertising agencies, and
some consulting ﬁrms. Investment banking ﬁrms also hire entry-level analysts;
they want to know what the market for a new business is like before investing.
Beginning market analysts start in thing-oriented jobs until their judgment and
people-oriented skills are tested. The job may involve collecting or analyzing
secondary data or preparation of reports and plans. Because knowledge of
statistics, computer software, Internet search techniques, and/or behavioral
sciences is very important, marketing graduates often ﬁnd themselves competing
with majors from statistics, sociology, computer science, and economics. Graduates who have courses in marketing and one or more of these areas may have the
best opportunities.
Purchasing agent/buyer (Chapter 7)

Entry-level opportunities are commonly found in large companies, and there are
often good opportunities in the purchasing area. Many companies are looking for
bright newcomers who can help them ﬁnd new and better ways to work with suppliers. To get off on the right track, beginners usually start as trainees or assistant
buyers under the supervision of experienced buyers. That’s good preparation for a
promotion to more responsibility.
Marketing research opportunities (Chapter 8)

There are entry-level opportunities at all levels in the channel (but especially in
large ﬁrms where more formal marketing research is done in-house), in advertising
agencies, and in marketing research ﬁrms. Some general management consulting
ﬁrms also have marketing research groups. Quantitative and behavioral science skills
are extremely important in marketing research, so some ﬁrms are more interested
in business graduates who have studied statistics or psychology as electives. But there
still are many opportunities in marketing research for marketing graduates, especially if they have some experience in working with computers and statistical
software. A recent graduate might begin in a training program—conducting interviews or summarizing open-ended answers from questionnaires and helping to
prepare electronic slide presentations for clients—before being promoted to a position as an analyst, assistant project manager, account representative, and subsequent
management positions.
Packaging specialists (Chapter 9)

Packaging manufacturers tend to hire and train interested people from various
backgrounds—there is little formal academic training in packaging. There are many
sales opportunities in this ﬁeld—and with training, interested people can become
specialists fairly quickly in this growing area.
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Product/brand manager (Chapters 9 and 10)

Many multiproduct ﬁrms have brand or product managers handling individual
products—in effect, managing each product as a separate business. Some ﬁrms hire
marketing graduates as assistant brand or product managers, although larger ﬁrms
typically recruit MBAs for these jobs. Many ﬁrms prefer that recent college graduates spend some time in the ﬁeld doing sales work or working with an ad agency or
sales promotion agency before moving into brand or product management positions.
Product planner (Chapter 10)

This is usually not an entry-level position. Instead, people with experience on
the technical side of the business or in sales might be moved onto a new-product
development team as they demonstrate judgment and analytical skills. However,
new employees with winning ideas for new products don’t go unnoticed—and they
sometimes have the opportunity to grow fast with ideas they spearhead. Having a
job that puts you in contact with customers is often a good way to spot new needs.
Distribution channel management (Chapter 11)

This work is typically handled or directed by sales managers and therefore is not
an entry-level position. However, many ﬁrms form teams of specialists who work
closely with their counterparts in other ﬁrms in the channel to strengthen coordination and relationships. Such a team often includes new people in sales or
purchasing because it gives them exposure to a different part of the ﬁrm’s activities.
It’s also not unusual for people to start working in a particular industry and then
take a different job at a different level in the channel. For example, a graduate who
has trained to be a store manager for a chain of sporting goods stores might go to
work for a manufacturers’ representative that handles a variety of sports equipment.
Logistics opportunities (Chapter 12)

There are many sales opportunities with physical distribution specialists—but
there are also many thing-oriented jobs involving trafﬁc management, warehousing,
and materials handling. Here training in accounting, ﬁnance, and computer methods could be very useful. These kinds of jobs are available at all levels in channels
of distribution.
Retailing opportunities (Chapter 13)

Not long ago, most entry-level marketing positions in retailing involved some
kind of sales work. That has changed rapidly in recent years because the number of
large retail chains is expanding and they often recruit graduates for their management training programs. Retailing positions tend to offer lower-than-average starting
salaries—but they often provide opportunities for very rapid advancement. In a fastgrowing chain, results-oriented people can move up very quickly. Most retailers
require new employees to have some selling experience before managing others—
or buying. A typical marketing graduate can expect to work as an assistant manager
or do some sales work and manage one or several departments before advancing to
a store management position—or to a staff position that might involve buying,
advertising, location analysis, and so on.
Wholesaling opportunities (Chapter 13)

Entry-level jobs with merchant wholesalers typically fall into one of two categories. The ﬁrst is in the logistics area—working with transportation management,
inventory control, distribution customer service, and related activities. The other
category usually involves personal selling and customer support. Agent wholesalers
typically focus on selling, and entry-level jobs often start out with order-taking
responsibilities that grow into order-getting responsibilities. Many wholesalers are
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moving much of their information to the Internet, so marketing students with skills
and knowledge in this arena may ﬁnd especially interesting opportunities.
Personal selling opportunities (Chapter 15)

Because there are so many different types of sales jobs and so many people are
employed in sales, there are many good entry-level opportunities in personal selling.
This might be order-getting, order-taking, or missionary selling. Many sales jobs now
rely on sales technology, so some of the most challenging opportunities will go to students who know how to prepare spreadsheets and presentation materials using software
programs like Microsoft Ofﬁce. Many students are reluctant to get into personal selling—but this ﬁeld offers beneﬁts that are hard to match in any other ﬁeld. These
include the opportunity to earn extremely high salaries and commissions quickly, a
chance to develop your self-conﬁdence and resourcefulness, an opportunity to work
with minimal supervision—almost to the point of being your own boss—and a chance
to acquire product and customer knowledge that many ﬁrms consider necessary for a
successful career in product/brand management, sales management, and marketing
management. On the other hand, many salespeople prefer to spend their entire careers
in selling. They like the freedom and earning potential that go with a sales job over
the headaches and sometimes lower salaries of sales management positions.
Advertising opportunities (Chapters 14 and 16)

Job opportunities in this area are varied and highly competitive. And because
the ability to communicate and a knowledge of the behavioral sciences are important, marketing graduates often ﬁnd themselves competing with majors from ﬁelds
such as English, communication, psychology, and sociology. There are thing-oriented jobs such as copywriting, media buying, art, and so on. Competition for these
jobs is very competitive—and they go to people with a track record. So the entrylevel positions are as assistant to a copywriter, media buyer, or art director. There
are also people-oriented positions involving work with clients—which are probably
of more interest to marketing graduates. This is a glamorous but small and extremely
competitive industry where young people can rise very rapidly—but they can also
be as easily displaced by new bright young people. Entry-level salaries in advertising are typically low. There are sometimes good opportunities to get started in
advertising with a retail chain that prepares its advertising internally. Another way
to get more experience with advertising is to take a job with one of the media—
perhaps in sales or as a customer consultant. Selling advertising space on a website
or cable TV station or newspaper may not seem as glamorous as developing TV ads,
but media salespeople help their customers solve promotion problems and get experience dealing with both the business and creative side of advertising.
Sales promotion opportunities (Chapters 14 and 16)

The number of entry-level positions in the sales promotion area is growing
because the number of specialists in this area is growing. For example, specialists
might help a company plan a special event for employees, ﬁgure out procedures to
distribute free samples, or perhaps set up a database to send customers a newsletter.
Because clients’ needs are often different, creativity and judgment are required. It
is usually difﬁcult for an inexperienced person to show evidence of these skills right
out of school, so entry-level people often work with a project manager until they
learn the ropes. In companies that handle their own sales promotion work, a beginner usually starts by getting some experience in sales or advertising.
Pricing opportunities (Chapters 17 and 18)

Pricing decisions are usually handled by experienced executives. However, in some
large companies and consulting ﬁrms there are opportunities as pricing analysts for
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marketing graduates who have quantitative skills. These people work as assistants to
higher-level executives and collect and analyze information about competitors’ prices
and costs, as well as the ﬁrm’s own costs. Thus, being able to work with accounting
numbers and computer spreadsheets is often important in these jobs. However, sometimes the route to these jobs is through experience in marketing research or product
management.
Credit management opportunities

Specialists in credit have a continuing need for employees who are interested in
evaluating customers’ credit ratings and ensuring that money gets collected. Both
people skills and thing skills can be useful here. Entry-level positions normally
involve a training program and then working under the supervision of others until
your judgment and abilities are tested.
International marketing opportunities

Many marketing students are intrigued with the adventure and foreign travel
promised by careers in international marketing. Some ﬁrms hire recent college graduates for positions in international marketing, but more often these positions go to
MBA graduates. However, that is changing as more and more ﬁrms are pursuing
international markets. It’s an advantage in seeking an international marketing job
to know a second language and to know about the culture of countries where you
would like to work. Your college may have courses or international exchange programs that would help in these areas. Graduates aiming for a career in international
marketing usually must spend time mastering the ﬁrm’s domestic marketing operations before being sent abroad. So a good way to start is to focus on ﬁrms that are
already involved in international marketing, or who are planning to move in that
direction soon. On the other hand, there are many websites with listings of international jobs. For example, you might want to visit www.overseasjobs.com.
Customer relations/consumer affairs opportunities (Chapters 14 and 22)

Most ﬁrms are becoming more concerned about their relations with customers
and the general public. Employees in this kind of work, however, usually have held
various positions with the ﬁrm before doing customer relations.

Study trends that
may affect your
opportunities

A strategy planner should always be evaluating the future because it’s easier to
go along with trends than to buck them. This means you should watch for political, technical, or economic changes that might open, or close, career opportunities.
If you can spot a trend early, you may be able to prepare yourself to take advantage of it as part of your long-run strategy planning. Other trends might mean you
should avoid certain career options. For example, rapid technological changes in
computers and communications, including the Internet, are leading to major
changes in retailing and advertising, as well as in personal selling. Cable television,
telephone selling, and direct-mail selling may reduce the need for routine order
takers—while increasing the need for higher-level order getters. More targeted and
imaginative sales presentations for delivery by mail, e-mail, phone, or even by Internet websites may be needed. The retailers who survive may need a better
understanding of their target markets. And they may need to be supported by wholesalers and manufacturers who can plan targeted promotions that make economic
sense. This will require a better understanding of the production and physical
distribution side of business, as well as the ﬁnancial side. And this means better
training in accounting, ﬁnance, inventory control, and so on. So plan your personal
strategy with such trends in mind.
One good way to get more detailed analysis is to go to the U.S. Bureau of Labor
Statistics website at http://stats.bls.gov and use the search procedure to look for the
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term occupational outlook. The Bureau provides detailed comments about the outlook
for employment and growth in different types of jobs, industries, and regions.

Evaluate business
practices

Finally, you need to know how businesses really operate and the kind of training
required for various jobs. We’ve already seen that there are many opportunities in
marketing—but not all jobs are open to everyone, and not all jobs are entry-level
jobs. Positions such as marketing manager, brand manager, and sales manager are
higher rungs on the marketing career ladder. They become available only when you
have a few years of experience and have shown leadership and judgment. Some positions require more education than others. So take a hard look at your long-run
objectives—and then see what degree you may need for the kinds of opportunities
you might like.

Develop Objectives
Once you’ve done a personal analysis and environment analysis—identifying
your personal interests, your strengths and weaknesses, and the opportunities in the
environment—deﬁne your short-run and long-run objectives more speciﬁcally.

Develop long-run
objectives

Your long-run objectives should
clearly state what you want to do
and what you will do for potential
employers.

Your long-run objectives should clearly state what you want to do and what you
will do for potential employers. You might be as speciﬁc as indicating the exact
career area you want to pursue over the next 5 to 10 years. For example, your longrun objective might be to apply a set of marketing research and marketing
management tools to the food manufacturing industry—with the objective of
becoming director of marketing research in a small food manufacturing company.
Your long-run objectives should be realistic and attainable. They should be objectives you have thought about and for which you think you have the necessary skills
(or the capabilities to develop those skills) as well as the motivation to reach the
objectives.
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To achieve your long-run objective(s), you should develop one or more shortrun objectives. These should spell out what is needed to reach your long-run
objective(s). For example, you might need to develop a variety of marketing
research skills and marketing management skills—because both are needed to
reach the longer-run objective. Or you might need an entry-level position in marketing research for a large food manufacturer to gain experience and background.
An even shorter-run objective might be to take the academic courses that are necessary to get that desired entry-level job. In this example, you would probably
need a minimum of an undergraduate degree in marketing, with an emphasis on
marketing research. (Note that, given the longer-run objective of managerial
responsibility, a business degree would probably be better than a degree in statistics or psychology.)

Developing Your Marketing Plan
Now that you’ve developed your objectives, move on to developing your own
personal marketing plan. This means zeroing in on likely opportunities and developing a speciﬁc marketing strategy for these opportunities. Let’s talk about that now.

Identify likely
opportunities

An important step in strategy planning is identifying potentially attractive
opportunities. Depending on where you are in your academic training, this can vary
all the way from preliminary exploration to making detailed lists of companies that
offer the kinds of jobs that interest you. If you’re just getting started, talk to your
school’s career counselors and placement ofﬁcers about the kinds of jobs being
offered to your school’s graduates. Your marketing instructors can help you be realistic about ways you can match your training, abilities, and interests to job
opportunities. Also, it helps to read business publications such as Business Week,
Fortune, The Wall Street Journal, and Advertising Age. Applications in Basic Marketing, which comes shrinkwrapped with this text, provides reprints of recent articles
from these publications. If you are interested in opportunities in a particular industry, check at your library or on the Internet to see if there are trade publications
or websites that can bring you up to speed on the marketing issues in that area.
Your library or college may also have an online service to make it easier to search
for articles about speciﬁc companies or industries. And many companies have their
own websites that can be a very useful source of information.
Don’t overlook the business sections of your local newspapers to keep in touch
with marketing developments in your area. And take advantage of any opportunity to talk with marketers directly. Ask them what they’re doing and what
satisfactions they ﬁnd in their jobs. Also, if your college has a marketing club, join
it and participate actively in the club’s programs. It will help you meet marketers
and students with serious interest in the ﬁeld. Some may have had interesting job
experiences and can provide you with leads on part-time jobs or exciting career
opportunities.
If you’re far along in your present academic training, list companies that you
know something about or are willing to investigate—trying to match your skills and
interests with possible opportunities. Narrow your list to a few companies you might
like to work for.
If you have trouble narrowing down to speciﬁc companies, make a list of your
personal interest areas—sports, travel, reading, music, or whatever. Think about the
companies that compete in markets related to these interests. Often your own
knowledge about these areas and interest in them can give you a competitive advantage in getting a job. This helps you focus on companies that serve needs you think
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are important or interesting. A related approach is to do a search on the Internet
for websites related to your areas of interest. Websites often display ads or links to
ﬁrms that are involved in that speciﬁc interest area. Further, many companies post
job openings on their own websites or at websites that specialize in promoting job
searches by many companies.
Then do some research on these companies. Find out how they are organized,
their product lines, and their overall strategies. Try to get clear job descriptions
for the kinds of positions you’re seeking. Match these job descriptions against
your understanding of these jobs and your objectives. Jobs with similar titles may
offer very different opportunities. By researching job positions and companies in
depth, you should begin to have a feel for where you would be comfortable as an
employee. This will help you narrow your target market of possible employers to
perhaps ﬁve ﬁrms. For example, you may decide that your target market for an
entry-level position consists of large corporations with (1) in-depth training programs, (2) a wide product line, and (3) a wide variety of marketing jobs that will
enable you to get a range of experiences and responsibilities within the same
company.

Planning your Product

Just like any strategy planner, you must decide what Product features are necessary to appeal to your target market. Identify which credentials are mandatory and
which are optional. For example, is your present academic program enough, or will
you need more training? Also, identify what technical skills are needed—such as
computer programming or accounting. Further, are there any business experiences
or extracurricular activities that might help make your Product more attractive to
employers? This might involve active participation in college organizations or work
experience, either on the job or in internships.

Planning your
Promotion

Once you identify target companies and develop a Product you hope will be
attractive to them, you have to tell these potential customers about your Product.
You can write directly to prospective employers—sending a carefully developed
résumé that reﬂects your strategy planning. Or you can visit them in person (with
your résumé). Many colleges run well-organized interviewing services. Seek their
advice early in your strategy planning effort.

Implementing Your Marketing Plan
When you complete your personal marketing plan, you have to implement it—
starting with working to accomplish your short-run objectives. If, as part of your
plan, you decide that you need speciﬁc outside experience, then arrange to get it.
This may mean taking a low-paying job or even volunteering to work in political
organizations or volunteer organizations where you can get that kind of experience.
If you decide that you need skills you can learn in academic courses, plan to take
these courses. Similarly, if you don’t have a good understanding of your opportunities, then learn as much as you can about possible jobs by talking to professors,
taking advanced courses, and talking to businesspeople. Of course, trends and opportunities can change—so continue to read business publications, talk with
professionals in your areas of interest, and be sure that the planning you’ve done
still makes sense.
Strategy planning must adapt to the environment. If the environment changes
or your personal objectives change, you have to develop a new plan. This is an
ongoing process—and you may never be completely satisﬁed with your strategy
planning. But even trying will make you look much more impressive when you begin
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your job interviews. Remember, while all employers would like to hire a Superman
or a Wonder Woman, they are also impressed with candidates who know what they
want to do and are looking for a place where they can ﬁt in and make a contribution. So planning a personal strategy and implementing it almost guarantee you’ll
do a better job of career planning, and this will help ensure that you reach your
own objectives, whatever they are.
Whether or not you decide to pursue a marketing career, the authors wish you
the best of luck in your search for a challenging and rewarding career, wherever
your interests and abilities may take you.
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Basic Marketing includes two different types
of marketing cases: the 7 special video cases
in this section and the 35 traditional cases in
the next section. All of the cases offer you the
opportunity to evaluate marketing concepts at
work in a variety of real-world situations.
However, the video cases add a multimedia
dimension because we have produced a special video to accompany each of the written
cases. An abbreviated version of the video for
each case is available on the Student CD-ROM
to Accompany Basic Marketing. The fulllength videos are available to professors who
adopt Basic Marketing for use in their course.
(These case-based videos are in addition to
19 other video segments we have custom
produced and made available to instructors
for possible use with other parts of the text.)
The videos bring to life many of the issues
considered in each case. However, you can
read and analyze the written case descriptions even if there is no time or opportunity to
view the video. Either way, you’ll ﬁnd the case
interesting and closely tied to the important
concepts you’ve studied in the text.
The set of questions at the end of each
case will get you started in thinking about the
marketing issues in the case. Further, we provide instructors with a number of suggestions
on using the video cases_both for group discussion in class or individual assignments.
Thus, as is also true with the traditional cases
in the next section, the video cases can be
used in many different ways and sequences.
You can analyze all of the cases, or only a
subset. In fact, the same case can be analyzed several times for different purposes. As
your understanding of marketing deepens
throughout the course, you’ll “see” many
more of the marketing issues considered in
each case.
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Marketing in the Hardwood
Industry*

Logs cut from hardwood forests are an important raw material used by many domestic and foreign producers. Unlike pine
and other softwoods, which are used mostly for general construction, the demand for oak, black walnut, black cherry,
white ash, maple, and other hardwoods derives from consumer
demand for high-value products such as hardwood furniture,
cabinets, ﬂooring, millwork, and moldings. When properly ﬁnished, hardwoods offer a ﬁnish that is both durable and
beautiful. The wood is also very strong, so even pieces that do
not have a perfect appearance are well suited for making
frames of chairs, sofas, and other furniture that are covered
with various upholstery materials.
Hardwood forests cover many of the rural areas of the eastern United States—areas where there is often little other
industry. Thus, the forest products industry is important to
economic development and to the employment and quality of
life of people who live and work in these areas.
Unfortunately, that potential for economic development is
not always achieved. A key reason for this is that many of the
ﬁrms that harvest logs do not focus on any particular target
market or speciﬁc customers. Rather, they just see the market
opportunity in terms of the products they have always produced: hardwood logs or perhaps “green” roughsawn lumber
cut from the logs. As a result, they sell a commodity product to
distant customers who view logs from one supplier as like all of
the others on the market and simply purchase logs at the lowest price.
Under this production-oriented, commodity approach, the
hardwood produced in rural regions of the U.S. has usually been
shipped to other regions—including foreign countries—before
the wood is processed into intermediate and ﬁnished products.
But when the wood is sold and shipped out of the region as an
unﬁnished commodity, the proﬁt opportunities—and associated employment—relevant to the secondary processing are
exported as well.
Historically, in this commodity-market environment, successful producers were those who could operate with the
lowest total cost. The major cost areas are raw material (lumber), labor, any processing that is done, transportation, and, of
course, any marketing-related expenses. Small- and mediumsized producers are at an inherent disadvantage in this
competitive, cost-oriented environment. They cannot
achieve economies of scale because they can’t spread their
overhead expenses over a large number of units produced. As
a result, there is little way for them to obtain a competitive advantage in production or distribution.
Some hardwood producers, including some smaller ones,
were able to improve sales and proﬁts—in both the U.S. and
international markets—by differentiating their offerings with
higher-quality products and service. For example, ﬁrms that
worked to keep lumber dry and clean were better able to
meet the needs of some customers. Further, some customers

*This case and the script for the accompanying video were
prepared by Thomas G. Ponzurick and James P. Armstrong.

appreciated supplier ﬁrms that did a good job of sorting and
grading different types of woods. And some suppliers focused
on supplying species of wood that were desirable but lessreadily available.
In spite of such efforts, in the past most hardwood from
U.S. producers was just sold as a commodity in a very competitive market. However, some people in the hardwood industry
are applying marketing concepts to help change this situation.
They are focusing attention on ways to expand the market for
existing hardwood products and also trying to identify markets
with speciﬁc needs so that they can increase the value added
to the hardwood lumber—by producing ﬁnished or semiprocessed products—before it is shipped out of the region
where the trees are cut.
These efforts are having an effect. For example, some companies have found markets for hardwood-based composite
materials for use as beams, columns, or rafters in building construction. Traditional materials for structural framing include
softwood lumber and nonrenewable resources such as steel and
aluminum. These structural hardwood composites are manufactured by breaking lower quality hardwood logs into small
pieces such as strands, ﬂakes, or thin sheets of wood (veneer)
and reforming the pieces into large members with names like
“parallel-strand lumber” or “laminated veneer lumber” for the
construction market. By ﬁnding market opportunities for
structural hardwood composites, companies add value by using
small or poorly formed logs, less desirable hardwood species,
and sometimes even the hardwood waste from other industrial
processes. Development of value-added markets for structural
hardwood composites also has resulted in job creation and
economic development in rural, forested areas.
However, producing structural hardwood composites is just
one way to meet customer needs that were not previously being satisﬁed. An increasing number of customers want to buy
kiln-dried boards rather than green lumber that isn’t immediately ready to use for their own production purposes. So, many
ﬁrms that cut and sell hardwood are taking the step of adding
value to their product by doing the kiln-drying process. But
numerous other opportunities to add value still exist. To uncover them, U.S. hardwood suppliers are asking basic
questions like: What are the needs of different customers in
the broad product-market for hardwood? Who are these customers and where are they located? What kind of hardwood
products—beyond the commodity lumber we’ve sold in the
past—do they want? What are the opportunities to differentiate what we sell and add more value to our product through
additional processing that meets the needs of speciﬁc target
segments? How do we go about ﬁnding the answers to these
questions?
One opportunity for expanding both the market and valueadded product opportunities lies in the area of international
exports. Prior to 1980, many ﬁrms that supplied hardwood ignored the export market. Domestic demand was sufﬁciently
large to sustain growth and proﬁtability. However, as domestic
demand softened and competition grew more intense, U.S.
suppliers began to rethink entry into the international marketplace. In the last decade, efforts to market hardwood
products to foreign markets have expanded signiﬁcantly,
and the value of exported hardwood products has increased
substantially.

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

Back Matter

Video Cases

© The McGraw−Hill
Companies, 2002

Video Cases

Despite some recent success, there is still a vital need for
more U.S. suppliers to adopt the marketing concept, especially
in targeting the export marketplace. Currently, international
buyers are focusing most of their attention on the higher-grade
hardwood products. But growth of sales and proﬁts from exporting will depend on the U.S. industry’s ability to ﬁnd
markets for more of their available product inventory—including lower grades and species of hardwood. In fact, ﬁnding
markets for value-added products may be the best way to improve sales of the lower grades and species. This would not
only result in more efﬁcient and proﬁtable use of hardwood resources, but it could also reduce costs by improving economies
of scale in production.
However, the question that should be uppermost in marketers’ minds is: What do these customers want in the way of
hardwood products? To answer this question, one must ﬁrst determine the needs of these international buyers. In the case of
U.S. hardwood suppliers, Canadian buyers are currently the
largest market for these products.
Most of the Canadian ﬁrms that import U.S. hardwood to
Canada are concentrated in a few geographic areas: over
75 percent are located in either Ontario or Quebec. Much of
the imported lumber is purchased by Canadian manufacturers
who use it to produce their own products—including furniture, cabinets, hardwood ﬂooring, and molding and millwork
for the construction industry. However, these customers account for only about 31 percent of U.S. imports. Canadian
wholesalers—especially brokers and agents—account for
more than half of the Canadian hardwood lumber purchased
from U.S. sources. Many of these middlemen specialize in international sales. In fact, nearly 20 percent of all U.S.
hardwood lumber imported by Canada is subsequently resold
and exported to Europe—usually after some value-adding activities such as grading, sorting, repackaging, or additional
product processing.
Red oak, hard maple, and white oak are the principal hardwood species that Canadian customers import from the United
States. However, there are also markets for some species of
lesser value—including soft maple and yellow poplar.
All types of lumber are graded according to quality, and this
grading is important to Canadian buyers who have different
hardwood needs. About 70 percent of the total volume of
hardwood lumber purchased by Canadian ﬁrms is the higherquality Number 1 Common grade or better. The other 30
percent of lumber imported is graded as Number 2 Common or
lower. Firms that purchase the lower grades of lumber are
mostly ﬂooring manufacturers, furniture manufacturers, and
brokers.
Marketing research studies indicate that Canadian hardwood lumber buyers are relatively satisﬁed with the quality of
products and services now being provided by U.S. suppliers.
However, the research reveals that suppliers could enhance
customer satisfaction and their competitive advantage by improving their product quality through more accurate grading
and reporting of moisture content as well as by providing
cleaner and straighter lumber. Buyers would also like to see
better distribution customer service from U.S. suppliers. This
includes improving the reliability of lumber supplies and reducing order cycle time—that is, the time from when a
customer orders lumber until it is delivered. And of course,
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organizational buyers are always interested in competitive
pricing.
Importantly, the research also shows that over one-third
of the ﬁrms that import hardwood lumber from the United
States are potentially interested in purchasing ﬁnished hardwood parts from U.S. suppliers. Examples in the area of
ﬁnished hardwood parts include parts for making furniture,
doors, stairways, and railings. Organizations showing an interest in these ﬁnished products include importers, export
brokers, and manufacturers of various hardwood products.
These results indicate that there may be a good opportunity
for U.S. suppliers of hardwood products to custom produce
such parts for speciﬁc customers. Yet it is still unknown how
substantial this opportunity might be, how eager Canadian
buyers might be to purchase value-added ﬁnished hardwood
products, and at what prices. To begin to answer these questions, U.S. suppliers need to determine the types and
speciﬁcations of the ﬁnished hardwood products desired by
individual buyers. That will require that supplier ﬁrms do
more marketing research or have more direct personal selling
contact with buyers for speciﬁc ﬁrms than has been typical in
the past. Alternatively, working with these customers may
require closer relationships—partnerships—with middlemen who can help producers with some of the required
marketing functions.
It appears that U.S. hardwood ﬁrms face a variety of possible opportunities to expand sales and improve proﬁts. Export
markets, including Canada, appear to offer greater potential
than has been captured. Further, some of the opportunities are
ones that focus on the value-added products that have the potential to foster economic development in rural areas of the
U.S. where such activities have in the past been limited. However, just having access to hardwood forests alone isn’t enough
to turn these opportunities into proﬁtable business. Developing international markets for value-added hardwood products
requires that individual supplier ﬁrms adapt their marketing
strategies to marketplace needs. Producers need to identify
speciﬁc target markets and understand the unique needs and
buying behavior of these markets. They also need to get beyond production-oriented thinking and develop whole
marketing mixes to serve their target customers. That means
ﬁguring out what type of products and services to offer. It also
means making decisions about how to price speciﬁc
offerings—because ﬁrms that are doing something unique for
their customers won’t just face perfect competition and a price
that is set by the market. A ﬁrm that does a good job with this
marketing strategy planning has the potential to satisfy some
target customers very well and in the process gain a sustainable
competitive advantage. And, of course, as more ﬁrms do that
they will not only make better proﬁts, but also contribute to
the economic development of the areas in which they operate.
1. Why is it important for ﬁrms that produce and supply
hardwood to adopt the marketing concept?
2. What are some of the ways hardwood products can be
adapted to meet value-added market needs?
3. In what ways is the marketing strategy different for hardwood suppliers who focus on a speciﬁc target market than
for ﬁrms that just sell roughsawn logs or green lumber in
the commodity market?
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4. What are some of the potential target markets for U.S.
hardwood suppliers selling to the Canadian market?
Which marketing mix variables are likely to be most
important to the target markets you have identiﬁed?
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Celestial Seasonings*

In the late 1960s, the era of Woodstock and Summer of
Love music festivals, Mo and Peggy Siegel and two friends began picking herbs in the mountains around Aspen, Colorado.
They decided to start a company that they named after one of
their friends—Lucinda Ziesing, whose nickname was Celestial. The next year, 10,000 muslin bags of Mo’s 36 Herb Tea
were sewn, ﬁlled, and sold to a health-food store in Boulder,
Colorado. A year later, Sleepytime Herb Tea was created, and
the business was moved to a barn in Boulder. But that didn’t
last long. Mo and his friends were onto something hot! Soon
they were purchasing herbs around the world and learning
how to mass produce their product in a factory. Loose-pack tea
was eventually replaced with single-serve tea bags, and additional ﬂavors were created—all of which fueled sales. Today,
Celestial Seasonings is recognized as a leader in herbal products, accounting for half the herbal tea market in the United
States and expanding worldwide.
Celestial Seasonings’ core business is herbal teas. Along with
Mo’s 36 Herb, Red Zinger, and their best-selling product, Sleepytime, the company has created over 60 different herbal teas.
The tea market is comprised of black teas, herbal and medicinal teas, diet teas, iced teas, and Chai, a sweet Indian
spiced blend. The U.S. tea market has an annual growth rate
of about 10 percent in recent years. Herbal and medicinal teas
represent two-thirds of the total tea market and are growing at
about 12 percent a year. Celestial Seasonings is the leading
competitor in the herbal tea category, holding 50 percent
market share. Other herbal tea competitors include Republic
of Tea, Tazo (Starbucks), Yogi Tea, and Oregon Chai.
Herbal teas compete with traditional black teas, dominated
by Lipton Tea Company. In the 70s, Celestial revolutionized
the tea industry when it introduced the idea of herbal teas as
ﬂavorful, healthy beverages for everyday consumption. At that
time, herbal teas were perceived as foul-tasting medicinal
brews. Few retail stores carried a complete line of herbal teas,
so creating awareness, favorable image, and distribution posed
a daunting challenge to the company. Initially, Celestial Seasonings promoted and distributed its products through
health-food stores.
In 1984, food industry giant Kraft Foods bought Celestial
Seasonings. With its marketing muscle and channel power,
Kraft expanded distribution of Celestial Seasonings and added
a line of gourmet black teas under the Celestial brand name.
Shortly after the Kraft buyout, Mo Siegel retired from the company, and Barney Feinblum was named successor. However, the
Kraft way of doing business sometimes conﬂicted with Celestial’s culture, which from the beginning was inﬂuenced by
“hippie-style” entrepreneurship, employee involvement, and
earth-friendly community initiatives.
*This case and the script for the accompanying video were
prepared by Professor Davis Folsom of USC Beaufort.

The values of the company are epitomized in its belief
statement:
We believe in marketing and selling healthful and naturally oriented products that nurture people’s bodies and uplift their souls.
Our products must be superior in quality, of good value, beautifully artistic, and philosophically inspiring.

In 1988, Celestial Seasonings management along with a
venture capital ﬁrm bought the company back from Kraft. A
new board of directors was created, and new headquarters were
constructed outside of Boulder, Colorado. In 1991, Mo Siegel
returned as CEO and chairman of the board and agreed to stay
until 1997.
During Mo’s second period of leadership, Celestial Seasonings went public and attempted a variety of product
diversiﬁcations. A partnership with Perrier was formed to license and produce a line of ready-to-drink bottled teas under
the Celestial Seasonings brand. A line of After Dinner Teas
was launched, targeting more upscale consumers than Celestial’s original back-to-the-earth customers and promoting tea
as an after-dinner beverage. Iced Delight teas were created
and marketed as “Brews in Your Fridge.” A licensing agreement with Warner-Lambert produced Celestial Seasonings
Soothers, herbal throat drops. In 1995, with HP Hood Company, Celestial created iced tea ﬂavored frozen popsicles, but
they were not a market success. That same year, Celestial developed its ﬁrst medicinal herb tea—Herbal Comfort. In
1997, based on the success of Herbal Comfort, Celestial Seasonings expanded the line of medicinal teas to include
Echinacea, Green Tea, GinkoSharp, Diet Partner, GingerEase,
Detox A.M., LaxaTea, and Melatonin P.M. Celestial Seasonings now has 46 percent (up from 24 percent in June 1998) of
the fast-growing medicinal tea category.
In 1998, Celestial acquired Mountain Chai, a Boulderbased manufacturer of concentrated Indian-style tea. Six
varieties of Mountain Chai were reformulated and introduced
under the Celestial logo. That same year, a line of six green
teas was launched. Green teas have been used in Asian
cultures for hundreds of years and are known for their curative
qualities. Green teas were introduced to the American market
in the 60s but were not widely successful due to their bland
taste.
In 1997, Mo Siegel’s commitment to manage the company
ended, and Steve Hughes, known in the industry for growing
the Healthy Choice line of food products, became Celestial’s
CEO. With Hughes at the helm, Celestial Seasonings entered
a new phase. Saying that Celestial was “a $500 million brand
trapped in a $100 million business,” Hughes initiated a series
of efforts to leverage the Celestial brand name, including the
creation of herbal supplements. According to Hughes,
For 25 years we’ve cared about one thing—creating healthy,
natural products that make our customers feel good. Our herbal
supplement line is a natural extension of that mission. We know
the power of herbs and the simple solutions they provide for good
health. We want to share that.

Launched in April 1998 in capsule form, the herbal
supplements line included nine single-herb extracts and
eight advanced-formula blend products. The timing seemed
perfect. Herbal supplements were rapidly gaining consumer
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acceptance as alternatives and additions to traditional health
and wellness products. A 1998 Market Facts survey showed
the percentage of Americans who reported using herbal
supplements had grown from just 3 percent in 1990 to 37 percent in 1998, and almost 80 percent of respondents felt
herbal supplements were safe to take. Herbal supplements
also have a number of logical synergies with Celestial’s existing products. Many of the same ingredients are used, and
herbal supplements can be sold through the same distribution channels.
Herbal supplements are promoted on the company’s Natural Wellness website (www.celestialseasonings.com):
We do our best to eat right, get enough rest, and exercise, and
the beneﬁts are undeniable. But our health can be affected by
things we can’t control. Environmental toxins, emotional and
physical stress and simply getting older create concerns that show
up in many ways—as wrinkles, low energy, a ﬂagging mood, and
more. We’re not defenseless, though. Nature, as usual, provides
what we need.

Clearly, Celestial Seasonings is appealing to speciﬁc target
market segments, like aging baby boomers and health-conscious consumers of all ages. In fact, whenever a new Celestial
product or service is proposed, the ﬁrst question asked is
“What will Tracy think?” Tracy Jones is the company’s nickname for their primary target market: a 35- to 54-year-old,
college-educated, socially involved woman with a focus on
healthy lifestyle and household income greater than $50,000.
Tracy also is not a major viewer of television. Herbal supplements are primarily targeted to Tracy and secondarily targeted
to other health-conscious consumers. With labels that talk
about “Tummy Mint” and “Tension Tamer,” these new herbal
supplements are designed to strike an emotional chord in
Tracy.
Launched with a $4 million dollar campaign and priced at
a premium, the herbal supplements line brought in 21 percent
of Celestial’s revenues in 1998. But just as things looked as
bright as a summer day in the Rockies, Celestial learned a classic marketing lesson. The market for herbal supplements
peaked at the same time two major competitors, One a Day
and Centrum, entered the market. Also, 1999 SPINS and ACNielsen market research data indicated a variety of changes in
the herbal market. Green teas, medicinal blend teas, and Chai
were gaining sales, but previously popular single-herb supplements, including St. John’s Wort and Ginseng, showed sharp
declines.
In response, Celestial restaged the herbal supplements line
in 1999 by dropping six products, reducing the advertising
budget, and doubling the number of capsules per bottle. Celestial’s herbal supplements line still represents a major part of
company sales, but initial enthusiasm has mellowed, and the
marketing team has begun to look for new opportunities. Also,
companies specializing in herbal supplements face several ethical and legal issues.
Almost 80 percent of American consumers believe that
herbal supplements are safe. However, as one FDA director has
stated, “Realize that the label term ‘natural’ doesn’t guarantee
that a product is safe. Think of poisonous mushrooms. They’re
natural.” Herbal supplements companies must abide by FDA
rules regarding claims of effectiveness of their products; they
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cannot represent their products as medicines. Mike Gross,
Celestial’s regulatory expert, explains, “What it all boils down
to is that you cannot make any claim to cure, treat, prevent,
mitigate, or diagnose any disease state—or even mention a
disease! For example, you cannot say ‘for the treatment of
prostate enlargement’ but you can say ‘to keep your prostate
healthy.’ ”
One new direction under consideration at most consumer
goods companies is the Internet. Surprisingly, the Internet initiative at Celestial started in the Information Technology
division of the organization. Celestial started a modest web
storefront designed to educate consumers and sell seasonal
items and gifts from its mail-order catalog. Then the catalog
manager got onboard and the marketing group joined in to
build this alternative channel.
Part of the success of Celestial’s catalog and Internet sales is
attributable to the company kitchen! Started in 1973 as a free
lunch program for employees, outsiders began to drift in, wanting to buy products. As more and more customers visited the
factory, the idea of a factory tour gained favor. Between 1994
and 1999, over 350,000 people took Celestial’s factory tour,
creating a huge database for catalog and Internet marketing
strategies.
1. What kinds of synergies do herbal supplements have with
herbal teas?
2. What environmental trends seem to be fueling sales
growth for herbal supplements? What environmental
trends pose threats to the sales and proﬁts of herbal supplements?
3. What kinds of new products should Celestial Seasonings
develop? What criteria would you use to evaluate new
product ideas for Celestial Seasonings? Why?

3

Briggs & Stratton Corporation*

Briggs & Stratton is the world’s largest producer of aircooled gasoline engines for outdoor power equipment, mainly
for lawn mowers. The company designs, manufactures, markets,
and services these products—which are sold as components to
original equipment manufacturers (OEMs) in 85 countries.
Steve Briggs and Harry Stratton started the company in
1909 to produce a six-cylinder, two-cycle engine similar to one
Briggs had developed a few years earlier as an engineering student in college. The engine turned out to be too expensive to
mass produce, so the partners turned their attention to designing and producing electrical parts for automobiles—including
switches, starters, and regulators.
Later B&S acquired the patent for the Motor Wheel—a
gasoline engine designed to ﬁt on a bicycle. It was a market
success and ultimately proved to be a good way to power several other types of vehicles. In some parts of Asia it was even
used on rickshas.
To build on the success of the Motor Wheel, B&S looked
for new markets for engines. Its search led to the development
of a stationary utility engine for use on such products as garden
*This case and the script for the accompanying video were
prepared by Roger C. Shoenfeldt.
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cultivators and reel-type mowers. Before utility companies
brought electricity to rural parts of the U.S., these B&S engines
even powered refrigerators, milking machines, and elevators.
After World War II, the booming U.S. economy, the shift
of population to the suburbs, and the growth of leisure time
prompted new consumer interest in lawn and garden equipment. B&S saw this growth opportunity and shifted its focus
to producing motors for the lawn mower manufacturers who
served that market. But B&S didn’t just try to push engines it
was already producing.
At that time, most power mowers used two-cycle engines;
their light weight made mowers easy to push. However, twocycles weren’t reliable and needed a mix of gas and oil—which
was inconvenient for consumers. Four-cycle engines like the
ones B&S produced were very reliable, but they were made
from cast iron and very heavy. Marketing people at B&S realized that consumers wanted both reliability and light weight, so
the ﬁrm designed a new lawn mower engine from aluminum
alloy.
Over time, the Briggs & Stratton name has become almost
synonymous with the lawn mower. Top producers such as
Toro, Snapper, and John Deere proudly proclaim in their
ads that their mowers are powered by a Briggs & Stratton engine. In fact, Briggs & Stratton is often the most prominent
brand name on the mower, even though the engine is just
a component. The Briggs & Stratton name helps sell the
mowers because it means quality, reliability, and performance
to consumers. Because of this reputation—and consumer
demand—many retailers won’t sell a mower unless it uses a
Briggs & Stratton motor.
Early in the 1980s B&S faced a serious competitive threat.
A shift in international exchange rates made Japanese products less expensive in the U.S. and other parts of the world.
This gave Japanese motorcycle producers a pricing edge to expand into the market for small engines. Because B&S was the
leading producer of small engines, any competitive inroads
would be at its expense.
Marketers at B&S realized that to keep competitors from
carving up its market they would need to ﬁne tune the ﬁrm’s
offerings for speciﬁc market segments. A starting point for that
effort was to develop new product lines—actually, whole marketing strategies—for each type of need rather than just trying
to get economies of scale by serving bigger, but heterogeneous,
product-markets. B&S invested $250 million to develop carefully targeted new products, build new plants, and develop
new processes to improve quality and reduce costs.
B&S’ new-product development effort for speciﬁc segments cut short the Japanese invasion and increased customer
satisfaction and brand loyalty. That put B&S in a better position to deal with another change—a big shift in the channel
of distribution for lawn mowers. In the past, most consumers
bought lawn mowers from independent lawn and garden
equipment dealers. However, over time mass-merchandisers
have taken away almost all of that business. In fact, ﬁve of the
largest retail chains now account for half of all the lawn mowers sold in the U.S.—and about 80 percent of B&S’ lawn and
garden equipment sales are through mass-merchandisers.
This concentration of purchasing power has given the big
retail chains new clout in the channel of distribution. Retail
buyers pressure lawn mower producers to keep costs and prices

low; and the producers in turn expect B&S to keep its prices in
check. While this has probably reduced the price premium that
the B&S brand commands, it hasn’t eliminated it. Retailers
know that consumers want lawn mowers with B&S engines. So
brand loyalty by ﬁnal consumers gives B&S an advantage in
negotiations with its producer-customers. Even so, the squeeze
on proﬁt margins throughout the channel—and intense competition—means that B&S must continue to ﬁnd better ways
to meet customers’ needs if it is to maximize market share and
earn attractive proﬁts. And for B&S, developing innovative
new products has long been the key to meeting needs better.
Its skill in this arena is illustrated by its success in developing a
4-horsepower motor to ﬁll a gap in its product line.
In 1993 B&S had four main lines of lawn mower engines.
B&S’ Classic 3.5-horsepower (HP) engine was at the low end
of the price range and it was found on mowers priced at about
$99. As the name implies, this reliable model has been popular for many years. If a customer wanted a bit more power and
a mower that took less pulling effort to start, B&S’ 3.75-HP
Sprint engine was available on mowers that sell for about
$119. For consumers who wanted an easy-starting engine that
quietly conquered even the thickest grass, the Quantum 5.0HP Plus line was the choice—on a mower that cost from $160
up to $500. Finally, B&S offered a top-of-the-line Diamond
Plus model with about 6.0 HP, unique European styling, and
all the bells and whistles. A customer who had to ask how
much it cost probably couldn’t afford it.
In spite of multiple models in each of these lines, B&S did
not have a good 4-HP mower engine. Yet there was a clear
market for one. B&S’ main competitor, Tecumseh, proved
that. Its 4-HP engine was a market leader. And B&S needed to
develop a new engine if it wanted to compete for the segment
of customers who wanted a 4-HP engine. To take customers
away from Tecumseh, B&S marketers knew they needed to
develop a cost-effective engine that was better than the
Tecumseh model on all operating and performance criteria.
Research also showed that styling was becoming an important
purchase criterion for many customers—perhaps because that
was the one difference in engines that consumers could see
while shopping.
Although they had a clear idea of what the market wanted,
marketing managers at B&S faced a real challenge. Creating a
superior new engine wouldn’t do much good if lawn mower
producers and retailers didn’t know about it, and the time and
place to introduce an important new lawn and garden product
was at a big, national trade show that was less than a year away.
If they missed that date, they’d effectively lose a year. So getting the new product to market fast—without making costly
mistakes—was critical.
To speed up development and also reduce costs, B&S designers created a contemporary, aerodynamic look with a
computer-aided design (CAD) system; the tooling of the
parts—direct from the computer drawings—was very fast.
Further, B&S engineers used standard parts from other B&S
engines when they could. This helped to control costs, reduce
development time, cut inventory requirements, and later
would make after-the-sale service easier and faster. As a result
of efforts like these, the new product went from the concept
stage to production in about nine months—in time for the
trade show deadline.
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While the new product team was developing the engine,
B&S marketing people had other work to do. To emphasize the
new engine’s distinct identity, they used an individual brand
name, Quattro, which means four in Spanish. They also developed promotional materials to use at the trade show, and started
work on ads and other cooperative promotional materials so
they would be ready for producers and retailers to use when the
Quattro started to appear on lawn mowers in retail stores.
The B&S salespeople also started to call on their top OEM
customers. Besides explaining the advantages of the new Quattro motor and answering questions, they provided hundreds of
sample motors. That made it possible for the producers to get a
head start in creating prototypes of new mowers to show their
retailer-customers. And since the retailers have a big inﬂuence
on the producer’s purchase decisions, B&S salespeople also promoted the features of the new motor—and the pull appeal of
the Briggs & Stratton name—to retail buyers.
The salespeople also explained the beneﬁts of the B&S cooperative advertising arrangements and how they work. B&S
provides cooperative advertising allowances and materials to
all of its OEM customers and to the retailers who sell their
products.
As a result of all this front-end planning, the Quattro got off
to a very successful start. In fact, customer reaction to the new
engine’s sleek appearance, power, and reliability was so strong
that demand was double what B&S had forecast. By mid-1995,
the company was hard-pressed to keep up with demand.
That’s one reason that during the ﬁrst year B&S decided to
focus the marketing effort for the Quattro primarily on the
U.S. market. It didn’t make sense to spend money promoting
the product in foreign markets if supply would be limited.
However, exports account for 21 percent of all B&S engine
and parts sales, and the Quattro isn’t likely to be an exception
to that pattern. When the time comes for the Quattro’s international rollout some changes in the domestic marketing
strategies may be required. For example, while lawn and garden equipment is important in nations with developed
economies, in less-developed countries the Quattro is likely to
be used for other types of applications—in agricultural, marine, and other commercial markets.
1. Are there any disadvantages to Briggs & Stratton’s decision to hold off introducing its new Quattro engine in
international markets? Explain your thinking.
2. What are the marketing implications for Briggs & Stratton of the fact that the U.S. market for lawn mowers is in
the market maturity stage?
3. Given that engines are such an important component in
manufacturing lawn mowers, would it make sense for
Briggs & Stratton to develop and market its own line of
mowers? Explain your thinking.
4. Given B&S’ ability to compete well with Japanese motorcycle producers when they tried to take market share away
from Briggs & Stratton’s small engines, would it make
sense for Briggs & Stratton to produce a small
motorcycle—or perhaps a motorscooter—to market in
India and other countries where incomes are low but
demand for personal transportation is increasing? Explain
your thinking.

4
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Frog’s Leap Winery*

In order to save a $2.00 camping fee, John Williams rode
his motorcycle into a ﬁeld in the Napa Valley, pitched his tent,
and was enjoying a good night’s sleep until he was rudely
awakened early the next morning by the owner of the property, Larry Turley, a local doctor. In order to make amends,
John offered to share a bottle of wine with the doctor, and by
the time the bottle was empty, the two had discovered they
both shared a strong desire to make wine.
Having grown up on a dairy farm in western New York,
John originally went to Cornell University to extend his studies as a dairyman. However, a fortuitous work-study program at
Taylor Wine Company—and a few bottles of wine later—
made John realize he was more interested in making wine than
in returning to the family dairy farm. His newfound interest
led him to enroll in the Enology and Viticulture Masters Program at the University of California, Davis. After concluding
his studies at Davis, John returned to the Finger Lakes area of
New York as the start-up winemaker at Glenora Wine Cellars.
But having been exposed to the superior climate and soils of
the Napa Valley, John eventually headed back to the Napa
Valley to assume winemaking duties at Spring Mountain
Vineyards.
Back in the Napa Valley, John reacquainted himself with
the good doctor whose land he had poached on several years
before, Larry Turley. Larry was now living on a small parcel of
land called The Frog Farm, so named because an old ledger revealed that around the turn of the century frogs were raised
there and sold for $.33 per dozen, destined no doubt for the tables of Victorian San Francisco restaurants. As a lark, they
gathered some grapes and made a small quantity of wine. They
called the Wine “Frog’s Leap,” a combination of a goodnatured dig at Stag’s Leap, the classy Napa Valley winery, and
a tribute to The Frog Farm where Larry lived.
Because of their love of winemaking, they continued to
make small quantities of the wine for several years and managed to sell a few cases each year to help defray expenses. John
and Larry continued to produce the wine as a hobby—they
both were still working full-time in their real jobs—and
probably wouldn’t have changed except for the fact that a
wine writer from The New York Times picked up a bottle and
wrote a column entitled “Frog’s Leap: A Prince of a Wine.”
The free publicity resulted in hundreds of telephone calls and
the sale of their entire year’s production.
The opportunity to attempt to grow the winery was too
hard to resist, and, according to John, the hobby became a real
business when “We made the ultimate male sacriﬁce and decided to sell our motorcycles in order to raise the capital
necessary to start the winery as a commercial venture.”
Production grew from 700 cases of wine at its inception in
1982, to 2,900 cases in 1983, to 4,400 cases in 1984. By 1985,
the winery was doing well enough for John to quit his paid
employment at Spring Mountain Winery and make Frog’s
*Peter Rainsford prepared this case and the script for the accompanying video. He would like to thank John Williams, founder and
owner of Frog’s Leap Winery, for providing information in the case
and for his constructive suggestions during its preparation.
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Leap his full-time job. Frog’s Leap has continued to grow and
produced more than 50,000 cases in 2000. There are a variety
of reasons for its success, but the overriding theme is best
summed up by the following paragraph from the company’s
mission statement:
We will strive to produce wines of excellent value that are fresh,
delicious, and natural using the best of Napa Valley’s organically
grown grapes. Our professional presentation will be juxtaposed
with our image of irreverent humor, fun, genuine hospitality,
openness, and honest caring.

The winery has always been committed to quality and has
refused to compromise with respect to quality. As John says,
“Our goal is to have fun making elegant wines with superb
balance.”
While the contents of the bottle may be award-winning
quality, the exterior of the bottle reﬂects the fun and humor of
the company. The company’s motto is “Time’s Fun When
You’re Having Flies.” Each bottle’s label—which won a prestigious wine label award at the time it was designed—features
an elongated frog in mid leap; it also contains the instructions,
“Open Other End,” at the base of the label. The humor continues when the bottle is opened as the word “ribbit” is clearly
marked on every cork. But make no mistake, their ﬁrst objective is to produce world-class wines, and if awards are any
indication, they are clearly meeting this objective.
Dan Berger described the quality of the wines in the holiday 1995 issue of Wine Enthusiast. In an article about the 10
most underrated wineries on the West Coast, Berger states,
I don’t know why people don’t see the utter greatness in the
wines John Williams makes. His Cabernets are packed with fruit
and elegance, his Zinfandel is among the best made anywhere,
and his Sauvignon Blanc is a world-beater. This is simply one of
the best producers in California and it never seems to get the
acclaim it deserves. Maybe John’s label note “Open Other End” is
too subtle for the number of reviewers. (For that matter, his cork
says it all!)

Speaking of the label, John looked for an unknown artist
who would be willing to design a label for $100 and several
cases of wine. Charles House agreed to do the job and was
speciﬁcally told not to put a frog on the label. But that’s exactly what House created—a captivating, eye-catching
rendition of a frog in full leap—a frog “going for it” all out!
The label went on to win one of the nation’s top graphic design awards, House became famous, and Frog’s Leap wine
labels became part of the Smithsonian’s permanent collection.
By 1994, the winery was not only successful but was bursting at the seams. The company was still located at The Frog
Farm, but the business had “succeeded far beyond our expectations.” According to John, “Frog’s Leap was faced with a lack
of production space, a lack of ofﬁce space, and the need to
make the winery accessible to the public.” There was also a
sense that John and Larry had different goals for both the winery and their personal lives. Larry wanted to spend less time
being a doctor and more time involved in the day-to-day aspects of making wine—but on a much smaller scale. They
decided, in a very amicable agreement, to split the winery in
half. Larry, who owned the property where Frog’s Leap had
been located, kept the winery, all the winemaking equipment,

and the one acre of sauvignon blanc vines located at the site.
John retained the Frog’s Leap brand, the wine inventory, and
the marketing program.
The only problem with the split was the fact that John
needed a place to put his winery—it was a winery in name
only. He quickly found the ideal spot, a 38-acre parcel on the
Rutherford Crossroad with a 8,000-square-foot barn, The Red
Barn, which had been built in 1884 as a winery. Although the
barn needed a great deal of renovation, it was restorable for use
as a winery. The site also provided John with the land he
needed to grow some of his own grapes and to practice sustainable agriculture and organic farming.
In the six years since John moved the winery to The Red
Barn location, Frog’s Leap has continued to improve both its
reputation and the quality of its wines. And it has been able to
succeed even though more and more wineries have been built
in the Napa Valley and as more and more big corporate wineries (e.g., Sutter Home, Robert Mondavi, and Kendall-Jackson,
just to name a few) have dominated the Napa and Sonoma
Valleys.
1. How would you describe the position strategy for Frog’s
Leap? How do you think it differs from a large, corporate
winery such as Sutter Home?
2. How has Frog’s Leap grown over the years? What are the
growth strategies that John Williams plans to follow in the
future?
3. Do you think the ﬁrst half of the twenty-ﬁrst century will
be a hospitable environment for winemakers in the U.S.?
Why or why not?

5

Girl Scouts*

Girl Scouting is dedicated to and available to all girls age 5
to 17. Today there are approximately 3.6 million Girl Scouts
in the U.S., including over 2.7 million girls and nearly
900,000 adult members, most of whom are volunteers. Membership categories for the girls are
Category
Daisy
Brownie
Junior Girl Scout
Cadette Girl Scout
Senior Girl Scout

Age
5–6
6, 7, 8
8, 9, 10, 11
11, 12, 13, 14
14–17

Grade
K, 1
1, 2, 3
3, 4, 5, 6
6, 7, 8, 9
9–12

Membership is at an all-time high. In 1999, as a result of
speciﬁc target market initiatives, growth was especially strong
among Hispanic (a 6.3 percent increase) and AfricanAmerican (5.9 percent increase) girls. And membership is not
just limited to the United States. Through its membership in
the World Association of Girl Guides and Girl Scouts, Girl
Scouts of the U.S.A. (GSUSA) is part of a larger entity of over
10 million girls in 140 countries. Although some programs for
*This case and accompanying video script were prepared by Dr.
George Prough, the University of Akron, with assistance from Lori
Arguelles, Communications Director, GSUSA, and Mary Kintz, Director of Member Services, Western Reserve Girl Scouts Council.
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overseas travel and adventure exist, the international link is
still being developed and is not nearly as strong as the link between GSUSA and the local councils.
As is true for many nonprofit organizations, the Girl
Scouts organization operates on two levels. At the corporate
or headquarters level is Girl Scouts of the U.S.A., located in
New York. A board of directors, a national president, and a
national executive director run GSUSA. From these ofﬁces,
plans are made for the national parent and for the local councils. These local councils may be thought of as strategic
business units (SBUs) for the Girl Scouts. Over 300 local
councils serve to direct the activities of the more than
226,000 troops in the United States and overseas. A local
board of directors and an executive director manages each of
these local councils. To become a part of GSUSA, each of
these local councils must go through a type of accreditation
review by the national organization. Every four years each
council is reviewed, and if it continues to meet the established criteria, it will be rechartered. This chartering process
provides GSUSA with a strong weapon to maintain some
level of consistency for the strategies and actions of the member Girl Scout councils.
Strategic marketing planning clearly is necessary to run
such a large organization. GSUSA does extensive corporatelevel planning and also provides the local councils with
assistance for their own formulation and execution of plans.
Strategic marketing planning at the corporate level is the responsibility of the president and the board, with input from
board committees, board task groups, community leaders, and
community groups. Four steps are involved. The ﬁrst step is a
SWOT analysis, a review of internal strengths and external
trends. This includes using the database maintained by
GSUSA that details membership, program attendance, ﬁnancial and development data, and similar benchmarks. The study
of external trends results in the Environmental Scanning Report,
which uses social, economic, political, and technological data
from a variety of sources. This document is then made available to corporate- and council-level planners. One result of
this SWOT analysis is the identiﬁcation of a set of critical issues facing GSUSA. These issues are then used in the second
step: to develop corporate goals covering a six-year period.
These goals are reviewed at the midpoint of the planning period. In the third step, the group develops strategic guidelines,
strategies, and long-range projects. Finally, the group develops
long-range resource strategies that are needed to support the
projects identiﬁed in the third step.
Staff and volunteers involved in implementing the strategic plans are responsible for the development of one-year plans
(tactical planning). At this fourth step, priorities are established; speciﬁc operational goals are set; action plans are
developed, including decisions about who, how, what, and
when; and the operational budget is determined.
The completed corporate plan shapes all efforts and programs at the national level. However, local planners can
exercise some discretion in planning for their markets. To
accomplish local planning, some councils hold planning
retreats with local board and community experts; some hold
planning sessions for just staff; and some limit the efforts to
a committee of the board. Whatever the process, the council
board develops a set of five-year goals that it reviews
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annually. While these usually mirror national goals, each
local council has the opportunity to change priorities or to
add other goals peculiar to their local efforts. Using these
goals, the staff develops proposals for speciﬁc objectives and
action steps for board approval. These approved objectives
and action steps form the basis for the local council’s annual
operating plan.
During the year, results are measured, compared to objectives, and subjected to corrective actions. Also during the year,
the staff has the opportunity to reevaluate the goals that have
been set by the board for the coming year and may provide suggestions to the board. The board then meets again early in the
following year to plan for that year and to add goals for the
ﬁfth year in the current plan. Thus, the local council board always has a plan that looks ﬁve years ahead.
Marketing plans and efforts must be directed at three distinct groups. First, plans must be developed for recruiting
and marketing efforts directed to the target market for
Scouting: girls and their families. In addition, marketing
plans also must target volunteers. Scouting could not function nearly as effectively without its giant network of
volunteers, both at the local and national levels. There are
over 880,000 adult members of Girl Scouting and most all of
them are volunteers. Many of these volunteers were involved in scouting when they were young. Others are
parents of current scouts.
Finally, the community at large represents an important
stakeholder group. This group includes donors, both corporate
and individual, who provide ﬁnancial and other resources;
schools and school counselors; church organizations and the
like. During the SWOT analysis, all three groups are studied,
and this provides input for recruitment plans and for the ongoing marketing efforts.
Quite clearly, young girls in the target demographic are the
most important marketing target. Marketing efforts aimed at
this group include recruitment efforts as well as retention
efforts (keeping existing Scouts delighted with their experiences).
Plans of both types must consider the competition faced by
Girl Scouting. All organizations face competition of various
sorts, but Girl Scouts planners face an unusual situation. Essentially, the competition for Scouting is other activities that
compete for a girl’s time. This includes school clubs and other
school-related activities; sports; private lessons such as piano,
ballet, and music; church; and other social activities, including dating boys. However, the thinking about competition at
Girl Scouts is different. Girl Scouting does not attempt to defeat the competition. Instead, Scouting embraces many of
these competing activities and offers them as part of their
product mix. If it ﬁnds that a certain activity is becoming
more important to young girls, then Scouting looks at the
possibility of incorporating that activity into its product mix
of activities.
As girls mature, this kind of competition grows more intense. Older girls have more choices, making retention in
these categories more difﬁcult. As a result, there has been a
growing concern that the programs and offerings of Girl
Scouting, especially in the older age categories, is not sufﬁciently contemporary. Retention of these older girls is a
problem. For instance, analysis of the U.S. membership shows
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the following data regarding the number of girls served by the
Girl Scouts in each membership category:
Category
Daisy
Brownie
Junior Girl Scout
Cadette Girl Scout
Senior Girl Scout

Girls Served in the Category
1 of every 8
1 of every 4
1 of every 7
1 of every 25
1 of every 73

To better understand customers and the competing demands on their lives, Girl Scouts USA is beginning to do
extensive market and customer research among young girls.
During the fall of 2000, GSUSA launched the Girl Scout
Research Institute, a research and public policy information
center focusing on the healthy development of girls. Through
this Institute, the GSUSA hopes to develop a large database of
information on girls, with the additional goal of positioning
itself as an information resource and expert on girls.
Within this competitive market, the GSUSA uses a variety
of plans and strategies in order to attract new girls. The national website offers an overview for interested girls; however,
it is not very interactive and has limited recruiting value.
Nationally prepared brochures and literature are also available. Often these can be useful as stuffers in store, mall, and
other point-of-sale display units. But many councils choose to
localize and personalize these efforts. For these councils, most
of the recruitment and marketing efforts are planned and developed at the local level. Local websites, school visits, locally
prepared ﬂiers, recruiting efforts at malls, churches, and other
similar local activities lend a more personal touch to their
recruiting.
Speciﬁc to certain types of competition, GSUSA has responded with a changing product mix. Each year, Girl Scouts
adds to its diversity of activities and merit badges, all awarded
for participation and mastery of particular tasks. With the increase in girls participating in sporting activities, Girl Scouts
developed GirlSports, a program offering senior Girl Scouts
from around the country a chance to spend a week during the
summer developing certain sporting skills. During the 2000
version, 26 girls met in Oakland, California, with local athletes and trainers, learned 13 extreme sports, and met with and
studied with ESPN ﬁtness experts and Olympic athletes. An
expanded version of GirlSports is being developed to include
over 100,000 girls competing in nearly 2,300 different sporting
events in over 300 councils.
Another trend identiﬁed was the increasing interest of girls
in the sciences. As a result, the Girl at the Center program was
developed. This is a science and technology program in which
local councils can take advantage of partnerships between the
Girl Scouts and over 31 science museums, encouraging families and girls to explore and to learn more about the sciences.
Girl at the Center and the GirlSports program are examples of
how the Girl Scouts organization is forming partnerships with
others to make their programs relevant and successful.
Girl Scouting uses several methods to appeal to volunteers,
both to attract them and to keep them motivated and involved. To attract volunteers at the national level, the website
offers valuable insight as do the nationally prepared brochures
highlighting the beneﬁts of volunteering and the many ways of

doing so. But again, the local councils often develop their own
marketing efforts. Parents are targeted by maintaining a parents’ network and involving parents in meetings and events.
When the local council has events at malls or churches, the
council staff involved makes every attempt to sell volunteering to adults as much as they do scouting to young girls.
Additionally, many local councils work with area organizations in an attempt to generate volunteers. Universities,
schools, the local housing authority, and other volunteerbased organizations have proven to be excellent sources of
interns or other types of volunteers.
To keep volunteers motivated and involved, GSUSA national offers a variety of adult development and training
opportunities. These include programs at the corporate training center, a number of online training offerings, and
certiﬁcation programs that support and enable the volunteers
to improve their abilities to perform their functions.
The third stakeholder group consists of the community at
large. Efforts to interact with this stakeholder group can be
planned, and suggestions are made at the national level; however, many of these efforts involve personal contacts and
one-on-one relationships with donors or other partnership targets. As a result, many of these efforts are developed and
conducted by people at the local council level.
1. Compare strategic marketing planning by the Girl Scouts
with planning by for-proﬁt organizations. What are the
similarities? What are the differences?
2. What changes would you suggest to improve the planning
process in the Girl Scouts?

6

Volkswagen’s New Beetle*

Volkswagen management was very surprised at the reaction
to their latest design study, the Concept 1. Unveiled in Detroit
at the North American International Auto Show in January
1994, the car was an instant hit with the public. Throngs of
people crowded around the viewing stand to get a close look at
what VW designers had created, a 90s version of the muchloved Beetle. The original Beetle had been sold in the U.S.
from 1948 to 1981, and is still sold in some countries such as
Mexico and Brazil.
Automotive design studies are used to gauge public reaction to styling and design ideas. The overwhelming response
to the Concept 1, which closely resembled the looks of the
original Beetle, prompted VW to study what was behind the
strong consumer response. They wanted to know if the favorable response was because of the uniquely identiﬁable proﬁle
of the Beetle, the fond memories of the millions of U.S. Beetle
owners, or simple nostalgia—a desire to be carried back to a
“different” time.
It was clear that the Concept 1 touched the buying public
at the auto show. The number of phone calls and letters to
U.S. Volkswagen headquarters was so overwhelming that VW
management promptly put a product-development team into

*This case and the script for the accompanying video were
prepared by Professor Jim Burley.
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action. The charge was to create a thoroughly modern version
of the beloved Beetle, a car that would utilize the latest
cutting-edge edge technologies housed in the uniquely identiﬁable shape of the most widely produced car in history.
Twenty-one million original Beetles have been built since
the original idea for the car was shown to the German government in 1934 by Dr. Ferdinand Porsche. Porsche’s dream was
to build a simple, high-quality car for the masses, a car that
even the average owner could learn to care for and maintain
with minimal expense. That was the formula that had worked
so well in the United States when Henry Ford introduced the
Model T and put America on wheels.
Porsche’s dream for the “people’s car” (or Volkswagen)
would not become a commercial reality until after World War
II, though some prototypes and early production units had
reached the public prior to the war’s outbreak. By 1948, the
war-damaged factory was rebuilt and the Beetle was being produced in full scale in Europe. It was also in that year that the
Beetle was shown to the U.S. public at the N.Y. Auto Show.
By the late 1950s the Beetle was the leading imported car in
America, and hundreds of thousands of Americans were driving the small cars with air-cooled engines. Many people loved
the simplicity and economy of the car, and the quality was very
high. The car represented a very good value for the consumer’s
money.
Japanese auto manufacturers took notice of Volkswagen’s
success in the United States and designed their own competing models of small, economical cars. But they were different
in character than the Beetle. The Japanese-produced small
cars were more like shrunken versions of full-sized cars. They
had big car styling and incorporated many features that U.S.
car buyers of the 60s wanted, including power-assisted steering, power windows, and automatic transmissions. The small
cars introduced by Toyota, Nissan, and Honda quickly cut into
Volkswagen’s sales volume. Although sales in the small-car
category grew rapidly, increased competition left smaller sales
volume for the previously dominant Beetle.
VW management held steadfastly to the “simple is beautiful” positioning that was carefully reinforced in the Beetle’s
advertising campaign. Advertisements with headlines such as
“Ugly is only skin deep” reminded customers that the real
beauty of the VW was its simplicity, reliability, and the economical ownership experience it produced. Despite this
message, many people in the market were attracted to the
larger choice of options and features found on the Japanese entries. After the Beetle’s U.S. sales peaked at 423,000 units in
1968, sales began to decline.
Volkswagen responded to the market changes that were
taking place by introducing the Rabbit, a small European
hatchback that was reﬁned to incorporate many of the features
Americans wanted. The Rabbit was an immediate hit. Even
though it did not have the instant recognizability of the Beetle, it beneﬁted from the Beetle’s reputation.
The decline of the Beetle in the U.S. was complete in 1981
when VW management removed it from sale in the U.S. market. However, VW continued to produce and sell the car in
Mexico and South America. These were strong markets for
the car because the Beetle was ideally suited to developing
economies where simple and reliable transportation was more
important than a long list of fancy accessories.
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Although the original Beetle was a simple car, the New
Beetle is not. As VW marketers began to develop the concept for
the “New Beetle” they realized that the afﬂuent American consumer expected features such as air conditioning, stereo systems,
and security features—as well as government-mandated safety
items such as airbags and 5-MPH bumpers. The New Beetle
would clearly require a degree of complexity and sophistication
that Dr. Porsche could never have imagined.
The product development process incorporated customers’
reactions from auto shows around the world. The reaction to
the Concept 1 was nearly uniform worldwide, so VW management knew they would have a winner if they could build a
street vehicle that incorporated the looks of the Concept 1
with an affordable platform. They found that platform in the
one they were developing for the Golf, Europe’s most popular
car. With a few modiﬁcations, a New Beetle body could be
built over a Golf chassis. This eliminated much of the time
and expense of developing a completely new automobile. The
use of the Golf platform also made it possible for VW to bring
the New Beetle to market more quickly.
Just four years after ﬁrst showing the Concept 1, VW management unveiled the New Beetle at the 1998 North
American International Auto Show. The response to the
“real” car was overwhelming. During much of the show it
wasn’t even possible to get near the car because of the crowds.
Executives from competing auto producers were astonished
at consumers’ reaction to the car, and were even more concerned when they learned more about VW’s marketing strategy.
Preintroduction guesses by the automotive media had suggested
a price of $18,000 for the base car, but VW management priced
the New Beetle at a low $15,200. This price included airbags,
air-conditioning, power door locks, a multispeaker stereo system, tilt and telescoping steering, and many other attractive
features. The automotive press in attendance at the unveiling
applauded loudly when the price was announced.
Volkswagen marketers had crafted a very desirable new
product that their dealers and customers were anxious to have.
A promotional strategy was created to build enthusiasm for
the car’s ofﬁcial arrival in showrooms in spring 1998. Dealers
were shown the car at a special party at Disney World in
Orlando, Florida. There they not only got to drive the car but
also to participate in Disney-style clinics on the attitudes and
expectations of the New Beetle target market. Nostalgia was
an important component of the target customers’ feelings toward the car, but testing also revealed a broad demographic
and psychographic appeal that included many young buyers
who had never owned an older-style Beetle.
The dealers thought that the 50,000 units scheduled for
production the ﬁrst year would not be enough to satisfy the demand, but they were hopeful that some of the visitors to their
showrooms could be switched to other VW products. VW’s
product line included cars that were either more economical
or more spacious depending on the customers’ needs. Jeff
Williams, a VW dealer, explained the problems and the excitement associated with the new car:
I’m sure we’ll have trouble meeting the demand that seems to be
in the market. The car is really exciting customers. I have one
customer who’s ordered one for his 19-year-old daughter. He
hopes she can have as much fun with her car as he did with his
Beetle 30 years ago.
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1. Why didn’t VW managers more accurately forecast the
sales potential for the New Beetle?
2. Is styling really what sells cars or is it other factors?
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Royal Appliance Manufacturing
Company: Dirt Devil*

You’ve just arrived on campus for the fall semester at college.
Whether you’re in a dorm room, apartment, or a rented home, in
no time at all the place is sure to be a mess. And, looking at your
current roommate situation, you probably won’t get much help
with the cleaning. You can either live with the disorder or get a
new roommate—the Dirt Devil RoomMate. This new, lightweight upright vacuum may very well be the best companion a
college student could ever have.

So begins an August 1997 press release from Dirt Devil, a
subsidiary of Royal Appliance Manufacturing Company. The
once staid and boring vacuum cleaner industry now sees college students as an interesting, vital target market.
The Dirt Devil brand has been responsible, in large part, for
this new-found excitement. New product introductions and a
groundbreaking advertising campaign are the latest chapters
in the story of arguably the oldest vacuum cleaner manufacturing company in the world.
The ﬁrst Royal vacuum cleaners were made by the P. A.
Geier Company of Cleveland, Ohio, in 1905. As was the case
with home computer companies in the 1970s and 1980s, Royal
has its roots in a backyard garage. The company grew quickly
and moved from the garage to a large, four-story structure
where it produced vacuum cleaners, mixers, hair dryers, and
washing machine units.
The core business of the P. A. Geier Company, however,
continued to be vacuum cleaners. The industry’s ﬁrst handheld vacuum, the Royal Prince, was introduced in 1937. The
Geier company maintained its position in the vacuum cleaner
industry until the ﬁrm was acquired in 1953 and renamed the
Royal Appliance Manufacturing Company. The newly named
organization was purchased by a group of employees in 1954
and moved to Highland Heights, Ohio, in 1969.
In 1984 Royal Appliance introduced another innovative
product, the Dirt Devil Hand Vac, which was touted as a
cleaner for couch cushions, stairs, and other hard-to-reach
places. Between 1984 and 1997, its light weight, low price, and
attractive red plastic body combined to create total sales of
over 17 million units, making it the largest selling hand vac in
the world. Royal now claims over 95 percent brand name
awareness of the Dirt Devil name (up from 4 percent in 1990
and 21 percent in 1992), and it now commands 42 percent of
the U.S. market for hand-held vacuums.
Of course, there have been some stumbles along the way. In
1990, Royal began to market Dirt Devil products throughout
Europe and Great Britain. However, the European market did
not take to the new products as well as Royal had hoped. And,
on the domestic front, expensive promotion did not deliver a
focused, uniﬁed message to American consumers. For exam*This case and the script for the accompanying video were
prepared by Professor Douglas Hausknecht. He expresses appreciation
to Thomas F. Sherer, who assisted in developing the case.

ple, dispersed promotion efforts in the U.S. in 1991 included
advertising on Paul Harvey’s radio program and sponsorship of
race cars on the Indy Car and Nascar circuits. Because of problems such as these, performance began to dip. By 1995
mounting ﬁnancial losses necessitated a change in company
management and the sale of Royal’s European operations.
Royal’s stock price at the end of 1995 was $2.50 per share, but
it rebounded to $9 per share by the end of 1996—a year that
saw $286 million in sales and $9.4 million in proﬁt.
A revitalized Royal states its mission on its website.
The company’s mission is to bring innovative household products to the marketplace and thrill customers. It strives to
recognize the needs of its customers and supply them with quality products that solve their cleaning problems. . . . The success
of the company depends upon the continued introduction and
promotion of new, innovative, high-quality products
(www.dirtdevil.com).

This mission is associated with the Dirt Devil name—now
used on virtually all of the company’s consumer goods. The
Royal brand name is reserved for high-end, heavy-duty, mostly
industrial products. Most manufacturing is contracted out,
leaving only some assembly to be done at corporate-owned
facilities. This structure allows for the versatility and ﬂexibility
needed for the introduction and management of innovative
products.
One of these new, innovative products is the Broom Vac.
Launched in 1996, the Broom Vac was seen to be as creative as
the original Royal Prince was at its debut. It also represented
the type of newsworthy breakthrough that the Dirt Devil group
needed. The Dirt Devil Broom Vac is a cordless, rechargeable
broom that has a vacuum in the center of the unit’s bristles to
suck up dirt and dust in seconds. It does a better job of sweeping, and the user needs only to empty the ﬁlter and dirt
compartment when full instead of bending over a dustpan.
Traditionally, the vacuum industry’s products are classiﬁed
as canister, upright, stick, or extractor cleaners. Hoover is recognized as the industry leader, emphasizing middle- and
upper-end canisters, uprights, and sticks for an overall U.S.
market share of 27 percent, followed by Eureka at 22 percent.
Royal’s strategy of innovative designs and distribution through
mass-merchandisers has earned the company third place in the
market and an 18 percent share.
But the industry doesn’t know how to classify the Broom
Vac. It is usually categorized as a stick vacuum by retailers and
in industry sales ﬁgures, but it does not really ﬁt in that market
sector.
The development team at Dirt Devil was also concerned
about how consumers would view the product. Would they
perceive sufﬁcient advantage over the usual broom and
dustpan to pay a premium price? How much of a premium
would they be willing to pay? Where would they want to purchase the product? How should the product be promoted?
What should be the message?
In the past, Royal has distributed its products through independent vacuum cleaner dealers, regional retail chains,
mass-merchants, and electronic and discount stores. However,
none of these was considered to be completely adequate for introducing a high-volume product that would require
demonstration of its advantages.
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The decision was made to introduce the Broom Vac using
direct-response television advertising. This enabled Dirt Devil
to control the demonstrations that were seen by prospective
purchasers and to experiment with marketing variables. In test
markets, variables such as price, shipping cost, and payment
options were manipulated. A $50 price point was selected for
the direct-response introduction. As the product moved into
regular retail channels, this price was expected to be retained
throughout the ﬁrst year of sales.
In order to demonstrate the product fully, a two-minute infomercial was developed. The longer format allowed for a
more complete explanation of the features and advantages.
Dirt Devil and its advertising agency took pains to produce a
high-quality infomercial to counter consumers’ possible negative stereotypes of this advertising form. The infomercials
concluded with toll-free telephone numbers and shipping information.
Most of the infomercials aired during lower-cost daytime
and late-night hours. This provided added cost efﬁciency in
the media purchase. Later, 15-second lifts (excerpts) from the
infomercial were aired during prime time for the retail launch
of the product.
At ﬁrst, retailers were concerned that direct-response TV
ads would just compete for their customers, but that did not
happen. Dirt Devil’s retailers found that customers came in
looking for the product that they had seen on television. This
exposed consumers to the Dirt Devil displays, which featured
bright, colorful packaging and plenty of product information.
Retailers found that sales volumes were enhanced and that
customers required less “selling effort.”
Retailers were also encouraged to use special shelf or ﬂoor
displays of the product. Additionally, some retailers used newspaper inserts or other retail advertising in which Dirt Devil
participated on a cooperative advertising basis. Eventually, as
the original Broom Vac diffused throughout the market, retailers discounted the product from its original $50 price point.
As 1996 drew to a close, Dirt Devil was poised to once
again agitate the industry. This time the shock would come
not from a product innovation but rather from attention-getting communication. The grungy, boring, mature vacuum
cleaner industry was to be represented in the showcase of
American advertising—the Super Bowl.
On January 26, 1997, Dirt Devil aired three 15-second
spots during the Super Bowl. Each spot highlighted a different
product: the Broom Vac, the Ultra Hand Vac, and the Ultra
MVP upright vacuum. This was the ﬁrst Super Bowl exposure
not only for Royal but for any vacuum cleaner.
The commercials featured these products acting as “dance
partners” with the late Fred Astaire. The ad campaign,
designed by Cleveland advertising agency Meldrum and
Fewsmith, achieved several technical breakthroughs in its
execution.
Although requested many times in the past, Fred Astaire’s
image had never been licensed to market any product. An
agreement was reached with Astaire’s widow based, in part, on
the fact that actual dance footage would be used and that Mr.
Astaire would not be seen as verbally endorsing any product.
In fact, he does not speak in any of the commercials.
Why use Fred Astaire? In his ﬁlms, Astaire often danced
with props. Atomic Films SME of Los Angeles created the
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movie magic that substituted Dirt Devil products for the props
originally used in the ﬁlms, Royal Wedding (1951) and Easter
Parade (1948). The message to be communicated was that using Dirt Devil products could make cleaning appear to be
effortless, even fun!
Royal Appliance and its ad agency felt that the campaign
needed to be both attention getting and entertaining in order
to be successful. Happily, it was both! Independent tests immediately following the Super Bowl credited the Dirt Devil
commercials with achieving good brand name recall (ﬁfth
overall among Super Bowl advertisers) and excellent recall of
celebrity/brand name pairing (second among the advertisers
using this technique). Separate research found the Astaire
commercials ﬁnishing number one for correct sponsor identiﬁcation and celebrity association with the brand. The
performance was particularly notable since the Dirt Devil
brand had relatively little exposure time (45 total seconds)
compared to the other advertisers (ranging from one- to fourminute on-air times). Yet Dirt Devil had higher-ranked recall
scores. The Bruzzone Research Company, which has extensively studied Super Bowl advertising since 1992, concluded
that the Dirt Devil spots were “noticed by more people per
dollar investment in airtime than anything we’ve seen in the
past six years.”
The commercials were also well received by the broadcasting and advertising industries. Advertising Age and other trade
outlets gave favorable exposure and reviews. In addition to the
130 million plus Super Bowl viewers, the commercials were
shown and/or described on Entertainment Tonight, CBS
Evening News, NBC Today Show, Good Morning America
(ABC), and Dateline NBC, and in over 200 additional television stories and 1,100 newspaper and magazine articles.
Concurrently, retail insert advertising was increased. Mr.
Astaire was featured in the print advertising as well as in retail
display material and on product packaging. Retailers were
given advance notice of the campaign so that they could be
prepared with adequate stock and have the option to participate in cooperative advertising. In most states, a Dirt Devil
free standing insert (FSI) also promoted a sweepstakes with a
$1 million grand prize. Finally, positive publicity was generated when Mrs. Astaire announced that the campaign was the
ﬁrst outcome of a joint effort by the Astaire estate and Dirt
Devil to sponsor the Arthritis Foundation. The “ease of use”
beneﬁt delivered by Dirt Devil’s products was a natural linkage
to the arthritis cause. Royal executives, for their part, promised a redoubled effort to be responsive to the needs of
consumers with arthritis in the design of new and modiﬁed
products.
During 1997, some of these new products were tested and
launched. The Mop Vac was introduced in April as a natural
extension of the Broom Vac. With the Mop Vac, consumers
could clean up by releasing a cleaning solution where needed
from a container on the mop handle, scrubbing, then vacuuming the ﬂuid through a squeegee to leave a clean, dry,
streak-free ﬂoor. This new household tool was also introduced
using direct-response advertising, at a $100 price point. The
retail rollout was to follow in time for Christmas shopping in
the fall.
Other products ﬂesh out the Dirt Devil line, ranging from
two old-fashioned carpet sweepers (using only rollers and
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brushes, no electricity required) to a new Broom Vac Extra
(more suction and more dirt capacity than the original). Two
wet/dry vacuums also are available, both featuring a detachable leaf blower (when the suction motor detaches from the
storage “tank”). This foray into the outdoors was followed late
in 1997 with the Dirt Devil Pick-up. This is a plastic wheelbarrow that was test-marketed via direct-response television.
Its unique feature is the lift-and-load wheel mechanism, which
allows the container to be ﬂush to the ground for loading and
unloading, then lift up to 400 pounds. The pick-up also
includes a front trap door that makes the wheelbarrow easy to
empty. Another nonvacuum product that was tested, this time
without advertising, was a rug cleaner spray. Dirt Devil Carpet
Stain Remover was marketed in Wal-Mart stores without
manufacturer advertising beyond point of sale.

With all of these products and more on the way, it is no
wonder that the Royal Appliance Manufacturing Company’s
well-known tagline boasts, “Nothing escapes the power of a
Dirt Devil!”
1. Describe Dirt Devil’s pricing strategy for its recent product
introductions.
2. Explain how Dirt Devil integrated its marketing mix in
the introduction of the Broom Vac.
3. Was the use of Fred Astaire in television commercials a
good idea?
4. What kinds of products might Dirt Devil introduce next?
5. What problems might arise with retailers if Dirt Devil continues to expand its product line beyond basic ﬂoor care?
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Guide to the Use of These Cases
Cases can be used in many ways. And the
same case can be analyzed several times for
different purposes.
“Suggested cases” are listed at the end of
most chapters, but these cases can also be
used later in the text. The main criterion for the
order of these cases is the amount of technical
vocabulary_or text principles_that are
needed to read the case meaningfully. The ﬁrst
cases are “easiest” in this regard. This is why
an early case can easily be used two or three
times_with different emphasis. Some early
cases might require some consideration of
Product and Price, for example, and might be
used twice, perhaps regarding product planning and later pricing. In contrast, later cases,
which focus more on Price, might be treated
more effectively after the Price chapters are
covered.
In some of the cases, we have disguised
certain information_such as names or proprietary ﬁnancial data_at the request of the
people or ﬁrms involved in the case. However,
such changes do not alter the basic substantive problems you will be analyzing in a case.
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McDonald’s “Seniors” Restaurant

Suzanne Drolet is manager of a McDonald’s restaurant in a
city with many “seniors.” She has noticed that some senior citizens have become not just regular patrons—but patrons who
come for breakfast and stay on until about 3 PM. Many of these
older customers were attracted initially by a monthly breakfast
special for people aged 55 and older. The meal costs $1.99, and
reﬁlls of coffee are free. Every fourth Monday, between 100
and 150 seniors jam Suzanne’s McDonald’s for the special offer. But now almost as many of them are coming every
day—turning the fast-food restaurant into a meeting place.
They sit for hours with a cup of coffee, chatting with friends.
On most days, as many as 100 will stay from one to four hours.
Suzanne’s employees have been very friendly to the seniors,
calling them by their ﬁrst names and visiting with them each
day. In fact, Suzanne’s McDonald’s is a happy place—with her
employees developing close relationships with the seniors.
Some employees have even visited customers who have been
hospitalized. “You know,” Suzanne says, “I really get attached
to the customers. They’re like my family. I really care about
these people.” They are all “friends” and it is part of McDonald’s corporate philosophy (as reﬂected in its website,
www.mcdonalds.com) to be friendly with its customers and to
give back to the communities it serves.
These older customers are an orderly group and very
friendly to anyone who comes in. Further, they are neater than
most customers and carefully clean up their tables before they
leave. Nevertheless, Suzanne is beginning to wonder if anything should be done about her growing “non-fast-food”
clientele. There’s no crowding problem yet, during the time
when the seniors like to come. But if the size of the senior citizen group continues to grow, crowding could become a
problem. Further, Suzanne is concerned that her restaurant
might come to be known as an “old people’s” restaurant—
which might discourage some younger customers. And if
customers felt the restaurant was crowded, some might feel
that they wouldn’t get fast service. On the other hand, a place
that seems busy might be seen as “a good place to go” and a
“friendly place.”
Suzanne also worries about the image she is projecting.
McDonald’s is a fast-food restaurant (there are over 29,000 of
them in 120 countries), and normally customers are expected
to eat and run. Will allowing people to stay and visit change
the whole concept? In the extreme, Suzanne’s McDonald’s
might become more like a European-style restaurant where the
customers are never rushed and feel very comfortable about
lingering over coffee for an hour or two! Suzanne knows that
the amount her senior customers spend is similar to the average customer’s purchase—but the seniors do use the facilities
for a much longer time. However, most of the older customers
leave McDonald’s by 11:30—before the noon crowd comes in.
Suzanne is also concerned about another possibility. If
catering to seniors is OK, then should she do even more with
this age group? In particular, she is considering offering bingo
games during the slow morning hours—9 AM to 11 AM. Bingo
is popular with some seniors, and this could be a new revenue
source—beyond the extra food and drink purchases that probably would result. She ﬁgures she could charge $5 per person

for the two-hour period and run it with two underutilized
employees. The prizes would be coupons for purchases at her
store (to keep it legal) and would amount to about two-thirds
of the bingo receipts (at retail prices). The party room area of
her McDonald’s would be perfect for this use and could hold
up to 150 persons.
Evaluate Suzanne Drolet’s current strategy regarding senior
citizens. Does this strategy improve this McDonald’s image? What
should she do about the senior citizen market—that is, should she
encourage, ignore, or discourage her seniors? What should she do
about the bingo idea? Explain.

2

Healthy Foods, Inc.

It is 2002, and Don Warren, newly elected president of
Healthy Foods, Inc., faces a severe decline in proﬁts. Healthy
Foods, Inc., is a 127-year-old California-based food processor.
Its multiproduct lines are widely accepted under the Healthy
Foods brand. The company and its subsidiaries prepare, package, and sell canned and frozen foods—including fruits,
vegetables, pickles, and condiments. Healthy Foods, which
operates more than 30 processing plants in the United States,
is one of the larger U.S. food processors—with annual sales
(in 2001) of about $650 million.
Until 2000, Healthy Foods was a subsidiary of a major midwestern food processor, and many of the present managers
came from the parent company. Healthy Foods’ last president
recently said:
The inﬂuence of our old parent company is still with us. As long as
new products look like they will increase the company’s sales volume, they are introduced. Traditionally, there has been little, if
any, attention paid to margins. We are well aware that proﬁts will
come through good products produced in large volume.

Frederico Montegro, a 25-year employee and now production manager, agrees with the multiproduct-line policy. As he
puts it: “Volume comes from satisfying needs. We will can or
freeze any vegetable or fruit we think consumers might want.”
Frederico Montegro also admits that much of the expansion in
product lines was encouraged by economics. The typical
plants in the industry are not fully used. By adding new products to use this excess capacity, costs are spread over greater
volume. So the production department is always looking for
new ways to make more effective use of its present facilities.
Healthy Foods has a line-forcing policy, which requires that
any store wanting to carry its brand name must be willing to
carry all 65 items in the Healthy Foods line. This policy, coupled with its wide expansion of product lines, has resulted in
88 percent of the ﬁrm’s sales coming from supermarket chain
stores—such as Safeway, Kroger, and A&P. Smaller stores are
generally not willing to accept the Healthy Foods policy.
Frederico Montegro explains, “We know that only large stores
can afford to stock all our products. But the large stores are the
volume! We give consumers the choice of any Healthy Foods
product they want, and the result is maximum sales.” Many
small retailers have complained about Healthy Foods’ policy, but they have been ignored because they are considered
too small in potential sales volume per store to be of any
signiﬁcance.
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In late 2001, a stockholders’ revolt over low proﬁts (in
2001, they were only $500,000) resulted in Healthy Foods’
president and two of its ﬁve directors being removed. Don
Warren, an accountant from the company’s outside auditing
ﬁrm, was brought in as president. One of the ﬁrst things he focused on was the variable and low levels of proﬁts in the past
several years. A comparison of Healthy Foods’ results with
comparable operations of some large competitors supported his
concern. In the past 13 years, Healthy Foods’ closest competitors had an average proﬁt return on shareholders’ investment
of 6 to 12 percent, while Healthy Foods averaged only 2.5 percent. Further, Healthy Foods’ sales volume, $650 million in
2001, has not increased much from the 1983 level (after adjusting for inﬂation)—while operating costs have soared
upward. Proﬁts for the ﬁrm were about $8 million in 1983. The
closest Healthy Foods has come since then is about $6 million—in 1991. The outgoing president blamed his failure on
an inefﬁcient sales department. He said, “Our sales department has deteriorated. I can’t exactly put my ﬁnger on it, but
the overall quality of salespeople has dropped, and morale is
bad. The team just didn’t perform.” When Don Warren
e-mailed Lars Svensson, the vice president of sales, with this
charge, his reply was,
It’s not our fault. I think the company made a key mistake in the
late 70s. It expanded horizontally—by increasing its number of
product offerings—while major competitors were expanding vertically, growing their own raw materials and making all of their
packing materials. They can control quality and make proﬁts in
manufacturing that can be used in promotion. I lost some of my
best people from frustration. We just aren’t competitive enough
to reach the market the way we should with a comparable product and price.

In a lengthy e-mail from Lars Svensson, Don Warren
learned more about the nature of Healthy Foods’ market. Although all the ﬁrms in the food-processing industry advertise
heavily, the size of the market for most processed foods hasn’t
grown much for many years. Further, most consumers are
pressed for time and aren’t very selective. If they can’t ﬁnd the
brand of food they are looking for, they’ll pick up another
brand rather than go to some other store. No company in the
industry has much effect on the price at which its products are
sold. Chain store buyers are very knowledgeable about prices
and special promotions available from all the competing suppliers, and they are quick to play one supplier against another
to keep the price low. Basically, they have a price they are willing to pay—and they won’t exceed it. However, the chains
will charge any price they wish on a given brand sold at retail.
(That is, a 48-can case of beans might be purchased from any
supplier for $18.10, no matter whose product it is. Generally,
the shelf price for each is no more than a few pennies different,
but chain stores occasionally attract customers by placing a
well-known brand on sale.)
Besides insisting that processors meet price points, like for the
canned beans, some chains require price allowances if special locations or displays are desired. They also carry nonadvertised
brands and/or their own brands at lower price—to offer better
value to their customers. And most will willingly accept producers’ cents-off coupons—which are offered by Healthy Foods as
well as most of the other major producers of full lines.
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At this point, Don Warren is trying to decide why Healthy
Foods, Inc., isn’t as proﬁtable as it once was. And he is puzzled
about why some competitors are putting products on the market with low potential sales volume. (For example, one major
competitor recently introduced a line of exotic foreign vegetables with gourmet sauces.) And others have been offering
frozen dinners or entrees with vegetables for several years. Apparently, Healthy Foods’ managers considered trying such
products several years ago but decided against it because of the
small potential sales volumes and the likely high costs of newproduct development and promotion.
Evaluate Healthy Foods’ present situation. What would you
advise Don Warren to do to improve Healthy Foods’ proﬁts?
Explain why.

3

Pillsbury’s Häagen-Dazs

Jan Phillips is the newly hired ice cream product-market
manager for the United States for Häagen-Dazs—the world’s
leading brand of super premium ice cream (now available in 55
countries) and the market leader in the U.S. Pillsbury says
Häagen-Dazs (www.pillsbury.com/main/brands/haagen) is
proﬁtable globally, with total sales of more than $900 million.
The company saw its sales grow rapidly during the 1990s, but
now its markets are facing signiﬁcant change and very aggressive competition. Phillips is responsible for Häagen-Dazs’ ice
cream strategy planning for the United States.
Other product-market managers are responsible for Europe,
Japan, and other global markets. Therefore, Phillips will be expected to focus only on the United States while knowing that
“everyone” will be watching her (and the United States) for
clues about what may happen elsewhere.
Overall, ice cream sales in the U.S. have been off 1 to 2
percent in recent years. Still, some new entries have made a
big splash. Starbucks, the coffee king, is one such brand. In its
first year in grocery-store freezer sections, its Frappuccino
bars—in several flavors—were a big hit. In addition, the
Starbucks brand quickly became the nation’s top-selling premium coffee ice cream. Häagen-Dazs, along with a few other
super premium producers, are continuing to grow at rates of 2
to 3 percent. But most other U.S. super premium producers
are reporting ﬂat sales—and some are going out of business.
The easy availability of super premium ice cream in supermarkets has hurt some of these producers who sell through ice
cream stores, which specialize in take-out cones, sundaes, and
small containers of ice cream. It is also thought that, at least
in part, the decline in sales growth of super premium ice
cream in the U.S. since the early 1990s is due to competition
from other products such as lower-calorie yogurts and low-fat
ice cream.
Despite a real concern about healthy diets, Americans
seem to swing back and forth in their yearnings for low fat and
rich taste. There is some evidence that “dessert junkies” who
want to indulge without too much guilt are turning to low-fat
frozen yogurt and low-fat ice cream. This has encouraged a
number of super premium ice cream competitors to offer these
products too. Pillsbury’s Häagen-Dazs, International Dairy
Queen, and Baskin Robbins are selling frozen yogurt. And
Kraft—which makes Frusen Glädjè, Edy’s, and Dreyer’s Grand
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Ice Cream—is among many other ice cream makers who are
promoting gourmet versions of low-fat ice cream.
Because of the competition from low-fat products, HäagenDazs recently introduced a line of low-fat super premium ice
cream. The new low-fat line contains no more than three
grams of fat per serving. That compares with six times that or
more grams of fat in a half-cup serving of its full-fat versions.
Häagen-Dazs believes that its low-fat super premium ice cream
is better tasting than other alternatives. Its belief is that “people like to make every calorie count.” Having worked on the
low-fat item for more than two years, it developed a process
whereby a concentration of dairy proteins from lactosereduced skim milk give a mouth-feel that approximates that of
a higher-fat product. Häagen-Dazs sells its low-fat products in
a variety of ﬂavors.
Most ice cream products are considered economy and regular brands—priced at $2 to $5 a half gallon. Super premium
ice cream retails for $2.50 to $3.50 a pint, or $8 to $10 a half
gallon. The retail price for a pint of Häagen-Dazs is usually
over $3.00. The low-fat version is comparably priced to the
full-fat product.
Many other U.S. ice cream producers have turned to frozen
yogurt for growth. Frozen yogurt sales were in a slump for a
long time because many people didn’t like the tart taste. But
after the product was reformulated it started to win customers.
The difference is that today’s frozen yogurt tastes more like ice
cream.
The yogurt market leader, TCBY Enterprises, Inc.
(www.tcby.com), which had sales of only about $2 million in
1983, has risen to over $100 million in sales. It numbers over
2,800 stores worldwide and is franchised in over 60 countries.
In the U.S., yogurt makers are using aggressive promotion
against ice cream. TCBY ads preach: “Say goodbye to high
calories—say goodbye to ice cream” and “All the pleasure,
none of the guilt.” And the ads for its nonfat frozen yogurt emphasize: “Say goodbye to fat and high calories with the great
taste of TCBY Nonfat Frozen Yogurt.”
Baskin Robbins has introduced yogurt in many of its U.S.
stores and has even changed its name to Baskin Robbins Ice
Cream and Yogurt. Häagen-Dazs also offers yogurt in most of
its stores.
Although the ﬂurry of consumer interest in low-fat yogurt
and low-fat ice cream certainly created some new market opportunities, it is not clear how consumers will react to these
products over the longer term. One reason is that many consumers who were initially excited about being able to buy a
good tasting, low-fat frozen dessert have realized that low fat
does not necessarily mean low calorie. In fact, Jan Phillips has
been trying to identify a product that Häagen-Dazs could produce that would offer consumers great taste, low fat, and low
calories all at the same time. One possibility she is seriously
considering is to introduce a line of sorbets based on exotic
fruits like kiwi and mango and that use low-calorie sweeteners.
A sorbet is basically the same as sherbet, but European sorbets usually have an icy texture and include less milk. This is
the sort of product that Jan Phillips has in mind. She thinks
that it might have an upscale appeal and also be different from
what is already in the premium ice cream case.
On the other hand, calling a product by a different name
doesn’t make it really new and different, and basic sherbet has

been around for a long time and never been a big seller.
Further, consumers don’t think of sorbet in the same way that
they think about a rich-tasting bowl of ice cream. You don’t
have to convince people that they might like premium ice
cream. Sorbet, on the other hand, isn’t something that consumers crave and make a special trip to buy.
Further, Phillips is very conscious that the Häagen-Dazs
brand should stand for high quality and the best ingredients.
Yet, it’s not clear that consumers will think of sorbet as a premium product. Rather, they might just see it as ground-up ice
with some ﬂavoring thrown in. But if sorbet isn’t the right way
to go with new-product development, how should HäagenDazs counter the competition from other low-fat ice cream
brands like Ben & Jerry’s and other new entries to the super
premium category like Starbucks?
Evaluate what is happening in the ice cream market, especially
regarding the apparent leveling off of super premium ice cream
sales and the possibilities for growth of the sorbet market. Is Jan
Phillips’ idea about rolling out a low-cal fruit sorbet a good idea?
Would it be better to use the Häagen-Dazs brand name or a different brand name? What else, if anything, would need to be
different about the strategy? Why?

4

Bidwell Carpet Cleaning, Inc.

Sharon Bidwell is getting desperate about her new business.
She’s not sure she can make a go of it—and she really wants to
stay in her hometown of Petoskey, Michigan, a beautiful summer resort area along the eastern shore of Lake Michigan. The
area’s permanent population of 10,000 more than triples in the
summer months and doubles at times during the winter skiing
and snowmobiling season.
Sharon spent four years in the Navy after college graduation, returning home in June 2000. She decided to go into
business for herself because she couldn’t ﬁnd a good job in the
Petoskey area. She set up Bidwell Carpet Cleaning, Inc. She
thought that her savings would allow her to start the business
without borrowing any money. Her estimates of required expenditures were: $9,000 for a used panel truck, $625 for a
steam-cleaning machine adaptable to carpets and furniture,
$400 for a heavy-duty commercial vacuum cleaner, $50 for
special brushes and attachments, $100 for the initial supply of
cleaning ﬂuids and compounds, and $500 for insurance and
other incidental expenses. This total of $10,675 still left
Sharon with about $4,000 in savings to cover living expenses
while getting started.
One of the reasons Sharon chose the cleaning business was
her previous work experience. From the time she was 16 until
she ﬁnished college, Sharon had worked part-time for Peter
Kittany. Kittany operates the only successful complete (carpet,
furniture, walls, etc.) cleaning company in Petoskey. (There is
one other carpet cleaning company in Petoskey, but it is rumored to be near bankruptcy.)
Kittany prides himself on quality work and has a loyal
clientele. Specializing in residential carpet cleaning and furniture care, Kittany has built a strong customer franchise. For 35
years, Kittany’s major source of new business—besides retailer
recommendations—has been satisﬁed customers who tell
friends about his quality service. He is so highly thought of
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that the leading carpet and furniture stores in Petoskey always
recommend Kittany for preventive maintenance in quality
carpet and furniture care. Often Kittany is given the keys to
the area’s ﬁnest homes for months at a time—when owners are
out of town and want his services. Kittany’s customers are so
loyal, in fact, that Vita-Clean—a national household carpetcleaning franchise—found it impossible to compete with him.
Even price-cutting was not an effective weapon against
Kittany.
Sharon Bidwell thought that she knew the business as well
as Kittany—having worked for him many years. Sharon was
anxious to reach her $60,000-per-year sales objective because
she thought this would provide her with a comfortable living
in Petoskey. While aware of cleaning opportunities in businesses such as ofﬁce buildings and motels, Sharon felt that the
sales volume available there was small because most businesses
had their own cleaning staffs. As Sharon saw it, her only opportunity was direct competition with Kittany.
To get started, Sharon spent $1,400 to advertise her business in the local newspaper and on an Internet website. With
this money she bought two large announcement ads and 52
weeks of daily ads in the classiﬁed section—listed under Miscellaneous Residential Services. The website simply listed
businesses in the Petoskey area and gave a telephone number,
e-mail address, and brief description. She put magnetic sign
boards on her truck and waited for business to take off.
Sharon had a few customers and was able to gross about
$150 a week. Of course, she had expected much more. These
customers were usually Kittany regulars who, for one reason or
another (usually stains, spills, or house guests), weren’t able to
wait the two weeks until Kittany could work them in. While
these people agreed that Sharon’s work was of the same quality as Kittany’s, they preferred Kittany’s “quality-care” image
and they had an ongoing relationship with him. Sometimes
Sharon did get more work than she could handle. This happened during April and May—when seasonal businesses were
preparing for summer openings and owners of summer homes
and condos were ready to “open the cottage.” The same rush
occurred in September and October—as many of these places
were being closed for the winter. During these months, Sharon
was able to gross about $130 to $150 a day—working 10 hours.
Toward the end of her discouraging ﬁrst year in business,
Sharon Bidwell is thinking about quitting. While she hates to
think about leaving Petoskey, she can’t see any way of making
a living there in the carpet- and furniture-cleaning business.
Kittany seems to have dominated the market—except in the
rush seasons and for people who need emergency cleaning.
And the resort housing market is not growing very fast, so
there is little hope of a big increase in potential customers.
Evaluate Sharon Bidwell’s strategy planning for her new business. Why wasn’t she able to reach her objective of $60,000?
What should Sharon do now? Explain.

5

Republic Polymer Company

Gary Walden, a chemist in Republic Polymer’s polymer
resins laboratory, is trying to decide how hard to ﬁght for the
new product he has developed. Walden’s job is to ﬁnd new,
more proﬁtable applications for the company’s present resin
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products—and his current efforts are running into unexpected
problems.
During the last four years, Walden has been under heavy
pressure from his managers to come up with an idea that will
open up new markets for the company’s foamed polystyrene.
Two years ago, Walden developed the “foamed-dome concept”—a method of using foamed polystyrene to make
dome-shaped roofs and other structures. He described the procedure for making domes as follows: The construction of a
foamed dome involves the use of a specially designed machine
that bends, places, and bonds pieces of plastic foam together
into a predetermined dome shape. In forming a dome, the machine head is mounted on a boom, which swings around a
pivot like the hands of a clock, laying and bonding layer upon
layer of foam board in a rising spherical form.
According to Walden, polystyrene foamed boards have
several advantages:
1. Foam board is stiff—but can be formed or bonded to itself
by heat alone.
2. Foam board is extremely lightweight and easy to handle. It
has good structural rigidity.
3. Foam board has excellent and permanent insulating characteristics. (In fact, the major use for foam board is as an
insulator.)
4. Foam board provides an excellent base on which to apply
a variety of surface ﬁnishes, such as a readily available
concrete-based stucco that is durable and inexpensive.
Using his good selling abilities, Walden easily convinced
his managers that his idea has potential.
According to a preliminary study by the marketing research
department, the following were areas of construction that
could be served by the domes:
1.
2.
3.
4.
5.
6.
7.

Bulk storage.
Cold storage.
Educational construction.
Covers for industrial tanks.
Light commercial construction.
Planetariums.
Recreational construction (such as a golf-course starter
house).

The marketing research study focused on uses for existing
dome structures. Most of the existing domes are made of
cement-based materials. The study showed that large savings
would result from using foam boards—due to the reduction of
construction time.
Because of the new technology involved, the company decided to do its own contracting (at least for the ﬁrst four to ﬁve
years). Walden thought this was necessary to make sure that
no mistakes were made by inexperienced contractor crews.
(For example, if not applied properly, the plastic may burn.)
After building a few domes in the United States to demonstrate the concept, Walden contacted some leading U.S.
architects. Reactions were as follows:
“It’s very interesting, but we’re not sure the ﬁre marshal of
Chicago would ever give his OK.”
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“Your tests show that foamed domes can be protected
against ﬁres, but there are no good tests for unconventional building materials as far as I am concerned.”
“I like the idea, but foam board does not have the impact
resistance of cement.”
“We design a lot of recreational facilities, and kids will
ﬁnd a way to poke holes in the foam.”
“Building codes in our area are written for wood and
cement structures. Maybe we’d be interested if the codes
change.”
After this unexpected reaction, management didn’t know
what to do. Walden still thinks they should go ahead with the
project. He wants to build several more demonstration projects in the United States and at least three each in Europe and
Japan to expose the concept in the global market. He thinks
architects outside the United States may be more receptive to
really new ideas. Further, he says, it takes time for potential
users to “see” and accept new ideas. He is sure that more exposure to more people will speed acceptance. And he is
convinced that a few reports of well-constructed domes in
leading trade papers and magazines will go a long way toward
selling the idea. He is working on getting such reports right
now. But his managers aren’t sure they want to OK spending
more money on “his” project. His immediate boss is supportive, but the rest of the review board is less sure about more
demonstration projects or going ahead at all—just in the
United States or in global markets.
Evaluate how Republic Polymer got into the present situation.
What should Gary Walden do? What should Walden’s managers
do? Explain.
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Three Rivers Steel Company

Three Rivers Steel Company is one of two major producers
of wide-ﬂange beams in the United States. The other producer
is United Steel Corporation (now USX). A few small ﬁrms
also compete, but they tend to compete mainly on price in
nearby markets where they can keep transport costs low. Typically, all interested competitors charge the same delivered
price, which varies some depending on how far the customer is
from either of the two major producers. In other words, local
prices are higher in more remote geographic markets.
Wide-ﬂange beams are one of the principal steel products
used in construction. They are the modern version of what are
commonly known as I-beams. USX rolls a full range of wide
ﬂanges from 6 to 36 inches. Three Rivers entered the ﬁeld
about 20 years ago—when it converted an existing mill to
produce this product. Three Rivers’ mill is limited to ﬂanges
up to 24 inches, however. At the time of the conversion,
Three Rivers felt that customer usage of sizes over 24 inches
was likely to be small. In recent years, however, there has been
a deﬁnite trend toward the larger and heavier sections.
The beams produced by the various competitors are almost
identical—since customers buy according to standard dimensional and physical-property speciﬁcations. In the smaller size
range, there are a number of competitors. But above 14 inches,
only USX and Three Rivers compete. Above 24 inches, USX
has no competition.

All the steel companies sell these beams through their own
sales forces. The customer for these beams is called a structural
fabricator. This fabricator typically buys unshaped beams and
other steel products from the mills and shapes them according
to the speciﬁcations of each customer. The fabricator sells to
the contractor or owner of the structure being built.
The structural fabricator usually must sell on a competitive-bid basis. The bidding is done on the plans and
speciﬁcations prepared by an architectural or structural engineering ﬁrm—and forwarded to the fabricator by the
contractor who wants the bid. Although thousands of structural fabricators compete in the U.S., relatively few account
for the majority of wide-ﬂange tonnage in the various geographical regions. Since the price is the same from all
producers, they typically buy beams on the basis of availability
(i.e., availability to meet production schedules) and performance (i.e., reliability in meeting the promised delivery
schedule).
Several years ago, Three Rivers’ production schedulers saw
that they were going to have an excess of hot-rolled plate capacity in the near future. At the same time, development of a
new production technology allowed Three Rivers to weld
three plates together into a section with the same dimensional
and physical properties and almost the same cross-section as a
rolled wide-ﬂange beam. This development appeared to offer
two key advantages to Three Rivers: (1) It would enable Three
Rivers to use some of the excess plate capacity, and (2) larger
sizes of wide-ﬂange beams could be offered. Cost analysts
showed that by using a fully depreciated plate mill and the new
welding process it would be possible to produce and sell larger
wide-ﬂange beams at competitive prices—that is, at the same
price charged by USX.
Three Rivers’ managers were excited about the possibilities—because customers usually appreciate having a second
source of supply. Also, the new approach would allow the production of up to a 60-inch ﬂange. With a little imagination,
these larger sizes might offer a signiﬁcant breakthrough for the
construction industry.
Three Rivers decided to go ahead with the new project. As
the production capacity was converted, the salespeople were
kept well informed of the progress. They, in turn, promoted
this new capability to their customers—emphasizing that soon
they would be able to offer a full range of beam products.
Three Rivers sent several general information letters to a
broad mailing list but did not advertise. The market development section of the sales department was very busy explaining
the new possibilities of the process to fabricators—at engineering trade associations and shows.
When the new production line was ﬁnally ready to go, the
market reaction was disappointing. No orders came in and
none were expected. In general, customers were wary of the
new product. The structural fabricators felt they couldn’t use it
without the approval of their customers—because it would involve deviating from the speciﬁed rolled sections. And as long
as they could still get the rolled section, why make the extra
effort for something unfamiliar—especially with no price advantage. The salespeople were also bothered with a very
common question: How can you take plate that you sell for
about $460 per ton and make a product that you can sell for
$470? This question came up frequently and tended to divert
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the whole discussion to the cost of production rather than to
the way the new product might be used or its value in the construction process.
Evaluate Three Rivers’ situation. What should Three Rivers
do?

7

Lilybank Lodge

Nestled in the high country of New Zealand’s South Island
is a getaway adventure playground aimed unashamedly at the
world’s very wealthy. Presidents, playboys, and other such
globe-trotters are the prime targets of this ﬂedgling tourism
business developed by Lilybank Lodge. The lodge offers this
exclusive niche the opportunity of a secluded holiday in a
little-known paradise. Guests, commonly under public
scrutiny in their everyday lives, can escape such pressures at a
hunting retreat designed speciﬁcally with their needs in mind.
A chance meeting between a New Zealand Department of
Conservation investigator and the son of the former Indonesian president marked the beginning of this specialty tourist
operation. Recognizing that “ﬁlthy rich” public ﬁgures are constantly surrounded by security and seldom have the luxury of
going anywhere incognito, the New Zealander, Gerard OldeOlthof, suggested that he and his new friend purchase a
high-country station and hunting-guide company that was for
sale. Olde-Olthof believed that the facilities, and their secluded and peaceful environment, would make an ideal holiday
haven for this elite group. His Indonesian partner concurred.
Olde-Olthof, who was by now the company’s managing director, developed a carefully tailored package of goods and
services for the property. Architecturally designed accommodations, including a game trophy room and eight guest rooms,
were constructed using high-quality South Island furniture
and ﬁttings, to create the ambience necessary to attract and
satisfy the demands of their special clientele.
Although New Zealand had an international reputation for
being sparsely populated and green, Olde-Olthof knew that
rich travelers frequently complained that local accommodations were below overseas standards. Since the price (NZ$700
a night) was not a signiﬁcant variable for this target market,
sumptuous guest facilities were built. These were designed to
be twice the normal size of most hotel rooms, with doubleglazed windows that revealed breathtaking views. Ten
full-time staff and two seasonal guides were recruited to ensure
that visitors received superior customized service, in ﬁtting
with the restrained opulence of the lodge.
The 28,000 hectares of original farmland that made up the
retreat and backed onto the South Island’s Mount Cook National Park were converted into a big-game reserve. All
merino sheep on the land were sold, and deer, elk, chamois,
and wapiti were brought in and released. This was a carefully
considered plan. Olde-Olthof, the former conservationist, believed that ﬁnancially and environmentally this was the
correct decision. Not only do tourists, each staying for one
week and taking part in safari shooting, inject as much cash
into the business as the station’s annual wool clip used to
fetch, but the game does less harm to the environment than
sheep. Cattle, however, once part of the original station, were
left to graze on lower riverﬂat areas.
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For those high-ﬂying customers seeking less bloodthirsty
leisure activities, Lilybank developed other product-line extensions. Horse-trekking, golﬁng on a nearby rural course
(with no need for hordes of security forces), world-class photographic opportunities, helicopter trips around nearby Lake
Tekapo, nature walks, and other such activities formed part of
the exclusive package.
While still in the early stages of operation, this retreat has
already attracted a steady stream of visitors. To date the manager has relied solely on positive word of mouth, publicity, and
public relations to draw in new customers. Given the social
and business circles in which his potential target market
moves, Olde-Olthof considers these to be the most appropriate forms of marketing communication. The only real concern
for Lilybank Lodge has been the criticism of at least one New
Zealand lobby group that the company is yet another example
of local land passing into “foreign” hands, and that New
Zealanders are prevented from using the retreat and excluded
from its ﬁnancial returns. However, this unwelcome attention
has been fairly short-lived.
Identify the likely characteristics of the market segment being
targeted by the company. Why are most target customers likely to
be foreigners rather than New Zealanders? Suggest what expectations target customers are likely to have regarding the quality,
reliability, and range of services. What are the implications for
Lilybank Lodge? How difﬁcult is it for Lilybank Lodge to undertake market research? Elaborate.

8

Sophia’s Ristorante

Sophia Manderino, the owner and manager of Sophia’s Ristorante, is reviewing the slow growth of her restaurant. She’s
also thinking about the future and wondering if she should
change her strategy. In particular, she is wondering if she
should join a fast-food or family restaurant franchise chain.
Several are located near her, but there are many franchisors
without local restaurants. After doing some research on the
Internet, she has learned that with help from the franchisors,
some of these places gross $500,000 to $1 million a year. Of
course, she would have to follow someone else’s strategy and
thereby lose her independence, which she doesn’t like to think
about. But those sales ﬁgures do sound good, and she has also
heard that the return to the owner-manager (including salary)
can be over $100,000 per year. She has also considered putting
a web page for Sophia’s Ristorante on the Internet but is not
sure how that will help.
Sophia’s Ristorante is a fairly large restaurant—about 2,000
square feet—located in the center of a small shopping center
completed early in 2000. Sophia’s sells mainly full-course “homecooked” Italian-style dinners (no bar) at moderate prices. In
addition to Sophia’s restaurant, other businesses in the shopping
center include a supermarket, a hair salon, a liquor store, a video
rental store, and a vacant space that used to be a hardware store.
The hardware store failed when a Home Depot located nearby.
Sophia has learned that a pizzeria is considering locating there
soon. She wonders how that competition will affect her. Ample
parking space is available at the shopping center, which is located in a residential section of a growing suburb in the East,
along a heavily traveled major trafﬁc route.
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Sophia graduated from a local high school and a nearby
university and has lived in this town with her husband and
two children for many years. She has been self-employed in
the restaurant business since her graduation from college in
1979. Her most recent venture before opening Sophia’s was a
large restaurant that she operated successfully with her brother
from 1990 to 1996. In 1996, Sophia sold out her share because
of illness. Following her recovery, she was anxious for something to do and opened the present restaurant in April 2000.
Sophia feels her plans for the business and her opening were
well thought out. When she was ready to start her new restaurant, she looked at several possible locations before ﬁnally
deciding on the present one. Sophia explained: “I looked
everywhere, but here I particularly noticed the heavy trafﬁc
when I ﬁrst looked at it. This is the crossroads for practically
every main road statewide. So obviously the potential is here.”
Having decided on the location, Sophia signed a 10-year
lease with option to renew for 10 more years, and then eagerly
attacked the problem of outﬁtting the almost empty store
space in the newly constructed building. She tiled the ﬂoor,
put in walls of surfwood, installed plumbing and electrical ﬁxtures and an extra washroom, and purchased the necessary
restaurant equipment. All this cost $100,000—which came
from her own cash savings. She then spent an additional
$1,500 for glassware, $2,000 for an initial food stock, and
$2,125 to advertise Sophia’s Ristorante’s opening in the local
newspaper. The paper serves the whole metro area, so the
$2,125 bought only three quarter-page ads. These expenditures also came from her own personal savings. Next she hired
ﬁve waitresses at $175 a week and one chef at $350 a week.
Then, with $24,000 cash reserve for the business, she was
ready to open. Reﬂecting her sound business sense, Sophia
knew she would need a substantial cash reserve to fall back on
until the business got on its feet. She expected this to take
about one year. She had no expectations of getting rich
overnight. (Her husband, a high school teacher, was willing to
support the family until the restaurant caught on.)
The restaurant opened in April and by August had a
weekly gross revenue of only $1,800. Sophia was a little discouraged with this, but she was still able to meet all her
operating expenses without investing any new money in the
business. By September business was still slow, and Sophia had
to invest an additional $2,000 in the business just to survive.
Business had not improved in November, and Sophia
stepped up her advertising—hoping this would help. In December, she spent $800 of her cash reserve for radio
advertising—10 late-evening spots on a news program at a station that aims at middle-income America. Sophia also spent
$1,100 more during the next several weeks for some metro
newspaper ads.
By April 2001, the situation had begun to improve, and by
June her weekly gross was up to between $2,100 and $2,300.
By March 2002, the weekly gross had risen to about $2,800.
Sophia increased the working hours of her staff six to seven
hours a week and added another cook to handle the increasing
number of customers. Sophia was more optimistic for the future because she was ﬁnally doing a little better than breaking
even. Her full-time involvement seemed to be paying off. She
had not put any new money into the business since summer
2001 and expected business to continue to rise. She had not

yet taken any salary for herself, even though she had built up a
small surplus of about $6,000. Instead, she planned to put in a
bigger air-conditioning system at a cost of $4,000 and was also
planning to use what salary she might have taken for herself to
hire two new waitresses to handle the growing volume of business. And she saw that if business increased much more she
would have to add another cook.
Evaluate Sophia’s past and present marketing strategy. What
should she do now? Should she seriously consider joining some
franchise chain?

9

SleepyTime Motel

Eng Huang is trying to decide whether he should make
some minor changes in the way he operates his SleepyTime
Motel or if he should join either the Days Inn or Holiday Inn
motel chains. Some decision must be made soon because his
present operation is losing money. But joining either of the
chains will require fairly substantial changes, including new
capital investment if he goes with Holiday Inn.
Huang bought the recently completed 60-room motel two
years ago after leaving a successful career as a production manager for a large producer of industrial machinery. He was
looking for an interesting opportunity that would be less demanding than the production manager job. The SleepyTime is
located at the edge of a very small town near a rapidly expanding resort area and about one-half mile off an interstate
highway. It is 10 miles from the tourist area, with several nationally franchised full-service resort motels suitable for
“destination” vacations. There is a Best Western, a Ramada
Inn, and a Hilton Inn, as well as many mom and pop and limited-service, lower-priced motels—and some quaint bed and
breakfast facilities—in the tourist area. The interstate highway near the SleepyTime carries a great deal of trafﬁc, since
the resort area is between several major metropolitan areas.
No development has taken place around the turnoff from the
interstate highway. The only promotion for the tourist area
along the interstate highway is two large signs near the
turnoffs. They show the popular name for the area and that the
area is only 10 miles to the west. These signs are maintained by
the tourist area’s Tourist Bureau. In addition, the state transportation department maintains several small signs showing
(by symbols) that near this turnoff one can ﬁnd gas, food, and
lodging. Huang does not have any signs advertising SleepyTime except the two on his property. He has been relying on
people ﬁnding his motel as they go toward the resort area.
Initially, Huang was very pleased with his purchase. He had
traveled a lot himself and stayed in many different hotels and
motels—so he had some deﬁnite ideas about what travelers
wanted. He felt that a relatively plain but modern room with a
comfortable bed, standard bath facilities, and free cable TV
would appeal to most customers. Further, Huang thought a
swimming pool or any other nonrevenue-producing additions
were not necessary. And he felt a restaurant would be a greater
management problem than the beneﬁts it would offer. However, after many customers commented about the lack of
convenient breakfast facilities, Huang served a free continental breakfast of coffee, juice, and rolls in a room next to the
registration desk.
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Day-to-day operations went fairly smoothly in the ﬁrst two
years, in part because Huang and his wife handled registration
and ofﬁce duties as well as general management. During the
ﬁrst year of operation, occupancy began to stabilize around 55
percent of capacity. But according to industry ﬁgures, this
was far below the average of 68 percent for his classiﬁcation—
motels without restaurants.
After two years of operation, Huang was concerned because
his occupancy rates continued to be below average. He decided to look for ways to increase both occupancy rate and
proﬁtability and still maintain his independence.
Huang wanted to avoid direct competition with the fullservice resort motels. He stressed a price appeal in his signs and
brochures and was quite proud of the fact that he had been
able to avoid all the “unnecessary expenses” of the full-service
resort motels. As a result, Huang was able to offer lodging at a
very modest price—about 40 percent below the full-service
hotels and comparable to the lowest-priced resort area motels.
The customers who stayed at SleepyTime said they found it
quite acceptable. But he was troubled by what seemed to be a
large number of people driving into his parking lot, looking
around, and not coming in to register.
Huang was particularly interested in the results of a recent
study by the regional tourist bureau. This study revealed the
following information about area vacationers:
1. 68 percent of the visitors to the area are young couples
and older couples without children.
2. 40 percent of the visitors plan their vacations and reserve
rooms more than 60 days in advance.
3. 66 percent of the visitors stay more than three days in the
area and at the same location.
4. 78 percent of the visitors indicated that recreational facilities were important in their choice of accommodations.
5. 13 percent of the visitors had family incomes of less than
$24,000 per year.
6. 38 percent of the visitors indicated that it was their ﬁrst
visit to the area.
After much thought, Huang began to seriously consider afﬁliating with a national motel chain in hopes of attracting
more customers and maybe protecting his motel from the increasing competition. There were constant rumors that more
motels were being planned for the area. After some investigating, he focused on two national chain possibilities: Days Inn
and Holiday Inn. Neither had afﬁliates in the area even
though they have numerous units nationwide: Days Inn has
about 1,900 units and Holiday Inn about 1,600.
Days Inn of America, Inc., is an Atlanta-based chain of
economy lodgings. It has been growing rapidly and is willing to
take on new franchisees. A major advantage of Days Inn is
that it would not require a major capital investment by Huang.
The ﬁrm is targeting people interested in lower-priced
motels—in particular, senior citizens, the military, school
sports teams, educators, and business travelers. In contrast,
Holiday Inn would probably require Huang to upgrade some of
his facilities, including adding a swimming pool. The total
new capital investment would be between $300,000 and
$500,000, depending on how fancy he got. But then Huang
would be able to charge higher prices—perhaps $75 per day
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on the average rather than the $45 per day per room he’s
charging now.
The major advantages of going with either of these national chains would be their central reservation system and
their national names. Both companies offer nationwide, tollfree reservation lines, which produce about 40 percent of all
bookings in afﬁliated motels. Both companies also offer websites (www.daysinn.com and www.holiday-inn.com) that help
ﬁnd a speciﬁc hotel by destination, rate, amenities, quality rating, and availability.
A major difference between the two national chains is their
method of promotion. Days Inn uses little TV advertising and
less print advertising than Holiday Inn. Instead, Days Inn emphasizes sales promotions. In a recent campaign, for example,
Blue Bonnet margarine users could exchange proof-of-purchase seals for a free night at a Days Inn. This tie-in led to the
Days Inn system selling an additional 10,000 rooms. Further,
Days Inn operates a September Days Club for travelers 50 and
over who receive such beneﬁts as discount rates and a quarterly travel magazine.
Days Inn also has other membership programs, including its
InnCentives loyalty club for frequent business and leisure travelers. Other programs targeted to business travelers include
two Corporate Rate programs and its new Days Business Place
hotels. Not to be outdone, Holiday Inn has a membership program called Priority Club Worldwide.
Both ﬁrms charge 8 percent of gross room revenues for belonging to their chain—to cover the costs of the reservation
service and national promotion. This amount is payable
monthly. In addition, franchise members must agree to maintain their facilities and make repairs and improvements as
required. Failure to maintain facilities can result in losing the
franchise. Periodic inspections are conducted as part of supervising the whole chain and helping the members operate more
effectively.
Evaluate Eng Huang’s present strategy. What should he do?
Explain.

10

O’Keefe’s Ice Arena

Manuel Gray, the manager of O’Keefe’s Ice Arena, is trying
to decide what strategies to use to increase proﬁts.
O’Keefe’s Ice Arena is an ice-skating rink with a conventional hockey rink surface (85 feet  200 feet). It is the only
indoor ice rink in a northern U.S. city of about 450,000. The
city’s recreation department operates some outdoor rinks in
the winter, but they don’t offer regular ice skating programs because of weather variability.
Manuel runs a successful hockey program that is more than
breaking even—but this is about all he can expect if he only
offers hockey. To try to increase his proﬁts, Manuel is trying to
expand and improve his public skating program. With such a
program, he could have as many as 700 people in a public session at one time, instead of limiting the use of the ice to 12 to
24 hockey players per hour. While the receipts from hockey
can be as high as $175 an hour (plus concession sales), the receipts from a two-hour public skating session—charging $4
per person—could yield up to $2,800 for a two-hour period
(plus much higher concession sales). The potential revenue
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from such large public skating sessions could make O’Keefe’s
Ice Arena a really proﬁtable operation. But, unfortunately, just
scheduling public sessions doesn’t mean that a large number
will come. In fact, only a few prime times seem likely: Friday
and Saturday evenings and Saturday and Sunday afternoons.
Manuel has included 14 public skating sessions in his ice
schedule, but so far they haven’t attracted as many people as
he hoped. In total, they only generate a little more revenue
than if the times were sold for hockey use. Offsetting this extra
revenue are extra costs. More staff people are needed to handle a public skating session—guards, a ticket seller, skate
rental, and more concession help. So the net revenue from either use is about the same. He could cancel some of the less
attractive public sessions—like the noon-time daily sessions,
which have very low attendance—and make the average attendance ﬁgures look a lot better. But he feels that if he is
going to offer public skating he must have a reasonable selection of times. He does recognize, however, that the different
public skating sessions do seem to attract different people and,
really, different kinds of people.
The Saturday and Sunday afternoon public skating sessions
have been the most successful—with an average of 200 people
attending during the winter season. Typically, this is a “kid-sitting” session. More than half of the patrons are young children
who have been dropped off by their parents for several hours,
but there are also some family groups.
In general, the kids and the families have a good time—
and a fairly loyal group comes every Saturday and/or Sunday
during the winter season. In the spring and fall, however,
attendance drops about in half, depending on how nice the
weather is. (Manuel schedules no public sessions in the summer—focusing instead on hockey clinics and ﬁgure skating.)
The Friday and Saturday evening public sessions are a big
disappointment. The sessions run from 8 until 10—a time
when he had hoped to attract teenagers and young adult couples. At $4 per person, plus $1 for skate rental, this would be
an economical date. In fact, Manuel has seen quite a few
young couples—and some keep coming back. But he also sees
a surprising number of 8- to 12-year-olds who have been
dropped off by their parents. The younger kids tend to race
around the rink playing tag. This affects the whole atmosphere—making it less appealing for dating couples and older
patrons.
Manuel has been hoping to develop a teenage and youngadult market for a “social activity”—adapting the format used
by roller-skating rinks. Their public skating sessions feature a
variety of couples-only and group games as well as individual
skating to dance music. Turning ice skating sessions into such
social activities is not common, however, although industry
newletters suggest that a few ice-rink operators have had success with the roller-skating format. Seemingly, the ice skating
sessions are viewed as active recreation, offering exercise
and/or a sports experience.
Manuel installed some soft lights to try to change the
evening atmosphere. The music was selected to encourage
people to skate to the beat and couples to skate together. Some
people complained about the “old” music; but it was “danceable,” and some skaters really liked it. For a few sessions,
Manuel even tried to have some couples-only skates. The couples liked it, but this format was strongly resisted by the young

boys who felt that they had paid their money and there was no
reason why they should be kicked off the ice. Manuel also tried
to attract more young people and especially couples by bringing in a local rock radio station disk jockey to broadcast from
O’Keefe’s Ice Arena—playing music and advertising the Friday and Saturday evening public sessions. But this had no
effect on attendance—which varies from 50 to 100 per twohour session during the winter.
Manuel seriously considered the possibility of limiting the
Friday and Saturday evening sessions to people age 13 and
over—to try to change the environment. He knew it would
take time to change people’s attitudes. But when he counted the
customers, he realized this would be risky. More than a quarter
of his customers on an average weekend night appear to be 12 or
under. This means that he would have to make a serious commitment to building the teenage and young-adult market. And,
so far, his efforts haven’t been successful. He has already invested over $3,000 in lighting changes and over $9,000
promoting the sessions over the rock music radio station—with
very disappointing results. Although the station’s sales rep said
they reached teenagers all over town, an on-air offer for a free
skating session did not get a single response!
Some days, Manuel feels it’s hopeless. Maybe he should accept that most public ice skating sessions are a mixed bag. Or
maybe he should just sell the time to hockey groups. Still he
keeps hoping that something can be done to improve weekend
evening public skating attendance, because the upside potential is so good. And the Saturday and Sunday afternoon
sessions are pretty good money-makers.
Evaluate O’Keefe’s Ice Arena’s situation. What should
Manuel Gray do? Why?

11

Runners World

Sue Koenig, owner of Runners World, is trying to decide
what she should do with her retail business and how committed she should be to her current target market.
Sue is 39 years old, and she started her Runners World retail store in 1987 when she was only 24 years old. She was a
nationally ranked runner herself and felt that the growing interest in jogging offered real potential for a store that provided
serious runners with the shoes and advice they needed. The
jogging boom quickly turned Runners World into a proﬁtable
business selling high-end running shoes—and Sue made a
very good return on her investment for the ﬁrst 10 years. From
1987 until 1997, Sue emphasized Nike shoes, which were well
accepted and seen as top quality. Nike’s aggressive promotion
and quality shoes resulted in a positive image that made it possible to get a $5 to $7 per pair premium for Nike shoes. Good
volume and good margins resulted in attractive proﬁts for Sue
Koenig.
Committing so heavily to Nike seemed like a good idea
when its marketing and engineering was the best available. In
addition to running shoes, Nike had other athletic shoes Sue
could sell. So even though they were not her primary focus,
Sue did stock other Nike shoes including walking shoes, shoes
for aerobic exercise, basketball shoes, tennis shoes, and crosstrainers. She also added more sportswear to her store and put
more emphasis on fashion rather than just function.
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Even with this broadened product line, Sue’s sales ﬂattened
out—and she wasn’t sure what to do to get her business back
in growth mode. She realized that she was growing older and
so were many of her longer-term customers. Many of them
were ﬁnding that jogging isn’t just hard work—it’s hard on the
body, especially the knees. So many of her previously loyal
runner-customers were switching to other, less demanding exercise programs. However, when she tried to orient her store
and product line more toward these people she wasn’t as effective in serving the needs of serious runners—still an important
source of sales for the store.
She was also facing more competition on all fronts. Many
consumers who don’t really do any serious exercise buy running shoes as their day-to-day casual shoes. As a result, many
department stores, discount stores, and regular shoe stores
have put more and more emphasis on athletic shoes in their
product assortment. When Sue added other brands and put
more emphasis on fashion she found that she was in direct
competition with a number of other stores—which put more
pressure on her to lower prices and cut her proﬁt margins. For
example, in Sue’s area there are a number of local and online
retail chains offering lower-cost and lower-quality versions of
similar shoes as well as related fashion apparel. Even Wal-Mart
has expanded its assortment of athletic shoes—and it offers
rock-bottom prices. Other chains, like Foot Locker, have focused their promotion and product lines on speciﬁc target
markets. Still, all of them (including Sue’s Runners World, the
local chains, Wal-Mart, and Foot Locker) are scrambling to
catch up with rival category killers whose selections are
immense.
In the spring of 2000 Sue tried an experiment. She took on
a line of high-performance athletic shoes that were made to
order. The distinctive feature of these shoes was that the sole
was molded to precisely ﬁt the customer’s foot. A pair of these
custom-made shoes cost about $170, so the market was not
large. Further, Sue didn’t put much promotional emphasis on
this line. However, when a customer came in the store with a
serious interest in high-performance shoes, Sue’s sales clerks
would tell them about the custom shoe alternative and show a
sample. When a customer was interested, a mold of the customer’s bare foot was made at the store—using an innovative
material that hardened in just a few minutes without leaving a
sticky mess. Sue sent the mold off to the manufacturer by UPS,
and about two weeks later the ﬁnished shoes arrived. Customers who tried these shoes were delighted with the result.
However, the company that offered them ran into ﬁnancial
trouble and went out of business.
Sue recently learned about another company that is offering a very similar custom shoe program. However, that
company requires more promotion investment by retailers and
in return provides exclusive sales territories. Another requirement is that the store establish a website promoting the shoes
and providing more detail on how the order process works. All
of a retailer’s salesclerks are also required to go through a special two-day training program so that they know how to
present the beneﬁts of the shoe and do the best job creating
the molds. The training program is free, but Sue would have to
pay travel, hotel, and food expenses for her salespeople. So before even getting started, the new program would cost her
several thousand dollars.
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Sue is uncertain about what to do. Although sales have
dropped, she is still making a reasonable proﬁt and has a relatively good base of repeat customers—with the serious runners
still more than half of her sales and proﬁts. She thinks that the
custom shoe alternative is a way to differentiate her store from
the mass-merchandisers and to sharpen her focus on the target
market of serious runners. On the other hand, that doesn’t really solve the problem that the “runners” market seems to be
shrinking. It also doesn’t address the question of how best to
keep a lot of the aging customers she already serves who seem
to be shifting away from an emphasis on running. She also
worries that she’ll lose the loyalty of her repeat customers if
she shifts the store further away from her running niche and
more toward fashionable athletic shoes or fashionable casual
wear. Yet athletic wear—women’s, in particular—has come a
long way in recent years. Designers like Donna Karan, Calvin
Klein, Georgio Armani, and Ralph Lauren are part of the fastgrowing women’s wear business.
So Sue is trying to decide if there is anything else she can
do to better promote her current store and product line, or if
she should think about changing her strategy in a more dramatic way. Any change from her current focus would involve
retraining her current salespeople and perhaps hiring new
salespeople. Adding and maintaining a website isn’t an insurmountable challenge, but it is not an area where she has either
previous experience or skill.
Clearly, a real shift in emphasis would require that Sue
make some hard decisions about her target market and her
whole marketing mix. She’s got some ﬂexibility—it’s not like
she’s a manufacturer of shoes with a big investment in a factory
that can’t be changed. On the other hand, she’s not certain
she’s ready for a big change—especially a change that would
mean starting over again from scratch. She started Runners
World because she was interested in running and felt she had
something special to offer. Now she worries that she’s just
clutching at straws without a real focus or any obvious competitive advantage. She also knows that she is already much
more successful than she ever dreamed when she started her
business—and in her heart she wonders if she wasn’t just
spoiled by growth that came fast and easy at the start.
Evaluate Sue Koenig’s present strategy. Evaluate the alternative strategies she is considering. Is her primary problem her
emphasis on running shoes, her emphasis on trying to hang on to
her current customers, or is it something else? What should she do?
Why?

12

ChemTech

Jeannie Trenton, a new product manager for ChemTech,
must decide what to do with a new engine cooling system
product that is not doing well compared to the company’s
other cooling system products. ChemTech is one of the large
chemical companies in the United States—making a wide
line of organic and inorganic chemicals and plastics. Technical research has played a vital role in the company’s growth.
Recently, one of ChemTech’s researchers developed a new
engine cooling system product—EC-301. Much time and
money was spent on the technical phase, involving various experiments concerned with the quality of the new product.
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Then Jeannie Trenton took over and has been trying to develop a strategy for the product.
The engine coolant commonly used now is ethylene glycol.
If it leaks into the crankcase oil, it forms a thick, pasty sludge
that can cause bearing damage, cylinder scoring, or a dozen
other costly and time-consuming troubles for both the operator and the owner of heavy-duty engines.
ChemTech researchers believed that the new product—
EC-301—would be very valuable to the owners of heavy-duty
diesel and gasoline trucks, as well as other heavy-equipment
owners. Chemically, EC-301 uses a propanol base instead of
the conventional glycol and alcohol bases. It cannot prevent
leakage, but if it does get into the crankcase, it won’t cause serious problems.
The suggested list price of EC-301 is $22 per gallon—more
than twice the price of regular coolants. The higher price was
set because of higher production costs and to obtain a “premium” for making a better engine coolant.
At ﬁrst, Trenton thought she had two attractive markets for
EC-301: (1) the manufacturers of heavy-duty trucks and (2)
the users of heavy-duty trucks. ChemTech sales reps have
made numerous calls. So far neither type of customer has
shown much interest, and the sales manager is discouraging
any more calls for EC-301. He feels there are more proﬁtable
uses for the sales reps’ time. The truck manufacturer prospects
are reluctant to show interest in the product until it has been
proven in actual use. The maintenance managers for truck
ﬂeets, construction companies, and other users of heavy-duty
trucks have also been hesitant. Some say the suggested price is
far too high for the advantages offered. Others don’t understand what is wrong with the present coolants and refuse to
talk any more about paying extra for just another me-too
product.
Explain what has happened so far. What should Jeannie Trenton do? Why?
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Paper Supplies Corporation*

Diane Chin, marketing manager for Paper Supplies Corporation, must decide whether she should permit her largest
customer to buy some of Paper Supplies’ commonly used ﬁle
folders under the customer’s brand rather than Paper Supplies’
own FILEX brand. She is afraid that if she refuses, this customer—Ofﬁce Center, Inc.—will go to another ﬁle folder
producer and Paper Supplies will lose this business.
Ofﬁce Center, Inc., is a major distributor of ofﬁce supplies
and has already managed to put its own brand on more than 45
high-sales-volume ofﬁce supply products. It distributes these
products—as well as the branded products of many manufacturers—through its nationwide distribution network, which
includes 150 retail stores. Now Ken Sawyer, vice president of
marketing for Ofﬁce Center, is seeking a line of ﬁle folders similar in quality to Paper Supplies’ FILEX brand, which now has
over 60 percent of the market.
This is not the ﬁrst time that Ofﬁce Center has asked Paper
Supplies to produce a ﬁle folder line for Ofﬁce Center. On
*Adapted from a case written by Professor Hardy, University of
Western Ontario, Canada.

both previous occasions, Diane Chin turned down the
requests and Ofﬁce Center continued to buy. In fact, Ofﬁce
Center not only continued to buy the ﬁle folders but also
the rest of Paper Supplies’ lines. And total sales continued to
grow as Ofﬁce Center built new stores. Ofﬁce Center accounts
for about 30 percent of Diane Chin’s business. And FILEX
brand ﬁle folders account for about 35 percent of this volume.
In the past Paper Supplies consistently refused such dealerbranding requests—as a matter of corporate policy. This policy
was set some years ago because of a desire (1) to avoid excessive
dependence on any one customer and (2) to sell its own brands
so that its success is dependent on the quality of its products
rather than just a low price. The policy developed from a concern that if it started making products under other customers’
brands, those customers could shop around for a low price and
the business would be very ﬁckle. At the time the policy was
set, Diane Chin realized that it might cost Paper Supplies some
business. But it was felt wise nevertheless—to be better able to
control the ﬁrm’s future.
Paper Supplies Corporation has been in business 28 years
and now has a sales volume of $40 million. Its primary products are ﬁle folders, ﬁle markers and labels, and a variety of
indexing systems. Paper Supplies offers such a wide range of
size, color, and type that no competition can match it in its
part of the market. About 40 percent of Paper Supplies’ ﬁle
folder business is in specialized lines such as ﬁles for oversized
blueprint and engineer drawings; see-through ﬁles for medical
markets; and greaseproof and waterproof ﬁles for marine, oil
ﬁeld, and other hazardous environmental markets. Paper Supplies’ competitors are mostly small paper converters. But
excess capacity in the industry is substantial, and these converters are always hungry for orders and willing to cut price.
Further, the raw materials for the FILEX line of ﬁle folders are
readily available.
Paper Supplies’ distribution system consists of 10 regional
stationery suppliers (40 percent of total sales), Ofﬁce Center,
Inc. (30 percent), and more than 40 local stationers who have
wholesale and retail operations (30 percent). The 10 regional
stationers each have about six branches, while the local
stationers each have one wholesale and three or four retail locations. The regional suppliers sell directly to large corporations
and to some retailers. In contrast, Ofﬁce Center’s main volume
comes from sales to local businesses and walk-in customers at its
150 retail stores.
Diane Chin has a real concern about the future of the local
stationers’ business. Some are seriously discussing the formation of buying groups to obtain volume discounts from vendors
and thus compete more effectively with Ofﬁce Center’s 150 retail stores, the large regionals, and the superstore chains,
which are spreading rapidly. These chains—for example, Staples, Ofﬁce World, Ofﬁce Max, and Ofﬁce Depot—operate
stores of 16,000 to 20,000 square feet (i.e., large stores compared to the usual ofﬁce supply stores) and let customers wheel
through high-stacked shelves to supermarket-like checkout
counters. These chains stress convenience, wide selection, and
much lower prices than the typical ofﬁce supply retailers. They
buy directly from manufacturers, such as Paper Supplies, bypassing wholesalers like Ofﬁce Center. It is likely that the
growing pressure from these chains is causing Ofﬁce Center to
renew its proposal to buy a ﬁle line with its own name.
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None of Diane’s other accounts is nearly as effective in
retailing as Ofﬁce Center—which has developed a good reputation in every major city in the country. Ofﬁce Center’s
proﬁts have been the highest in the industry. Further, its
brands are almost as well known as those of some key producers—and its expansion plans are aggressive. And now, these
plans are being pressured by the fast-growing superstores—
which are already knocking out many local stationers.
Diane is sure that Paper Supplies’ brands are well entrenched in the market, despite the fact that most available
money has been devoted to new-product development rather
than promotion of existing brands. But Diane is concerned
that if Ofﬁce Center brands its own ﬁle folders it will sell them
at a discount and may even bring the whole market price level
down. Across all the lines of ﬁle folders, Diane is averaging a
35 percent gross margin, but the commonly used ﬁle folders
sought by Ofﬁce Center are averaging only a 20 percent gross
margin. And cutting this margin further does not look very
attractive to Diane.
Diane is not sure whether Ofﬁce Center will continue to
sell Paper Supplies’ FILEX brand of folders along with Ofﬁce
Center’s own ﬁle folders if Ofﬁce Center is able to ﬁnd a source
of supply. Ofﬁce Center’s history has been to sell its own brand
and a major brand side by side, especially if the major brand offers high quality and has strong brand recognition.
Diane is having a really hard time deciding what to do
about the existing branding policy. Paper Supplies has excess
capacity and could easily handle the Ofﬁce Center business.
And she fears that if she turns down this business, Ofﬁce Center will just go elsewhere and its own brand will cut into Paper
Supplies’ existing sales at Ofﬁce Center stores. Further, what
makes Ofﬁce Center’s offer especially attractive is that Paper
Supplies’ variable manufacturing costs would be quite low in
relation to any price charged to Ofﬁce Center—that is, there
are substantial economies of scale, so the extra business could
be very proﬁtable—if Diane doesn’t consider the possible impact on the FILEX line. This Ofﬁce Center business will be
easy to get, but it will require a major change in policy, which
Diane will have to sell to Paul Jennings, Paper Supplies’ president. This may not be easy. Paul is primarily interested in
developing new and better products so the company can avoid
the “commodity end of the business.”
Evaluate Paper Supplies’ current strategy. What should Diane
Chin do about Ofﬁce Center’s offer? Explain.

14

Mixed Media Technologies, Inc.

Josh Sullivan, manager of Mixed Media Technologies, Inc.,
is looking for ways to increase proﬁts. But he’s turning cautious
after the poor results of his last effort—during the previous
Christmas season. Mixed Media Technologies, Inc. (MMT), is
located along a busy crosstown street about two miles from the
downtown of a metropolitan area of 1 million and near a large
university. It sells a wide variety of products used for its different types of multimedia presentations. Its lines include
high-quality still, video, and digital cameras, color scanners for
use with computers, and projection equipment—including
35-mm slide projectors, overhead projectors, and electronic
projectors that produce large-screen versions of computer
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output. Most of the sales of this specialized equipment are
made to area school boards for classroom use, to industry for
use in research and sales, and to the university for use in research and instruction.
Mixed Media Technologies also offers a good selection of
production-quality video media (including hard-to-get betacam tapes and recordable CDs), specialized supplies (such as
the acetates used with full-color computer printers), video and
audio editing equipment, and a specialized video editing service. Instead of just duplicating videos on a mass production
basis, MMT gives each video editing job individual
attention—to add an audio track or incorporate computer
graphics as requested by a customer. This service is really appreciated by local ﬁrms that need help producing high-quality
videos—for example, for training or sales applications.
To encourage the school and industrial trade, MMT offers a
graphics consultation service. If a customer wants to create a
video or computerized presentation, professional advice is
readily available. In support of this free service, MMT carries a
full line of computer software for multimedia presentations
and graphics work.
MMT has four full-time store clerks and two outside sales
reps. The sales reps call on business ﬁrms, attend trade shows,
make presentations for schools, and help both present and potential customers in their use and choice of multimedia
materials. Most purchases are delivered by the sales reps or the
store’s delivery truck. Many orders come in by phone or mail.
The people who make most of the over-the-counter purchases are (1) serious amateurs and (2) some professionals who
prepare videos or computerized presentation materials on a fee
basis. MMT gives price discounts of up to 25 percent of the
suggested retail price to customers who buy more than $2,000
worth of goods per year. Most regular customers qualify for the
discount.
In recent years, many amateur photo buffs have started to buy
relatively inexpensive new digital cameras to capture family pictures. Frequently, the buyer is a computer user who wants to use
the computer as a digital darkroom—and the cameras now available make this easy. MMT has not previously offered the
lower-priced and lower-quality digital models such buyers commonly want. But Josh Sullivan knew that lots of such digital
cameras were bought and felt that there ought to be a good opportunity to expand sales during the Christmas gift-giving
season. Therefore, he planned a special pre-Christmas sale of two
of the most popular brands of digital cameras and discounted the
prices to competitive discount store levels—about $169 for one
and $229 for the other. To promote the sale, he posted large signs
in the store windows and ran ads in a Christmas gift-suggestion
edition of the local newspaper. This edition appeared each
Wednesday during the four weeks before Christmas. At these
prices and with this promotion, Josh hoped to sell at least 100
cameras. However, when the Christmas returns were in, total
sales were ﬁve cameras. Josh was extremely disappointed with
these results—especially because trade experts suggested that
sales of digital cameras in these price and quality ranges were up
200 percent over last year—during the Christmas selling season.
Evaluate what Mixed Media Technologies is doing and what
happened with the special promotion. What should Josh Sullivan
do to increase sales and proﬁts?
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Modern Horizons, Inc.

Melita Sanchez, owner of Modern Horizons, Inc., is deciding whether to take on a new line. She is very concerned,
however, because although she wants more lines she feels that
something is wrong with her latest possibility.
Melita Sanchez graduated from a large midwestern university in 1998 with a B.S. in business. She worked selling cellular
telephones for a year. Then Melita decided to go into business
for herself and formed Modern Horizons, Inc. Looking for opportunities, Melita placed several ads in her local newspaper in
Columbus, Ohio, announcing that she was interested in becoming a sales representative in the area. She was quite
pleased to receive a number of responses. Eventually, she became the sales representative in the Columbus area for three
local computer software producers: Accto Company, which
produces accounting-related software; Saleco, Inc., a producer
of sales management software; and Invo, Inc., a producer of
inventory control software. All of these companies were relatively small and were represented in other areas by other sales
representatives like Melita Sanchez.
Melita’s main job was to call on possible customers. Once
she made a sale, she would fax the signed license agreement to
the respective producer, who would then UPS the programs
directly to the customer. The producer would bill the customer, and Sanchez would receive a commission varying from
5 to 10 percent of the dollar value of the sale. Sanchez was expected to pay her own expenses. And the producers would
handle any user questions—either by using 800 numbers for
out-of-town calls or by e-mail queries to a technical support
group.
Sanchez called on anyone in the Columbus area who might
use the products she sold. At ﬁrst, her job was relatively easy,
and sales came quickly because she had little competition.
Many national companies offer similar products, but at that
time they were not well represented in the Columbus area.
Most small businesses needed someone to demonstrate what
the software could do.
In 2000, Sanchez sold $250,000 worth of Accto software,
earning a 10 percent commission; $100,000 worth of Saleco
software, also earning a 10 percent commission; and $200,000
worth of Invo software, earning a 5 percent commission. She
was encouraged with her progress and looked forward to expanding sales in the future. She was especially optimistic
because she had achieved these sales volumes without overtaxing herself. In fact, she felt she was operating at about 60
percent of her capacity and could easily take on new lines. So
she began looking for other products she could sell in the
Columbus area. A manufacturer of small lift trucks had recently approached her, but Melita wasn’t too enthusiastic
about this offer because the commission was only 2 percent on
potential annual sales of $150,000.
Now Melita Sanchez is faced with another decision. The
owner of the Metclean Company, also in Columbus, has made
what looks like an attractive offer. She called on Metclean to
see if the ﬁrm might be interested in buying her accounting
software. The owner didn’t want the software, but he was very
impressed with Melita. After two long discussions, he asked if
she would like to help Metclean solve its current problem.

Metclean is having trouble with marketing and the owner
would like Melita Sanchez to take over the whole marketing
effort.
Metclean produces solvents used to make coatings for
metal products. It sells mainly to industrial customers in the
mid-Ohio area and faces many competitors selling essentially
the same products and charging the same low prices. Metclean
is a small manufacturer. Last year’s sales were $400,000. It
could handle at least four times this sales volume with ease,
and is willing to expand to increase sales—its main objective
in the short run. Metclean’s owner is offering Melita a 12 percent commission on all sales if she will take charge of their
pricing, advertising, and sales efforts. Melita is ﬂattered by the
offer, but she is a little worried because the job might require a
great deal more traveling than she is doing now. For one thing,
she would have to call on new potential customers in midOhio, and she might have to travel up to 200 miles around
Columbus to expand the solvent business. Further, she realizes
that she is being asked to do more than just sell. But she did
have marketing courses in college, and thinks the new opportunity might be challenging.
Evaluate Melita Sanchez’s current strategy and how the proposed solvent line ﬁts in with what she is doing now. What should
she do? Why?

16

Morgan Company

Timothy Morgan, owner of Morgan Company, feels his
business is threatened by a tough new competitor. And now
Timothy must decide quickly about an offer that may save his
business.
Timothy Morgan has been a sales rep for lumber mills for
about 20 years. He started selling in a clothing store but gave
it up after two years to work in a lumberyard because the future
looked much better in the building materials industry. After
drifting from one job to another, Timothy ﬁnally settled down
and worked his way up to manager of a large wholesale building materials distribution warehouse in Buffalo, New York. In
1982, he formed Morgan Company and went into business for
himself, selling carload lots of lumber to lumberyards in western New York and Pennsylvania.
Timothy works with ﬁve large lumber mills on the West
Coast. They notify him when a carload of lumber is available
to be shipped, specifying the grade, condition, and number of
each size board in the shipment. Timothy isn’t the only person
selling for these mills—but he is the only one in his area. He
isn’t required to take any particular number of carloads per
month—but once he tells a mill he wants a particular shipment, title passes to him and he has to sell it to someone.
Timothy’s main function is to ﬁnd a buyer, buy the lumber
from the mill as it’s being shipped, and have the railroad divert
the car to the buyer.
Having been in this business for 20 years, Timothy knows
all of the lumberyard buyers in his area very well and is on
good working terms with them. He does most of his business
over the telephone or by e-mail from his small ofﬁce, but he
tries to see each of the buyers about once a month. He has
been marking up the lumber between 4 and 6 percent—the
standard markup, depending on the grades and mix in each
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car—and has been able to make a good living for himself and
his family. The going prices are widely publicized in trade publications and are listed on the Internet, so the buyers can easily
check to be sure Timothy’s prices are competitive.
In the last few years, a number of Timothy’s lumberyard
customers have gone out of business—and others have lost
sales. The main problem is competition from several national
home-improvement chains that have moved into Timothy’s
market area. These chains buy lumber in large quantities direct from a mill, and their low prices, available inventory, and
one-stop shopping are taking some customers away from the
traditional lumberyards. Some customers think the quality of
the lumber is not quite as good at the big chains, and some
contractors stick with the lumberyards out of loyalty or because they get better service, including rush deliveries when
they’re needed. However, if it weren’t for a boom in the construction market—helping to make up for lost market
share—Timothy’s proﬁts would have taken an even bigger hit.
Six months ago, things got worse. An aggressive young
salesman set up in the same business, covering about the same
area but representing different lumber mills. This new salesman charges about the same prices as Timothy but undersells
him once or twice a week in order to get the sale. On several
occasions he even set up what was basically an e-mail-based
auction to quickly sell excess wood that was not moving fast
enough. Many lumber buyers—feeling the price competition
from the big chains and realizing that they are dealing with a
homogeneous product—seem to be willing to buy from the
lowest-cost source. This has hurt Timothy ﬁnancially and personally—because even some of his old friends are willing to
buy from the new competitor if the price is lower. The nearterm outlook seems dark, since Timothy doubts that there is
enough business to support two ﬁrms like his, especially if the
markup gets shaved any closer. Now they seem to be splitting
the shrinking business about equally—as the newcomer keeps
shaving his markup.
A week ago, Timothy was called on by Mr. DeBeer of Good
Timber Mfg. Co., a large manufacturer of windows, raisedpanel doors, and accessories. Good Timber doesn’t sell to the
big chains and instead distributes its quality line only through
independent lumberyards. DeBeer knows that Timothy is well
acquainted with the local lumberyards and wants him to become Good Timber’s exclusive distributor (sales rep) of
residential windows and accessories in his area. DeBeer gave
Timothy several brochures on the Good Timber product lines.
He also explained Good Timber’s new support program, which
will help train and support Timothy and interested lumberyards on how to sell the higher markup accessories. Later, in a
lengthy e-mail, DeBeer explained how this program will help
Timothy and interested lumberyards differentiate themselves
in this very competitive market.
Most residential windows of speciﬁed grades are basically
“commodities” that are sold on the basis of price and availability, although some premium and very low end windows are
sold also. The national home-improvement chains usually
stock and sell only the standard sizes. Most independent lumberyards do not stock windows because there are so many
possible sizes. Instead, the lumberyards custom order from the
stock sizes each factory offers. Stock sizes are not set by industry standards; they vary from factory to factory, and some offer
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more sizes. Most factories can deliver these custom orders in
two to six weeks—which is usually adequate to satisfy contractors who buy and install them according to architectural
plans. This part of the residential window business is well
established, and most lumberyards buy from several different
window manufacturers—to ensure sources of supply in case of
strikes, plant ﬁres, and so on. How the business is split depends
on price and the personality and persuasiveness of the
sales reps. And given that prices are usually similar, the sales
rep–customer relationship can be quite important.
Good Timber Mfg. Co. gives more choice than just about
any other supplier. It offers many variations in ⁄8 -inch increments—to cater to remodelers who must adjust to many
situations. Good Timber has even set up a special system on an
Internet website. The lumberyard can connect to the website,
enter the specs for a window online, and within seconds get a
price quote and estimated delivery time.
One reason DeBeer has approached Timothy Morgan is because of Timothy’s many years in the business. But the other
reason is that Good Timber is aggressively trying to expand—
relying on its made-to-order windows, a full line of accessories,
and a newly developed factory support system to help differentiate it from the many other window manufacturers.
To give Timothy a quick big picture of the opportunity he
is offering, DeBeer explained the window market as follows:
1

1. For commercial construction, the usual building code
ventilation requirements are satisﬁed with mechanical
ventilation. So the windows do not have to operate to
permit natural ventilation. They are usually made with
heavy-grade aluminum framing. Typically, a distributor
furnishes and installs the windows. As part of its service,
the distributor provides considerable technical support,
including engineered drawings and diagrams to the owners, architects, and/or contractors.
2. For residential construction, on the other hand, windows
must be operable to provide ventilation. Residential windows are usually made of wood, frequently with
light-gauge aluminum or vinyl on the exterior. The
national chains get some volume with standard size windows, but lumberyards are the most common source of
supply for contractors in Timothy’s area. These lumberyards do not provide any technical support or engineered
drawings. A few residential window manufacturers do
have their own sales centers in selected geographic areas,
which provide a full range of support and engineering
services, but none are anywhere near Timothy’s area.
Good Timber Mfg. Co. feels a big opportunity exists in the
commercial building repair and rehabilitation market (sometimes called the retroﬁt market) for a crossover of residential
windows to commercial applications—and it has designed
some accessories and a factory support program to help lumberyards get this “commercial” business. For applications such
as nursing homes and dormitories (which must meet commercial codes), the wood interior of a residential window is
desired, but the owners and architects are accustomed to commercial grades and building systems. And in some older
facilities, the windows may have to provide supplemental ventilation for a deﬁcient mechanical system. So what is needed is
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a combination of the residential operable window with a
heavy-gauge commercial exterior frame that is easy to specify
and install. And this is what Good Timber Mfg. Co. is offering
with a combination of its basic windows and easily adjustable
accessory frames. Two other residential window manufacturers
offer a similar solution, but neither has pushed its products aggressively and neither offers technical support to lumberyards
or trains sales reps like Timothy to do the necessary job. DeBeer feels this could be a unique opportunity for Timothy.
The sales commission on residential windows would be
about 5 percent of sales. Good Timber Mfg. Co. would do the
billing and collecting. By getting just 20 to 30 percent of his
lumberyards’ residential window business, Timothy could earn
about half of his current income. But the real upside would
come from increasing his residential window share. To do this,
Timothy would have to help the lumberyards get a lot more
(and more proﬁtable) business by invading the commercial market with residential windows and the bigger markup accessories
needed for this market. Timothy would also earn a 20 percent
commission on the accessories—adding to his proﬁt potential.
Timothy is somewhat excited about the opportunity because the retroﬁt market is growing. And owners and
architects are seeking ways of reducing costs (which Good
Timber’s approach does—over usual commercial approaches).
But he is also concerned that a lot of sales effort will be needed
to introduce this new idea. He is not afraid of work, but he is
concerned about his ﬁnancial survival.
Timothy thinks he has three choices:
1. Take DeBeer’s offer and sell both window and lumber
products.
2. Take the offer and drop lumber sales.
3. Stay strictly with lumber and forget the offer.
DeBeer is expecting an answer within one week, so Timothy has to decide soon.
Evaluate Timothy Morgan’s current strategy and how the present offer ﬁts in. What should he do now? Why?
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Enviro Pure Water, Inc.*

Manish (Manny) Krishna established his company, Enviro
Pure Water, Inc. (Enviro), to market a product designed to purify drinking water. The product, branded as the PURITY II
Naturalizer Water Unit, is produced by Environmental Control, Inc., a corporation that focuses primarily on water
puriﬁcation and ﬁltering products for industrial markets.
Enviro Pure Water is a small but growing business. Manny
started the business with initial capital of only $20,000—
which came from his savings and loans from several relatives.
Manny manages the company himself. He has a secretary and
six full-time salespeople. In addition, he employs two college
students part-time; they make telephone calls to prospect for
customers and set up appointments for a salesperson to
demonstrate the unit in the consumer’s home. By holding

*The original version of this case was developed by Professor Ben
Enis of the University of Southern California, and it is adapted for use
here with his permission.

spending to a minimum, Manny has kept the ﬁrm’s monthly
operating budget at only $4,500—and most of that goes for
rent, his secretary’s salary, and other necessities like computer
supplies and telephone bills.
The PURITY II system uses a reverse osmosis puriﬁcation
process. Reverse osmosis is the most effective technology
known for improving drinking water. The device is certiﬁed by
the Environmental Protection Agency to reduce levels of most
foreign substances, including mercury, rust, sediment, arsenic,
lead, phosphate, bacteria, and most insecticides.
Each PURITY II unit consists of a high-quality 1-micron
sediment removal cartridge, a carbon ﬁlter, a sediment ﬁlter, a
housing, a faucet, and mounting hardware. The compact system ﬁts under a kitchen sink or a wet bar sink. An Enviro
salesperson can typically install the PURITY II in about a half
hour. Installation involves attaching the unit to the coldwater supply line, drilling a hole in the sink, and fastening the
special faucet. It works equally well with water from a municipal system or well water and it can purify up to 15 gallons daily.
Enviro sells the PURITY II to consumers for $395, which
includes installation.
The system has no movable parts or electrical connections
and it has no internal metal parts that will corrode or rust.
However, the system does use a set of ﬁlters that must be replaced after about two years. Enviro sells the replacement
ﬁlters for $80. Taking into consideration the cost of the ﬁlters,
the system provides water at a cost of approximately $.05 per
gallon for the average family.
There are two major beneﬁts from using the PURITY II
system. First, water treated by this system tastes better. Blind
taste tests conﬁrm that most consumers can tell the difference
between water treated with the PURITY II and ordinary tapwater. Consequently, the unit improves the taste of coffee, tea,
frozen juices, ice cubes, mixed drinks, soup, and vegetables
cooked in water. Perhaps more important, the PURITY II’s
ability to remove potentially harmful foreign matter makes the
product of special interest to people who are concerned about
health and the safety of the water they consume.
The number of people with those concerns is growing. In
spite of increased efforts to protect the environment and water
supplies, there are many problems. Hundreds of new chemical
compounds—ranging from insecticides to industrial chemicals to commercial cleaning agents—are put into use each
year. Some of the residue from chemicals and toxic waste
eventually enters water supply sources. Further, ﬂoods and hurricanes have damaged or completely shut down water
treatment facilities in some cities. Problems like these have led
to rumors of possible epidemics of such dread diseases as
cholera and typhoid—and more than one city has recently
experienced near-panic buying of bottled water.
Given these problems and the need for pure water, Manny
believes that the market potential for the PURITY II system is
very large. Residences, both single-family and apartment, are
one obvious target. The unit is also suitable for use in boats
and recreational vehicles; in fact, the PURITY II is standard
equipment on several upscale RVs. And it can be used in taverns and restaurants, in institutions such as schools and
hospitals, and in commercial and industrial buildings.
There are several competing ways for customers to solve
the problem of getting pure water. Some purchase bottled

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

Back Matter

© The McGraw−Hill
Companies, 2002

Cases

Cases

water. Companies such as Ozarka deliver water monthly for an
average price of $.60 per gallon. The best type of bottled water
is distilled water; it is absolutely pure because it is produced by
the process of evaporation. However, it may be too pure. The
distilling process removes needed elements such as calcium
and phosphate—and there is some evidence that removing
these trace elements contributes to heart disease. In fact, some
health-action groups recommend that consumers not drink
distilled water.
A second way to obtain pure water is to use some system to
treat tapwater. PURITY II is one such system. Another system
uses an ion exchange process that replaces ions of harmful substances like iron and mercury with ions that are not harmful.
Ion exchange is somewhat less expensive than the PURITY II
process, but it is not well suited for residential use because
bacteria can build up before the water is used. In addition,
there are a number of other ﬁltering and softening systems. In
general, these are less expensive and less reliable than the PURITY II. For example, water softeners remove minerals but do
not remove bacteria or germs.
Manny’s ﬁrst year with his young company has gone quite
well. Customers who have purchased the system like it, and
there appear to be several ways to expand the business and increase proﬁts. For example, so far he has had little time to
make sales calls on potential commercial and institutional
users or residential builders. He also sees other possibilities
such as expanding his promotion effort or targeting consumers
in a broader geographic area.
At present, Enviro distributes the PURITY II in the
13-county gulf coast region of Texas. Because of the RobinsonPatman Act, the manufacturer cannot grant an exclusive
distributorship. However, Enviro is currently the only PURITY
II distributor in this region. In addition, Enviro has the right of
ﬁrst refusal to set up distributorships in other areas of Texas.
The manufacturer has indicated that it might even give Enviro
distribution rights in a large section of northern Mexico.
The agreement with the manufacturer allows Enviro to distribute the product to retailers, including hardware stores,
plumbing supply dealers, and the like. Manny has not yet pursued this channel, but a PURITY II distributor in Florida
reported some limited success selling the system to retailers at
a wholesale price of $275. Retailers for this type of product
typically expect a markup of about 33 percent of their selling
price.
Environmental Control, Inc., ships the PURITY II units
directly from its warehouse to the Enviro ofﬁce via UPS. The
manufacturer’s $200 per unit selling price includes the cost of
shipping. Enviro only needs to keep a few units on hand because the manufacturer accepts faxed orders and then ships
immediately—so delivery never takes more than a few days.
Further, the units are small enough to inventory in the back
room of the Enviro sales ofﬁce. Several of the easy-to-handle
units will ﬁt in the trunk of a salesperson’s car.
Manny is thinking about recruiting additional salespeople.
Finding capable people has not been a problem so far. However,
there has already been some turnover, and one of the current
salespeople is complaining that the compensation is not high
enough. Manny pays salespeople on a straight commission basis. A salesperson who develops his or her own prospects gets
$100 per sale; the commission is $80 per unit on sales leads
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generated by the company’s telemarketing people. For most
salespeople, the mix of sales is about half and half. Enviro pays
the students who make the telephone contacts $4 per appointment set up and $10 per unit sold from an appointment.
An average Enviro salesperson can easily sell 20 units per
month. However, Manny believes that a really effective and
well-prepared salesperson can sell much more, perhaps 40
units per month.
Enviro and its salespeople get good promotion support from
Environmental Control, Inc. For example, Environmental
Control supplies sales training manuals and sales presentation
ﬂip charts. The materials are also well done, in part because
Environment Control’s promotion manager previously worked
for Electrolux vacuum cleaners, which are sold in a similar
way. The company also supplies print copy for magazine and
newspaper advertising and tapes of commercials for radio and
television. Thus, all Enviro has to do is buy media space or
time. In addition, Environmental Control furnishes each
salesperson with a portable demonstration unit, and the company recently gave Enviro three units to be placed in models of
condominium apartments.
Manny has worked long hours to get his company going,
but he realizes that he has to ﬁnd time to think about how his
strategy is working and to plan for the future.
Evaluate Manish Krishna’s current marketing strategy for
Enviro Pure Water. How do you think he’s doing so far, and what
should he do next? Why?
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State Bank

Phil McNeill isn’t having much luck convincing his father
that their bank needs the new look and image he is proposing.
Phil McNeill was recently appointed director of marketing
by his father, Mack McNeill, long-time president of State
Bank. Phil is a recent marketing graduate of the nearby state
college. He worked in the bank during summer vacations, but
this is his ﬁrst full-time job.
State Bank is a proﬁtable, family-run business located in
Hillsborough—the county seat. The town itself has a population of only 15,000, but it serves suburbanites and farmers as far
away as 20 miles. About 10 miles east is a metropolitan area of
350,000—to which many in the Hillsborough area commute.
Banking competition is quite strong there. But Hillsborough
has only one other downtown full-service bank—of about the
same size—and two small limited-service branches of two
metro banks on the main highway going east. State Bank has
been quite proﬁtable, last year earning about $400,000—or 1
percent of assets—a proﬁt margin that would look very attractive to big-city bankers.
State Bank has prospered over the years by emphasizing its
friendly, small-town atmosphere. The employees are all local
residents and are trained to be friendly with all customers—
greeting them on a ﬁrst-name basis. Even Phil’s father tries to
know all the customers personally and often comes out of his
ofﬁce to talk with them. The bank has followed a conservative
policy—for example, insisting on 25 percent down payments
on homes and relatively short maturities on loans. The interest rates charged are competitive or slightly higher than in the
nearby city, but they are similar to those charged by the other
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full-service bank in town. In fact, the two local banks seem to
be following more or less the same approach—friendly, smalltown service. Since they both have fairly convenient
downtown locations, Phil feels that the two banks will continue to share the business equally unless some change is
made.
Phil has an idea that he thinks will attract a greater share of
the local business. At a recent luncheon meeting with his father, he ﬂoated his idea and was disappointed when it wasn’t
enthusiastically received. Nevertheless, he has continued to
push the idea—even going to the trouble to prepare an elaborate PowerPoint presentation with a detailed plan.
Phil has tried to explain that he wants to differentiate the
bank by promoting a new look and image. His proposal is to try
to get all the people in town to think of the bank as “The
Friendly Bank.” He believes that this positioning would differentiate State Bank from the other local bank and make it
much harder for one of the really big banks to come into town
with a new branch ofﬁce. The big banks can offer diverse ﬁnancial services, but Phil ﬁgures that their size would make it
hard for any of them to position themselves as friendly or personal. And Phil wants to paint the inside and outside of the
bank in residential-like designers’ colors (e.g., pastels) and
have all the bank’s advertising and printed materials refer to
“The Friendly Bank” campaign. The bank would give away
pastel shopping bags, offer pastel deposit slips, mail out pastel
interest checks, advertise on pastel billboards, and have pastel
stationery for the bank’s correspondence. The friendly bank
message would be printed on all of these items. And all
the employees will be trained to be even more friendly to
everyone.
Phil knows that his proposal is different for a conservative
bank. But that’s exactly why he thinks it will work. He wants
people to notice his bank instead of just assuming that both
banks are alike. He is sure that after the initial surprise, the local people will think even more positively about State Bank.
Its reputation is very good now, but he would like it to be recognized as different. Phil feels that this will help attract a
larger share of new residents and businesses. Further, he hopes
that his “The Friendly Bank” campaign will cause people to
talk about State Bank—and given that word-of-mouth comments are likely to be positive, the bank might win a bigger
share of the present business.
Mack McNeill is less than excited about his son’s proposal.
He thinks the bank has done very well under his direction—
and he is concerned about changing a good thing. He worries
that some of the older townspeople and farmers who are loyal
customers will question the sincerity of the bank. His initial
request to Phil was to come up with some way of differentiating the bank without offending present customers. Further,
Mack McNeill thinks that Phil is talking about an important
change that will be expensive and difﬁcult to undo once the
decision is made. On the plus side, Mack agrees that the proposal will make the bank appear quite different from its local
competitor. Further, people are continuing to move into the
Hillsborough area, and he wants an increasing share of this
business.
Evaluate State Bank’s situation and Phil’s proposal. What
should the bank do to increase its market share?

19

myWedding.com

Gray Hunter is happy with her life but disappointed that
the idea she had for starting her own business hasn’t taken off
as expected. Within a few weeks she either has to renew the
contract for her Internet website or decide not to put any more
time and money into her idea. She knows that it doesn’t make
sense to renew the contract if she doesn’t come up with a
plan to make her website-based business proﬁtable—and she
doesn’t like to plan. She’s a “doer,” not a planner.
Gray’s business, myWedding.com, started as an idea
18 months ago as she was planning her own wedding. She attended a bridal fair at the convention center in Raleigh, North
Carolina, to get ideas for a wedding dress, check out catering
companies and ﬂorists, and in general learn more about the
various services available to newlyweds. While there she and
her ﬁancé went from one retailer’s booth to another to sign up
for their wedding gift registries. Almost every major retailer in
the city—ranging from the Home Depot warehouse to the
Belk’s department store to the specialty shops that handle imported crystal glassware—offered a gift registry. Some had
computers set up to provide access to their online registries.
Being listed in all of the registries improved the odds that her
wedding gifts would be items she wanted and could use—and
it saved time and hassle for gift-givers. On the way back from
the fair, Gray and her ﬁancé discussed the idea that it would be
a lot easier to register gift preferences once on a central Internet site than to provide lots of different stores with bits and
pieces of information. A list at a website would also make it
easier for gift-givers—at least those who were computer users.
When Gray got back home, she did an Internet search and
found several sites that focused on weddings. The biggest
seemed to be www.weddingchannel.com. It had features for
couples who were getting married, including a national gift
registry. The site featured products from a number of companies, especially large national retail chains; however, there was
a search feature to locate people who provide wedding-related
services in a local ZIP code area. Gray thought that the sites
she found looked quite good, but that they were not as helpful
as a site could be with a more local focus.
The more Gray and her ﬁancé discussed the idea of a website offering local wedding-related services, the more it looked
like an interesting opportunity. Except for the annual bridal
fair, there was no other obvious local place for consumers to
get information about planning a wedding and buying wedding-related services. And for local retailers, ﬂorists, catering
companies, insurance agents, home builders, and many other
types of ﬁrms, there was no other central place to target promotion at newlyweds. Further, the amount of money spent on
weddings and wedding gifts is very substantial, and right before
and after getting married many young couples make many important purchase decisions for everything from life insurance
to pots and pans. Spending on the wedding itself can easily exceed the cost of a year of college.
Gray was no stranger to the Internet. She worked as a website designer for a small ﬁrm whose one and only client was
IBM. That IBM was the only client was intentional rather
than accidental. A year earlier IBM had decided that it
wanted to outsource certain aspects of its website development
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work and have it handled by an outside contractor. After
negotiating a three-year contract to do IBM’s work, several
IBM employees quit their jobs and started the business. IBM
was a good client, and all indications were that IBM could give
the ﬁrm as much work as it could handle as it hired new people and prospected for additional accounts over the next few
years. Gray especially liked the creative aspects of designing
the “look” of a website, and technical specialists handled a lot
of the subtle details.
Before joining this new company, Gray had several
marketing-related jobs—but none had been the glamorous ad
agency job she dreamed of in college as an advertising major.
Her ﬁrst job as a college graduate was with an ad agency, but she
was in a backroom operation handling a lot of the arrangements
for printing and mailing large-scale direct-mail promotions. In
spite of promises that it was a path to other jobs at the agency,
the pay was bad, the work was always pressured, and every aspect
of what she had to do was boring. After six punishing months,
she quit and went looking for something else.
When a number of job applications didn’t turn up something quickly, she took a part-time job doing telemarketing
calls for a life insurance company. Gray’s boss told her that she
was doing a great job reeling in prospects—but she hated disturbing people at night and just didn’t like making sales
pitches. Fortunately for her, that pain didn’t last long. A
neighbor in Gray’s apartment complex got Gray an interview
for a receptionist position at an ad agency. That, at least, got
her foot in the door. Her job description wasn’t very interesting, but in a small agency she had the opportunity to learn a
lot about all aspects of the business—ranging from working on
client proposals and media plans to creative sessions for new
campaigns. In fact, it was from a technician at that agency that
she learned to work with the graphics software used to create
ad layouts and website pages. When the website design job
came open at the new ﬁrm, her boss gave her a glowing recommendation, and in two days she was off on her new career.
Although Gray’s jobs had not been high-proﬁle positions,
they did give her some experience in sales promotion, personal
selling, and advertising. Those skills were complemented by
the technical computer skills of her ﬁancé (now husband),
who made a living as a database programmer for a large software consulting ﬁrm. Taking everything as a whole, they
thought that they could get a wedding-related website up and
running and make it proﬁtable.
There were a number of different facets to the original plan
for myWedding.com. One part focused on recruiting local advertisers and “sponsors” who would pay to be listed at the
website and be allocated a web page (which Gray would design) describing their services, giving contact information, and
links to their own websites. Another facet focused on services
for people who were planning to be married. In addition to an
online wedding gift registry, sections of the website provided
information about typical wedding costs, planning checklists,
details about how to get a required marriage license, and other
helpful information (including a discussion forum with comments about the strengths and weaknesses of various local
suppliers). A man and woman could sign up for the service online and could pay the modest $20 “membership” fee for a year
by credit card. Friends, family, and invited guests could visit
the website at no charge and get information about wedding
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preferences, local hotels, discounts on local car rentals, and
even printable maps to all of the churches and synagogues in
the area.
When Gray told friends about her plan they all thought it
sounded like a great idea. In fact, each time she discussed it
someone came up with another idea for a locally oriented feature to add to the website. Several friends said that they had
tried national websites but that the information was often too
general. But generating more new ideas was not the problem.
The problem was generating revenue. Gray had already contracted for space from an Internet service provider and created
some of the initial content for the website, but she only had four
paying sponsors—two of whom happened to be family friends.
Gray started by creating a colorful ﬂyer describing the website and sent it to most of the ﬁrms that had participated in the
bridal fair. When no one sent back the reply coupon for more
information, Gray started to make calls (mainly during her
lunch hour at her full-time job). Some stores seemed intrigued
by the concept, but no one seemed ready to sign up. One reason was that they all seemed surprised at the cost to participate
and get ad space at the website—$2,400 a year (about the
same as a 1⁄16-page display ad in the Raleigh Yellow Pages).
Another problem was that no one wanted to be the ﬁrst to sign
up. As one ﬂorist shop owner put it, “If you pull this off and
other ﬂorists sign up, then come back and I will too.”
Getting couples to sign up went slowly too. Gray paid for
four display ads in local Sunday newspapers in the society section, sent information sheets about the website to clergy in the
area, listed the website with about 25 Internet search engines,
and sent carefully crafted press releases announcing the service
to almost every publication in the area. One article that resulted from a press release got some attention, and for a few
weeks there was a ﬂurry of e-mail inquiries about her web page.
But after that it slowed to a trickle again.
Gray’s diagnosis of the problem was simple. Most people
thought it was a great idea, but few couples knew to look on
the Internet for such a service. Similarly, potential
advertisers—many of them small local businesses—were not
accustomed to the idea of paying for Internet advertising.
They didn’t know if the cost was reasonable or if her site would
be effective in generating business.
Gray’s life as a married person was going great and her job
as a web page designer kept her very busy. Her free time outside of work was always in short supply because the young
crowd at her ofﬁce always had some scheme for how to keep
entertained. So she wasn’t about to quit her job to devote full
time to her business idea. Further, she thought that once it got
rolling she would only have to devote 10 hours a week to it to
earn an extra $30,000 a year. She didn’t have delusions of becoming a “dot-com millionaire.” She just wanted a good
locally oriented business.
However, it still wasn’t clear how to get it rolling. After a
year of trying on and off, she only had four paying ad sponsors,
and one of them had already notiﬁed her that he didn’t plan to
sign up again because it wasn’t clear that the website had generated any direct leads or sales. Further, it looked like anything
she could do to attract more “members” would end up being
expensive and inefﬁcient.
Gray thinks the idea has real potential, and she’s willing to
do the work. But she’s not certain if she can make it pay off.
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She has to decide soon, however, because the bill for the Internet service provider is sitting on her desk.
What is Gray’s strategy? What should she do? If she were to
move forward, what strategy would you recommend? Does her
ﬁnancial goal seem realistic? Why?
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Outdoor World, Inc.

Jamie McCullough, owner of Outdoor World, Inc., is worried about his business’ future. He has tried various strategies
for two years now, and he’s still barely breaking even.
Two years ago, Jamie McCullough bought the inventory,
supplies, equipment, and business of Outdoor World—located
on the edge of Minneapolis, Minnesota. The business is in an
older building along a major highway leading out of town—
several miles from any body of water. The previous owner had
sales of about $400,000 a year but was just breaking even. For
this reason—plus the desire to retire to Arizona—the owner
sold to Jamie for roughly the value of the inventory.
Outdoor World had been selling two well-known brands of
small pleasure boats, a leading outboard motor, two brands of
snowmobiles and jet-skis, and a line of trailer and pickup-truck
campers. The total inventory was valued at $150,000—and
Jamie used all of his own savings and borrowed some from two
friends to buy the inventory and the business. At the same
time, he took over the lease on the building—so he was able
to begin operations immediately.
Jamie had never operated a business of his own before, but
he was sure that he would be able to do well. He had worked
in a variety of jobs—as a used-car salesman, an auto repairman, and a jack-of-all-trades in the maintenance departments
of several local businesses.
Soon after starting his business, Jamie hired his friend,
Omar, who had a similar background. Together, they handle
all selling and setup work on new sales and do maintenance
work as needed. Sometimes the two are extremely busy—at
the peaks of each sport season. Then both sales and maintenance keep them going up to 16 hours a day. At these times it’s
difﬁcult to have both new and repaired equipment available as
soon as customers want it. At other times, however, Jamie and
Omar have almost nothing to do.
Jamie usually charges the prices suggested by the various
manufacturers—except at the end of a weather season when
he is willing to make deals to clear the inventory. He is annoyed that some of his competitors sell mainly on a price
basis—offering 10 to 30 percent off a manufacturer’s suggested
list prices—even at the beginning of a season! Jamie doesn’t
want to get into that kind of business, however. He hopes to
build a loyal following based on friendship and personal service. Further, he doesn’t think he really has to cut price
because all of his lines are exclusive for his store. No stores
within a ﬁve-mile radius carry any of his brands, although
nearby retailers offer many brands of similar products.
To try to build a favorable image for his company, Jamie occasionally places ads in local papers and buys some radio spots.
The basic theme of this advertising is that Outdoor World is a
friendly, service-oriented place to buy the equipment needed
for the current season. Sometimes he mentions the brand
names he carries, but generally Jamie tries to build an image

for concerned, friendly service—both in new sales and
repairs—stressing “We do it right the ﬁrst time.” He chose this
approach because, although he has exclusives on the brands he
carries, there generally are 10 to 15 different manufacturers’
products being sold in the area in each product category—and
most of the products are quite similar. Jamie feels that this similarity among competing products almost forces him to try to
differentiate himself on the basis of his own store’s services.
The ﬁrst year’s operation wasn’t proﬁtable. In fact, after
paying minimal salaries to Omar and himself, the business just
about broke even. Jamie made no return on his $150,000
investment.
In hopes of improving proﬁtability, Jamie jumped at a
chance to add a line of lawn mowers, tractors, and trimmers as
he was starting into his second year of business. This line was
offered by a well-known equipment manufacturer who wanted
to expand into the Minneapolis area. The equipment is similar to that offered by other lawn equipment manufacturers.
The manufacturer’s willingness to do some local advertising
and to provide some point-of-purchase displays appealed to
Jamie. And he also liked the idea that customers probably
would want this equipment sometime earlier than boats and
other summer items. So he thought he could handle this business without interfering with his other peak selling seasons.
It’s two years since Jamie bought Outdoor World—and he’s
still only breaking even. Sales have increased a little, but costs
have gone up too because he had to hire some part-time help.
The lawn equipment helped to expand sales—as he had expected—but unfortunately, it did not increase proﬁts as he had
hoped. Jamie needed part-time helpers to handle this business—in part because the manufacturer’s advertising had
generated a lot of sales inquiries. Relatively few inquiries resulted in sales, however, because many people seemed to be
shopping for deals. So Jamie may have even lost money handling the new line. But he hesitates to give it up because he
doesn’t want to lose that sales volume, and the manufacturer’s
sales rep has been most encouraging—assuring Jamie that
things will get better and that his company will be glad to continue its promotion support during the coming year.
Jamie is now considering the offer of a mountain bike producer that has not been represented in the area. The bikes
have become very popular with students and serious bikers in
the last several years. The manufacturer’s sales rep says industry sales are still growing (but not as fast as in the past) and
probably will grow for many more years. The sales rep has
praised Jamie’s service orientation and says this could help him
sell lots of bikes because many mountain bikers are serious
about buying a quality bike and then keeping it serviced. He
says Jamie’s business approach would be a natural ﬁt with bike
customers’ needs and attitudes. As a special inducement to get
Jamie to take on the line, the sales rep says Jamie will not have
to pay for the initial inventory of bikes, accessories, and repair
parts for 90 days. And, of course, the company will supply the
usual promotion aids and a special advertising allowance of
$10,000 to help introduce the line to Minneapolis. Jamie kind
of likes the idea of carrying mountain bikes because he has one
himself and knows that they do require some service yearround. But he also knows that the proposed bikes are very
similar in price and quality to the ones now being offered by
the bike shops in town. These bike shops are service- rather
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than price-oriented, and Jamie feels that they are doing a
good job on service—so he is concerned with how he could be
“different.”
Evaluate Jamie McCullough’s overall strategy(ies) and the
mountain bike proposal. What should he do now?
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Chemical International, Inc.

Chemical International, Inc., is a multinational producer
of various chemicals and plastics with plants in the United
States, England, France, and Germany. It is run from its headquarters in New Jersey.
Kevin Duryea is marketing manager of Chemical International’s plastics business. Kevin is reconsidering his promotion
approach. He is evaluating what kind of promotion—and how
much—should be directed to car producers and to other major
plastics customers worldwide. Currently, Kevin has one salesperson who devotes most of his time to the U.S. car industry.
This man is based in the Detroit area and focuses on GM,
Ford, and Chrysler—as well as the various ﬁrms that mold
plastics to produce parts to supply the car industry. This approach worked well when relatively little plastic was used in
each car and the auto producers did all of the designing themselves and then sent out speciﬁcations for very price-oriented
competitive bidding. But now the whole product planning and
buying system is changing—and of course foreign producers
with facilities in the U.S. are much more important.
How the present system works can be illustrated in terms
of the approach Chrysler used on its project to design the
Sebring.
Instead of the old ﬁve-year process of creating a new automobile in sequential steps, the new system is a team approach.
Under the old system, product planners would come up with a
general concept and then expect the design team to give it
artistic form. Next engineering would develop the speciﬁcations and pass them on to manufacturing and suppliers. There
was little communication between the groups and no overall
project responsibility.
Under the new approach, representatives from all the various functions—planning, design, engineering, purchasing,
marketing, and manufacturing—work together. In fact, representatives from key suppliers are usually involved from the
outset. The whole team takes ﬁnal responsibility for a car. Because all of the departments are involved from the start,
problems are resolved as the project moves on—before they
cause a crisis. Manufacturing, for example, can suggest changes
in design that will result in higher productivity or better quality.
In the Sebring project, Chrysler engineers followed the
Japanese lead and did some reverse engineering of their own.
They dismantled several competitors’ cars, piece by piece,
looking for ideas they could copy or improve. This helped
them learn how the parts were assembled and how they were
designed. Eventually, Chrysler incorporated almost all of the
best features into its design of the Sebring.
In addition to reverse engineering, Chrysler researchers
conducted a series of market studies. This led to the inclusion
of additional features, such as easier-to-read gauges, oil dipsticks painted a bright yellow for faster identiﬁcation, and a
net in the trunk to hold grocery bags upright.
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Chrysler also asked assembly-line workers for suggestions
before the car was redesigned and then incorporated their
ideas into the new car. All bolts had the same-size head, for example, so workers didn’t have to switch from one wrench to
another.
Finally, Chrysler included its best suppliers as part of the
planning effort. Instead of turning to a supplier after the car’s
design was completed, the Chrysler team signed long-term
contracts with suppliers and invited them to participate in
product planning.
Most other vehicles are now developed with an approach
similar to this, and Chrysler is not alone in the effort. Ford, for
example, used a very similar team approach to redesign its
Taurus. And major ﬁrms in most other industries are using similar approaches. A major outgrowth of this effort has been a
trend by these producers to develop closer working relationships with a smaller number of suppliers.
For example, the suppliers selected for the Sebring project
were major suppliers who had already demonstrated a serious
commitment to the car industry. They had not only the facilities, but also the technical and professional managerial staff
who could understand—and become part of—the program
management approach. Chrysler expected these major suppliers to join in its total quality management push and to be able
to provide just-in-time delivery systems. Chrysler dropped suppliers whose primary sales technique was to entertain buyers
and then submit bids on standard speciﬁcations.
Because many ﬁrms have moved to these team-oriented approaches and developed closer working relationships with a
subset of their previous suppliers, Kevin Duryea is trying to determine if Chemical International’s present effort is still
appropriate. Kevin’s strategy has focused primarily on responding to inquiries and bringing in Chemical International
technical people as the situation seems to require. Potential
customers with technical questions are sometimes referred to
other noncompeting customers already using the materials or
to a Chemical International plant—to be sure that all questions are answered. But basically, all producer-customers are
treated more or less alike. The sales reps make calls and try to
ﬁnd good business wherever they can.
Each Chemical International sales rep usually has a geographic area. If an area like Detroit needs more than one rep,
each may specialize in one or several similar industries. But
Chemical International uses the same basic approach—call
on present users of plastic products and try to ﬁnd opportunities for getting a share (or bigger share) of existing purchases or
new applications. The sales reps are supposed to be primarily
order getters rather than technical specialists. Technical help
can be brought in when the customer wants it or sometimes
the sales rep simply sets up a conference call between Chemical International’s technical experts, the buyer, and the users
at the buyer’s facility.
Kevin sees that some of his major competitors—including
General Electric and Dow Chemical—are becoming more aggressive. They are seeking to affect speciﬁcations and product
design from the start rather than after a product design is completed. This takes a lot more effort and resources, but Kevin
thinks it may get better results. A major problem he sees, however, is that he may have to drastically change the nature of
Chemical International’s promotion. Instead of focusing
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primarily on buyers and responding to questions, it may be
necessary to try to contact all the multiple buying inﬂuences
and not only answer their questions but help them understand
what questions to raise—and help answer them. Such a
process may even require more technically trained sales reps.
In fact, it may require that people from Chemical International’s other departments—engineering, manufacturing,
R&D, and distribution—get actively involved in discussions
with their counterparts in customer ﬁrms. Further, use of
e-mail and an Internet website might make ongoing contacts
faster and easier.
While Kevin doesn’t want to miss the boat if changes are
needed, he also doesn’t want to go off the deep end. After
all, many of the ﬁrm’s customers don’t seem to want Chemical International to do anything very different from what it’s
been doing. In fact, some say that they’re very satisﬁed with
their current supply arrangements and really have no
interest in investing in a close relationship with a single
supplier.
Contrast Chrysler’s previous approach to designing and producing cars to its program management approach, especially as it
might affect suppliers’ promotion efforts. Given that many other
major producers have moved in the program management direction, what promotion effort should Kevin Duryea develop for
Chemical International? Should every producer in every geographic area be treated alike—regardless of size? Explain.
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Cable Designs, Inc.

Steve Russell, vice president of marketing for Cable Designs, Inc., is deciding how to organize and train his sales
force—and what to do about Ron Pittman.
At its plant in Pittsburgh, Pennsylvania, Cable Designs,
Inc., produces wire cable—ranging from 1⁄2 inch to 4 inches in
diameter. Cable Designs sells across the United States and
Canada. Customers include ﬁrms that use cranes and various
other overhead lifts in their own operations—ski resorts and
amusement parks, for example. The company’s main customers, however, are cement plants, railroad and boat yards,
heavy-equipment manufacturers, mining operations, construction companies, and steel manufacturers.
Cable Designs employs its own sales specialists to call on
and try to sell the buyers of potential users. All of Cable
Designs’ sales reps are engineers who go through an extensive
training program covering the different applications, product
strengths, and other technical details concerning wire rope
and cable. Then they are assigned their own district—the
size depending on the number of potential customers. They are
paid a good salary plus generous travel expenses—with small
bonuses and prizes to reward special efforts.
Ron Pittman went to work for Cable Designs in 1982, immediately after receiving an engineering degree from the University
of Wisconsin. After going through the training program, he took
over as the only company rep in the Illinois district. His job was
to call on and give technical help to present customers of wire
cable. He was also expected to call on new customers, especially
when inquiries came in. But his main activities were to (1) service present customers and supply the technical assistance
needed to use cable in the most efﬁcient and safe manner, (2)

handle complaints, and (3) provide evaluation reports to customers’ management regarding their use of cabling.
Ron Pittman soon became Cable Designs’ outstanding representative. His exceptional ability to handle customer
complaints and provide technical assistance was noted by
many of the ﬁrm’s customers. This helped Ron bring in more
sales dollars per customer and more in total from present customers than any other rep. He also brought in many new
customers—mostly heavy equipment manufacturers in northern Illinois. Over the years, his sales have been about twice the
sales rep average, and always at least 20 percent higher than
the next best rep—even though each district is supposed to
have about the same sales potential.
Ron’s success established Illinois as Cable Designs’
largest-volume district. Although the company’s sales in Illinois have not continued to grow as fast in the last few years
because Ron seems to have found most of the possible
applications and won a good share for Cable Designs, the
replacement market has been steady and proﬁtable. This fact
is mainly due to Ron Pittman. As one of the purchasing managers for a large machinery manufacturer mentioned,
When Ron makes a recommendation regarding use of our equipment and cabling, even if it is a competitor’s cable we are using,
we are sure it’s for the best of our company. Last week, for example, a cable of one of his competitors broke, and we were going
to give him a contract. He told us it was not a defective cable
that caused the break, but rather the way we were using it. He
told us how it should be used and what we needed to do to correct our operation. We took his advice and gave him the
contract as well!

Four years ago, Cable Designs introduced a unique and
newly patented wire sling device for holding cable groupings
together. The sling makes operations around the cable much
safer—and its use could reduce both injuries and lost-time
costs due to accidents. The slings are expensive—and the
proﬁt margin is high. Cable Designs urged all its representatives to push the sling, but the only sales rep to sell the sling
with any success was Ron Pittman. Eighty percent of his customers are currently using the wire sling. In other areas, sling
sales are disappointing.
As a result of Ron’s success, Steve Russell is now considering
forming a separate department for sling sales and putting Ron
Pittman in charge. His duties would include traveling to the
various sales districts and training other representatives to sell
the sling. The Illinois district would be handled by a new rep.
Evaluate Steve Russell’s strategy(ies). What should he do
about Ron Pittman and his sales force? Explain.
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Furniture to Go, Inc.

Susan Kurczak, owner of Furniture to Go, Inc., is discouraged with her salespeople and is even thinking about hiring
some new blood. Kurczak has been running Furniture to Go
for 10 years and has slowly built the sales to $3.5 million a year.
Her store is located on the outskirts of a growing city of
275,000 population. This is basically a factory city, and she has
deliberately selected blue-collar workers as her target market.
She carries some higher-priced furniture lines but emphasizes
budget combinations and easy credit terms.
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Table 1
Demographic Groups
In Shopping for Furniture I Found (Find) that

Group A

Group B

Group C

I looked at furniture in many stores before I made a purchase.

78%

72%

52%

50%

I went (am going) to only one store and bought (buy) what I
found (ﬁnd) there.

2

5

10

11

To make my purchase I went (am going) back to one of the
stores I shopped in previously.

63

59

27

20

I looked (am looking) at furniture in no more than three stores
and made (will make) my purchase in one of these.

20

25

40

45

I like a lot of help in selecting the right furniture.

27

33

62

69

I like a very friendly salesperson.

23

28

69

67

Kurczak is concerned that she may have reached the limit of
her sales growth—her sales have not been increasing during
the last two years even though total furniture sales have been
increasing in the city as new people move in. Her local cableTV spots and newspaper advertising seems to attract her target
customers, but many of these people come in, shop around, and
leave. Some of them come back—but most do not. She thinks
her product selections are very suitable for her target market
and is concerned that her salespeople don’t close more sales
with potential customers. Several times, she has discussed this
matter with her 10 salespeople. Her staff feels they should treat
customers the way they personally want to be treated. They
argue that their role is to answer questions and be helpful when
asked—not to make suggestions or help customers make
decisions. They think this would be too “hard sell.”
Kurczak says their behavior is interpreted as indifference by
the customers attracted to the store by her advertising. She has
tried to convince her salespeople that customers must be
treated on an individual basis and that some customers need
more help in looking and deciding than others. Moreover,
Kurczak is convinced that some customers would appreciate
more help and suggestions than the salespeople themselves
might want. To support her views, she showed her staff the
data from a study of furniture store customers (see Tables 1 and
2) that she found on the Internet website for a furniture trade
association. She tried to explain the differences in demographic groups and pointed out that her store was deﬁnitely
trying to aim at speciﬁc people. She argued that they (the
salespeople) should cater to the needs and attitudes of their
customers and think less about how they would like to be
treated themselves. Further, Kurczak announced that she is
considering changing the sales compensation plan or hiring
new blood if the present employees can’t do a better job. Currently, the sales reps are paid $22,000 per year plus a 5 percent
commission on sales.
Contrast Kurczak’s strategy and thoughts about her salespeople
with their apparent view of her strategy and especially their role in
it. What should she do now? Explain.

Group D

Table 2 The Sample Design
Demographic Status
Upper class (Group A); 13% of sample
This group consists of managers, proprietors, or
executives of large businesses; professionals,
including doctors, lawyers, engineers, college
professors, and school administrators; and research
personnel and sales personnel, including managers,
executives, and upper-income salespeople above
level of clerks.
Family income over $40,000
Middle class (Group B); 37% of sample
Group B consists of white-collar workers, including
clerical, secretarial, salesclerks, bookkeepers, etc. It
also includes school teachers, social workers,
semiprofessionals, proprietors or managers of small
businesses, industrial foremen, and other supervisory
personnel.
Family income between $20,000 and $50,000
Lower middle class (Group C); 36% of sample
Skilled workers and semiskilled technicians are in this
category, along with custodians, elevator operators,
telephone linemen, factory operatives, construction
workers, and some domestic and personal service
employees.
Family income between $10,000 and $40,000.
No one in this group has above a high school
education.
Lower class (Group D); 14% of sample
Nonskilled employees, day laborers. It also includes
some factory operatives and domestic and service
people.
Family income under $18,000.
None has completed high school; some have only
grade school education.
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Wire Solutions, Inc.

Myra Martinez, marketing manager of consumer products
for Wire Solutions, Inc., is trying to set a price for her most
promising new product—a space-saving shoe rack suitable for
small homes or apartments.
Wire Solutions, Inc.—located in Ft. Worth, Texas—is a
custom producer of industrial wire products. The company has
a lot of experience bending wire into many shapes and also can
chrome- or gold-plate ﬁnished products. The company was
started 13 years ago and has slowly built its sales volume to
$3.2 million a year. Just one year ago, Myra Martinez was
appointed marketing manager of the consumer products division. It is her responsibility to develop this division as a
producer and marketer of the company’s own branded products—as distinguished from custom orders, which the
industrial division produces for others.
Martinez has been working on a number of different product ideas for almost a year now and has developed several
designs for CD holders, cassette holders, plate holders, doll
stands, collapsible book ends, and other such products. Her
most promising product is a shoe rack for crowded homes and
apartments. The wire rack attaches to the inside of a closet
door and holds eight pairs of shoes.
The rack is very similar to one the industrial division produced for a number of years for another company. That
company sold the shoe rack and hundreds of other related
items out of its “products for organizing and storing” mailorder catalog. Managers at Wire Solutions were surprised by
the high sales volume the catalog company achieved with the
rack. In fact, that is what interested Wire Solutions in the consumer market and led to the development of the separate
consumer products division.
Martinez has sold hundreds of the shoe racks to various
local hardware, grocery, and general merchandise stores, and
wholesalers on a trial basis, but each time she has negotiated a
price—and no ﬁrm policy has been set. Now she must determine what price to set on the shoe rack—which she plans to
push aggressively wherever she can. Actually, she hasn’t
decided on exactly which channels of distribution to use. But
trials in the local area have been encouraging, and as noted
above, the experience in the industrial division suggests that
there is a large market for this type of product. Further, she
noticed that a Wal-Mart store in her local area was selling a
similar rack made of plastic. When she talked casually about
her product with the store manager, he suggested that she contact the chain’s houseware buyers in the home ofﬁce in
Arkansas. The manufacturing cost on this product—when
made in reasonable quantities—is approximately $2.80 if it is
painted black and $3.60 if it is chromed. Similar products have
been selling at retail in the $9.95 to $19.95 range. The sales
and administrative overhead to be charged to the division will
amount to $90,000 a year. This will include Martinez’s salary
and some ofﬁce expenses. She expects that a number of other
products will be developed in the near future. But for the coming year, she hopes the shoe rack will account for about half
the consumer products division’s sales volume.
Evaluate Myra Martinez’s strategy planning so far. What should
she do now? What price should she set for the shoe rack? Explain.
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PlastiForm Mfg., Inc.

David Houston, the marketing manager of PlastiForm
Mfg., Inc., wants to increase sales by adding sales reps rather
than “playing with price.” That’s how David describes what
Will Houston, his father and PlastiForm’s president, is suggesting. Will is not sure what to do either. But he does want to
increase sales, so something new is needed.
PlastiForm Mfg., Inc.—of Long Beach, California—is a
leading producer in the plastic forming machinery industry. It
has patents covering over 200 variations, but PlastiForm’s customers seldom buy more than 30 different types in a year. The
machines are sold to plastic forming manufacturers to increase
production capacity or replace old equipment.
Established in 1970, the company has enjoyed a steady
growth to its present position with annual sales of $50 million.
Twelve U.S. ﬁrms compete in the U.S. plastic forming
machinery market. Several Japanese, German, and Swedish
ﬁrms compete in the global market, but the Houstons have not
seen much of them on the West Coast. Apparently the foreign
ﬁrms rely on manufacturers’ agents who have not provided an
ongoing presence. They are not good about following up on
inquiries, and their record for service on the few sales they
have made on the East Coast is not satisfactory. So the Houstons are not worried about them right now.
Each of the 12 U.S. competitors is about the same size and
manufactures basically similar machinery. Each has tended to
specialize in its own geographic region. None has exported
much because of high labor costs in the United States. Six of the
competitors are located in the East, four in the Midwest, and
two—including PlastiForm—on the West Coast. The other
West Coast ﬁrm is in Tacoma, Washington. All of the competitors offer similar prices and sell F.O.B. their factories. Demand
has been fairly strong in recent years. As a result, all of the competitors have been satisﬁed to sell in their geographic areas and
avoid price-cutting. In fact, price-cutting is not a popular idea in
this industry. About 15 years ago, one ﬁrm tried to win more
business and found that others immediately met the price cut—
but industry sales (in units) did not increase at all. Within a few
years, prices returned to their earlier level, and since then competition has tended to focus on promotion and avoid price.
PlastiForm’s promotion depends mainly on six company
sales reps, who cover the West Coast. In total, these reps cost
about $660,000 per year including salary, bonuses, supervision,
travel, and entertaining. When the sales reps are close to making a sale, they are supported by two sales engineers—at a cost
of about $120,000 per year per engineer. PlastiForm does some
advertising in trade journals—less than $50,000—and occasionally uses direct mailings and trade show exhibits. It also has
a simple home page on the Internet. But the main promotion
emphasis is on personal selling. Any personal contact outside
the West Coast market is handled by manufacturers’ agents
who are paid 4 percent on sales—but sales are very infrequent.
Will Houston is not satisﬁed with the present situation.
Industry sales have leveled off and so have PlastiForm’s sales—
although the ﬁrm continues to hold its share of the market.
Will would like to ﬁnd a way to compete more effectively in
the other regions because he sees great potential outside the
West Coast.
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Competitors and buyers agree that PlastiForm is the topquality producer in the industry. Its machines have generally
been somewhat superior to others in terms of reliability, durability, and productive capacity. The difference, however,
usually has not been great enough to justify a higher price—
because the others are able to do the necessary job—unless a
PlastiForm sales rep convinces the customer that the extra
quality will improve the customer’s product and lead to fewer
production line breakdowns. The sales rep also tries to sell the
advantages of PlastiForm’s better sales engineers and technical
service people—and sometimes is successful. But if a buyer is
mainly interested in comparing delivered prices for basic
machines—the usual case—PlastiForm’s price must be competitive to get the business. In short, if such a buyer has a
choice between PlastiForm’s and another machine at the same
price, PlastiForm will usually win the business in its part of the
West Coast market. But it’s clear that PlastiForm’s price has to
be at least competitive in such cases.
The average plastic forming machine sells for about
$220,000, F.O.B. shipping point. Shipping costs within any of
the three major regions average about $4,000—but another
$3,000 must be added on shipments between the West Coast
and the Midwest (either way) and another $3,000 between the
Midwest and the East.
Will Houston is thinking about expanding sales by absorbing the extra $3,000 to $6,000 in freight cost that occurs if a
midwestern or eastern customer buys from his West Coast
location. By doing this, he would not actually be cutting price
in those markets but rather reducing his net return. He thinks
that his competitors would not see this as price competition
and therefore would not resort to cutting prices themselves.
David Houston, the marketing manager, disagrees. David
thinks that the proposed freight absorption plan would stimulate price competition in the Midwest and East and perhaps on
the West Coast. He proposes instead that PlastiForm hire
some sales reps to work the Midwest and Eastern regions—
selling quality—rather than relying on the manufacturers’
agents. He argues that two additional sales reps in each of
these regions would not increase costs too much and might
greatly increase the sales from these markets over that brought
in by the agents. With this plan, there would be no need to absorb the freight and risk disrupting the status quo. Adding
more of PlastiForm’s own sales reps is especially important, he
argues, because competition in the Midwest and East is somewhat hotter than on the West Coast—due to the number of
competitors (including foreign competitors) in those regions.
A lot of expensive entertaining, for example, seems to be required just to be considered as a potential supplier. In contrast,
the situation has been rather quiet in the West—because only
two ﬁrms are sharing this market and each is working harder
near its home base. The eastern and midwestern competitors
don’t send any sales reps to the West Coast—and if they have
any manufacturers’ agents, they haven’t gotten any business in
recent years.
Will Houston agrees that his son has a point, but industry
sales are leveling off and Will wants to increase sales. Further,
he thinks the competitive situation may change drastically in
the near future anyway, as global competitors get more aggressive and some possible new production methods and machines
become more competitive with existing ones. He would rather
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be a leader in anything that is likely to happen rather than a
follower. But he is impressed with David’s comments about the
greater competitiveness in the other markets and therefore is
unsure about what to do.
Evaluate PlastiForm’s current strategies. Given Will Houston’s
sales objective, what should PlastiForm Mfg. do? Explain.

26

Rainbow Packers, Inc.

Hans Fleming, president of Rainbow Packers, Inc., is not
sure what he should propose to the board of directors. His recent strategy change isn’t working. And Niels Sondergaard,
Rainbow’s only sales rep (and a board member), is so frustrated
that he refuses to continue his discouraging sales efforts. Sondergaard wants Hans Fleming to hire a sales force or do
something.
Rainbow Packers, Inc., is a long-time processor in the
highly seasonal vegetable canning industry. Rainbow packs
and sells canned beans, peas, carrots, corn, peas and carrots
mixed, and kidney beans. It sells mainly through food brokers
to merchant wholesalers, supermarket chains (such as Kroger,
Safeway, A&P, and Jewel), cooperatives, and other outlets—
mostly in the Midwest. Of less importance, by volume, are
sales to local institutions, grocery stores, and supermarkets—
and sales of dented canned goods at low prices to walk-in
customers.
Rainbow is located in Wisconsin’s Devil’s River Valley. The
company has more than $28 million in sales annually (exact
sales data is not published by the closely held corporation).
Plants are located in strategic places along the valley—with
main ofﬁces in Riverside. The Rainbow brand is used only on
canned goods sold in the local market. Most of the goods are
sold and shipped under a retailer’s label or a broker’s/wholesaler’s label.
Rainbow is well known for the consistent quality of its
product offerings. And it’s always willing to offer competitive
prices. Strong channel relations were built by Rainbow’s former chairman of the board and chief executive ofﬁcer Dane
Christian. Christian—who owns controlling interest in the
ﬁrm—worked the Chicago area as the company’s sales rep in
its earlier years, before he took over from his father as president in 1972. Christian was an ambitious and hard-working
top manager—the ﬁrm prospered under his direction. He became well known within the canned food processing industry
for technical/product innovations.
During the off-canning season, Christian traveled widely. In
the course of his travels, he arranged several important business
deals. His 1986 and 1997 trips resulted in the following two
events: (1) inexpensive pineapple was imported from Formosa
and sold by Rainbow, primarily to expand the product line, and
(2) a technically advanced continuous process cooker (65 feet
high) was imported from England and installed at one of the
Rainbow plants. It was the ﬁrst of its kind in the United States
and cut processing time sharply while improving quality.
Christian retired in 2001 and named his son-in-law, 35year-old Hans Fleming, as his successor. Fleming is intelligent
and hard-working. He was concerned primarily with the company’s ﬁnancial matters and only recently with marketing
problems. During his seven years as ﬁnancial director, the ﬁrm
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received its highest credit rating and was able to borrow working capital ($5 million to meet seasonal can and wage
requirements) at the lowest rate ever.
The fact that the ﬁrm isn’t unionized allows some competitive advantage. However, changes in minimum wage laws
have increased costs. And these and other rising costs have
squeezed proﬁt margins. This led to the recent closing of two
plants as they became less efﬁcient to operate. Rainbow expanded capacity of the remaining two plants (especially
warehouse facilities) so they could operate more proﬁtably
with maximum use of existing processing equipment.
Shortly after Christian’s retirement, Hans Fleming reviewed the company’s situation with his managers. He
pointed to narrowing proﬁt margins, debts contracted for new
plants and equipment, and an increasingly competitive environment. Even considering the temporary labor-saving
competitive advantage of the new cooker system, there
seemed to be no way to improve the status quo unless the ﬁrm
could sell direct—as they do in the local market—thereby
eliminating the food brokers’ 5 percent commission on sales.
This was the plan decided on, and Niels Sondergaard was
given the new sales job. An inside salesperson was retained to
handle incoming orders and do some telemarketing to smaller
accounts.
Niels Sondergaard, the only full-time outside sales rep for
the ﬁrm, lives in Riverside. Other top managers do some selling but not much. Being a nephew of Christian, Niels
Sondergaard is also a member of the board of directors. He is
well qualiﬁed in technical matters and has a college degree in
food chemistry. Although Niels Sondergaard formerly did call
on some important customers with the brokers’ sales reps, he is
not well known in the industry or even by Rainbow’s usual
customers.
It is now ﬁve months later. Niels Sondergaard is not doing
very well. He has made several selling trips, placed hundreds of
telephone calls, and maintained constant e-mail contacts with
prospective customers—all with discouraging results. He is
unwilling to continue sales efforts on his own. There seem to
be too many potential customers for one person to reach. And
much negotiating, wining, and dining seems to be needed—
certainly more than he can or wants to do.
Sondergaard insists that Rainbow hire a sales force to continue the present way of operating. Sales are down in
comparison both to expectations and to the previous year’s
results. Some regular supermarket chain customers have
stopped buying—though basic consumer demand has not
changed. Further, buyers for some supermarket chains that
might be potential new customers have demanded quantity
guarantees much larger than Rainbow Packers can supply. Expanding supply would be difﬁcult in the short run—because
the ﬁrm typically must contract with growers to ensure supplies of the type and quality they normally offer.
Christian, still the controlling stockholder, has asked for a
special meeting of the board in two weeks to discuss the present situation.
Evaluate Rainbow’s past and current strategy planning. What
should Hans Fleming tell Mr. Christian? What should Rainbow do
now?

27 Plastic Master, Inc.
Nora Hall is trying to decide whether to leave her present
job to buy into another business and be part of top management.
Hall is now a sales rep for a plastics components manufacturer. She calls mostly on large industrial accounts—such as
refrigerator manufacturers—who might need large quantities
of custom-made products like door liners. She is on a straight
salary of $35,000 per year, plus expenses and a company car.
She expects some salary increases but doesn’t see much longrun opportunity with this company.
As a result, she is seriously considering changing jobs and
investing $40,000 in Plastic Master, Inc.—an established
Chicago (Illinois) thermoplastic molder (manufacturer). Mr.
Hanson, the present owner, is nearing retirement and has not
trained anyone to take over the business. He has agreed to
sell the business to Steve Burton, a lawyer, who has invited
Nora Hall to invest and become the sales manager. Steve
Burton has agreed to match Hall’s current salary plus expenses, plus a bonus of 2 percent of proﬁts. However, she
must invest to become part of the new company. She will get
a 5 percent interest in the business for the necessary $40,000
investment—almost all of her savings.
Plastic Master, Inc., is well established and last year had
sales of $2.2 million but zero proﬁts (after paying Hanson a
salary of $40,000). In terms of sales, cost of materials was 46
percent; direct labor, 13 percent; indirect factory labor, 15 percent; factory overhead, 13 percent; and sales overhead and
general expenses, 13 percent. The company has not been making any proﬁt for several years—but it has been continually
adding new machines to replace those made obsolete by technological developments. The machinery is well maintained
and modern, but most of it is similar to that used by its many
competitors. Most of the machines in the industry are standard. Special products are made by using specially made dies
with these machines.
Sales have been split about two-thirds custom-molded products (that is, made to the speciﬁcation of other producers or
merchandising concerns) and the balance proprietary items
(such as housewares and game items, like poker chips and cribbage sets). The housewares are copies of articles developed by
others and indicate neither originality nor style. Hanson is in
charge of selling the proprietary items, which are distributed
through any available wholesale channels. The custom-molded
products are sold through two full-time sales reps—who receive a 10 percent commission on individual orders up to
$20,000 and then 3 percent above that level—and also by
three manufacturers’ reps who get the same commissions.
The company seems to be in fairly good ﬁnancial condition—at least as far as book value is concerned. The $40,000
investment will buy almost $60,000 in assets—and ongoing
operations should pay off the seven-year note (see Table 1).
Steve Burton thinks that with new management the company
has a good chance to make big proﬁts. He expects to make
some economies in the production process—because he feels
most production operations can be improved. He plans to keep
custom-molding sales at approximately the present $1.4
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Table 1 Plastic Master, Inc., Statement of Financial Conditions, December 31, 200x
Assets
Cash . . . . . . . . . . . . . .

Liabilities and Net Worth
$

Accounts receivable . . . .

13,000
55,000

Building . . . . . . . . . . . . $225,000
Less: depreciation . . .

Liabilities:
Accounts payable . . . . . . . . . . . . . . . . . $
Notes payable—7 years (machinery)

70,000

....

194,000

Capital stock . . . . . . . . . . . . . . . . . . . .

900,000

Retained earnings . . . . . . . . . . . . . . . . .

4,000

75,000
150,000

Machinery . . . . . . . . . . 1,400,000
Less: depreciation . . .

Net worth:

450,000
950,000

Total assets . . . . . . . . .

$1,168,000

million level. His new strategy will try to increase the proprietary sales volume from $800,000 to $2 million a year. Nora
Hall is expected to be a big help here because of her sales experience. This will bring the ﬁrm up to about capacity
level—but it will mean adding additional employees and
costs. The major advantage of expanding sales will be spreading overhead.
Some of the products proposed by Steve Burton for expanding proprietary sales are listed below.
New products for consideration:
Safety helmets for cyclists.
Water bottles for cyclists and in-line skaters.
School lunch boxes.
Toolboxes.
Closet organizer/storage boxes for toys.
Short legs for furniture.
Step-on garbage cans without liners.
Outside house shutters and siding.
Importing and distributing foreign housewares.
Plastic Master faces heavy competition from many other
similar companies. Further, most retailers expect a wide margin—sometimes 50 to 60 percent of retail selling price. Even
so, manufacturing costs are low enough so Plastic Master can
spend some money for promotion while still keeping the price
competitive. Apparently, many customers are willing to pay
for novel new products—if they see them in stores. And Hall
isn’t worried too much by tough competition. She sees plenty
of that in her present job. And she does like the idea of being
an “owner and sales manager.”
Evaluate Plastic Master’s situation and Steve Burton’s strategy.
What should Nora Hall do? Why?

28 PCT, Inc.
Ben Colavito, president and marketing manager of Prime
Cutting Tools, Inc., is deciding what strategy, or strategies, to
pursue.

Total liabilities and net worth . . . . . . . . . . . $1,168,000

Prime Cutting Tools (PCT) is a manufacturer of industrial
cutting tools. These tools include such items as lathe blades,
drill press bits, and various other cutting edges used in the
operation of large metal cutting, boring, or stamping machines. Ben Colavito takes great pride in the fact that his
company—whose $5,200,000 sales in 2001 is small by industry standards—is recognized as a producer of a top-quality line
of cutting tools.
Competition in the cutting-tool industry is intense. PCT
competes not only with the original machine manufacturers,
but also with many other larger domestic and foreign manufacturers offering cutting tools as one of their many different
product lines. This has had the effect, over the years, of standardizing the price, speciﬁcations, and, in turn, the quality of
the competing products of all manufacturers. It has also led to
fairly low prices on standard items.
About a year ago, Ben was tiring of the ﬁnancial pressure of
competing with larger companies enjoying economies of scale.
At the same time, he noted that more and more potential cutting-tool customers were turning to small tool-and-die shops
that used computer-controlled equipment to meet specialized
needs that could not be met by the mass production ﬁrms. Ben
thought perhaps he should consider some basic strategy
changes. Although he was unwilling to become strictly a custom producer, he thought that the recent trend toward buying
customized cutting edges suggested new markets might be developing—markets too small for the large, multiproduct-line
companies to serve proﬁtably but large enough to earn a good
proﬁt for a ﬂexible company of PCT’s size.
Ben hired a marketing research company, Fennell Associates, to study the feasibility of serving these markets. The
initial results were encouraging. It was estimated that PCT
might increase sales by 65 percent and proﬁts by 90 percent by
serving the emerging markets. This research showed that there
are many large users of standard cutting tools who buy directly
from large cutting-tool manufacturers (domestic or foreign) or
wholesalers who represent these manufacturers. This is the
bulk of the cutting-tool business (in terms of units sold and
sales dollars). But there are also many smaller users all over the
United States who buy in small but regular quantities. And
some of these needs are becoming more specialized. That is,
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a special cutting tool may make a machine and/or worker
much more productive, perhaps eliminating several steps with
time-consuming setups. This is the area that the research company sees as potentially attractive.
Next, Ben had the sales manager hire two technically
oriented market researchers (at a total cost of $60,000 each
per year, including travel expenses) to maintain continuous
contact with potential cutting-tool customers. The researchers
were supposed to identify any present or future needs that
might exist in enough cases to make it possible to proﬁtably
produce a specialized product. The researchers were not to
take orders or sell PCT’s products to the potential customers.
Ben felt that only through this policy could these researchers
talk to the right people.
The initial feedback from the market researchers was most
encouraging. Many ﬁrms (large and small) had special needs—
although it often was necessary to talk to the shop foreman or
individual machine operators to ﬁnd these needs. Most operators were making do with the tools available. Either they didn’t
know customizing was possible or doubted that their supervisors would do anything about it if they suggested that a more
specialized tool would increase productivity. But these operators were encouraging because they said that it would be easier
to persuade supervisors to order specialized tools if the tools
were already produced and in stock than if they had to be
custom made. So Ben decided to continually add high-quality
products to meet the ever-changing, specialized needs of users
of cutting tools and edges.
PCT’s potential customers for specialized tools are located
all over the United States. The average sale per customer is
likely to be less than $500, but the sale will be repeated several
times within a year. Because of the widespread market and the
small order size, Ben doesn’t think that selling direct—as is
done by small custom shops—is practical. At the present time,
PCT sells 90 percent of its regular output through a large industrial wholesaler—National Mill Supplies, Inc.—which
serves the area east of the Mississippi River and carries a very
complete line of industrial supplies (to “meet every industrial
need”). National Mill Supplies carries over 10,000 items.
Some sales come from customers who know exactly what they
want and just place orders directly by fax or at the ﬁrm’s Internet website. But most of the selling is by National’s sales reps,
who work from an electronic catalog on a laptop computer.
National Mill Supplies, although very large and well known, is
having trouble moving cutting tools. National is losing sales of
cutting tools in some cities to newer wholesalers specializing
in the cutting-tool industry. The new wholesalers are able to
give more technical help to potential customers and therefore
better service. National’s president is convinced that the
newer, less-experienced concerns will either realize that a substantial proﬁt margin can’t be maintained along with their
aggressive strategies, or they will eventually go broke trying to
overspecialize.
From Ben’s standpoint, the present wholesaler has a good
reputation and has served PCT well in the past. National Mill
Supplies has been of great help in holding down Ben’s inventory costs—by increasing the inventory in National’s 35
branch locations. Although Ben has received several complaints about the lack of technical assistance given by

National’s sales reps—as well as their lack of knowledge about
PCT’s new special products—he feels that the present wholesaler is providing the best service it can. All its sales reps have
been told about the new products at a special training session,
and a new page has been added to the catalog they carry with
them. So regarding the complaints, Ben says: “The usual
things you hear when you’re in business.”
Ben thinks there are more urgent problems than a few complaints. Proﬁts are declining, and sales of the new cutting tools
are not nearly as high as forecast—even though all research
reports indicate that the company’s new products meet the
intended markets’ needs perfectly. The high costs involved in
producing small quantities of special products and in adding
the market research team—together with lower-thanexpected sales—have signiﬁcantly reduced PCT’s proﬁts. Ben
is wondering whether it is wise to continue to try to cater to
the needs of many speciﬁc target markets when the results are
this discouraging. He also is considering increasing advertising
expenditures in the hope that customers will pull the new
products through the channel.
Evaluate PCT’s situation and Ben Colavito’s present strategy.
What should he do now?

29 Metal Works, Inc.
Victor Carrington, marketing manager for Metal Works,
Inc., is trying to ﬁgure out how to explain to his boss why a
proposed new product line doesn’t make sense for them. Victor is sure it’s wrong for Metal Works, Inc., but isn’t able to
explain why.
Metal Works, Inc., is a producer of malleable iron castings
for automobile and aircraft manufacturers and a variety of
other users of castings. Last year’s sales of castings amounted to
over $70 million.
Metal Works also produces about 30 percent of all the original equipment bumper jacks installed in new U.S.-made
automobiles each year. This is a very price-competitive business, but Metal Works has been able to obtain its large market
share with frequent personal contact between the company’s
executives and its customers—supported by very close cooperation between the company’s engineering department and its
customers’ buyers. This has been extremely important because
the wide variety of models and model changes frequently requires alterations in the speciﬁcations of the bumper jacks. All
of Metal Works’ bumper jacks are sold directly to the automobile manufacturers. No attempt has been made to sell bumper
jacks to ﬁnal consumers through hardware and automotive
channels—although they are available through the manufacturers’ automobile dealers.
Tom Gaines, Metal Works’ production manager, now wants
to begin producing hydraulic garage jacks for sale through
automobile-parts wholesalers to retail auto parts stores. Gaines
saw a variety of hydraulic garage jacks at a recent automotive
show and knew immediately that his plant could produce
these products. This especially interested him because of
the possibility of using excess capacity. Further, he says “jacks
are jacks,” and the company would merely be broadening its
product line by introducing hydraulic garage jacks. (Note:
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Hydraulic garage jacks are larger than bumper jacks and are intended for use in or around a garage. They are too big to carry
in a car’s trunk.)
As Tom Gaines became more enthusiastic about the idea,
he found that Metal Works’ engineering department already
had a design that appeared to be at least comparable to the
products now offered on the market. None of these products
have any patent protection. Further, Gaines says that the company would be able to produce a product that is better made
than the competitive products (i.e., smoother castings)—
although he agrees that most customers probably wouldn’t
notice the difference. The production department estimates
that the cost of producing a hydraulic garage jack comparable
to those currently offered by competitors would be about $48
per unit.
Victor Carrington, the marketing manager, has just received an e-mail from George Daggett, the company
president, explaining the production department’s enthusiasm
for broadening Metal Works’ present jack line into hydraulic
jacks. George Daggett seems enthusiastic about the idea too,
noting that it would be a way to make fuller use of the company’s resources and increase its sales. Daggett’s e-mail asks for
Victor’s reaction, but George Daggett already seems sold on
the idea.
Given Daggett’s enthusiasm, Victor Carrington isn’t sure
how to respond. He’s trying to develop a good explanation of
why he isn’t excited about the proposal. The ﬁrm’s six sales
reps are already overworked with their current accounts. And
Victor couldn’t possibly promote this new line himself—he’s
already helping other reps make calls and serving as sales manager. So it would be necessary to hire someone to promote the
line. And this sales manager would probably have to recruit
manufacturers’ agents (who probably will want 10 to 15 percent commission on sales) to sell to automotive wholesalers
who would stock the jack and sell to the auto parts retailers.
The wholesalers will probably expect trade discounts of about
20 percent, trade show exhibits, some national advertising,
and sales promotion help (catalog sheets, mailers, and pointof-purchase displays). Further, Victor Carrington sees that
Metal Works’ billing and collection system will have to be expanded because many more customers will be involved. It will
also be necessary to keep track of agent commissions and accounts receivable.
Auto parts retailers are currently selling similar hydraulic
garage jacks for about $99. Victor Carrington has learned that
such retailers typically expect a trade discount of about 35 percent off of the suggested list price for their auto parts.
All things considered, Victor Carrington feels that the proposed hydraulic jack line is not very closely related to the
company’s present emphasis. He has already indicated his lack
of enthusiasm to Tom Gaines, but this made little difference in
Tom’s thinking. Now it’s clear that Victor will have to convince the president or he will soon be responsible for selling
hydraulic jacks.
Contrast Metal Works, Inc.’s current strategy and the proposed strategy. What should Victor Carrington say to George
Daggett to persuade him to change his mind? Or should he just
plan to sell hydraulic jacks? Explain.
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30 Deluxe Foods, Ltd.*
Jessica Walters, marketing manager of Deluxe Foods,
Ltd.—a Canadian company—is being urged to approve the
creation of a separate marketing plan for Quebec. This would
be a major policy change because Deluxe Foods’ international
parent is trying to move toward a global strategy for the whole
ﬁrm and Jessica has been supporting Canada-wide planning.
Jessica Walters has been the marketing manager of Deluxe
Foods, Ltd., for the last four years—since she arrived from international headquarters in Minneapolis. Deluxe Foods, Ltd.,
headquartered in Toronto, is a subsidiary of a large U.S.-based
consumer packaged-food company with worldwide sales of
more than $2 billion in 1997. Its Canadian sales are just over
$350 million—with the Quebec and Ontario markets accounting for 69 percent of the company’s Canadian sales.
The company’s product line includes such items as cake
mixes, puddings, pie ﬁllings, pancakes, prepared foods, and
frozen dinners. The company has successfully introduced at
least six new products every year for the last ﬁve years. Products from Deluxe Foods are known for their high quality and
enjoy much brand preference throughout Canada—including
the Province of Quebec.
The company’s sales have risen every year since Jessica
Walters took over as marketing manager. In fact, the company’s market share has increased steadily in each of the
product categories in which it competes. The Quebec market
has closely followed the national trend except that, in the past
two years, total sales growth in that market began to lag.
According to Walters, a big advantage of Deluxe Foods
over its competitors is the ability to coordinate all phases of
the food business from Toronto. For this reason, Walters meets
at least once a month with her product managers—to discuss
developments in local markets that might affect marketing
plans. While each manager is free to make suggestions and
even to suggest major changes, Jessica Walters has the responsiblity of giving ﬁnal approval for all plans.
One of the product managers, Marie LeMans, expressed great
concern at the last monthly meeting about the poor performance
of some of the company’s products in the Quebec market. While
a broad range of possible reasons—ranging from inﬂation and
the threat of job losses to politics—were reviewed to try to explain the situation, LeMans insisted that it was due to a basic
lack of understanding of that market. She felt not enough managerial time and money had been spent on the Quebec
market—in part because of the current emphasis on developing
all-Canada plans on the way to having one global strategy.
Marie LeMans felt the current marketing approach to the
Quebec market should be reevaluated because an inappropriate marketing plan may be responsible for the sales slowdown.
After all, she said, “80 percent of the market is French-speaking. It’s in the best interest of the company to treat that market
as being separate and distinct from the rest of Canada.”
Marie LeMans supported her position by showing that
Quebec’s per capita consumption of many product categories
(in which the ﬁrm competes) is above the national average
*This case was adapted from one written by Professor Roberta
Tamilia, University of Windsor, Canada.
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Table 1 Per Capita Consumption Index, Province of
Quebec (Canada  100)
Cake mixes

107

Soft drinks

126

Pancakes

87

Pie ﬁllings

118

Puddings

114

Salad dressings
Molasses

85
132

Frozen dinners

79

Prepared packaged foods

83

Cookies

123

(see Table 1). Research projects conducted by Deluxe Foods
also support the “separate and distinct” argument. Over the
years, the ﬁrm has found many French–English differences in
brand attitudes, lifestyles, usage rates, and so on.
LeMans argued that the company should develop a unique
Quebec marketing plan for some or all of its brands. She
speciﬁcally suggested that the French-language advertising
plan for a particular brand be developed independently of the
plan for English Canada. Currently, the Toronto agency
assigned to the brand just translates its English-language ads
for the French market. Jessica Walters pointed out that the
present advertising approach assured Deluxe Foods of a uniform brand image across Canada. Marie LeMans said she knew
what the agency is doing, and that straight translation into
Canadian-French may not communicate the same brand image. The discussion that followed suggested that a different
brand image might be needed in the French market if the company wanted to stop the brand’s decline in sales.
The managers also discussed the food distribution system in
Quebec. The major supermarket chains have their lowest market share in that province. Independents are strongest
there—the “mom-and-pop” food stores fast disappearing outside Quebec remain alive and well in the province.
Traditionally, these stores have stocked a higher proportion
(than supermarkets) of their shelf space with national
brands—an advantage for Deluxe Foods.
Finally, various issues related to discount policies, pricing
structure, sales promotion, and cooperative advertising were
discussed. All of this suggested that things were different in
Quebec and that future marketing plans should reﬂect these
differences to a greater extent than they do now.
After the meeting, Jessica Walters stayed in her ofﬁce to
think about the situation. Although she agreed with the basic
idea that the Quebec market was in many ways different, she
wasn’t sure how far the company should go in recognizing this
fact. She knew that regional differences in food tastes and
brand purchases existed not only in Quebec but in other parts
of Canada as well. But people are people, after all, with far
more similarities than differences, so a Canadian and eventually a global strategy makes some sense too.
Jessica Walters was afraid that giving special status to one
region might conﬂict with top management’s objective of
achieving standardization whenever possible—one global
strategy for Canada, on the way to one worldwide global strategy. She was also worried about the long-term effect of such a
policy change on costs, organizational structure, and brand image. Still, enough product managers had expressed their
concern over the years about the Quebec market to make her

wonder if she shouldn’t modify the current approach. Perhaps
they could experiment with a few brands—and just in Quebec. She could cite the language difference as the reason for
trying Quebec rather than any of the other provinces. But
Walters realizes that any change of policy could be seen as the
beginning of more change, and what would Minneapolis
think? Could she explain it successfully there?
Evaluate Deluxe Foods, Ltd.’s present strategy. What should
Jessica Walters do now? Explain.

31 Expert Nursing Services, Inc.
Carol Crane, executive director of Expert Nursing Services, Inc., is trying to clarify her strategies. She’s sure some
changes are needed, but she’s less sure about how much change
is needed and/or whether it can be handled by her people.
Expert Nursing Services, Inc. (ENS), is a nonproﬁt organization that has been operating—with varying degrees of
success—for 25 years, offering nursing services in clients’
homes. Some of its funding comes from the local United
Way—to provide emergency nursing services for those who
can’t afford to pay. The balance of the revenues—about 90 percent of the $2.2 million annual budget—comes from charges
made directly to the client or to third-party payers, including
insurance companies, health maintenance organizations
(HMOs), and the federal government, for Medicare or Medicaid services.
Carol Crane has been executive director of ENS for two
years. She has developed a well-functioning organization able
to meet most requests for service that come from some local
doctors and from the discharge ofﬁcers at local hospitals. Some
business also comes by self-referral—the client ﬁnds the ENS
name in the Yellow Pages of the local phone directory.
The last two years have been a rebuilding time—because
the previous director had personnel problems. This led to a
weakening of the agency’s image with the local referring agencies. Now the image is more positive. But Carol is not
completely satisﬁed with the situation. By deﬁnition, Expert
Nursing Services is a nonproﬁt organization. But it still must
cover all its costs: payroll, rent payments, phone expenses, and
so on, including Carol’s own salary. She can see that while
ENS is growing slightly and is now breaking even, it doesn’t
have much of a cash cushion to fall back on if (1) the demand
for ENS nursing services declines, (2) the government
changes its rules about paying for ENS’ kind of nursing services, either cutting back what it will pay for or reducing the
amount it will pay for speciﬁc services, or (3) new competitors
enter the market. In fact, the last possibility concerns Carol
greatly. Some hospitals, squeezed for revenue, are expanding
into home health care—especially nursing services as patients
are being released earlier from hospitals because of payment
limits set by government guidelines. For-proﬁt organizations
(e.g., Kelly Home Care Services) are expanding around the
country to provide a complete line of home health care services—including nursing services of the kind offered by ENS.
These for-proﬁt organizations appear to be efﬁciently run—offering good service at competitive and sometimes even lower
prices than some nonproﬁt organizations. And they seem to be
doing this at a proﬁt—which suggests that it would be possible

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

Back Matter

© The McGraw−Hill
Companies, 2002

Cases

Cases

for these for-proﬁt companies to lower their prices if nonproﬁt
organizations try to compete on price.
Carol is considering whether she should ask her board of directors to let her offer a complete line of home health care
services—that is, move beyond just nursing services into what
she calls “care and comfort” services.
Currently, ENS is primarily concerned with providing professional nursing care in the home. But ENS nurses are much
too expensive for routine home health care activities—helping ﬁx meals, bathing and dressing patients, and other care and
comfort activities. The full cost of a nurse to ENS, including
beneﬁts and overhead, is about $65 per hour. But a registered
nurse is not needed for care and comfort services. All that is
required is someone who is honest, can get along with all kinds
of people, and is willing to do this kind of work. Generally, any
mature person can be trained fairly quickly to do the job—following the instructions and under the general supervision of a
physician, a nurse, or family members. The full cost of aides is
$8 to $15 per hour for short visits and as low as $65 per 24
hours for a live-in aide who has room and board supplied by
the client.
The demand for all kinds of home health care services
seems to be growing. With more dual-career families and more
single-parent households, there isn’t anyone in the family to
take over home health care when the need arises—due to
emergencies or long-term disabilities. Further, hospitals send
patients home earlier than in the past. And with people living
longer, there are more single-survivor family situations where
there is no one nearby to take care of the needs of these older
people. But often some family members—or third-party payers
such as the government or insurers—are willing to pay for
some home health care services. Carol now occasionally recommends other agencies or suggests one or another of three
women who have been doing care and comfort work on their
own, part-time. But with growing demand, Carol wonders if
ENS should get into this business, hiring aides as needed.
Carol is concerned that a new, full-service home health care
organization may come into her market and be a single source for
both nursing services and less-skilled home care and comfort
services. This has happened already in two nearby but somewhat
larger cities. Carol fears that this might be more appealing than
ENS to the local hospitals and other referrers. In other words, she
can see the possibility of losing nursing service business if ENS
does not begin to offer a complete home health care service. This
would cause real problems for ENS—because overhead costs are
more or less ﬁxed. A loss in revenue of as little as 10 percent
would require some cutbacks—perhaps laying off some nurses or
secretaries, giving up part of the ofﬁce, and so on.
Another reason for expanding beyond nursing services—using paraprofessionals and relatively unskilled personnel—is to
offer a better service to present customers and make more effective use of the computer systems and organization structure that
she has developed over the last two years. Carol estimates that
the administrative and ofﬁce capabilities could handle twice as
many clients without straining the system. It would be necessary
to add some clerical help—if the expansion were quite large—as
well as expanding the hours when the switchboard is open. But
these increases in overhead would be minor compared to the
present proportion of total revenue that goes to covering overhead. In other words, additional clients or more work for some
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clients could increase revenue and ensure the survival of ENS,
provide a cushion to cover the normal ﬂuctuations in demand,
and ensure more job security for the administrative personnel.
Further, Carol thinks that if ENS were successful in expanding its services—and therefore could generate some
surplus—it could extend services to those who aren’t now able
to pay. Carol says one of the worst parts of her job is refusing
service to clients whose third-party beneﬁts have run out or
for whatever reason can no longer afford to pay. She is
uncomfortable about having to cut off service, but she must
schedule her nurses to provide revenue-producing services if
she’s going to meet the payroll every two weeks. By expanding
to provide more services, she might be able to keep serving
more of these nonpaying clients. This possibility excites Carol
because her nurse’s training has instilled a deep desire to serve
people in need—whether they can pay or not. This continual
pressure to cut off service because people can’t pay has been at
the root of many disagreements and even arguments between
the nurses serving the clients and Carol, as executive director
and representative of the board of directors.
Carol knows that expanding into care and comfort services
won’t be easy. Some decisions would be needed about relative
pay levels for nurses, paraprofessionals, and aides. ENS would
also have to set prices for these different services and tell the
present customers and referral agencies about the expanded
services.
These problems aren’t bothering Carol too much, however—she thinks she can handle them. She is sure that care
and comfort services are in demand and could be supplied at
competitive prices.
Her primary concern is whether this is the right thing for
Expert Nursing Services—basically a nursing organization—
to do. ENS’ whole history has been oriented to supplying
nurses’ services. Nurses are dedicated professionals who bring
high standards to any job they undertake. The question is
whether ENS should offer less-professional services. Inevitably, some of the aides will not be as dedicated as the
nurses might like them to be. And this could reﬂect unfavorably on the nurse image. At a minimum, she would need to set
up some sort of training program for the aides. As Carol worries about the future of ENS, and her own future, it seems that
there are no easy answers.
Evaluate ENS’ present strategy. What should Carol Crane do?
Explain.

32 Lever, Ltd.*
Alan Cooke is product manager for Guard Deodorant
Soap. He was just transferred to Lever, Ltd., a Canadian subsidiary of Lever Group, Inc., from world headquarters in New
York. Alan is anxious to make a good impression because he is
hoping to transfer to Lever’s London ofﬁce. He is working on
developing and securing management approval of next year’s
marketing plan for Guard. His ﬁrst job is submitting a draft
marketing plan to Wendy Lee, his recently appointed group
*Adapted from a case prepared by Daniel Aronchick, who at the
time of its preparation was marketing manager at Thomas J. Lipton,
Limited.
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Table 1 Past 12-Month Share of Bar Soap Market (percent)
Maritimes

Quebec

Ontario

Manitoba/Saskatchewan

Alberta

British Columbia

14.2%
5.1
3.1
5.6

24.5%
12.8
1.2
1.0

31.2%
16.1
6.4
4.2

30.4%
17.2
5.8
4.2

25.5%
14.3
4.2
2.1

Deodorant segment
Zest
Dial
Lifebuoy
Guard

21.3%
10.4
4.2
2.1

Beauty bar segment
Camay
Lux
Dove

6.2
6.1
5.5

12.3
11.2
8.0

7.0
7.7
6.6

4.1
5.0
6.3

4.0
6.9
6.2

5.1
5.0
4.2

11.2
6.1

6.5
3.2

12.4
8.2

5.3
4.2

5.2
4.1

9.0
8.0

26.9
100.0%

30.8
100.0%

18.6
100.0%

17.2
100.0%

16.0
100.0%

22.6
100.0%

Lower-priced bars
Ivory
Sunlight
All others
(including stores’
own brands)
Total bar soap market

product manager, who is responsible for several such plans
from product managers like Alan.
Alan’s marketing plan is the single most important document he will produce on this assignment. This annual
marketing plan does three main things:
1. It reviews the brand’s performance in the past year,
assesses the competitive situation, and highlights problems and opportunities for the brand.
2. It spells out marketing strategies and the plan for the coming year.
3. Finally, and most importantly, the marketing plan sets out
the brand’s sales objectives and advertising/promotion
budget requirements.
In preparing this marketing plan, Alan gathered the
information in Table 1.
Alan was somewhat surprised at the signiﬁcant regional differences in the bar soap market:
1. The underdevelopment of the deodorant bar segment in
Quebec, with a corresponding overdevelopment of the
beauty bar segment. But some past research suggested that
this is due to cultural factors—English-speaking people
have been more interested than others in cleaning,
deodorizing, and disinfecting. A similar pattern is seen in
most European countries, where the adoption of deodor-

ant soaps has been slower than in North America. For
similar reasons, the perfumed soap share is highest in
French-speaking Quebec.
2. The overdevelopment of synthetic bars in the Prairies.
These bars, primarily in the deodorant segment, lather better in the hard water of the Prairies. Nonsynthetic bars
lather very poorly in hard-water areas and leave a soap ﬁlm.
3. The overdevelopment of the “all-other” segment in
Quebec. This segment, consisting of smaller brands, fares
better in Quebec, where 43 percent of the grocery trade
is done by independent stores. Conversely, large chain
grocery stores dominate in Ontario and the Prairies.
Alan’s brand, Guard, is a highly perfumed deodorant bar.
His business is relatively weak in the key Ontario market. To
conﬁrm this share data, Alan calculated consumption of
Guard per thousand people in each region (see Table 2).
These differences are especially interesting since per capita
sales of all bar soap products are roughly equal in all provinces.
A consumer attitude and usage research study was conducted approximately a year ago. This study revealed that
consumer “top-of-mind” awareness of the Guard brand differed greatly across Canada. This was true despite the
even—by population—expenditure of advertising funds in
past years. Also, trial of Guard was low in the Maritimes, Ontario, and British Columbia (see Table 3).

Table 2 Standard Cases of 3-Ounce Bars Consumed per 1,000 People in 12 Months

Maritimes
Guard
Sales index

4.1
66

Quebec

Ontario

Manitoba/
Saskatchewan

Alberta

British
Columbia

10.9

1.9

8.1

4.1

6.2

175

31

131

131

100
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Table 3 Usage Results (in percent)

Maritimes
Respondents aware of Guard
Respondents ever trying Guard

20%
3

Quebec

Ontario

Manitoba/
Saskatchewan

Alberta

British
Columbia

58%

28%

30%

32%

16%

2

8

6

4

18

The attitude portion of the research revealed that consumers who had heard of Guard were aware that its deodorant
protection came mainly from a high fragrance level. This was
the main selling point in the copy, and it was well communicated by Guard’s advertising. The other important ﬁnding was
that consumers who had tried Guard were satisﬁed with the
product. About 70 percent of those trying Guard had repurchased the product at least twice.
Alan has also discovered that bar soap competition is especially intense in Ontario. It is Canada’s largest market, and
many competitors want a share of it. The chain stores are also
quite aggressive in promotion and pricing—offering specials,
in-store coupons, and so on. They want to move goods. And
because of this, two key Ontario chains have put Guard on
their pending delisting sheets. These chains, which control
about half the grocery volume in Ontario, are dissatisﬁed with
how slowly Guard is moving off the shelves.
Now Alan feels he is ready to set a key part of the brand’s
marketing plan for next year: how to allocate the advertising/sales promotion budget by region.
Guard’s present advertising/sales promotion budget is 20
percent of sales. With forecast sales of $4 million, this would
amount to an $800,000 expenditure. Traditionally such funds
have been allocated in proportion to population (see Table 4).
Alan feels he should spend more heavily in Ontario where
the grocery chain delisting problem exists. Last year, 36 percent of Guard’s budget was allocated to Ontario, which
accounted for only 12 percent of Guard’s sales. Alan wants to
increase Ontario spending to 48 percent of the total budget by
taking funds evenly from all other areas. Alan expects this will
increase business in the key Ontario market, which has over a
third of Canada’s population, because it is a big increase and
will help Guard “outshout” the many other competitors who
are promoting heavily.
Alan presented this idea to Wendy, his newly appointed
group product manager. Wendy strongly disagrees. She has

also been reviewing Guard’s business and feels that promotion
funds have historically been misallocated. It is her strong belief that, to use her words, “A brand should spend where its
business is.” Wendy believes that the ﬁrst priority in allocating
funds regionally is to support the areas of strength. She suggested to Alan that there may be more business to be had in
the brand’s strong areas, Quebec and the Prairies, than in chasing sales in Ontario. The needs and attitudes toward Guard, as
well as competitive pressures, may vary a lot among the
provinces. Therefore, Wendy suggested that spending for
Guard in the coming year be proportional to the brand’s sales
by region rather than to regional population.
Alan is convinced this is wrong, particularly in light of the
Ontario situation. He asked Wendy how the Ontario market
should be handled. Wendy said that the conservative way to
build business in Ontario is to invest incremental promotion
funds. However, before these incremental funds are invested, a
test of this Ontario investment proposition should be conducted. Wendy recommended that some of the Ontario
money should be used to conduct an investment-spending
market test in a small area or town in Ontario for 12 months.
This will enable Alan to see if the incremental spending results in higher sales and proﬁts—proﬁts large enough to justify
higher spending. In other words, an investment payout should
be assured before spending any extra money in Ontario. Similarly, Wendy would do the same kind of test in Quebec—to
see if more money should go there.
After several e-mails back and forth, Alan feels this approach would be a waste of time and unduly cautious, given
the importance of the Ontario market and the likely delistings
in two key chains.
Evaluate the present strategy for Guard and Alan’s and
Wendy’s proposed strategies. How should the promotion money be
allocated? Should investment-spending market tests be run ﬁrst?
Why? Explain.

Table 4 Allocation of Advertising/Sales Promotion Budget, by Population

Maritimes
Percent of population
Possible allocation of budget based
on population (in 000s)
Percent of Guard business
at present

10%
$80
7%

Quebec
27%
$216
51%

Ontario
36%
$288
12%

Manitoba/
Saskatchewan
8%
$64
11%

Alberta
8%
$64
11%

British
Columbia

Canada

11%

100%

$88
8%

$800
100%

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

744

Back Matter

© The McGraw−Hill
Companies, 2002

Cases

Cases
Table 1 Fiscal Year Ending June 30

33 Huntoon & Balbiera, P.C.
2001

The partners of Huntoon & Balbiera are having a serious
discussion about what the ﬁrm should do in the near future.
Huntoon & Balbiera, P.C. (H&B) is a large regional
certiﬁed public accounting ﬁrm based in Grand Rapids, Michigan—with branch ofﬁces in Lansing and Detroit. Huntoon &
Balbiera has nine partners and a professional staff of approximately 105 accountants. Gross service billings for the ﬁscal
year ending June 30, 2001, were $6.9 million. Financial data
for 1999, 2000, and 2001 are presented in Table 1.
H&B’s professional services include auditing, tax preparation, bookkeeping, and some general management consulting.
Its client base includes municipal governments (cities, villages, and townships), manufacturing companies, professional
organizations (attorneys, doctors, and dentists), and various
other small businesses. A good share of revenue comes from
the ﬁrm’s municipal practice. Table 1 gives H&B’s gross
revenue by service area and client industry for 1999, 2000,
and 2001.
At the monthly partners’ meeting held in July 2001, Pat
Hogan, the ﬁrm’s managing partner (CEO), expressed concern
about the future of the ﬁrm’s municipal practice. Hogan’s presentation to his partners appears below:
Although our ﬁrm is considered to be a leader in municipal
auditing in our geographic area, I am concerned that as municipals attempt to cut their operating costs, they will solicit
competitive bids from other public accounting ﬁrms to perform
their annual audits. Four of the six largest accounting ﬁrms in the
world have local ofﬁces in our area. Because they concentrate
their practice in the manufacturing industry—which typically
has December 31 ﬁscal year-ends—they have “available” staff
during the summer months.
Therefore, they can afford to low-ball competitive bids to keep
their staffs busy and beneﬁt from on-the-job training provided by
municipal clientele. I am concerned that we may begin to lose
clients in our most established and proﬁtable practice area.*

Ann Yost, a senior partner in the ﬁrm and the partner in
charge of the ﬁrm’s municipal practice, was the ﬁrst to respond
to Pat Hogan’s concern.
Pat, we all recognize the potential threat of being underbid for
our municipal work by our four large accounting competitors.
However, H&B is a recognized leader in municipal auditing in
Michigan, and we have much more local experience than our
competitors. Furthermore, it is a fact that we offer a superior level
of service to our clients—which goes beyond the services normally expected during an audit to include consulting on ﬁnancial
and other operating issues. Many of our less sophisticated clients
depend on our nonaudit consulting assistance. Therefore, I
believe, we have been successful in differentiating our services
from our competitors. In many recent situations, H&B was
selected over a ﬁeld of as many as 10 competitors even though
our proposed prices were much higher than those of our
competitors.

*Organizations with December ﬁscal year-ends require audit work
to be performed during the fall and in January and February. Those
with June 30 ﬁscal year-ends require auditing during the summer
months.

Gross billings

$6,900,000

2000

1999

$6,400,000 $5,800,000

Gross billings by
service area:
Auditing
Tax preparation
Bookkeeping
Other

3,100,000
1,990,000
1,090,000
720,000

3,200,000
1,830,000
745,000
625,000

2,750,000
1,780,000
660,000
610,000

Gross billings by
client industry:
Municipal
Manufacturing
Professional
Other

3,214,000
2,089,000
1,355,000
242,000

3,300,000
1,880,000
1,140,000
80,000

2,908,000
1,706,000
1,108,000
78,000

The partners at the meeting agreed with Ann Yost’s comments. However, even though H&B had many success stories
regarding their ability to retain their municipal clients—despite being underbid—they had lost three large municipal
clients during the past year. Ann Yost was asked to comment
on the loss of those clients. She explained that the lost clients
are larger municipalities with a lot of in-house ﬁnancial expertise and therefore less dependent on H&B’s consulting
assistance. As a result, H&B’s service differentiation went
largely unnoticed. Ann explained that the larger, more sophisticated municipals regard audits as a necessary evil and usually
select the low-cost reputable bidder.
Pat Hogan then requested ideas and discussion from the
other partners at the meeting. One partner, Joe Reid, suggested that H&B should protect itself by diversifying.
Speciﬁcally, he felt a substantial practice development effort
should be directed toward manufacturing. He reasoned that
since manufacturing work would occur during H&B’s off-season, H&B could afford to price very low to gain new
manufacturing clients. This strategy would also help to
counter (and possibly discourage) low-ball pricing for municipals by the four large accounting ﬁrms mentioned earlier.
Another partner, Bob LaMott, suggested that “if we have
consulting skills, we ought to promote them more, instead of
hoping that the clients will notice and come to appreciate us.
Further, maybe we ought to be more aggressive in calling on
smaller potential clients.”
Another partner, John Smith, agreed with LaMott, but
wanted to go further. He suggested that they recognize that
there are at least two types of municipal customers and that
two (at least) different strategies be implemented, including
lower prices for auditing only for larger municipal customers
and/or higher prices for smaller customers who are buying consulting too. This caused a big uproar from some who said this
would lead to price-cutting of professional services and H&B
didn’t want to be price cutters: “One price for all is the professional way.”
However, another partner, Megan Cullen, agreed with
John Smith and suggested they go even further—pricing
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consulting services separately. In fact, she suggested that the
partners consider setting up a separate department for consulting—like the four large accounting ﬁrms have done. This can
be very proﬁtable business. But it is a different kind of business
and eventually may require different kinds of people and a different organization. For now, however, it may be desirable to
appoint a manager for consulting services—with a budget—to
be sure it gets proper attention. This suggestion too caused serious disagreement. Some of the partners knew that having a
separate consulting arm had led to major conﬂicts in some
ﬁrms. The main problem seemed to be that the consultants
brought in more proﬁt than the auditors, but the auditors controlled the partnership and did not properly reward the
successful consultants—at least as they saw it!
Pat Hogan thanked everyone for their comments and encouraged them to debate these issues in smaller groups and to
share ideas by e-mail before coming to a one-day retreat (in
two weeks) to continue this discussion and come to some conclusions.

745

Mark Parcells, newly hired VP of marketing for Aluminum
Basics Co., is reviewing the ﬁrm’s international distribution
arrangements because they don’t seem to be very well thought
out. He is not sure if anything is wrong, but he feels that the
company should follow a global strategy rather than continuing its current policies.
Aluminum Basics, based in Atlanta, Georgia, produces ﬁnished aluminum products, such as aluminum ladders,
umbrella-type clothes racks, scaffolding, and patio tables and
chairs that fold ﬂat. Sales in 2001 reached $25 million—primarily to U.S. customers.
In 1997, Aluminum Basics decided to try foreign markets.
The sales manager, Bonnie Pope, believed the growing afﬂuence of European workers would help the company’s products
gain market acceptance quickly.
Bonnie’s ﬁrst step in investigating foreign markets was to join
a trade mission to Europe—a tour organized by the U.S. Department of Commerce. This trade mission visited Italy,
Germany, Denmark, Holland, France, and England. During this
trip, Bonnie was ofﬁcially introduced to leading buyers for department store chains, import houses, wholesalers, and buying
groups. The two-week trip convinced Bonnie that there was
ample buying power to make exporting a proﬁtable opportunity.
On her return to Atlanta, Bonnie’s next step was to obtain
credit references for the ﬁrms she considered potential distributors. To those who were judged creditworthy, she sent letters
expressing interest and samples, brochures, prices, and other
relevant information.
The ﬁrst orders were from a French wholesaler. Sales in this
market totaled $70,000 in 1998. Similar success was achieved
in Germany and England. Italy, on the other hand, did not

produce any sales. Bonnie felt the semiluxury nature of the
company’s products and the lower incomes in Italy encouraged
a “making do” attitude rather than purchase of goods and services that would make life easier.
In the United States, Aluminum Basics distributes through
fairly aggressive and well-organized merchant hardware distributors and buying groups, such as cooperative and voluntary
hardware chains, which have taken over much of the strategy
planning for cooperating producers and retailers. In its foreign
markets, however, there is no recognizable pattern. Channel
systems vary from country to country. To avoid mixing channels
of distribution, Aluminum Basics has only one account in each
country. The chosen distributor is the exclusive distributor.
In France, Aluminum Basics distributes through a wholesaler based in Paris. This wholesaler has ﬁve salespeople
covering the country. The ﬁrm specializes in small housewares
and has contacts with leading buying groups, wholesalers, and
department stores. Bonnie is impressed with the ﬁrm’s aggressiveness and knowledge of merchandising techniques.
In Germany, Aluminum Basics sells to a Hamburg-based
buying group for hardware wholesalers throughout the country. Bonnie felt this group would provide excellent coverage of
the market because of its extensive distribution network.
In Denmark, Aluminum Basics’ line is sold to a buying
group representing a chain of hardware retailers. This group
recently expanded to include retailers in Sweden, Finland, and
Norway. Together this group purchases goods for about 500
hardware retailers. The buying power of Scandinavians is
quite high, and it is expected that Aluminum Basics’ products
will prove very successful there.
In the United Kingdom, Aluminum Basics uses an importer-distributor, who both buys on his own account and acts
as a sales agent. This ﬁrm sells to department stores and hardware wholesalers. This ﬁrm has not done very well overall, but
it has done very well with Aluminum Basics’ line of patio tables and chairs.
Australia is handled by an importer who operates a chain of
discount houses. It heard about Aluminum Basics from a
United Kingdom contact. After extensive e-mailing, this ﬁrm
discovered it could land aluminum patio furniture in Melbourne at prices competitive with Japanese imports. So it
started ordering because it wanted to cut prices in a highpriced garden furniture market.
The Argentina market is handled by an American who
came to the United States from Buenos Aires in search of new
lines. Aluminum Basics attributes success in Argentina to the
efforts of this aggressive and capable agent. He has built a sizable trade in aluminum ladders.
In Trinidad and Jamaica, Aluminum Basics’ products are
handled by traders who carry such diversiﬁed lines as insurance,
apples, plums, and ﬁsh. They have been successful in selling
aluminum ladders. This business grew out of inquiries sent to
the U.S. Department of Commerce and in researching its website (www.doc.gov), which Bonnie Pope followed up by mail.
Bonnie Pope’s export policies for Aluminum Basics are as
follows:

*Adapted from a case written by Professor Peter Banting, McMaster University, Canada.

1. Product: No product modiﬁcations will be made in selling
to foreign customers. This may be considered later after a
substantial sales volume develops.

Evaluate Huntoon & Balbiera’s situation. What strategy(ies)
should the partners select? Why?

34 Aluminum Basics Co.*
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2. Price: The company does not publish suggested list prices.
Distributors add their own markup to their landed costs.
Supply prices will be kept as low as possible. This is
accomplished by (a) removing advertising expenses and
other strictly domestic overhead charges from price calculations, (b) ﬁnding the most economical packages for
shipping (smallest volume per unit), and (c) bargaining
with carriers to obtain the lowest shipping rates possible.
3. Promotion: The ﬁrm does no advertising in foreign markets. Brochures and sales literature already being used in
the United States are supplied to foreign distributors, who
are encouraged to adapt them or create new materials as
required. Aluminum Basics will continue to promote its
products by participating in overseas trade shows. These
are handled by the sales manager. All inquiries are forwarded to the ﬁrm’s distributor in that country.
4. Distribution: New distributors will be contacted through
foreign trade shows. Bonnie Pope considers large distributors desirable. She feels, however, that they are not as
receptive as smaller distributors to a new, unestablished
product line. Therefore, she prefers to appoint small distributors. Larger distributors may be appointed after the
company has gained a strong consumer franchise in a
country.
5. Financing: Aluminum Basics sees no need to provide
ﬁnancial help to distributors. The company views its
major contribution as providing good products at the lowest possible prices.
6. Marketing and planning assistance: Bonnie Pope feels
that foreign distributors know their own markets best.
Therefore, they are best equipped to plan for themselves.
7. Selection of foreign markets: The evaluation of foreign
market opportunities for the company’s products is based
primarily on disposable income and lifestyle patterns. For
example, Bonnie fails to see any market in North Africa
for Aluminum Basics’ products, which she thinks are of a
semiluxury nature. She thinks that cheaper products such
as wood ladders (often homemade) are preferred to prefabricated aluminum ladders in regions such as North Africa
and Southern Europe. Argentina, on the other hand, she
thinks is a more highly industrialized market with luxury
tastes. Thus, Bonnie sees Aluminum Basics’ products as
better suited for more highly industrialized and afﬂuent
societies.
Evaluate Aluminum Basics’ present foreign markets strategies.
Should it develop a global strategy? What strategy or strategies
should Mark Parcells (the new VP of marketing) develop?
Explain.

35 Romano’s Take-Out, Inc.
Angelina Cello, manager of the Romano’s Take-Out store
in Flint, Michigan, is trying to develop a plan for the “sick”
store she just took over.
Romano’s Take-Out, Inc. (RT) is an owner-managed pizza
take-out and delivery business with three stores located in
Ann Arbor, Southﬁeld, and Flint, Michigan. RT’s business
comes from telephone or walk-in orders. Each RT store

prepares its own pizzas. In addition to pizzas, RT also sells and
delivers a limited selection of soft drinks.
RT’s Ann Arbor store has been very successful. Much of
the store’s success may be due to being close to the University
of Michigan campus. Most of these students live within ﬁve
miles of RT’s Ann Arbor store.
The Southﬁeld store has been moderately successful. It
serves mostly residential customers in the Southﬁeld area—a
largely residential suburb of Detroit. Recently, the store advertised—using direct-mail ﬂyers—to several ofﬁce buildings
within three miles of the store. The ﬂyers described RT’s willingness and ability to cater large orders for ofﬁce parties,
business luncheons, and so on. The promotion was quite successful. With this new program and RT’s solid residential base
of customers in Southﬁeld, improved proﬁtability at the
Southﬁeld location seems assured.
RT’s Flint location has had mixed results during the last
three years. The Flint store has been obtaining only about half
of its orders from residential delivery requests. The Flint store’s
new manager, Angelina Cello, believes the problem with residential pizza delivery in Flint is due to the location of
residential neighborhoods in the area. Flint has several large
industrial plants (mostly auto industry related) located
throughout the city. Small, mostly factory-worker neighborhoods are distributed in between the various plant sites. As a
result, RT’s store location can serve only two or three of these
neighborhoods on one delivery run. Competition is also relevant. RT has several aggressive competitors who advertise
heavily, distribute cents-off coupons, and offer 2-for-1 deals.
This aggressive competition is probably why RT’s residential
sales leveled off in the last year or so. And this competitive
pressure seems likely to continue as some of this competition
comes from aggressive national chains that are ﬁghting for
market share and squeezing little ﬁrms like Romano’s TakeOut. For now, anyway, Angelina feels she knows how to meet
this competition and hold on to the present sales level.
Most of the Flint store’s upside potential seems to be in
serving the large industrial plants. Many of these plants work
two or three shifts, ﬁve days a week. During each work shift,
workers are allowed one half-hour lunch break—which usually occurs at 11 AM, 8 PM, or 2:30 AM, depending on the shift.
Generally, a customer will phone or fax from a plant about
30 minutes before a scheduled lunch break and order several
(5 to 10) pizzas for a work group. RT may receive many orders
of this size from the same plant (i.e., from different groups of
workers). The plant business is very proﬁtable for several reasons. First, a large number of pizzas can be delivered at the
same time to the same location, saving transportation costs.
Second, plant orders usually involve many different toppings
(double cheese, pepperoni, mushrooms, hamburger) on each
pizza. This results in $11 to $14 revenue per pizza. The delivery drivers also like delivering plant orders because the tips are
usually $1 to $2 per pizza.
Despite the proﬁtability of the plant orders, several factors
make it difﬁcult to serve the plant market. RT’s store is located
5 to 8 minutes from most of the plant sites, so RT’s staff must
prepare the orders within 20 to 25 minutes after it receives the
telephone order. Often, inadequate staff and/or oven capacity
means it is impossible to get all the orders heated at the same
time.
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Table 1 Practical Capacities and Sales Potential of Current Equipment and Personnel

Current capacity (pizzas)
Average selling price per unit
Sales potential
Variable cost (approximately 40 percent of selling price)*
Contribution margin of pizzas

11 AM
Break

8 PM
Break

2:30 AM
Break

Daily
Totals

48
$ 12.50

48
$ 12.50

48
$ 12.50

$

$600

$600

$600

$1,800

240
360

240
360

240
360

720
1,080
216

144
12.50

Beverage sales (2 medium-sized beverages per pizza ordered
at 75¢ a piece)†
Cost of beverages (30% per beverage)

72

72

72

22

22

22

66

Contribution margin of beverages

50

50

50

150

$410

$410

$410

$1,230

Total contribution of pizza and beverages
*The variable cost estimate of 40% of sales includes variable costs of delivery to plant locations.
†

Amounts shown are not physical capacities (there is almost unlimited physical capacity), but potential sales volume is constrained by number of pizzas that can be sold.

Generally, plant workers will wait as long as 10 minutes
past the start of their lunch break before ordering from various
vending trucks that arrive at the plant sites during lunch
breaks. (Currently, no other pizza delivery stores are in good
positions to serve most plant locations and/or have chosen to
compete.) But there have been a few instances when workers
refused to pay for pizzas that were only ﬁve minutes late!
Worse yet, if the same work group gets a couple of late orders,
they are lost as future customers. Angelina Cello believes that
the inconsistent proﬁtability of the Flint store is partly the result of such lost customers.
In an effort to rebuild the plant delivery business, Angelina
is considering various methods to ensure prompt customer delivery. She thinks that potential demand during lunch breaks
is signiﬁcantly above RT’s present capacity. Angelina also
knows that if she tries to satisfy all phone or fax orders on some
peak days, she won’t be able to provide prompt service and
may lose more plant customers.
Angelina has outlined three alternatives that may win back
some of the plant business for the Flint store. She has developed these alternatives to discuss with RT’s owner. Each
alternative is brieﬂy described below:
Alternative 1: Determine practical capacities during peak
volume periods using existing equipment and personnel. Accept orders only up to that capacity and politely decline orders
beyond. This approach will ensure prompt customer service

and high product quality. It will also minimize losses resulting
from customers’ rejection of late deliveries. Financial analysis
of this alternative—shown in Table 1—indicates that a potential daily contribution to proﬁt of $1,230 could result if this
alternative is implemented successfully. This would be proﬁt
before promotion costs, overhead, and net proﬁt (or loss).
Note: Any alternative will require several thousand dollars to
reinform potential plant customers that Romano’s Take-Out
has improved its service and “wants your business.”
Alternative 2: Add additional equipment (one oven and
one delivery car) and hire additional staff to handle peak
loads. This approach would ensure timely customer delivery
and high product quality as well as provide additional capacity
to handle unmet demand. Table 2 is a conservative estimate of
potential daily demand for plant orders compared to current
capacity and proposed increased capacity. Table 3 gives the
cost of acquiring the additional equipment and relevant information related to depreciation and ﬁxed costs.
Table 2 Capacity and Demand for Plant Customer Market

Pizza units
(1 pizza)

Estimated
Daily
Demand

Current
Daily
Capacity

Proposed
Daily
Capacity

320

144

300

Table 3 Cost of Required Additional Assets

Delivery car
(equipped with pizza warmer)
Pizza oven

Cost

Estimated
Useful Life

Salvage
Value

Annual
Depreciation*

Daily Depreciation†

$11,000

5 years

$1,000

$2,000

$5.71

$20,000

8 years

$2,000

$2,250

$6.43

*Annual depreciation is calculated on a straight-line basis.
†

Daily depreciation assumes a 350-day (plant production) year. All variable expenses related to each piece of equipment (e.g., utilities, gas, oil) are included in the variable
cost of a pizza.
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Using this alternative, the following additional pizza preparation and delivery personnel costs would be required:

Hours
Required

Cost
per
Hour

Total
Additional
Daily Cost

Delivery personnel

6

6

$36.00

Preparation
personnel

8

6

48.00
$84.00

The addition of even more equipment and personnel to
handle all unmet demand was not considered in this alternative because the current store is not large enough.
Alternative 3: Add additional equipment and personnel as
described in alternative 2, but move to a new location that would
reduce delivery lead times to two to ﬁve minutes. This move
would probably allow RT to handle all unmet demand—because
the reduction in delivery time will provide for additional oven
time. In fact, RT might have excess capacity using this approach.
A suitable store is available near about the same number of
residential customers (including many of the store’s current
residential customers). The available store is slightly larger
than needed. And the rent is higher. Relevant cost information on the proposed store appears below:

Additional rental expense of
proposed store over current store

$ 1,600 per
year

Cost of moving to new store
(one-time cost)

$16,000

Angelina Cello presented the three alternatives to RT’s
owner, Romano Marino. Romano was pleased that Angelina
had done her homework. He decided that Angelina should
make the ﬁnal decision on what to do (in part because she had
a proﬁt-sharing agreement with Romano) and offered the
following comments and concerns:
1. Romano agreed that the plant market was extremely sensitive to delivery timing. Product quality and pricing,
although important, were of less importance.
2. He agreed that plant demand estimates were conservative.
“In fact, they may be 10 to 30 percent low.”
3. Romano expressed concern that under alternative 2, and
especially under alternative 3, much of the store’s capacity
would go unused over 80 percent of the time.
4. He was also concerned that RT’s store had a bad reputation with plant customers because the prior store
manager was not sensitive to timely plant delivery. So
Romano suggested that Angelina develop a promotion
plan to improve RT’s reputation in the plants and be sure
that everyone knows that RT has improved its delivery
service.
Evaluate Angelina’s possible strategies for the Flint store’s plant
market. What should Angelina do? Why? Suggest possible promotion plans for your preferred strategy.
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Guide to the Use of the Computer-Aided
Problems
Computer-Aided Problem Solving

Marketing managers are problem solvers
who must make many decisions. Solving
problems and making good decisions usually
involves analysis of marketing information.
Such information is often expressed in numbers—like costs, revenues, prices, and
number of customers or salespeople. Most
marketing managers use a computer to help
keep track of the numbers and speed through
tedious calculations. The computer can also
make it easier to look at a problem from many
different angles—for example, to see how a
change in the sales forecast might impact
expected sales revenue, costs, and proﬁt.
The computer can only take a manager so
far. The manager is the one who puts it all
together—and it still takes skill to decide what
the information means. The computer-aided
problems at the end of the chapters in this
text were specially developed by the authors
to help you develop this skill. To work on the
problems, you use the computer-aided
problem (CAP) software that is included on
the Student CD-ROM to Accompany Basic
Marketing shrinkwrapped with this text.
The problems are short descriptions of
decisions faced by marketing managers. Each
description includes information to help make
the decision. With each problem there are
several questions for you to answer. Further,
the Learning Aid for Use with Basic Marketing
includes additional questions related to each
problem.
Although you will use the computer program to do an analysis, most problems ask
you to indicate what decision you would make
and why. Thus, in these problems—as in the
marketing manager’s job—the computer is
just a tool to help you make better decisions.
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Each problem focuses on one or more of the marketing decision areas discussed in the corresponding chapter. The earlier
problems require less marketing knowledge and are simpler in
terms of the analysis involved. The later problems build on the
principles already covered in the text. The problems can be
used in many ways. And the same problem can be analyzed several times for different purposes. Although it is not necessary to
do all of the problems or to do them in a particular order, you
will probably want to start with the ﬁrst problem. This practice
problem is simpler than the others. In fact, you could do the
calculations quite easily without a computer. But this problem
will help you see how the program works and how it can help
you solve the more complicated problems that come later.

Spreadsheet Analysis of Marketing Problems
Marketing managers often use spreadsheet analysis to evaluate their alternatives—and the program for the
computer-aided problems does computerized spreadsheet
analysis. In spreadsheet analysis, costs, revenue, and other data
related to a marketing problem are organized into a data
table—a spreadsheet. The spreadsheet analysis allows you to
change the value of one or more of the variables in the data
table—to see how each change affects the value of other variables. This is possible because the relationships among the
variables are already programmed into the computer. You do
not need to do any programming. Let’s look at an overly simple example.
You are a marketing manager interested in the total revenue that will result from a particular marketing strategy. You
are considering selling your product at $10.00 per unit. You expect to sell 100 units. In our CAP analysis, this problem might
be shown in a (very simple) spreadsheet that looks like this:

Variable
Selling price
Units sold
Total revenue

Value
$10.00
100
$1,000.00

There is only one basic relationship in this spreadsheet: Total revenue is equal to the selling price multiplied by the
number of units sold. If that relationship has been programmed into the computer (as it is in these problems), you
can change the selling price or the number of units you expect
to sell, and the program will automatically compute the new
value for total revenue.
But now you can ask questions like: What if I raise the price
to $10.40 and still sell 100 units? What will happen to total
revenue? To get the answer, all you have to do is enter the new
price in the spreadsheet, and the program will compute the total revenue for you.
You may also want to do many “what-if” analyses—for example, to see how total revenue changes over a range of prices.
Spreadsheet analysis allows you to do this quickly and easily.
For instance, if you want to see what happens to total revenue
as you vary the price between some minimum value (say,

$8.00) and a maximum value (say, $12.00), the program will
provide the results table for a what-if analysis showing total
revenue for 11 different prices in the range from $8.00 to
$12.00.
In a problem like this—with easy numbers and a simple relationship between the variables—the spreadsheet does not
do that much work for you. You could do it in your head. But
with more complicated problems, the spreadsheet makes it
very convenient to more carefully analyze different alternatives or situations.

Using the Program
You don’t have to know about computers or using a spreadsheet to use the computer-aided problems program. It was
designed to be easy to learn and use. The Help button will give
you more detailed information if you need it. But it’s best to
just try things out to see how it works. A mistake won’t hurt
anything.
You’re likely to ﬁnd that it’s quicker and easier to just use
the program than it is to read the instructions—especially if
you’ve used a Windows program before. So you may want to go
ahead and install the CD-ROM on your own computer and try
the practice problem now. Check the label on the CD-ROM
for instructions about how to install the software. It takes just
a few minutes and there’s nothing to it.

The Spreadsheet Is Easy to Use
The spreadsheet software is very easy to use and speciﬁcally
designed for the computer-aided problems. Like the other software on the Student CD-ROM, it follows conventions that
are standard to browser programs (like Microsoft Internet Explorer or Netscape Navigator). If you have used a browser to
surf the Internet, using this will be the same. Even if you have
not used a browser or other Windows software before, using
this program will make it easy for you to learn. However, if you
want more general information about using Microsoft Windows software, you can review the Help ﬁle or tutorial that
comes with the Windows operating system.
As with other browser-based programs, you typically use a
mouse to move around in the program and select options.
When you move the mouse, the cursor (which appears on your
screen as an arrow) also moves. If you move the mouse so that
the cursor is over one of the options on the screen and quickly
press and release the left button on the mouse, the program
will perform the action associated with that option. This
process of using the mouse to position the cursor and then
quickly pressing and releasing the left button is called “clicking” or “selecting.” In these instructions, we’ll refer to this
often. For example, we’ll say things like “click the Results button” or “select a problem from the list.”
Let’s use the ﬁrst problem to illustrate how the program
works.

Start by selecting a problem
When you start the Basic Marketing CD-ROM software, the
ﬁrst screen displayed is a home page with the title of the book
and various options. Click on the label that says CAPs (short
for computer-aided problems).
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The computer-aided problem page will appear, and you will
see a small window in the upper-left corner with the phrase
“Choose a problem by clicking on the arrow.” When you click
the small arrow to the right of that label, a drop-down list of
problems will appear. Select the problem you want to work (in
this case, select the ﬁrst one, “Revenue, Cost, and Proﬁt Relationships”).
Note: When you ﬁrst select a problem, be patient while the
program loads. It may take a minute or so. Once the program
has loaded, calculations are immediate.
Once you select a problem, the problem description window
appears. This is simply a convenient reminder of the problem
description found in this text. (The assignment questions for
each problem are in this book, so it’s useful to have your book
with you at the computer when you’re working on a problem.)
Across the top of the box in which the problem description
appears you will see buttons labeled Description, Spreadsheet,
Results, Graph, and Calculator. After you’ve reviewed the
problem description, click the Spreadsheet button.
Each spreadsheet consists of one or two columns of numbers. Each column and row is labeled. Look at the row and
column labels carefully to see what variable is represented by
the value (number) in the spreadsheet. Study the layout of the
spreadsheet, and get a feel for how it organizes the information
from the problem description. The spreadsheet displays the
starting values for the problem. Keep in mind that sometimes
the problem description does not provide as much detail about
the starting values as is provided in the spreadsheet.
You will see that some of the values in the spreadsheet appear in a highlighted edit box. These are usually values related
to the decision variables in the problem you are solving. You
can change any value (number) that appears in one of these
boxes. When you make a change, the rest of the values (numbers) in that column are recalculated to show how a change in
the value of that one variable affects the others. Think about
how the numbers relate to each other.
Making changes in values is easy. When the spreadsheet
ﬁrst appears your cursor appears as a free-ﬂoating arrow; however, when you pass the cursor over the box for the value that
you want to change the cursor changes to the shape of an Ibeam. When you click on the value in that box you can
change it. Or to move the cursor to a value in a different box,
just click on that box.
When you have selected the box with the value (number)
you want to change, there are different ways to type in your
new number. A good approach is to position the I-beam cursor
before the ﬁrst digit, and while depressing the mouse button drag
the cursor across all of the digits in the number. This will highlight the entire number. Then simply type in the new number
and the old one will be replaced. Alternatively, you can use
other keys to edit the number. For example, you can use the
backspace key to erase digits to the left of the I-beam cursor;
similarly, you can use the Del key to erase digits to the right of
the cursor. Or you can use the arrow keys to move the cursor to
the point where you want to change part of a number. Then
you just type in your change. You may want to experiment to
see which of these editing approaches you like the best.
When you are ﬁnished typing the new number, press the
Enter key and the other values in the spreadsheet will be recalculated to show the effect of your new value. Similarly, the
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other numbers will recalculate if you click on a different box
after you have entered a number.
When you are typing numbers into the edit boxes, you’ll
probably ﬁnd it most convenient to type the numbers and the
decimal point with the keys on the main part of the keyboard
(rather than those on the cursor control pad). For example, a
price of one thousand dollars and 50 cents would be typed as
1000.50 or just 1000.5—using the number keys on the top row
of the keyboard and the period key for the decimal point. Do
not type in the dollar sign or the commas to indicate thousands. Be
careful not to type the letters o or l (lowercase L) instead of the
numbers 0 or 1.
Typing percent values is a possible point of confusion—
since there are different ways to think about a percent. For
example, “ten and a half” percent might be represented by 10.5
or .105. To avoid confusion, the program always expects you to
enter percents using the ﬁrst approach—which is the way percents are discussed in the problems. Thus, if you want to enter
the value for ten and a half percent you would type 10.5.
To help prevent errors, each problem is programmed with a
set of permitted values for each boxed ﬁeld. After you click on
a speciﬁc edit box, the range of permitted values is shown in
the line at the bottom left corner of the spreadsheet window. It
may be useful to explain what we mean by “permitted values.”
For example, if you accidentally type a letter when the computer program expects a number, the entry will turn red and
what you typed will not be accepted. Further, the program
won’t allow you to enter a new value for a variable that is outside of a permitted range of values.
For example, if you try to type 10.00 as the price of a
product, the entry will turn red. (It doesn’t make sense to set
the price as a negative number!) If you make an error, check
what range of values is permitted—and then retype a new
number that is in the permitted range, and press the Enter key
to recompute the spreadsheet. When you have entered a permitted value, the value will no longer appear in red.
Remember that a value on the spreadsheet stays changed
until you change it again. Some of the questions that accompany the problems ask you to evaluate results associated with
different sets of values. It’s good practice to check that you
have entered all the correct values on a spreadsheet before interpreting the results.
In addition to changing values (numbers) on the spreadsheet itself, there are other options on the spreadsheet menu
bar. If you click the Print button, the current spreadsheet will
be printed—assuming of course that a graphics printer is properly hooked up to your computer and that it is conﬁgured for
Windows. Before you select the Print option, make sure that the
printer is turned on and loaded with paper.
Click the Description button to go back and review the
problem description—or you can use the drop-down list again
to select another problem. If you click the Results button, a
new window will appear that shows the results table for a
what-if analysis.

Results of a what-if analysis
The Results button makes it easy for you to study in more
detail the effect of changing the value of a particular variable.
It systematically changes the value of one variable (which you
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select) and displays the effect that variable has on two other
variables. You could do the same thing manually at the spreadsheet—by entering a value for a variable, checking the effect
on other variables, and then repeating the process over and
over again. But the manual approach is time-consuming and
requires you to keep track of the results after each change. A
what-if analysis does all this very quickly and presents the results table summary; you can also print or graph the results
table if you wish.
Now let’s take a step-by-step look at how you can get the
exact what-if analysis that you want. The ﬁrst step is to decide
what variable (value) you want to vary and what result values
you want to see in the results table.
You select the variables for your analysis by simply clicking
the circle (“radio button”) beside the number of interest. Click
the radio button beside the value of the variable in an edit box
that you want to vary. The radio button for the selected value
is ﬁlled in. You can only select one variable to vary at a time.
So if you want to vary some other variable, simply click on
your new selection.
When you select a value to vary, the program computes a
default “suggested” minimum value and maximum value for
the range over which that variable may vary. The minimum
value is usually 20 percent smaller than the value shown on
the spreadsheet, and the maximum value is 20 percent larger.
These default values are used as the minimum and maximum
values to compute the results table for a what-if analysis (when
you click the Results button).
You can also select the two variables that you want to display in the results table of the what-if analysis. Typically, you
will want to display the results (computed values) for variables
that will be affected by the variable you select to vary. Remember the example we used earlier. If you had speciﬁed that
price was going to vary, you might want to display total revenue—to see how it changes at different price levels.
You select a variable to display in the same way that you select the variable you are going to vary. Simply click on the
radio button beside a number on the spreadsheet that is not in
an edit box. Then use this approach to select a second variable
to be displayed in the results table. If you change your mind,
you can click on the radio button for another variable. When
you have completed this step, you will see a solid radio button
next to the variable you chose to vary and solid radio buttons
next to the two variables that you want to display.
Now you can let the computer take over. On the button bar
at the top of the spreadsheet window, click the Results button
and the results table for the what-if analysis will appear. Each
row in the ﬁrst column of the results table will show a different
value for the variable you wanted to vary. The minimum value
will be in the ﬁrst row. The maximum value will be in the bottom row. Evenly spaced values between the minimum and
maximum will be in the middle rows. The other columns show
the calculated results for the values you selected to display.
Each column of values is labeled at the top to identify the column and row from the spreadsheet. The row portion of the
label is a short version of the label from the spreadsheet. The
results are based on the values that were in the spreadsheet

when you selected the Results button—except for the value
you selected to vary.
After the results table is displayed, you have the option to
type in your own minimum value and maximum values in the
edit boxes below the results table. To do that, just use the same
approach you use to enter new values in the spreadsheet.
When you enter a new minimum or maximum, the results
table will be updated based on the new range of values between the minimum and maximum you entered.
At this point you will want to study the results of your
analysis. You can also print a copy of the results table by clicking the Print button. The button bar also shows other
possibilities. For example, if you select the Spreadsheet button, the spreadsheet will reappear. The radio buttons will still
show the values you selected in the previous analysis. From
there you can make additional changes in the values in the
spreadsheet, check the results table for a new what-if analysis,
or select another problem to work. Or you can look at (and
print) a graph of values in the results table for the what-if
analysis.

Viewing a graph of your results
You can create a graph of values in the results table by
clicking the Graph button. The horizontal axis for the graph
will be the variable in the ﬁrst column of the display. The vertical axis on the left side is based on the ﬁrst variable you
selected to display in the results table. The vertical axis on the
right side of the graph is for the second variable. There will be
a line on the graph that corresponds to each axis. When the
graph is displayed, you can select the Print button to print a
copy or you can go back to the spreadsheet and select other
values to vary or select another column to graph.

What to do next
The next section gives additional tips on the program. You
will probably want to look through it after you have done some
work with the practice problem. For now, however, you’re
probably tired of reading instructions. So work a problem or
two. It’s easier and faster to use the program than to read about
it. Give it a try, and don’t be afraid to experiment. If you have
problems, remember that the Help button is available when
you need it.

Some Tips on Using the CAP Program
Resetting the spreadsheet to the initial values
The initial spreadsheet for each problem gives the “starting
values” for the problem. While working a problem, you will often change one or more of the starting values to a new number.
A changed value stays in effect—unless you change it again.
This is a handy feature. But after you make several changes,
you may not be able to remember the starting values. There is
a simple solution—you can click the button to return to the
home page, then click the CAPs label again, and reselect the
problem you want. The spreadsheet will appear with the original set of starting values.

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

Back Matter

Computer−Aided Problems

© The McGraw−Hill
Companies, 2002

Computer-Aided Problems

Checking the computer’s calculations
Some values appear in the spreadsheet as whole numbers,
and others appear with one or more digits to the right of a decimal point. For example, dollar values usually have two digits
to the right of the decimal point—indicating how many cents
are involved. A value indicating, say, number of customers,
however, will appear as a whole number.
When you are doing arithmetic by hand, or with a calculator, you sometimes have to make decisions about how much
detail is necessary. For example, if you divide 13 by 3 the answer is 4.33, 4.333, 4.3333, or perhaps 4.33333, depending on
how important it is to be precise. Usually we round off the
number to keep things manageable. Similarly, computers usually display results after rounding off the numbers. This has the
potential to create confusion and seeming inaccuracy when
many calculations are involved. If the computer uses a lot of
detail in its calculations and then displays intermediate results
after rounding off, the numbers may appear to be inconsistent.
To illustrate this, let’s extend the example above. If you multiply 4.33 times 2640, you get 11431.20. But if you multiply
4.333 by 2640, you get 11439.12. To make it easier for you to
check relationships between the values on a spreadsheet, the
CAP software does not use a lot of hidden detail in calculations. If it rounds off a number to display it in the spreadsheet,
the rounded number is used in subsequent calculations. It
would be easy for the computer to keep track of all of the detail
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in its calculations—but that would make it harder for you to
check the results yourself. If you check the results on a spreadsheet (perhaps with the calculator provided) and ﬁnd that
your numbers are close but do not match exactly, it is probably
because you are making different decisions about rounding
than were programmed into the spreadsheet.
The software was designed and tested to be easy to use
and error free. In fact, it is programmed to help prevent the
user from making typing errors. But it is impossible to anticipate every possible combination of numbers you might
enter—and some combinations of numbers can cause problems. For example, a certain combination of numbers might
result in an instruction for the computer to divide a number
by zero—which is a mathematical impossibility. When a
problem of this sort occurs, the word ERROR will appear in
the spreadsheet (or in the results table for the what-if analysis) instead of a number. If this happens, you should recheck
the numbers in the spreadsheet and redo the analysis—to
make certain that the numbers you typed in were what you
intended. That should straighten out the problem in almost
every case. Yet with any computer program there can be a
hidden bug that only surfaces in unusual situations—or on
certain computers. Thus, if you think you have found a bug,
we would like to know so that we can track down the source
of the difﬁculty.
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Accessories Short-lived capital items—tools and equipment
used in production or ofﬁce activities.
Accumulating Collecting products from many small producers.
Administered channel systems Various channel members
informally agree to cooperate with each other.
Administered prices Consciously set prices aimed at reaching
the ﬁrm’s objectives.
Adoption curve Shows when different groups accept ideas.
Adoption process The steps individuals go through on the
way to accepting or rejecting a new idea.
Advertising Any paid form of nonpersonal presentation of
ideas, goods, or services by an identiﬁed sponsor.
Advertising agencies Specialists in planning and handling
mass-selling details for advertisers.
Advertising allowances Price reductions to ﬁrms in the channel to encourage them to advertise or otherwise promote the
ﬁrm’s products locally.
Advertising managers Managers of their company’s mass-selling effort in television, newspapers, magazines, and other media.
Agent middlemen Wholesalers who do not own (take title to)
the products they sell.
AIDA model Consists of four promotion jobs: (1) to get Attention, (2) to hold Interest, (3) to arouse Desire, and (4) to obtain
Action.
Allowance (accounting term) Occurs when a customer is not
satisﬁed with a purchase for some reason and the seller gives a
price reduction on the original invoice (bill), but the customer
keeps the goods or services.
Allowances Reductions in price given to ﬁnal consumers, customers, or channel members for doing something or accepting
less of something.
Assorting Putting together a variety of products to give a target
market what it wants.
Attitude A person’s point of view toward something.
Auction companies Agent middlemen who provide a place
where buyers and sellers can come together and complete a
transaction.
Automatic vending Selling and delivering products through
vending machines.
Average cost (per unit) The total cost divided by the related
quantity.
Average-cost pricing Adding a reasonable markup to the
average cost of a product.
Average ﬁxed cost (per unit) The total ﬁxed cost divided by
the related quantity.
Average variable cost (per unit) The total variable cost
divided by the related quantity.
Bait pricing Setting some very low prices to attract customers
but trying to sell more expensive models or brands once the customer is in the store.

Balance sheet An accounting statement that shows a company’s assets, liabilities, and net worth.
Basic list prices The prices that ﬁnal customers or users are
normally asked to pay for products.
Basic sales tasks Order-getting, order-taking, and supporting.
Battle of the brands The competition between dealer brands
and manufacturer brands.
Belief A person’s opinion about something.
Benchmarking Picking a basis of comparison for evaluating
how well a job is being done.
Bid pricing Offering a speciﬁc price for each possible job rather
than setting a price that applies for all customers.
Birthrate The number of babies per 1,000 people.
Brand equity The value of a brand’s overall strength in the
market.
Brand familiarity How well customers recognize and accept a
company’s brand.
Brand insistence Customers insist on a ﬁrm’s branded product
and are willing to search for it.
Brand managers Manage speciﬁc products, often taking over
the jobs formerly handled by an advertising manager—sometimes called product managers.
Brand name A word, letter, or a group of words or letters.
Brand nonrecognition Final customers don’t recognize a
brand at all—even though middlemen may use the brand name
for identiﬁcation and inventory control.
Brand preference Target customers usually choose the brand
over other brands, perhaps because of habit or favorable past
experience.
Brand recognition Customers remember the brand.
Brand rejection Potential customers won’t buy a brand—
unless its image is changed.
Branding The use of a name, term, symbol, or design—or a
combination of these—to identify a product.
Break-even analysis An approach to determine whether the
ﬁrm will be able to break even—that is, cover all its costs—with
a particular price.
Break-even point (BEP) The sales quantity where the ﬁrm’s
total cost will just equal its total revenue.
Breakthrough opportunities Opportunities that help innovators develop hard-to-copy marketing strategies that will be very
proﬁtable for a long time.
Brokers Agent middlemen who specialize in bringing buyers
and sellers together.
Bulk-breaking Dividing larger quantities into smaller quantities as products get closer to the ﬁnal market.
Business and organizational customers Any buyers who
buy for resale or to produce other goods and services.
Business products Products meant for use in producing other
products.
G-1
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Buying center All the people who participate in or inﬂuence a
purchase.
Buying function Looking for and evaluating goods and
services.
Capital The money invested in a ﬁrm.
Capital item A long-lasting product that can be used and
depreciated for many years.
Cash-and-carry wholesalers Like service wholesalers, except
that the customer must pay cash.
Cash discounts Reductions in the price to encourage buyers
to pay their bills quickly.
Cash ﬂow statement A ﬁnancial report that forecasts how
much cash will be available after paying expenses.
Catalog showroom retailers Stores that sell several lines out
of a catalog and display showroom with backup inventories.
Catalog wholesalers Sell out of catalogs that may be distributed widely to smaller industrial customers or retailers who
might not be called on by other middlemen.
Central markets Convenient places where buyers and sellers
can meet one-on-one to exchange goods and services.
Chain of supply The complete set of ﬁrms and facilities and
logistics activities that are involved in procuring materials, transforming them into intermediate and ﬁnished products, and
distributing them to customers.
Channel captain A manager who helps direct the activities of a
whole channel and tries to avoid, or solve, channel conﬂicts.
Channel of distribution Any series of ﬁrms or individuals who
participate in the ﬂow of products from producer to ﬁnal user or
consumer.
Close The salesperson’s request for an order.
Clustering techniques Approaches used to try to ﬁnd similar
patterns within sets of data.
Combination export manager A blend of manufacturers’
agent and selling agent—handling the entire export function for
several producers of similar but noncompeting lines.
Combined target market approach Combining two or more
submarkets into one larger target market as a basis for one
strategy.
Combiners Firms that try to increase the size of their target
markets by combining two or more segments.
Communication process A source trying to reach a receiver
with a message.
Comparative advertising Advertising that makes speciﬁc
brand comparisons using actual product names.
Competitive advantage A ﬁrm has a marketing mix that the
target market sees as better than a competitor’s mix.
Competitive advertising Advertising that tries to develop
selective demand for a speciﬁc brand rather than a product category.
Competitive barriers The conditions that may make it difﬁcult, or even impossible, for a ﬁrm to compete in a market.
Competitive bids Terms of sale offered by different suppliers in
response to the buyer’s purchase speciﬁcations.
Competitive environment The number and types of competitors the marketing manager must face, and how they may behave.

Competitive rivals A ﬁrm’s closest competitors.
Competitor analysis An organized approach for evaluating
the strengths and weaknesses of current or potential competitors’
marketing strategies.
Complementary product pricing Setting prices on several
related products as a group.
Components Processed expense items that become part of a
ﬁnished product.
Concept testing Getting reactions from customers about how
well a new product idea ﬁts their needs.
Conﬁdence intervals The range on either side of an estimate
from a sample that is likely to contain the true value for the
whole population.
Consultative selling approach A type of sales presentation
in which the salesperson develops a good understanding of the
individual customer’s needs before trying to close the sale.
Consumer panel A group of consumers who provide information on a continuing basis.
Consumer Product Safety Act A 1972 law that set up the
Consumer Product Safety Commission to encourage more awareness of safety in product design and better quality control.
Consumer products Products meant for the ﬁnal consumer.
Consumer surplus The difference to consumers between the
value of a purchase and the price they pay.
Consumerism A social movement that seeks to increase the
rights and powers of consumers.
Containerization Grouping individual items into an economical shipping quantity and sealing them in protective containers
for transit to the ﬁnal destination.
Continuous improvement A commitment to constantly
make things better one step at a time.
Contract manufacturing Turning over production to others
while retaining the marketing process.
Contractual channel systems Various channel members
agree by contract to cooperate with each other.
Contribution-margin approach A cost analysis approach in
which all costs are not allocated in all situations.
Control The feedback process that helps the marketing manager learn (1) how ongoing plans and implementation are
working and (2) how to plan for the future.
Convenience (food) stores A convenience-oriented variation of the conventional limited-line food stores.
Convenience products Products a consumer needs but isn’t
willing to spend much time or effort shopping for.
Cooperative advertising Middlemen and producers sharing
in the cost of ads.
Cooperative chains Retailer-sponsored groups, formed by
independent retailers, to run their own buying organizations and
conduct joint promotion efforts.
Copy thrust What the words and illustrations of an ad should
communicate.
Corporate chain A ﬁrm that owns and manages more than
one store—and often it’s many.
Corporate channel systems Corporate ownership all along
the channel.

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

Back Matter

Glossary

© The McGraw−Hill
Companies, 2002

Glossary
Corrective advertising Ads to correct deceptive advertising.
Cost of sales Total value (at cost) of the sales during the
period.
Countertrade A special type of bartering in which products
from one country are traded for products from another country.
Cues Products, signs, ads, and other stimuli in the
environment.
Cultural and social environment Affects how and why people live and behave as they do.
Culture The whole set of beliefs, attitudes, and ways of doing
things of a reasonably homogeneous set of people.
Cumulative quantity discounts Reductions in price for larger
purchases over a given period, such as a year.
Customer relationship management (CRM) An approach
where the seller ﬁne-tunes the marketing effort with information
from a detailed customer database.
Customer satisfaction The extent to which a ﬁrm fulﬁlls a
consumer’s needs, desires, and expectations.
Customer service level How rapidly and dependably a ﬁrm
can deliver what customers want.
Customer value The difference between the beneﬁts a customer sees from a market offering and the costs of obtaining
those beneﬁts.
Data warehouse A place where databases are stored so that
they are available when needed.
Dealer brands Brands created by middlemen—sometimes
referred to as private brands.
Debt ﬁnancing Borrowing money based on a promise to repay
the loan, usually within a ﬁxed time period and with a speciﬁc
interest charge.
Decision support system (DSS) A computer program that
makes it easy for marketing managers to get and use information
as they are making decisions.
Decoding The receiver in the communication process translating the message.
Demand-backward pricing Setting an acceptable ﬁnal consumer price and working backward to what a producer can
charge.
Demand curve A graph of the relationship between price and
quantity demanded in a market—assuming all other things stay
the same.
Department stores Larger stores that are organized into many
separate departments and offer many product lines.
Derived demand Demand for business products derives from
the demand for ﬁnal consumer products.
Determining dimensions The dimensions that actually affect
the customer’s purchase of a speciﬁc product or brand in a productmarket.
Differentiation The marketing mix is distinct from and better
than what’s available from a competitor.
Direct marketing Direct communication between a seller and
an individual customer using a promotion method other than
face-to-face personal selling.
Direct type advertising Competitive advertising that aims for
immediate buying action.

G-3

Discount houses Stores that sell hard goods (cameras, TVs,
appliances) at substantial price cuts to customers who go to discounter’s low-rent store, pay cash, and take care of any service or
repair problems themselves.
Discounts Reductions from list price given by a seller to buyers, who either give up some marketing function or provide the
function themselves.
Discrepancy of assortment The difference between the lines
a typical producer makes and the assortment ﬁnal consumers or
users want.
Discrepancy of quantity The difference between the quantity
of products it is economical for a producer to make and the
quantity ﬁnal users or consumers normally want.
Discretionary income What is left of disposable income after
paying for necessities.
Disposable income Income that is left after taxes.
Dissonance Tension caused by uncertainty about the rightness
of a decision.
Distribution center A special kind of warehouse designed to
speed the ﬂow of goods and avoid unnecessary storing costs.
Diversiﬁcation Moving into totally different lines of business—perhaps entirely unfamiliar products, markets, or even
levels in the production-marketing system.
Door-to-door selling Going directly to the consumer’s home.
Drive A strong stimulus that encourages action to reduce a
need.
Drop-shippers Wholesalers who own (take title to) the products they sell but do not actually handle, stock, or deliver them.
Dual distribution When a producer uses several competing
channels to reach the same target market—perhaps using several
middlemen in addition to selling directly.
Dumping Pricing a product sold in a foreign market below the
cost of producing it or at a price lower than in its domestic
market.
Early adopters The second group in the adoption curve to
adopt a new product; these people are usually well respected by
their peers and often are opinion leaders.
Early majority A group in the adoption curve that avoids risk
and waits to consider a new idea until many early adopters try it
and like it.
E-commerce Exchanges between individuals or organizations—and activities that facilitate those exchanges—based on
applications of information technology.
Economic and technological environment Affects the way
ﬁrms, and the whole economy, use resources.
Economic buyers People who know all the facts and logically
compare choices in terms of cost and value received—to get the
greatest satisfaction from spending their time and money.
Economic needs Needs concerned with making the best use
of a consumer’s time and money—as the consumer judges it.
Economic system The way an economy organizes to use scarce
resources to produce goods and services and distribute them for
consumption by various people and groups in the society.
Economies of scale As a company produces larger numbers
of a particular product, the cost for each of these products
goes down.
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Elastic demand If prices are dropped, the quantity demanded
will stretch enough to increase total revenue.
Elastic supply The quantity supplied does stretch more if the
price is raised.
Electronic data interchange (EDI) An approach that puts
information in a standardized format easily shared between different computer systems.
Emergency products Products that are purchased immediately when the need is great.
Empowerment Giving employees the authority to correct a
problem without ﬁrst checking with management.
Empty nesters People whose children are grown and who are
now able to spend their money in other ways.
Encoding The source in the communication process deciding
what it wants to say and translating it into words or symbols that
will have the same meaning to the receiver.
Equilibrium point The quantity and the price sellers are willing to offer are equal to the quantity and price that buyers are
willing to accept.
Everyday low pricing Setting a low list price rather than relying on a high list price that frequently changes with various
discounts or allowances.
Exclusive distribution Selling through only one middleman
in a particular geographic area.
Expectation An outcome or event that a person anticipates or
looks forward to.
Expense item A product whose total cost is treated as a business expense in the period it’s purchased.
Expenses All the remaining costs that are subtracted from the
gross margin to get the net proﬁt.
Experience curve pricing Average-cost pricing using an estimate of future average costs.
Experimental method A research approach in which
researchers compare the responses of two or more groups that are
similar except on the characteristic being tested.
Export agents Manufacturers’ agents who specialize in export
trade.
Export brokers Brokers who specialize in bringing together
buyers and sellers from different countries.
Exporting Selling some of what the ﬁrm produces to foreign
markets.
Extensive problem solving The type of problem solving consumers use for a completely new or important need—when they
put much effort into deciding how to satisfy it.
Facilitators Firms that provide one or more of the marketing
functions other than buying or selling.
Factor A variable that shows the relation of some other variable to the item being forecast.
Factor method An approach to forecast sales by ﬁnding a relation between the company’s sales and some other factor (or
factors).
Fad An idea that is fashionable only to certain groups who are
enthusiastic about it—but these groups are so ﬁckle that a fad is
even more short-lived than a regular fashion.
Family brand A brand name that is used for several products.

Farm products Products grown by farmers, such as oranges,
wheat, sugar cane, cattle, poultry, eggs, and milk.
Fashion Currently accepted or popular style.
Federal Fair Packaging and Labeling Act A 1966 law
requiring that consumer goods be clearly labeled in easy-tounderstand terms.
Federal Trade Commission (FTC) Federal government
agency that polices antimonopoly laws.
Financing Provides the necessary cash and credit to produce,
transport, store, promote, sell, and buy products.
Fishbone diagram A visual aid that helps organize cause and
effect relationships for “things gone wrong.”
Fixed-cost (FC) contribution per unit The selling price per
unit minus the variable cost per unit.
Flexible-price policy Offering the same product and quantities to different customers at different prices.
F.O.B. A transportation term meaning free on board some vehicle at some point.
Focus group interview An interview of 6 to 10 people in an
informal group setting.
Foreign Corrupt Practices Act A law passed by the U.S.
Congress in 1977 that prohibits U.S. ﬁrms from paying bribes to
foreign ofﬁcials.
Form utility Provided when someone produces something tangible.
Franchise operation A franchisor develops a good marketing
strategy, and the retail franchise holders carry out the strategy in
their own units.
Freight absorption pricing Absorbing freight cost so that a
ﬁrm’s delivered price meets the nearest competitor’s.
Freight forwarders Transportation wholesalers who combine
the small shipments of many shippers into more economical
shipping quantities.
Full-cost approach All costs are allocated to products, customers, or other categories.
Full-line pricing Setting prices for a whole line of products.
Functional accounts The categories to which various costs
are charged to show the purpose for which expenditures are
made.
General merchandise wholesalers Service wholesalers who
carry a wide variety of nonperishable items such as hardware,
electrical supplies, plumbing supplies, furniture, drugs, cosmetics,
and automobile equipment.
General stores Early retailers who carried anything they could
sell in reasonable volume.
Generic market A market with broadly similar needs—and
sellers offering various and often diverse ways of satisfying those
needs.
Generic products Products that have no brand at all other
than identiﬁcation of their contents and the manufacturer or
middleman.
Gross margin (gross proﬁt) The money left to cover the
expenses of selling the products and operating the business.
Gross national product (GNP) The total market value of
goods and services produced in an economy in a year.
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Gross sales The total amount charged to all customers during
some time period.

ISO 9000 A way for a supplier to document its quality procedures according to internationally recognized standards.

Heterogeneous shopping products Shopping products the
customer sees as different and wants to inspect for quality and
suitability.
Homogeneous shopping products Shopping products the
customer sees as basically the same and wants at the lowest price.
Hypermarkets Very large stores that try to carry not only food
and drug items but all goods and services that the consumer purchases routinely (also called supercenters).
Hypotheses Educated guesses about the relationships between
things or about what will happen in the future.

Job description A written statement of what a salesperson is
expected to do.
Joint venturing In international marketing, a domestic ﬁrm
entering into a partnership with a foreign ﬁrm.
Jury of executive opinion Forecasting by combining the
opinions of experienced executives—perhaps from marketing,
production, ﬁnance, purchasing, and top management.
Just-in-time delivery Reliably getting products there just
before the customer needs them.

Iceberg principle Much good information is hidden in summary data.
Ideal market exposure When a product is available widely
enough to satisfy target customers’ needs but not exceed them.
Implementation Putting marketing plans into operation.
Import agents Manufacturers’ agents who specialize in import
trade.
Import brokers Brokers who specialize in bringing together
buyers and sellers from different countries.
Impulse products Products that are bought quickly as
unplanned purchases because of a strongly felt need.
Indices Statistical combinations of several time series used to
ﬁnd some time series that will lead the series to be forecast.
Indirect type advertising Competitive advertising that points
out product advantages—to affect future buying decisions.
Individual brands Separate brand names used for each product.
Individual product A particular product within a product line.
Inelastic demand Although the quantity demanded increases
if the price is decreased, the quantity demanded will not stretch
enough to avoid a decrease in total revenue.
Inelastic supply The quantity supplied does not stretch much
(if at all) if the price is raised.
Innovation The development and spread of new ideas and
products.
Innovators The ﬁrst group to adopt new products.
Installations Important capital items such as buildings, land
rights, and major equipment.
Institutional advertising Advertising that tries to promote an
organization’s image, reputation, or ideas rather than a speciﬁc
product.
Integrated marketing communications The intentional
coordination of every communication from a ﬁrm to a target customer to convey a consistent and complete message.
Intensive distribution Selling a product through all responsible and suitable wholesalers or retailers who will stock and/or sell
the product.
Intermediary A middleman.
Internet A system for linking computers around the world.
Intranet A system for linking computers within a company.
Introductory price dealing Temporary price cuts to speed new
products into a market.
Inventory The amount of goods being stored.

Laggards Prefer to do things the way they have been done in
the past and are very suspicious of new ideas—sometimes called
nonadopters—see adoption curve.
Lanham Act A 1946 law that spells out what kinds of marks
(including brand names) can be protected and the exact method
of protecting them.
Late majority A group of adopters who are cautious about new
ideas—see adoption curve.
Law of diminishing demand If the price of a product is
raised, a smaller quantity will be demanded—and if the price of
a product is lowered, a greater quantity will be demanded.
Leader pricing Setting some very low prices—real bargains—
to get customers into retail stores.
Leading series A time series that changes in the same direction but ahead of the series to be forecast.
Learning A change in a person’s thought processes caused by
prior experience.
Licensed brand A well-known brand that sellers pay a fee to use.
Licensing Selling the right to use some process, trademark,
patent, or other right for a fee or royalty.
Lifestyle analysis The analysis of a person’s day-to-day pattern
of living as expressed in that person’s Activities, Interests, and
Opinions—sometimes referred to as AIOs or psychographics.
Limited-function wholesalers Merchant wholesalers who
provide only some wholesaling functions.
Limited-line stores Stores that specialize in certain lines of
related products rather than a wide assortment—sometimes
called single-line stores.
Limited problem solving When a consumer is willing to put
some effort into deciding the best way to satisfy a need.
Logistics The transporting, storing, and handling of goods to
match target customers’ needs with a ﬁrm’s marketing mix—
both within individual ﬁrms and along a channel of distribution
(i.e., another name for physical distribution).
Long-run target return pricing Pricing to cover all costs and
over the long run achieve an average target return.
Low-involvement purchases Purchases that have little
importance or relevance for the customer.
Macro-marketing A social process that directs an economy’s
ﬂow of goods and services from producers to consumers in a way
that effectively matches supply and demand and accomplishes
the objectives of society.
Magnuson-Moss Act A 1975 law requiring that producers provide a clearly written warranty if they choose to offer any warranty.
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Major accounts sales force Salespeople who sell directly to
large accounts such as major retail chain stores.
Management contracting The seller provides only management skills—others own the production and distribution
facilities.
Manufacturer brands Brands created by producers.
Manufacturers’ agents Agent middlemen who sell similar
products for several noncompeting producers for a commission
on what is actually sold.
Manufacturers’ sales branches Separate warehouses that
producers set up away from their factories.
Marginal analysis Evaluating the change in total revenue and
total cost from selling one more unit to ﬁnd the most proﬁtable
price and quantity.
Marginal cost The change in total cost that results from producing one more unit.
Marginal proﬁt Proﬁt on the last unit sold.
Marginal revenue The change in total revenue that results
from the sale of one more unit of a product.
Markdown A retail price reduction that is required because
customers won’t buy some item at the originally marked-up
price.
Markdown ratio A tool used by many retailers to measure the
efﬁciency of various departments and their whole business.
Market A group of potential customers with similar needs who
are willing to exchange something of value with sellers offering
various goods and/or services—that is, ways of satisfying those
needs.
Market development Trying to increase sales by selling
present products in new markets.
Market-directed economic system The individual decisions
of the many producers and consumers make the macro-level
decisions for the whole economy.
Market growth A stage of the product life cycle when industry
sales grow fast—but industry proﬁts rise and then start falling.
Market information function The collection, analysis, and
distribution of all the information needed to plan, carry out, and
control marketing activities.
Market introduction A stage of the product life cycle when
sales are low as a new idea is ﬁrst introduced to a market.
Market maturity A stage of the product life cycle when industry sales level off and competition gets tougher.
Market penetration Trying to increase sales of a ﬁrm’s present
products in its present markets—probably through a more
aggressive marketing mix.
Market potential What a whole market segment might buy.
Market segment A relatively homogeneous group of customers who will respond to a marketing mix in a similar way.
Market segmentation A two-step process of (1) naming broad
product-markets and (2) segmenting these broad product-markets
in order to select target markets and develop suitable marketing
mixes.
Marketing audit A systematic, critical, and unbiased review
and appraisal of the basic objectives and policies of the marketing function and of the organization, methods, procedures, and
people employed to implement the policies.

Marketing company era A time when, in addition to shortrun marketing planning, marketing people develop long-range
plans—sometimes 5 or more years ahead—and the whole company effort is guided by the marketing concept.
Marketing concept The idea that an organization should aim
all its efforts at satisfying its customers—at a proﬁt.
Marketing department era A time when all marketing
activities are brought under the control of one department to
improve short-run policy planning and to try to integrate the
ﬁrm’s activities.
Marketing ethics The moral standards that guide marketing
decisions and actions.
Marketing information system (MIS) An organized way of
continually gathering, accessing, and analyzing information that
marketing managers need to make decisions.
Marketing management process The process of (1) planning
marketing activities, (2) directing the implementation of the
plans, and (3) controlling these plans.
Marketing mix The controllable variables that the company
puts together to satisfy a target group.
Marketing model A statement of relationships among marketing variables.
Marketing orientation Trying to carry out the marketing
concept.
Marketing plan A written statement of a marketing strategy
and the time-related details for carrying out the strategy.
Marketing program Blends all of the ﬁrm’s marketing plans
into one big plan.
Marketing research Procedures to develop and analyze new
information to help marketing managers make decisions.
Marketing research process A ﬁve-step application of the
scientiﬁc method that includes (1) deﬁning the problem,
(2) analyzing the situation, (3) getting problem-speciﬁc data,
(4) interpreting the data, and (5) solving the problem.
Marketing strategy Speciﬁes a target market and a related
marketing mix.
Markup A dollar amount added to the cost of products to get
the selling price.
Markup chain The sequence of markups ﬁrms use at different
levels in a channel—determining the price structure in the
whole channel.
Markup (percent) The percentage of selling price that is added
to the cost to get the selling price.
Mass customization Tailoring the principles of mass production to meet the unique needs of individual customers.
Mass marketing The typical production-oriented approach
that vaguely aims at everyone with the same marketing mix.
Mass-merchandisers Large, self-service stores with many
departments that emphasize soft goods (housewares, clothing,
and fabrics) and staples (like health and beauty aids) and selling
on lower margins to get faster turnover.
Mass-merchandising concept The idea that retailers should
offer low prices to get faster turnover and greater sales volume by
appealing to larger numbers.
Mass selling Communicating with large numbers of potential
customers at the same time.
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Merchant wholesalers Wholesalers who own (take title to)
the products they sell.
Message channel The carrier of the message.
Metropolitan Statistical Area (MSA) An integrated economic and social unit with a large population nucleus.
Micro-macro dilemma What is good for some producers and
consumers may not be good for society as a whole.
Micro-marketing The performance of activities that seek to
accomplish an organization’s objectives by anticipating customer
or client needs and directing a ﬂow of need-satisfying goods and
services from producer to customer or client.
Middleman Someone who specializes in trade rather than production, sometimes called an intermediary.
Mission statement Sets out the organization’s basic purpose
for being.
Missionary salespeople Supporting salespeople who work
for producers by calling on their middlemen and their
customers.
Modiﬁed rebuy The in-between process where some review of
the buying situation is done—though not as much as in newtask buying or as little as in straight rebuys.
Monopolistic competition A market situation that develops
when a market has (1) different (heterogeneous) products and
(2) sellers who feel they do have some competition in this
market.
Multinational corporations Firms that have a direct investment in several countries and run their businesses depending on
the choices available anywhere in the world.
Multiple buying inﬂuence Several people share in making a
purchase decision—perhaps even top management.
Multiple target market approach Segmenting the market
and choosing two or more segments, then treating each as a separate target market needing a different marketing mix.
Nationalism An emphasis on a country’s interests before
everything else.
Natural accounts The categories to which various costs are
charged in the normal ﬁnancial accounting cycle.
Natural products Products that occur in nature—such as ﬁsh
and game, timber and maple syrup, and copper, zinc, iron ore,
oil, and coal.
Needs The basic forces that motivate a person to do something.
Negotiated contract buying Agreeing to a contract that
allows for changes in the purchase arrangements.
Negotiated price A price that is set based on bargaining
between the buyer and seller.
Net An invoice term meaning that payment for the face value
of the invoice is due immediately—also see cash discounts.
Net proﬁt What the company earns from its operations during
a particular period.
Net sales The actual sales dollars the company receives.
New product A product that is new in any way for the company concerned.
New-task buying When an organization has a new need and
the buyer wants a great deal of information.

G-7

New unsought products Products offering really new ideas
that potential customers don’t know about yet.
Noise Any distraction that reduces the effectiveness of the
communication process.
Nonadopters Prefer to do things the way they have been done
in the past and are very suspicious of new ideas—sometimes
called laggards—see adoption curve.
Noncumulative quantity discounts Reductions in price
when a customer purchases a larger quantity on an individual
order.
Nonprice competition Aggressive action on one or more of
the Ps other than Price.
North American Free Trade Agreement (NAFTA) Lays out a
plan to reshape the rules of trade among the U.S., Canada, and
Mexico.
North American Industry Classiﬁcation System (NAICS)
codes Codes used to identify groups of ﬁrms in similar lines of
business.
Odd-even pricing Setting prices that end in certain numbers.
Oligopoly A special market situation that develops when a
market has (1) essentially homogeneous products, (2) relatively
few sellers, and (3) fairly inelastic industry demand curves.
One-price policy Offering the same price to all customers who
purchase products under essentially the same conditions and in
the same quantities.
Open to buy A buyer has budgeted funds that he can spend
during the current time period.
Operating ratios Ratios of items on the operating statement to
net sales.
Operating statement A simple summary of the ﬁnancial
results of a company’s operations over a speciﬁed period of time.
Operational decisions Short-run decisions to help implement
strategies.
Opinion leader A person who inﬂuences others.
Order getters Salespeople concerned with establishing relationships with new customers and developing new business.
Order-getting Seeking possible buyers with a well-organized
sales presentation designed to sell a good, service, or idea.
Order takers Salespeople who sell to the regular or established
customers, complete most sales transactions, and maintain relationships with their customers.
Order-taking The routine completion of sales made regularly
to the target customers.
Packaging Promoting, protecting and enhancing the product.
Pareto chart A graph that shows the number of times a problem cause occurs, with problem causes ordered from most
frequent to least frequent.
Penetration pricing policy Trying to sell the whole market at
one low price.
Perception How we gather and interpret information from the
world around us.
Performance analysis Analysis that looks for exceptions or
variations from planned performance.
Performance index A number that shows the relation of one
value to another.

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

G-8

Back Matter

Glossary

© The McGraw−Hill
Companies, 2002

Glossary

Personal needs An individual’s need for personal satisfaction
unrelated to what others think or do.
Personal selling Direct spoken communication between sellers and potential customers, usually in person but sometimes
over the telephone.
Phony list prices Misleading prices that customers are shown
to suggest that the price they are to pay has been discounted
from list.
Physical distribution (PD) The transporting, storing, and
handling of goods to match target customers’ needs with a ﬁrm’s
marketing mix—both within individual ﬁrms and along a channel of distribution (i.e., another name for logistics).
Physical distribution (PD) concept All transporting, storing,
and product-handling activities of a business and a whole channel system should be coordinated as one system that seeks to
minimize the cost of distribution for a given customer service
level.
Physiological needs Biological needs such as the need for
food, drink, rest, and sex.
Piggyback service Loading truck trailers or ﬂat-bed trailers
carrying containers on railcars to provide both speed and ﬂexibility.
Pioneering advertising Advertising that tries to develop primary demand for a product category rather than demand for a
speciﬁc brand.
Place Making goods and services available in the right quantities and locations—when customers want them.
Place utility Having the product available where the customer
wants it.
Planned economic system Government planners decide
what and how much is to be produced and distributed by whom,
when, to whom, and why.
Population In marketing research, the total group you are
interested in.
Portfolio management Treats alternative products, divisions,
or strategic business units (SBUs) as though they are stock
investments to be bought and sold using ﬁnancial criteria.
Positioning An approach that refers to how customers think
about proposed and/or present brands in a market.
Possession utility Obtaining a good or service and having the
right to use or consume it.
Prepared sales presentation A memorized presentation that
is not adapted to each individual customer.
Prestige pricing Setting a rather high price to suggest high
quality or high status.
Price The amount of money that is charged for “something” of
value.
Price discrimination Injuring competition by selling the same
products to different buyers at different prices.
Price ﬁxing Competitors illegally getting together to raise,
lower, or stabilize prices.
Price leader A seller who sets a price that all others in the
industry follow.
Price lining Setting a few price levels for a product line and
then marking all items at these prices.
Primary data Information speciﬁcally collected to solve a current problem.

Primary demand Demand for the general product idea, not
just the company’s own brand.
Private brands Brands created by middlemen—sometimes
referred to as dealer brands.
Private warehouses Storing facilities owned or leased by
companies for their own use.
Product The need-satisfying offering of a ﬁrm.
Product advertising Advertising that tries to sell a speciﬁc
product.
Product assortment The set of all product lines and individual products that a ﬁrm sells.
Product-bundle pricing Setting one price for a set of products.
Product development Offering new or improved products for
present markets.
Product liability The legal obligation of sellers to pay damages
to individuals who are injured by defective or unsafe products.
Product life cycle The stages a new product idea goes through
from beginning to end.
Product line A set of individual products that are closely
related.
Product managers Manage speciﬁc products, often taking
over the jobs formerly handled by an advertising manager—
sometimes called brand managers.
Product-market A market with very similar needs—and sellers offering various close substitute ways of satisfying those needs.
Production Actually making goods or performing services.
Production capacity The ability to produce a certain quantity
and quality of speciﬁc goods or services.
Production era A time when a company focuses on production of a few speciﬁc products—perhaps because few of these
products are available in the market.
Production orientation Making whatever products are easy to
produce and then trying to sell them.
Professional services Specialized services that support a
ﬁrm’s operations.
Proﬁt maximization objective An objective to get as much
proﬁt as possible.
Promotion Communicating information between seller and
potential buyer or others in the channel to inﬂuence attitudes
and behavior.
Prospecting Following all the leads in the target market to
identify potential customers.
Psychographics The analysis of a person’s day-to-day pattern
of living as expressed in that person’s Activities, Interests, and
Opinions—sometimes referred to as AIOs or lifestyle analysis.
Psychological pricing Setting prices that have special appeal
to target customers.
Public relations Communication with noncustomers—including labor, public interest groups, stockholders, and the
government.
Public warehouses Independent storing facilities.
Publicity Any unpaid form of nonpersonal presentation of ideas,
goods, or services.
Pulling Using promotion to get consumers to ask middlemen
for the product.
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Qualifying dimensions The dimensions that are relevant to
including a customer type in a product-market.
Qualitative research Seeks in-depth, open-ended responses,
not yes or no answers.
Quality A product’s ability to satisfy a customer’s needs or
requirements.
Quantitative research Seeks structured responses that can be
summarized in numbers—like percentages, averages, or other
statistics.
Quantity discounts Discounts offered to encourage customers
to buy in larger amounts.
Quotas The speciﬁc quantities of products that can move in or
out of a country.

Reminder advertising Advertising to keep the product’s name
before the public.
Requisition A request to buy something.
Research proposal A plan that speciﬁes what marketing
research information will be obtained and how.
Resident buyers Independent buying agents who work in central markets for several retailer or wholesaler customers based in
outlying areas or other countries.
Response An effort to satisfy a drive.
Response rate The percent of people contacted in a research
sample who complete the questionnaire.
Retailing All of the activities involved in the sale of products
to ﬁnal consumers.
Return When a customer sends back purchased products.
Return on assets (ROA) The ratio of net proﬁt (after taxes)
to the assets used to make the net proﬁt—multiplied by 100 to
get rid of decimals.
Return on investment (ROI) Ratio of net proﬁt (after taxes)
to the investment used to make the net proﬁt—multiplied by
100 to get rid of decimals.
Reverse channels Channels used to retrieve products that
customers no longer want.
Risk taking Bearing the uncertainties that are part of the marketing process.
Robinson-Patman Act A 1936 law that makes illegal any
price discrimination if it injures competition.
Routinized response behavior When consumers regularly
select a particular way of satisfying a need when it occurs.
Rule for maximizing proﬁt The highest proﬁt is earned at the
price where marginal cost is just less than or equal to marginal
revenue.

Rack jobbers Merchant wholesalers who specialize in hard-tohandle assortments of products that a retailer doesn’t want to
manage—and they often display the products on their own wire
racks.
Random sampling Each member of the research population
has the same chance of being included in the sample.
Raw materials Unprocessed expense items—such as logs, iron
ore, wheat, and cotton—that are moved to the next production
process with little handling.
Rebates Refunds to consumers after a purchase.
Receiver The target of a message in the communication
process, usually a potential customer.
Reciprocity Trading sales for sales—that is, “if you buy from
me, I’ll buy from you.”
Reference group The people to whom an individual looks
when forming attitudes about a particular topic.
Reference price The price a consumer expects to pay.
Regrouping activities Adjusting the quantities and/or assortments of products handled at each level in a channel of distribution.
Regularly unsought products Products that stay unsought
but not unbought forever.
Reinforcement Occurs in the learning process when the consumer’s response is followed by satisfaction—that is, reduction in
the drive.

Safety needs Needs concerned with protection and physical
well-being.
Sale price A temporary discount from the list price.
Sales analysis A detailed breakdown of a company’s sales records.
Sales decline A stage of the product life cycle when new products replace the old.
Sales era A time when a company emphasizes selling because
of increased competition.
Sales forecast An estimate of how much an industry or ﬁrm
hopes to sell to a market segment.
Sales managers Managers concerned with managing personal
selling.
Sales-oriented objective An objective to get some level of
unit sales, dollar sales, or share of market—without referring to
proﬁt.
Sales presentation A salesperson’s effort to make a sale or
address a customer’s problem.
Sales promotion Those promotion activities—other than
advertising, publicity, and personal selling—that stimulate interest, trial, or purchase by ﬁnal customers or others in the channel.
Sales promotion managers Managers of their company’s
sales promotion effort.
Sales quota The speciﬁc sales or proﬁt objective a salesperson
is expected to achieve.

Purchase discount A reduction of the original invoice
amount for some business reason.
Purchasing managers Buying specialists for their employers.
Purchasing speciﬁcations A written (or electronic) description of what the ﬁrm wants to buy.
Pure competition A market situation that develops when a
market has (1) homogeneous (similar) products, (2) many buyers
and sellers who have full knowledge of the market, and (3) ease
of entry for buyers and sellers.
Pure subsistence economy Each family unit produces
everything it consumes.
Push money (or prize money) allowances Allowances
(sometimes called PMs or spiffs) given to retailers by manufacturers or wholesalers to pass on to the retailers’ salesclerks for
aggressively selling certain items.
Pushing Using normal promotion effort—personal selling,
advertising, and sales promotion—to help sell the whole marketing mix to possible channel members.
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Sales territory A geographic area that is the responsibility of
one salesperson or several working together.
Sample A part of the relevant population.
Scientiﬁc method A decision-making approach that focuses on
being objective and orderly in testing ideas before accepting them.
Scrambled merchandising Retailers carrying any product
lines that they think they can sell proﬁtably.
Search engine A computer program that helps a marketing
manager ﬁnd information that is needed.
Seasonal discounts Discounts offered to encourage buyers to
buy earlier than present demand requires.
Secondary data Information that has been collected or published already.
Segmenters Aim at one or more homogeneous segments and
try to develop a different marketing mix for each segment.
Segmenting An aggregating process that clusters people with
similar needs into a market segment.
Selective demand Demand for a company’s own brand rather
than a product category.
Selective distribution Selling through only those middlemen
who will give the product special attention.
Selective exposure Our eyes and minds seek out and notice
only information that interests us.
Selective perception People screen out or modify ideas, messages, and information that conﬂict with previously learned
attitudes and beliefs.
Selective retention People remember only what they want to
remember.
Selling agents Agent middlemen who take over the whole
marketing job of producers, not just the selling function.
Selling formula approach A sales presentation that starts
with a prepared presentation outline—much like the prepared
approach—and leads the customer through some logical steps to
a ﬁnal close.
Selling function Promoting the product.
Senior citizens People over 65.
Service A deed performed by one party for another.
Service mark Those words, symbols, or marks that are legally
registered for use by a single company to refer to a service offering.
Service wholesalers Merchant wholesalers who provide all
the wholesaling functions.
Shopping products Products that a customer feels are worth
the time and effort to compare with competing products.
Simple trade era A time when families traded or sold their
surplus output to local middlemen who resold these goods to
other consumers or distant middlemen.
Single-line (or general-line) wholesalers Service wholesalers who carry a narrower line of merchandise than general
merchandise wholesalers.
Single-line stores Stores that specialize in certain lines of
related products rather than a wide assortment—sometimes
called limited-line stores.
Single target market approach Segmenting the market and
picking one of the homogeneous segments as the ﬁrm’s target
market.

Situation analysis An informal study of what information is
already available in the problem area.
Skimming price policy Trying to sell the top of the market—
the top of the demand curve—at a high price before aiming at
more price-sensitive customers.
Social class A group of people who have approximately equal
social position as viewed by others in the society.
Social needs Needs concerned with love, friendship, status,
and esteem—things that involve a person’s interaction with others.
Social responsibility A ﬁrm’s obligation to improve its positive effects on society and reduce its negative effects.
Sorting Separating products into grades and qualities desired by
different target markets.
Source The sender of a message.
Specialty products Consumer products that the customer
really wants and makes a special effort to ﬁnd.
Specialty shop A type of conventional limited-line store—
usually small and with a distinct personality.
Specialty wholesalers Service wholesalers who carry a very
narrow range of products and offer more information and service
than other service wholesalers.
Spreadsheet analysis Organizing costs, sales, and other information into a data table to show how changing the value of one
or more numbers affects the other numbers.
Standardization and grading Sorting products according to
size and quality.
Staples Products that are bought often, routinely, and without
much thought.
Statistical packages Easy-to-use computer programs that analyze data.
Status quo objectives “Don’t-rock-the-pricing-boat” objectives.
Stock A share in the ownership of a company.
Stocking allowances Allowances given to middlemen to get
shelf space for a product—sometimes called slotting allowances.
Stockturn rate The number of times the average inventory is
sold during a year.
Storing The marketing function of holding goods.
Storing function Holding goods until customers need them.
Straight rebuy A routine repurchase that may have been made
many times before.
Strategic business unit (SBU) An organizational unit
(within a larger company) that focuses its efforts on some product-markets and is treated as a separate proﬁt center.
Strategic (management) planning The managerial process of
developing and maintaining a match between an organization’s
resources and its market opportunities.
Substitutes Products that offer the buyer a choice.
Supercenters Very large stores that try to carry not only food
and drug items, but all goods and services that the consumer purchases routinely (also called hypermarkets).
Supermarkets Large stores specializing in groceries—with selfservice and wide assortments.
Supplies Expense items that do not become part of a ﬁnished
product.
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Supply curve The quantity of products that will be supplied at
various possible prices.
Supporting salespeople Salespeople who help the orderoriented salespeople but don’t try to get orders themselves.
S.W.O.T. analysis Identiﬁes and lists the ﬁrm’s strengths and
weaknesses and its opportunities and threats.
Target market A fairly homogeneous (similar) group of customers to whom a company wishes to appeal.
Target marketing A marketing mix is tailored to ﬁt some speciﬁc target customers.
Target return objective A speciﬁc level of proﬁt as an
objective.
Target return pricing Pricing to cover all costs and achieve a
target return.
Tariffs Taxes on imported products.
Task method An approach to developing a budget—basing
the budget on the job to be done.
Task transfer Using telecommunications to move service operations to places where there are pools of skilled workers.
Task utility Provided when someone performs a task for
someone else—for instance, when a bank handles ﬁnancial
transactions.
Team selling Different sales reps working together on a speciﬁc
account.
Technical specialists Supporting salespeople who provide
technical assistance to order-oriented salespeople.
Technology The application of science to convert an economy’s resources to output.
Telemarketing Using the telephone to call on customers or
prospects.
Telephone and direct-mail retailing Allows consumers to
shop at home—usually placing orders by mail or a toll-free longdistance telephone call and charging the purchase to a credit
card.
Time series Historical records of the ﬂuctuations in economic
variables.
Time utility Having the product available when the customer
wants it.
Total cost The sum of total ﬁxed and total variable costs.
Total cost approach Evaluating each possible PD system and
identifying all of the costs of each alternative.
Total ﬁxed cost The sum of those costs that are ﬁxed in
total—no matter how much is produced.
Total quality management (TQM) A management approach
in which everyone in the organization is concerned about quality, throughout all of the ﬁrm’s activities, to better serve
customer needs.
Total variable cost The sum of those changing expenses that
are closely related to output—such as expenses for parts, wages,
packaging materials, outgoing freight, and sales commissions.
Trade (functional) discount A list price reduction given to
channel members for the job they are going to do.
Trade-in allowance A price reduction given for used products
when similar new products are bought.
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Trademark Those words, symbols, or marks that are legally registered for use by a single company.
Traditional channel systems A channel in which the various
channel members make little or no effort to cooperate with each
other.
Transporting The marketing function of moving goods.
Transporting function The movement of goods from one
place to another.
Trend extension Extends past experience to predict the future.
Truck wholesalers Wholesalers who specialize in delivering
products that they stock in their own trucks.
2/10, net 30 Allows a 2 percent discount off the face value of
the invoice if the invoice is paid within 10 days.
Unfair trade practice acts Put a lower limit on prices, especially at the wholesale and retail levels.
Uniform delivered pricing Making an average freight charge
to all buyers.
Unit-pricing Placing the price per ounce (or some other standard measure) on or near the product.
Universal functions of marketing Buying, selling, transporting, storing, standardizing and grading, ﬁnancing, risk taking,
and market information.
Universal product code (UPC) Special identifying marks for
each product readable by electronic scanners.
Unsought products Products that potential customers don’t
yet want or know they can buy.
Utility The power to satisfy human needs.
Validity The extent to which data measures what it is intended
to measure.
Value in use pricing Setting prices that will capture some of
what customers will save by substituting the ﬁrm’s product for
the one currently being used.
Value pricing Setting a fair price level for a marketing mix that
really gives the target market superior customer value.
Vendor analysis Formal rating of suppliers on all relevant
areas of performance.
Vertical integration Acquiring ﬁrms at different levels of channel activity.
Vertical marketing systems Channel systems in which the
whole channel focuses on the same target market at the end of
the channel.
Virtual corporation The ﬁrm is primarily a coordinator—with
a good marketing concept—instead of a producer.
Voluntary chains Wholesaler-sponsored groups that work with
independent retailers.
Wants Needs that are learned during a person’s life.
Warranty What the seller promises about its product.
Wheel of retailing theory New types of retailers enter the
market as low-status, low-margin, low-price operators and then,
if successful, evolve into more conventional retailers offering
more services with higher operating costs and higher prices.
Wheeler Lea Amendment Law that bans unfair or deceptive
acts in commerce.
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Wholesalers Firms whose main function is providing wholesaling activities.
Wholesaling The activities of those persons or establishments
that sell to retailers and other merchants, and/or to industrial,
institutional, and commercial users, but who do not sell in large
amounts to ﬁnal consumers.
Wholly owned subsidiary A separate ﬁrm owned by a parent
company.

World Trade Organization (WTO) The only international
body dealing with the rules of trade between nations.
Working capital Money to pay for short-term expenses such as
employee salaries, advertising, marketing research, inventory
storing costs, and what the ﬁrm owes suppliers.
Zone pricing Making an average freight charge to all buyers
within speciﬁc geographic areas.

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

Back Matter

© The McGraw−Hill
Companies, 2002

Illustration Credits

Illustration Credits
Chapter 1

Chapter 3

Exhibits: P. 15, 1-2, adapted from Wroe Alderson, “Factors
Governing the Development of Marketing Channels,” in Marketing Channels for Manufactured Products, ed. Richard M.
Clewett (Homewood, IL: Richard D. Irwin, 1954), p. 7. P. 22,
1-3, adapted from William McInnes, “A Conceptual Approach
to Marketing,” in Theory in Marketing, 2d ser., ed. Reavis Cox,
Wroe Alderson, and Stanley J. Shapiro (Homewood, IL:
Richard D. Irwin, 1964), pp. 51–67. P. 23, 1-4, model suggested by Professor A. A. Brogowicz, Western Michigan
University.

Exhibits: P. 67, 3-2, Igor Ansoff, Corporate Strategy (New

Photos/ads: P. 2, Ben Stechschulte/Contact Press Images.
P. 4, Courtesy of The ServiceMaster Company. P. 7, Robert
Azzi/Woodﬁn Camp & Associates, Inc. P. 9 (left), “GLAD and
STAND & ZIP are trademarks of The Glad Products Company.
Advertisement ©2000 The Glad Products Company. Used with
permission; (right), Courtesy Ogilvy & Mather/Paris. P. 13
(left), Courtesy Alcoa; (middle), Courtesy The Clorox Company; (right), ©The Procter & Gamble Company. Used by
permission. P. 15 (left), Steven Begleiter; (right), Greg
Girardi/Contact Press Images. P. 17 (left), Courtesy AllBusiness; (right), UPS & UPS shield designs are registered
trademarks of United Parcel Service of America, Inc. Used by
permission. P. 21, Agency: Hal Riney & Partners; Art Director:
Chris Chafﬁn; Copywriter: Tony Barlow; Photographer: Bob
Mizono. P. 23 (left), Courtesy of Maryland Aviation Administration; (right), Courtesy Global Crossing. P. 25 (left),
Courtesy 3M; (right), ©2000 CarParts Technologies. Artwork
supplied courtesy Schwartz Rahman Candelaria. P. 26, Tony
Stone.

York; McGraw-Hill, 1965). P. 87, 3-13, Russell I. Haley, “Beneﬁt
Segmentation: A Decision-Oriented Research Tool,” Journal of
Marketing, July 1968, p. 33.

Photos/ads: P. 61, ©Kimberly Holcombe. P. 63 (left), S.C.
Johnson & Son, Inc.; (right), Crème Savers is a trademark
owned by Nabisco Brands Company and used by permission.
P. 65, Courtesy of Audi of Norway; Agency: Bates Reklamebyra/Oslo. P. 67, Ilja C. Hendel/The Image Works. P. 69,
Courtesy Unilever P.L.C.; ©1999 Barry Lewis/Network. P. 70
(left), Courtesy Olympus America, Inc.; (middle), Courtesy of
Vivitar Corporation; Potter, Katz, Postal and Ferguson; MGI
Software Inc.; (right), Courtesy of Sony Electronics Inc. P. 71,
Courtesy of Hallmark Cards, Inc. P. 72 (left), Courtesy Claritas;
(right), Courtesy Maplinx Corporation. P. 74, Used with permission of GM Media Archives. P. 76, Courtesy H.J. Heinz
Company. Used with permission. P. 79, Made available courtesy
of iVillage, Inc.; www.ivillage.com, ©1999 iVillage, Inc. All
rights reserved. P. 80, Photographer: Steve Bonini P. 84 (left),
Courtesy Nabisco Brands, Inc.; (right), Courtesy Club Med.
P. 86 (left), Courtesy Grey Worldwide/Thailand; (right), Courtesy Target Stores.

Chapter 4
Exhibits: P. 118, 4-7, adapted from M. G. Allen, “Strategic
Problems Facing Today’s Corporate Planner,” speech given at the
Academy of Management, 36th Annual Meeting, Kansas City,
Missouri, 1976.

Photos/ads: P. 93, Courtesy United Parcel Service of AmerChapter 2
Exhibits: P. 38, 2-2, adapted from R. F. Vizza, T. E. Chambers,
and E. J. Cook, Adoption of the Marketing Concept—Fact or Fiction
(New York: Sales Executive Club, Inc., 1967), pp. 13–15. P. 44,
2-4, adapted from discussions of an American Marketing Association Strategic Planning Committee. P. 57, 2-13, Copernicus:
The Marketing Investment Strategy Group, Inc., 450 Lexington
Street, Auburndale, MA 02166.

Photos/ads: P. 31, ©Brian Coats, All Rights Reserved. P. 33,
Courtesy of Bellsports; Agency: Goodby, Silverstein & Partners.
P. 35, Courtesy Ford Motor Company. P. 36 (left), Courtesy
Burst.com; (right), Courtesy The Valvoline Company. P. 39
(left), Courtesy Payless ShoeSource, Inc.; Agency: Barkley Evergreen & Partners, Inc.; (right), Courtesy Williams-Sonoma, Inc.;
Agency: Garner, Geary, Coll & Young. P. 40, Courtesy L.L.
Bean, Inc. P. 42 (left), Courtesy CMG Communications; (right),
Courtesy of Obata Design and Emerson Electric Co. P. 49 (left
and right), Courtesy Pennzoil-Quaker State Co. P. 52 (left and
right), Courtesy of Toddler University, Inc. P. 56, Courtesy
Timex Corporation.

ica, Inc. P. 95, ©Angelika Grundler. P. 98, Courtesy
Harley-Davidson Motor Company. P. 99, ©2001 Hertz System,
Inc. Hertz is a registered service mark and trademark of Hertz
System, Inc. P. 100, Courtesy of BBDO/Detroit; Photographer:
Mark Preston. P. 101, Courtesy AOL UK. P. 105 (left), Courtesy
Smart Money; Ad created by: DiMassimo Brand Advertising,
New York; (right), Courtesy of CNN. P. 107, Courtesy Real
Media. P. 109, Courtesy Adero, Inc. P. 112, Courtesy Adidas
America; Photo by Bob Allen. P. 114, KELLOGG’S® NUTRIGRAIN® and KELLOGG’S® SNACK’UMS™ are trademarks
of Kellogg Company. All rights reserved. Used with permission.
P. 119 (left, middle, and right) Courtesy American Honda
Motor Co. P. 120 (left), Courtesy Baldor Electric; (right), Courtesy Click 2 Asia.

Chapter 5
Exhibits: Pp. 130–131, 5-1, map developed by the authors
based on data from U.S. Bureau of the Census, Reports WP/94
and WP/94-DD, World Population Proﬁle: 1994 (Washington,
DC: U.S. Government Printing Ofﬁce). Pp. 132–133, 5-2, table

811

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

812

Back Matter

Illustration Credits

© The McGraw−Hill
Companies, 2002

Illustration Credits

based on U.S. Census data, including Global Population Proﬁle:
2000 and World Population Proﬁle: 1998 (Washington, DC: U.S.
Government Printing Ofﬁce) and World Population at a Glance:
1998 and Beyond, IB/98-4; and other Census data available from
World Wide Web: <http://www.census.gov/ipc>; United Nations
statistical data including World Population Prospects: The 1999
Revision of the UN Population Division (New York: United Nations,
2000); World Bank data, including World Development Indicators:
2000 (Washington, DC: International Bank for Reconstruction
and Development/The World Bank, 2000) and available from
World Wide Web: <http://www.worldbank.org/data/wdi2000>
and <http://devdata.worldbank.org/data-query>; Central
Intelligence Agency data and available from World Wide Web:
<http://www.odci.gov/cia/publications/factbook>; Population
Reference Bureau data, including 2000 World Population Data
Sheet (Washington, DC: Population Reference Bureau, 2000) and
available from World Wide Web: <http://www.prb.org/pubs/
wpds2000>. P. 137, 5-3, map developed by the authors based on
U.S. Census data available from World Wide Web: <http://www.
census.gov/population/www/cen2000/respop> and “Table 2. Resident Population of the 50 States, the District of Columbia, and
Puerto Rico: Census 2000.” P. 138, 5-4, map developed by the
authors based on U.S. Census data available from World Wide
Web: <http://www.census.gov/population/www/cen2000/respop>
and “Table 5. Resident Population of the 50 States, the District
of Columbia, and Puerto Rico: April 1, 2000 (Census 2000) and
April 1, 1990 (1990 Census)” and “Figure 1. Percent Change in
Resident Population for the 50 States, the District of Columbia,
and Puerto Rico: 1990 to 2000.” P. 139, 5-5, graph developed by
the authors based on U.S. Census data available from World
Wide Web: <http://www.census.gov/statab/www/part>; U.S.
Bureau of the Census, Statistical Abstract of the United States 2000,
p. 8; U.S. Bureau of the Census, Current Population Reports,
P25-1095 and P25-1130, and Population Paper Listing #57. P. 141,
5-6, graph developed by the authors based on U.S. Census data:
2000 and 2010 ﬁgures from U.S. Census Bureau, “National Population Projections—Summary Tables” (January 13, 2000) and
available from World Wide Web: <http://www.census.gov/
population/www/projections/natsum-T3.html> and U.S. Bureau
of the Census, Statistical Abstract of the United States 2000, p. 15;
1990 ﬁgures from U.S. Census Bureau, Current Population Reports,
P25-917 and P25-1095 and unpublished data and available on
World Wide Web: <http://www.census.gov/population/www/
estimates/popest> and <http://www.census.gov/statab/freq/
99s0014>; 1980 ﬁgures from U.S. Bureau of the Census, Statistical Abstract of the United States 1998, pp. 13, 15. P. 144, 5-7,
graph developed by the authors based on U.S. Census data available from World Wide Web: <http://www.census.gov/hhes/
income/hitinc/f06.html> , Table F-6, “Regions–Families (All
Races) by Median and Mean Income: 1953 to 1999.” P. 145, 5-8,
graph developed by the authors based on U.S. Census data available from World Wide Web: <http://www.census.gov/hhes/
income/histinc/f01.html> , Table F-1, “Income Limits for Each
Fifth and Top 5 Percent of Families (All Races): 1947 to 1999”
and available from World Wide Web: <http://www.census.gov/
hhes/income/histinc/f02.html> , Table F-2, “Share of Aggregate
Income Received by Each Fifth and Top 5 Percent of Families
(All Races): 1947 to 1999.” P. 148, 5-9, adapted from Patrick E.
Murphy and William A. Staples, “A Modern Family Life Cycle,”
Journal of Consumer Research, June 1979, p. 17.

Photos/ads: P. 125, ©James Keyser Photography. P. 127
(left), Courtesy SRC; (right), TETRAD Computer Applications
Inc. P. 128 (left), Courtesy Delia’s; (right), Courtesy Wieden &
Kennedy/Amsterdam. P. 129 (left and right), Courtesy of Colgate-Palmolive Company. P. 134 (left), Pablo Bartholomew/
Gamma Liaison; (right), Courtesy Monsanto. P. 140, Courtesy
AARP. P. 144, Courtesy of CBS Television Network. P. 147,
Agency: Oasis Interanational Group Limited. P. 150, Courtesy
Colgate-Palmolive Company.

Chapter 6
Exhibits: P. 159, 6-2, adapted from C. Glenn Walters, Consumer Behavior, 3d ed. (Homewood, IL: Richard D. Irwin, 1979).
P. 166, 6-5, Joseph T. Plummer, “The Concept and Application
of Life-Style Segmentation,” Journal of Marketing, January 1974,
pp. 33–37. P. 168, 6-6, adapted from Rebecca Piirto Heath, “The
New Working Class,” American Demographics, January 1998, pp.
51–55; “Education Marks a Widening Income Divide,” The Wall
Street Journal, June 28, 1996, p. R2; “Class in America,” Fortune,
February 7, 1994, pp. 114–26; Greg J. Duncan, Timothy M.
Smeeding, and Willard Rodgers, “The Incredible Shrinking Middle Class,” American Demographics, May 1992, pp. 34–38;
Richard P. Coleman, “The Continuing Signiﬁcance of Social
Class to Marketing,” Journal of Consumer Research, December
1983, pp. 265–80; “What Is Happening to the Middle Class?”
American Demographics, January 1985, pp. 18–25; Donald W.
Hendon, Emelda L. Williams, and Douglas E. Huffman, “Social
Class System Revisited,” Journal of Business Research, November
1988, pp. 259–70.

Photos/ads: P. 155, Copyright 2001 USA TODAY.
Reprinted with permission. P. 156 (left), ©The Procter & Gamble Company. Used by permission; (right), Courtesy of ConAgra
Foods. P. 160, Courtesy Ortho-McNeil Pharmaceutical. P. 161
(left), Courtesy Reckitt Benckiser, Inc.; (right), Courtesy Iomega
Corporation. P. 163 (left), Courtesy White Wave, Inc.; (right),
Courtesy PureTek Corporation. P. 164 (left, middle, and right),
Courtesy of Procter & Gamble P. 166, Courtesy General Mills.
P. 167, M. Hruby. P. 169 (left), ©2000 Jockey International, Inc.
World rights reserved; (right), Courtesy Salton, Inc. P. 171,
Courtesy Discover card. ©1999 Greenwood Trust Company.
P. 175 (left), Courtesy Colgate-Palmolive Company. (right),
©John Abbott. P. 178 (left and right), Courtesy eTrade Group, Inc.

Chapter 7
Exhibits: P. 185, 7-1, U.S. Bureau of the Census, Statistical
Abstract of the United States 2000; U.S. Bureau of the Census,
County Business Patterns 1998, United States (Washington, DC:
U.S. Government Printing Ofﬁce, 2000). P. 192, 7-5, adapted
from Rowland T. Moriarty, Jr., and Robert E. Spekman, “An
Empirical Investigation of the Information Sources Used During
the Industrial Buying Process, Journal of Marketing Research, May
1984, pp. 137–47. P. 205, 7-8, data adapted from U.S. Bureau of
the Census, Statistical Abstract of the United States 2000; U.S.
Bureau of the Census, County Business Patterns 1998, United
States; U.S. Bureau of the Census, 1997 Census of Manufacturers,
Subject Series, General Summary (Washington, DC: U.S. Government Printing Ofﬁce, 2001). P. 207, 7-9, available from World
Wide Web: <http://www.naics.com>.

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

Back Matter

© The McGraw−Hill
Companies, 2002

Illustration Credits

Illustration Credits

Photos/ads: P. 183, ©Sonia Katchian. P. 186, Courtesy
Microsoft Corporation. P. 187, Courtesy The Timken Company.
P. 188 (left and right), ©Roger Ball Photography. P. 190, Courtesy Federal Express. P. 193 (left), Courtesy SpaceWorks, Inc.;
(right), Courtesy GoCo-op. P. 194 (left), Courtesy Hormel Foods;
(right), Courtesy Rockwell International Corporation. P. 196,
Courtesy IBM Corporation. P. 198, Courtesy Toyota Motor
North America, Inc. P. 202, Courtesy National Semiconductor.
P. 204 (left), Courtesy Hertz Corporation; (right), Courtesy
General Motors. P. 206 (left, middle, and right), Courtesy of
Alcoa. P. 208, Courtesy Walgreen Company. P. 209, Courtesy
Colgate-Palmolive. P. 211, Wendy Ledis/Palm Beach Post.

Chapter 8
Exhibits: P. 239, 8-5, adapted from Paul E. Green, Frank J.
Carmone, and David P. Wachpress, “On the Analysis of Qualitative Data in Marketing Research,” Journal of Marketing Research,
February 1977, pp. 52–59.

Photos/ads: P. 217, ©1994 LensCrafters, Inc. P. 219 (left),
Courtesy of Sun Microsystems, Inc; Agency: Lowe & Partners;
(right), Courtesy of MapInfo. P. 223, Courtesy Zero Knowledge
Systems, Inc. P. 227, Alta Vista®. P. 228 (left), Reprinted with
permission from Northern Light Technology, Inc. Copyright
1999; (right), Courtesy Greenﬁeld Online, Inc. P. 229, Agency:
Renfer Mayr. P. 230, Courtesy Deere & Company. P. 231, Courtesy Cetia, Inc. P. 232 (left and right), Courtesy Greenﬁeld
Online, Inc. P. 234, Courtesy Colgate-Palmolive Company.
P. 235 (left), ©John Harding; (right), Courtesy Information
Resources, Inc. P. 236 (left and right), Courtesy Simmons Company. P. 237 (left), Courtesy Claritas; (right), Courtesy Business
Objects. P. 238 (left), Courtesy SPSS, Inc.; (right), Courtesy
StatSoft. P. 240 (left), Courtesy Survey Sampling, Inc.; (right),
Courtesy Simmons Custom Research. P. 242 (left), Courtesy
P. Robert & Partners; (right), Courtesy Quality Controlled
Services-St. Louis, MO.

Chapter 9
Photos/ads: P. 247, ©2001 William D. Perreault, Jr. P. 250
(left), Reproduced courtesy of the Workrite Uniform CompanyOxnard, CA; Agency: Applied Concepts – Ventura, CA. P. 250
(right), Courtesy The Hertz Corporation. P. 251, Crowley Webb
and Associates – Buffalo, NY, for M & T Bank. P. 252, Courtesy
3M. P. 253 (left and right), Courtesy of Bridgestone Corporation
– Tokyo, Japan. P. 255, Courtesy Crate & Barrel. P. 256, Courtesy GE Plastics. P. 258, Courtesy Printnation.com. P. 259 (left),
Courtesy Provident Bank; (right), Courtesy Phillips Plastics Corporation™. P. 262 (left and right), ©The Procter & Gamble
Company. Used by permission. P. 265 (left), Courtesy Del
Monte Fresh Produce N.A., Inc.; (right), Courtesy GE Lighting.
P. 266 (left), ©M. Hruby; (right), Courtesy General Mills. P.
267, M. Hruby. P. 269, Used by permission of Dean’s Food Company. P. 270 (left), Courtesy American Isuzu Motors, Inc.;
(right), Courtesy Sears Roebuck & Co.

Chapter 10
Exhibits: P. 290, 10-4, adapted from Frank R. Bacon, Jr., and
Thomas W. Butler, Planned Innovation (Ann Arbor: University of

813

Michigan Institute of Science and Technology, 1980). P. 291,
10-5, adapted from Philip Kotler, “What Consumerism Means
for Marketers,” Harvard Business Review, May–June 1972,
pp. 55–56.

Photos/ads: P. 275, 3Com, the 3Com logo and Grafﬁti are
registered trademarks and HotSync, Palm OS, Palm Pilot, and
the Palm Pilot logo are trademarks of 3Com Corporation or its
subsidiaries. All other brands and product names are trademarks
and registered trademarks of their respective holders. This product is not manufactured by Pilot Corporation or Pilot
Corporation of America, manufacturers and distributors of writing instruments. P. 278, Courtesy PictureTel Corporation. P. 279
(left), Courtesy Leo Burnett, Singapore; (right), Courtesy of
Nabisco Brands, Inc. P. 280, Courtesy Braun, Inc. P. 282, Courtesy E.I. Dupont De Nemours & Co. P. 285 (left), Courtesy
Unilever P.L.C.; Photographer: Barry Lewis/Network; (right),
Courtesy Toys “R” Us. P. 286 (left and right), Courtesy of 3M.
P. 287 (left and right), ©The Procter & Gamble Company. Used
by permission. P. 289 (left), Courtesy Sauder Woodworking
Company; (right), Courtesy Caliber Learning Network, Inc.
P. 292 (left), Courtesy E.I. Dupont De Nemours & Co.; (right),
Courtesy Komatsu America. P. 294 (top), Courtesy GE Company; (bottom), Courtesy Zenith Electronics Corporation. P. 296
(top), Courtesy Porsche Cars North America; (bottom), Mark
Joseph Photography-Chicago. All other rights are reserved by
Mark Joseph Photography except those speciﬁcally granted by
this delivery memo. P. 299, Courtesy of Nabisco Brands, Inc.

Chapter 11
Exhibits: P. 316, 11-2, adapted from D. J. Bowersox and E. J.
McCarthy, “Strategic Development of Planned Vertical Marketing Systems,” in Vertical Marketing Systems, ed. Louis Bucklin
(Glenview, IL: Scott, Foresman, 1970).

Photos/ads: P. 303, William D. Perreault, Jr. P. 304 (left and
right), Courtesy The Home Depot. P. 306 (left and right), Courtesy Colgate-Palmolive. P. 307 (left, middle, and right), Courtesy
Unilever P.L.C.; Photographer: Bill Prentice. P. 308, ©2001,
USA TODAY. Reprinted with permission. P. 311, Courtesy
Ofﬁce Depot. P. 312 (left and right), Mark Joseph PhotographyChicago. All other rights are reserved by Mark Joseph
Photography except those speciﬁcally granted by this delivery
memo. P. 313 (left), ©The Procter & Gamble Company. Used
by permission; (right), Courtesy Leisure Concepts, Inc. P. 315,
Courtesy The Goodyear Tire & Rubber Company. P. 316 (left),
Courtesy Nyman; (right), Courtesy Wal-Mart Stores, Inc. P. 320,
Tom Wagner/SABA. P. 323, Courtesy Reebok International,
Ltd. P. 324, Courtesy Volkswagen of America, Inc.

Chapter 12
Exhibits: P. 341, 12-4, adapted from B. J. LaLonde and P. H.
Zinzer, Customer Service: Meaning and Measurement (Chicago:
National Council of Physical Distribution Management, 1976);
and D. Phillip Locklin, Transportation for Management (Homewood, IL: Richard D. Irwin, 1972). P. 350, 12-7, adapted from
Louis W. Stern and Adel I. El-Ansary, Marketing Channels
(Englewood Cliffs, NJ: Prentice Hall, 1977), p. 150.
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Chapter 13
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Chapter 15
Exhibits: P. 440, 15-3, exhibit suggested by Professor A. A.
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P. 429, Courtesy Alcoa; Photo by Robert Feldman. P. 430, Courtesy The Clorox Company; Photo by Lisa Papel. P. 431, Courtesy
Colgate-Palmolive. P. 434, Courtesy Salesforce.com. P. 437
(left), Courtesy Ross Roy Advertising Agency; (right), Courtesy
Vcampus. P. 442 (left), Courtesy Experian, Inc.; (right), Courtesy Eiki International, Inc. P. 445, Courtesy Keebler.

Chapter 16
Exhibits: P. 453, 16-2, “2000 Advertising to Sales Ratios for
the 200 Largest Ad Spending Industries,” Advertising Age, July
24, 2000, and available from World Wide Web: <http://www.
adage.com>. P. 460, 16-4, cost data from Standard Rate and Data,
2000, and sales estimates from “Forecast: Hazy,” Advertising Age,
June 18, 2001, p. 4ff.; “Top Forecaster Sees Lower Ad Growth,”
Advertising Age, June 11, 2001, p. 1ff.; “Choices, Choices,” The
Wall Street Journal, April 23, 2001, p. R12. P. 470, 16-5, “IBD
Corporate Leaders: Advertising Agencies,” Investor’s Business
Daily, May 8, 2001, p. B. 20; “Agency Report,” Advertising Age,
April 23, 2001; “A Chill Hits Madison Avenue,” The Wall Street
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with permission. P. 457 (left and right), Courtesy of Brown Shoe
Co., Inc. P. 461, (left), Courtesy Value Click; (right), Courtesy
ClickAction. P. 462, David Taylor/Allsport. P. 464 (left), Courtesy National Geographic; (right), Courtesy Tripod. P. 466,
Courtesy Birdsall Voss & Kloppenburg. P. 467, ©Ben Van Hook.
P. 468, Courtesy Euro RSCG. P. 472, (left), Courtesy Bates USA
South/Miami; P. 472 (right), Courtesy Greenﬁeld Online, Inc.
P. 473, (left), Lara Jo Regan/Gettysource Liaison Agency. P. 473
(right), Patrick Dori/Beach ’n Billboard™. P. 475, Courtesy of
Circuit City; Photographer: Jeff Zaruba. P. 478 (right), Courtesy
Catalina Marketing.

Chapter 17
Exhibits: P. 496, 17-6, exchange rate data is available from the
Federal Reserve Bank; see also International Monetary Fund
data available from World Wide Web: <http://www.imf.org/
external/np/tre/sdr/drates> and Universal Currency Converter
available from World Wide Web: <http://www.xe.net/currency>.
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Chapter 18
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Photos/ads: P. 513, ©Brian Coats. All Rights Reserved.
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KeyCorp; Photo by: Will Faller/Word Management Group.
P. 592, Courtesy SMART Technologies, Inc. P. 596, Courtesy
Colgate-Palmolive. P. 597 (left), Courtesy General Physics Corporation; (right), Courtesy Caliber Learning Network, Inc.
P. 598, Courtesy Colgate-Palmolive.

Chapter 21
Exhibits: P. 617, 21-5, “1997 Survey of Buying Power,” Sales &
Marketing Management, Supplement, 1997. P. 618, 21-6, based
on data reported in Fiber Box Industry Statistics, Fiber Box Association and NAICS codes available from World Wide Web:
<http://www.naics.com>.
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Company. Used by permission. P. 610, Courtesy Trief USA Inc.,
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Corporation; (right), Courtesy AMR Corporation. P. 627, Courtesy Pepsi-Cola Canada, Ltd. P. 628, Courtesy Frieda’s, Inc.
P. 629, Courtesy Cummins, Inc. P. 630, Courtesy Planet HVAC.

Chapter 22
Exhibits: P. 646, 22-1, adapted and updated from discussions
of an American Marketing Association Strategic Planning
Committee.

Photos/ads: P. 635, Dod Miller/Network/SABA. P. 637,
Chapter 19
Exhibits: P. 554, 19-2, Marie Gaudard, Roland Coates, and Liz
Freeman, “Accelerating Improvement,” Quality Progress, October
1991, pp. 81–88. P. 555, 19-3, Marie Gaudard, Roland Coates,
and Liz Freeman, “Accelerating Improvement,” Quality Progress,
October 1991, pp. 81–88.

Photos/ads: P. 545, Courtesy Allegiance Healthcare Association. P. 547, Courtesy Colgate-Palmolive. P. 548, Courtesy Lotus
Development Corporation, an IBM company. P. 549 (left),
Courtesy FedEx Services; (right), Courtesy Telerx. P. 550, Courtesy The Hertz Corporation. P. 552, Courtesy Toyota Motor
Company. P. 557 (left), Courtesy Pozzi; (right), Courtesy Balboa
Instruments, Inc. P. 558 (left), Courtesy McDonald’s Corporation; Photograph by Robert Mizono; (right), Courtesy Goodyear
Tire & Rubber Courtesy. P. 561, Courtesy Information
Resources, Inc. P. 567, Courtesy Allen Canning Company.

Chapter 20
Photos/ads: P. 577, William D. Perreault, Jr. P. 579, Courtesy
Great Plains Software, Inc. P. 580, Network/SABA. P. 582
(left), Courtesy Prime Street Corporation; (right), Courtesy KeyBank. P. 583, Courtesy The Home Depot. P. 586, (left and
right), Kellogg’s ® and package design are registered trademarks
of Kellogg Company. All rights reserved. Used with permission.
P. 587, O. Toscani; Courtesy United Colors of Benetton. P. 588
(left and right), Courtesy of Lear Corporation. P. 590, Courtesy

Robin Moyer/Time Magazine; (left), Courtesy Planetfeedback.
com; (right), Courtesy Toyota Motor Sales, USA; Agency:
Saatchi & Saatchi/Los Angeles; Photographer: Tim Damon.
P. 639, Courtesy J.D.Power and Associates. P. 641, Courtesy The
New Products Showcase & Learning Center. P. 642 (left), Courtesy The Hertz Corporation; (right), Courtesy Novatel Wireless,
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Erika Kubli. P. 644, Courtesy IKEA. P. 648, Courtesy Ford Motor
Company. P. 650, Courtesy Sensormatic. P. 652, Courtesy
Princeton Video Image.

Appendix C
Exhibits: P. 687, C-2, available from World Wide Web:
<http://www.stats.bls.gov/oco/ocos>; <http://www.adage.com/
dataplace/archives>; <http://www.marketingmag.ca/content/
34.97/table1>; <http://www.scip.org/salmid>; <http://www.scip.
org/salgen>; <http://www.thomas-stafﬁng.com/survey98/salary>;
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Accessories, 258
Accounting methods, 669–680
markdown ratios, 677, 678
markups, 676, 677
operating ratios, 675, 676
operating statement,
670–674
ROA, 679
ROI, 678, 679
stockturn rate, 675
Accumulating, 311
Ace Hardware, 316, 374, 516
ACNielsen, 235, 238
Activity-based accounting, 591
Acura, 321
Adero, 109
Administered channel systems,
318
Administered prices, 490
Adoption curve, 411
Adoption process, 175, 176
Advertising, 448–474
ad agencies, 469–471
AIDA, 466–469
choosing the best medium,
458–463
comparative, 456
competitive, 456
cooperative relationships,
457, 458
copy thrust, 466
decisions to make, 450
effectiveness, 643
ethical issues, 458, 471
global messages, 469
institutional, 457
international dimensions, 451
Internet, 463–466
major kinds of media,
460–462
measuring effectiveness,
471, 472
must buys, 463
objectives, 454, 459
pioneering, 455, 456
reminder, 457
specialized media, 462
spending, 452, 453
strategy planning, 451
unfair, 472–474
Advertising Age, 228
Advertising allowances, 501
Advertising managers, 395
Agent middlemen, 382–384
AIDA, 444, 466
AIDA model, 399
AIO dimensions, 165, 166
Airborne, 345
Airfreight, 344, 345
Alcan, 308
Alcoa Aluminum, 206, 490
Allegiance Healthcare
Corporation, 544–546, 641
Allen Workshop, 590
Allens, 567
Allied Signal, 194
Allowances, 501, 672
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Allstates Rubber & Tools, 202
Aluminum Basics, 745, 746
Alza Corporation, 288
Amana, 378
Amazon.com, 83, 84, 362, 369,
465, 636, 641
America Online (AOL), 101,
175, 464, 641
American Airlines, 557, 621
American Express, 164, 370,
472, 557
American Marketing
Association, 228
AMR Corporation, 295
Amway, 309, 365, 409
Anchor Hocking, 350
Antidumping laws, 508
Antimerger Act, 111
Antimonopoly law, 111
AOL, 101, 175, 464, 641
Apple, 308
Ariba, 196
Ariel, 452, 609
Arthur Andersen, 308
Assorting, 312
Assortment discrepancies, 312,
313
AT&T, 14, 208, 406, 430, 494
ATI Technologies, 77
ATMs, 433
Attitude, 162, 163
Aucnet, 384
Auction companies, 384
Auction sites, 200
Audi, 65
Autobytel, 504
Automatic vending, 365
Average cost, 520
Average-cost pricing, 518–524
Average ﬁxed cost, 521
Average variable cost, 521
Avon, 309, 324
Axilok, 532
B. Dalton Books, 365
Babbages, 343
Baby bust, 139
Baby Orajel, 456
Bait pricing, 535
Balance sheet, 678
Balboa, 557
Baldor Electric Company, 120,
589
Ballard Medical Products, 424
Bank of America, 428
BaRaN Systems Ltd., 555
Barnes & Noble, 370
Bartering, 16
Basic list prices, 497
Basic sales tasks, 425
Batched production, 589
Battle of the brands, 266
Bausch & Lomb, 148
Bcom3 Group, 470
Beech-Nut Nutrition Company,
110, 399

Behavioral dimensions; see
Consumer behavior
Belief, 162, 163
Bell, 33
Ben & Jerry’s, 161, 559
Benetton, 458
BEP, 525
Bertolli Olive Oil, 253
Best Buy, 99, 343, 457, 508
Betz Laboratories, 194
Bic, 86
Bid pricing, 539, 540
Bidwill Carpet Cleaning, 714,
715
Bigelow, 430, 431
BigVine, 17
Birthrate, 139
Black & Decker, 68, 516
Bloomingdale’s, 370
Blue Cross and Blue Shield, 487
BMW, 37, 404, 413
Boeing, 432
Borden Company, 509
Bots, 201
Bounce, 262
Bounty, 612
BP, 457
BPI, 616–618
Brand equity, 263
Brand familiarity, 262
Brand insistence, 262
Brand managers, 298
Brand name, 260
Brand nonrecognition, 262
Brand preference, 262
Brand recognition, 262
Brand rejection, 262
Branding, 260–267
Break-even analysis, 525–527
Break-even point (BEP), 525
Breakthrough opportunities, 62
Bridgestone, 253, 315, 317
Briggs & Stratton, 701, 702
Bristol-Myers Squibb, 464
British Airways, 291
Brokers, 383
Budweiser, 471, 518
Bulk-breaking, 312
Burger King, 475, 490, 507
Burst.com, 36
Business and organizational
buyers, 182–214
behavioral factors, 190
buyer-seller relationships,
193–199
buying decisions, 188–191
buying processes, 191, 192
changes/funds, 646
classiﬁcation of industries,
206, 207
ethical conﬂicts, 190
geographic concentration,
205
government market, 210–212
international markets, 186
Internet e-commerce,
199–204

manufacturers, 205–207
problem solvers, as, 191–193
purchasing managers, 187
purchasing speciﬁcations,
187
quality certiﬁcation, 187
reciprocity, 198, 199
relationship-speciﬁc
adaptations, 197
retailers/wholesalers,
208–210
service operations, 207, 208
types, 185
vendor analysis, 189
Business Objects, 335
Business product classes,
256–260
Business products, 253
Business Week, 619
Buster Brown, 457
Buy American policy, 108
Buyer behavior; see Consumer
behavior
Buying center, 189
Buying committee, 209
Buying function, 21
Buying power index (BPI),
616–618
BWI, 23
Cable Designs, 732
Cable News Network (CNN),
105, 461
Cable TV advertising, 460, 461
CAD systems, 294
Cadbury, 177
Caliber, 289, 597
Calvin Klein, 162, 587
Campbell Soup Company, 398,
403, 405, 462
Canon, 208
Capital, 580, 581
Capital item, 257
Capitol-EMI, 314
CardioLink, 163
Career planning, 681–695
career paths, 687
environmental analysis,
686–692
identify your strengths, 686
Internet, 685
job opportunities, 688–691
long-run objectives, 684, 692
marketing plan, 693–695
objectives, 684, 692, 693
people-oriented vs.
thing-oriented jobs,
684–686
salary ranges, 682, 687
self-assessment, 684
thing-oriented vs.
people-oriented jobs,
684–686
timetables, 686
your own personal
marketing strategy, 683
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Cargill, 499
CarMax, 492
Carnation, 471
Carnival, 492
Carparts.com, 25
Carrefour, 209
Cases; see also Video cases
Aluminum Basics, 745, 746
Bidwill Carpet Cleaning,
714, 715
Cable Designs, 732
Chemical International, 731,
732
ChemTech, 721, 722
Deluxe Foods, 739, 740
Enviro Pure Water, 726, 727
Expert Nursing Services,
740, 741
Furniture to Go, 732, 733
Healthy Foods, 712, 713
Huntoon & Balbiera, 744,
745
Lever Ltd., 741–743
Lilybank Lodge, 717
McDonald’s “Seniors”
Restaurant, 712
Metal Works, 738, 739
Mixed Media Technologies,
723
Modern Horizons, 724
Morgan Company, 724–726
myWedding.com, 728–730
O’Keefe’s Ice Arena, 719,
720
Outdoor World, 730
Paper Supplies Corporation,
722, 723
PCT, Inc., 737, 738
Pillsbury’s Häagen-Dazs,
713, 714
Plastic Master, 736, 737
PlastiForm Mfg., 734, 735
Rainbow Packers, 735, 736
Republic Polymer Company,
715, 716
Romano’s Take-Out,
746–748
Runners World, 720, 721
SleepyTime Motel, 718, 719
Sophia’s Ristorante, 717,
718
State Bank, 727, 728
Three Rivers Steel
Company, 716
Wire Solutions, 734
Cash-and-carry wholesalers,
381
Cash discounts, 499
Cash ﬂow statement, 584
Cash rebates, 502, 503
Casio, 56, 149
Catalina Marketing
Corporation, 478, 502
Catalog showroom retailers,
363
Catalog sites, 199
Catalog wholesalers, 382
Caterpillar, 19
CBS Television Network, 144
Celestial Seasonings, 700, 701
Central market, 14–16
CETIA, 231
CFCs, 43
Chain of supply, 338

Chain Store Age, 229
Channel captain, 314–316
Channel Master, 336
Channel of distribution, 48, 49,
305
Channel One, 649
Channel systems, 302–327
administered channel
systems, 318
changes/trends, 646
channel captains, 314–316
channel relationship,
313–317
conﬂict, 314
contractual channel
systems, 318
corporate channel systems,
317, 318
discrepancies, 310–313
dual distribution, 323
ethical decisions, 324
exclusive distribution, 321,
322
indirect/direct systems,
307–310
intensive distribution, 319,
320
job opportunities, 689
reverse channels, 325, 326
selective distribution, 320,
321
short-term alliances, 319
vertical marketing systems,
317–319
Charles Schwab, 124–126
Check Point Software
Technologies, 78
Checkout scanners, 234
Chemical International, 731,
732
ChemStation, 588, 589
ChemTech, 721, 722
Chevrolet, 204
Chrysler Corporation, 72, 290,
390–392
Cincinnati Milacron, 435
Circadian, Inc., 425
Circuit City, 365
Cisco Systems, Inc., 78, 420,
421
CitiGroup, 208
Claritas, 72, 237
Claritin, 162
Clayton Act, 111
Clearly Canadian, 158
click2asia.com, 120
Clorox Bleach, 13, 100, 334
Close, 443
Club Med, 84
Clustering techniques, 83, 84
CMSAs, 142
CNF, 337
CNN, 105, 461
Coca-Cola Company, 39, 71,
134, 135, 328–330, 348,
452, 469, 489, 631
Coca-Cola Foods, 295
Code of ethics, 44, 45
Colgate-Palmolive, 18, 129,
175, 209, 393, 431, 536,
547, 596, 598
Collaboration hubs, 200
Combination export manager,
384

Combination plan, 438
Combined target market
approach, 76
Combiners, 77
Commercialization, 295, 296
Committee buying, 208, 209
Communication process, 400,
401
Community sites, 199
Company objectives, 95–97
Company resources, 97–99
Compaq Computer, 105, 135,
332, 412, 488, 588
Comparative advertising, 456
Compensating salespeople,
438–440
Competitive advantage, 62
Competitive advertising, 456
Competitive barriers, 102
Competitive bids, 200
Competitive environment,
99–104
Competitive rivals, 101
Competitor analysis, 101, 102
Complementary product
pricing, 538, 539
Components, 258, 259
CompUSA, 433
Computer-aided design (CAD)
systems, 294
Computer-aided problems,
749–753
Computer Discount
Warehouse, 190
Concept testing, 293
Conﬁdence intervals, 240
Conoco, 345
Consolidated metropolitan
statistical areas (CMSAs),
142
Consultative selling approach,
443, 444
Consumer analysts, 688
Consumer behavior, 154–181
adoption process, 175, 176
attitudes/beliefs, 162, 163
culturally (socially) learned
needs, 162
culture, 170, 171
dissonance, 176
economic needs, 157
ethical issues, 164
expectations, 164
family considerations, 167
grid of evaluative criteria,
172–174
international markets, 170,
171, 177, 178
learning, 161, 162
lifestyle analysis, 165, 166
model of buyer behavior,
158
needs, 158–160
opinion leader, 169
perception, 160
personality, 165
problem-solving process,
172–176
PSSP hierarchy of needs,
159, 160
psychographics, 165, 166
psychological inﬂuences,
158–166
purchase situation, 171, 172
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reference group, 169
selective processes, 160,
161
social class, 167–169
social inﬂuences, 167–171
Consumer panels, 235
Consumer product classes,
253–256
Consumer Product Safety Act,
112, 292
Consumer Product Safety
Commission (CPSC), 113
Consumer products, 253
Consumer protection laws, 111
Consumer satisfaction, 637
Consumer surplus, 663
Consumerism, 109, 110
Containerization, 345
Continuous improvement, 553
Continuum of environmental
sensitivity, 120, 121
Contract manufacturing, 629
Contractual channel systems,
318
Contribution-margin approach,
568–570
Control, 546; see also
Implementation and
control
Convenience (food) stores, 365
Convenience products, 253,
254
Coolbid.com, 499
Cooper Distributing Co., 378
Cooperative chains, 373
Coordinating with other
functional areas, 576–601
accounting data (marketing
cost analysis), 591–596
ﬁnance function, 580–585
human resources, 597–599
production capacity,
585–591
Copernicus, 57
Copy thrust, 466
Corporate chain, 373
Corporate channel systems,
317, 318
Corrective advertising, 473
Corti-Care, 495
Cost analysis, 591–596; see
also Marketing cost
analysis
Cost of sales, 672
Costco, 317, 365
Counterfeiting, 264
Countertrade, 19
Couponing, 502
Cousteau Society, 404
CPSC, 113
Crate & Barrel, 255
Crayola, 415
Creative strategy planning, 56,
57
Credit card sales, 499, 500
Credit management
opportunities, 691
CRM, 84
Cross-docking, 350
Cross-functional linkages; see
Coordinating with other
functional areas
Cross-tabulation, 239
CrossLink, 377
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CSX, 345
Cues, 161
Cultural and social
environment, 113, 114
Culture, 170, 171
Cummins, 629
Cumulative quantity discounts,
498
Customer-initiated interactive
communication, 404–407
Customer relations/consumer
affairs opportunities, 691
Customer relationship
management (CRM), 84
Customer satisfaction, 5, 35
Customer service guarantees,
271
Customer service level, 331
Customer value, 38–41
Daewoo, 19
DaimlerChrysler, 196; see also
Chrysler Corporation
Dannon’s, 649
Data warehouse, 220
Days Inn of America, 719
Dealer, 376
Dealer brands, 266
Dean’s Foods, 267, 268
Debt ﬁnancing, 583
Deciders, 188
Decision support system (DSS),
220, 221
Decoding, 400
Deﬁnitions (glossary), G-1 to
G-12
Del Monte, 265
dELIAs, 128
Dell Computer, 30–32, 135,
464, 488, 588, 641
Delta Airlines, 456
Delta Faucet, 460
Deluxe Foods, 739, 740
Demand-backward pricing, 537
Demand curve, 657–661
Demand elasticity, 659, 660
Demand schedule, 658
Demographic dimensions,
124–153
national income, 129–134
population trends, 128–133
trends/changes, 646
U.S. consumer market; see
U.S. consumer market
Dentsu, 470
Department of Commerce, 228
Department stores, 361
Derived demand, 256
Detailers, 429
Determining dimensions, 80
DHL Worldwide Express, 345
Dial, 86
Differentiation, 65, 85
Dillard’s, 370
Dior, 537
Direct mail advertising, 460
Direct marketing, 309
Direct-response promotion,
402–404
Direct type, 456
Discount houses, 363, 364
Discount policies, 497–501
Discounts, 497

Discover, 171
Discrepancy of assortment, 311
Discrepancy of quantity,
310–312
Discretionary income, 146
Disney Store, 370
Disney World, 556
Disposable income, 146
Dissonance, 176
Distribution; see Physical
distribution (PD)
Distribution center, 350
Distributor, 376
Diversiﬁcation, 68
Divorce, 147
Dodge, 100
Dole Food, 649
Dollar General, 359
Domino’s, 636, 652
Donnelly Corp., 197
Door-to-door selling, 365
Dove Bar, 86, 559
Dovebid, 540
Dow, 279
Drive, 158
Drop-shippers, 381
Dryel, 164, 287
DSS, 220, 221
Dual distribution, 323
Duall/Wind, 198
Dumping, 508
Du Pont, 43, 286, 345
Duracell, 54, 320, 502
E-commerce, 24, 25; see also
Internet
E-commerce order systems,
203, 204
E*Trade, 48, 178, 290
E-Z-Go, 67
Early adopters, 412
Early majority, 412
Earthlink, 251
Eastern Airlines, 97
Eastman Kodak, 62, 242,
246–248, 508, 631
eBay, 17
Eckerd drugstores, 320
Economic buyers, 157
Economic environment, 104,
105
Economic fundamentals,
655–667
demand, 656–661
equilibrium, 663
market situations, 664–667
supply, 661–663
Economic needs, 157
Economic system, 11
Economies of scale, 20
EControl, Inc., 496, 497
EDI, 339
EDS, 208
Efﬁcient consumer response
(ECR), 330, 331
80/20 rule, 321, 559
Elastic demand, 659, 660
Elastic supply, 662
Electrolux, 309
Electronic data interchange
(EDI), 339
Electronic Data Systems (EDS),
208

Emergency products, 254
Emerson Electric, 532
Emery Air Fright, 345
Empowerment, 556
Empty nesters, 148
Encoding, 400
Encyclopedia of Associations,
228
Energizer, 320
Enron, 115
Enterprise, 252
Enviro Pure Water, 726, 727
Environment, 648
Environmental Protection
Agency (EPA), 113
Environmental sensitivity, 120,
121
EPA, 113
Epeda, 506
Equilibrium point, 663
ESPN, 460
Esprit, 321
ESRI, 614
Estée Lauder, 437
Ethics, 26, 27, 43, 45
ad agencies, 471
advertising allowance, 458
AMA code of ethics, 44
bait pricing, 535, 536
channel systems, 324
code of ethics, 44, 45
competitors, 103
consumer beliefs, 164
cost-plus bid pricing, 540
ﬁnancial forecasts, 582
inﬂuence peddling, 212
laws as minimum standards,
650
market segmentation, 82
marketing research, 222
new-product planning, 288
organizational buyers, 190
packaging, 269
personal selling, 444, 445
physical distribution, 340
promotion, 401, 402
retailing, 373
skimming, 493
stocking allowances, 501
technology, 107
Third World consumers, 135
wholesaling, 378
eToys, 37, 369
European Union (EU), 108
Eurostat, 228
Evergreen Information
Technology, 534
Everyday low pricing, 500, 501
Excess capacity, 585
Exchange rates, 105, 496
Exclusive distribution, 321, 322
Expectation, 164
Expense item, 256
Expenses, 672, 674
Experience curve pricing, 523
Experimental method, 236–238
Expert Nursing Services, 740,
741
Export and import brokers, 383
Export or import agents, 383
Exporting, 628
Extensive problem solving, 174
External funding, 581
External market environment, 94

Exxon Valdez oil spill, 345
ExxonMobil, 345, 455
F.O.B., 503
Facilitators, 24
Factor, 616
Factor method, 616
Fad, 283
Family brand, 264
Farm products, 258
Fashion, 282
Fastenal, 379, 380
FCC, 113
FDA, 113
Federal Communications
Commission (FCC), 113
Federal Express, 190, 345, 378
Federal Fair Packaging and
Labeling Act, 268
Federal regulatory agencies,
113
Federal Trade Commission
(FTC), 113, 288, 473, 474
Federal Trade Commission Act,
111
Fidelity Investments, 37
Finance function, 580–585
Financing, 22
Firestone, 112, 264
Fishbone diagram, 555
Fixed-cost (FC) contribution per
unit, 525
Flex-N-Gate, 198
Flexible-price policy, 491, 492
Flexible
production/manufacturing,
587, 588
Focus group interview, 230
Food and Drug Administration
(FDA), 113
Foods and drugs, 111
Ford Motor Company, 19, 35,
112, 264, 291, 631, 648
Forecasting techniques,
614–620
Foreign Corrupt Practices Act,
212
Form utility, 6
Fort Smith Public Library, 96
Four Ps, 48–50
Fragrance Counter, 464
Franchise operation, 374
Fred Meyer, 364
Freight absorption pricing, 503
Freight forwarders, 346
Frequent-shopper club
members, 491
FreshLook, 621
Frieda’s, Inc., 354–356, 628
Frito-Lay, 103, 221, 295,
448–450, 586
Frog’s Leap Winery, 703, 704
Fruit of the Loom, 96
FTC, 113, 288, 473, 474
FTD, 370, 403
Fuji, 508
Full-cost approach, 568–570
Full-line pricing, 538
Fuller Brush, 309
Functional accounts, 591
Furniture to Go, 732, 733
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Gardenburger, Inc., 460, 461
Garmin, 612
Gatekeepers, 188
Gateway, 309
GDP, 129, 132, 133
General Electric (GE), 36, 117,
118, 203, 265, 294, 314,
346, 427, 501
General Foods, 471
General-line wholesalers, 380
General merchandise
wholesalers, 380
General Mills, 81, 166, 394
General Motors (GM), 51, 65,
190, 195, 263, 271, 308
General stores, 359
Generic market, 71
Generic market description, 73
Generic products, 265
Geographic pricing policies,
503
GeoVALS, 166
Gillette, 54, 295, 526
Girl Scouts, 704–706
Glad, 9
Global Crossing, 23
Global economy; see
International trade
Glossary, G-1 to G-12
GM; see General Motors (GM)
GNP, 129–134
Good Earth Vegetable
Company, 334, 335
Good Housekeeping, 401
Goods, 251
Goodyear, 161, 315, 558, 631
Government data, 228
Government market, 210–212
GP, 597
Grainger, 199, 331
Grameen Bank, 16
Graying of America, 139, 140
Great Plains, 579
Green Mountain, 43
Greenﬁeld Online, 228, 232
Greenpeace, 404
Grey Advertising, 470
Grid of evaluative criteria,
172–174
Gross domestic product (GDP),
129, 132, 133
Gross margin (gross proﬁt), 672
Gross national product (GNP),
129–134
Gross sales, 672
Guest Quarters, 556
Gun control, 12, 13
H&R Block, 48
Häagen-Dazs, 269, 559, 713,
714
Hallmark, 71, 532
Hampton Inn, 271
Handspring, 494
Hanes, 590
Hardwood industry, 698–700
Harley-Davidson, 98, 197, 315
Hasbro, 283
Havas Advertising, 470
Healthy Choice, 156
Healthy Foods, 712, 713
Heinz, 67, 76, 495
Hellmann’s, 475

Herman Miller, 85, 435
Hertz, 99, 204, 250, 550, 642
Heterogeneous shopping
products, 255
Hewlett-Packard Co., 290, 436
Hilton Hotels, 208, 629
Hitachi, 457
Holly Farms, 336, 337
Home Depot, 365, 373, 583,
598
Home Shopping Network, 366
Homogeneous shopping
products, 254
Honda, 119, 197, 308, 321, 631
Horizontal arrangements, 322
Hot Hot Hot, 412
Human resources, 597–599
Huntoon & Balbiera, 744, 745
Hyatt Hotel, 432
Hydra Pools, 490
Hypermarkets, 364
Hypothesis, 223
I2, 196
IBM, 9, 32, 196, 258, 366, 439,
469, 488, 489, 630, 631
Iceberg principle, 566
Idea evaluation, 293, 294
Idea generation, 290, 291
Ideal market exposure, 319
IKEA, 365, 644
Illinois Tool Works, Inc.,
576–578, 592, 641
Illustration credits, 827–829
Implementation, 53
Implementation and control,
544–575
approaches to
implementation
problems, 551
effective implementation,
550, 551
feedback, 547, 548
information technology, 549
marketing audit, 572, 573
marketing cost analysis,
567–570
performance analysis,
561–566
performance index, 563
planning/control, combined,
571, 572
sales analysis, 560, 561
total quality management
(TQM), 552–559
Impulse products, 254
In-home shopping, 365, 366
In-school promotion, 649
Incentive compensation plan,
439
Indices, 619
Indirect type, 456
Individual brands, 265
Individual product, 252
Industrial buyers, 184
Inelastic demand, 659, 660
Inelastic supply, 662
Inﬂation, 104
Inﬂuence peddling, 212
Inﬂuencers, 188
Infomercials, 461
Information Resources, Inc.,
235, 238, 561

Ingram Book Group, 302–304
Inland waterways, 344
Inmac, 382
Innovation, 24
Innovators, 411
Installations, 257, 258
Institutional advertising, 455,
457
Integrated direct-response
promotion, 402–404
Integrated marketing
communications, 397
Intel, 256, 319
Intelligence Data, 229
Intelligent agents, 433
Intensive distribution, 319, 320
Interact Commerce
Corporation, 442
Interactive competitive bidding
systems, 200
Interest expense, 583
Interest rates, 104
Intermediary, 16
Intermediate buyers, 184
International Harvester, 105
International marketing
research, 241, 242
International markets
consumer behavior, 177,
178
cultural diversity, 170, 171
demographic data, 136
importance, 68, 69
literacy, 135, 136
Third World markets, 135
International trade, 18–20, 105
Internet
advertising, 463–466
auctions, 533, 534
business markets, 199–204
job hunting, 685
promotion, 106
promotion (word-of-mouth),
412
retailing, 366–370
search engine, 227
virtual store, 307
what is it, 106
Interpublic Group of Cos., 470
INTERSHOP Communications,
369
Intranet, 220
Introductory price dealing, 495
Inventory, 347–350
Investments, 679
Iomega, 161
Iris Ohyama Company, 103
ISO 9000, 187
Isuzu, 270
iVillage.com, 79
J.D. Power, 238, 639
J.M. Huber, 596
Jacksonville Symphony
Orchestra, 231
Jamaica Broilers, 291
Java, 21
JCPenney, 452
JIT system, 196, 337
JLG, 69
Job description, 436
Job opportunities, 688–691
Jobber, 376
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Jobs; see Career planning
Jockey, 169, 459
John Deere (JD), 182–184, 230
Johnson & Johnson, 139, 398
Joint venturing, 629, 630
Journal of Global Marketing,
228
Jury of executive opinion, 619
Just-in-time (JIT) delivery, 196,
337
Kaepa, Inc., 78, 79
Kal Kan, 306
Kao, 102
Keebler, 264, 414, 445
Kellogg’s, 114, 167, 279, 399,
586, 649
Key Corp., 590
KeyBank, 582
KFC, 234, 458
Kia, 456
Kimberly-Clark (KC), 47, 317
Kmart, 315, 316, 320, 347, 375,
452, 512–514
Kodak; see Eastman Kodak
Komatsu, 292
Konsum, 23
Kraft Foods, 47, 221, 476
Kyota, 499
L.L. Bean, 40, 41
La-Z-Boy, 437
Laggards, 413
Lands’ End, 108, 176
Lanham Act, 264
Late majority, 413
Law of diminishing demand,
656
Leader pricing, 535
Leading series, 619
Lear Corp., 588
Learning, 161
The Learning Company, 46, 47
Legal environment, 110–113
Leisure Concepts, 313
LensCrafters, 216–218
Less-developed nations, 135
Lever Ltd., 741–743
Leveraging, 679
Levi Strauss, 346, 588
Licensed brand, 265
Licensing, 629
Life Savers, 63
Lifebuoy, 86
Lifestyle analysis, 165, 166
Lifetime value of customers, 51
Lilybank Lodge, 717
Limited-function wholesalers,
381
Limited-line stores, 360
Limited problem solving, 174
Lipstream, 407
Lipton, 69, 285
Listerine, 162, 400, 473
Literacy, 135, 136
Lockhead Martin, 487
Loctite Corporation, 611
Logistics, 330; see also
Physical distribution (PD)
London Financial Times, The,
619
London Fog, 435
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Long-run target return pricing,
524
L’Oreal, 532
Lotus Development, 548, 584
Low-involvement purchases,
175
Lower-lower class, 168
Lower-middle class, 168
Lowe’s, 377, 498
LU, 468
Lucky, 508
Luvs, 505
McCaw Cellular
Communications, 494
McDonald’s, 67, 68, 321, 475,
490, 507, 558, 636, 639
McDonald’s “Seniors”
Restaurant, 712
McDonnell Douglas Helicopter,
19, 20
McKesson, 351
Macro-marketing, 10, 11
Macromedia, 407
MADD, 457
Magazine advertising, 460, 462
Magnuson-Moss Act, 111, 270
Major accounts sales, 431
Mall intercept interview, 234
Management, 45, 96, 97
Management contracting, 629
Manufacturer brands, 266
Manufacturers, 205–207
Manufacturers’ agent, 382
Manufacturers’ sales branches,
379
MapInfo, 219
MapLinx, 72
Marginal analysis, 527–531
Marginal cost, 529
Marginal proﬁt, 529
Marginal revenue, 528
Markdown, 678
Markdown ratios, 677, 678
Market, 14, 70
Market analysts, 688
Market development, 67
Market-directed economic
system, 12–14
Market Facts, 238
Market growth, 277
Market information function, 22
Market introduction, 277
Market maturity, 277
Market penetration, 67
Market potential, 614
Market segment, 74
Market segmentation, 73–88
characteristics of good
market segments, 76
clustering techniques, 83, 84
combiners, 77
customer relationship
management (CRM),
84
differentiating the marketing
mix, 85
positioning, 85–88
retailers, 359
segmenters, 77, 78
segmenting dimensions,
79–83
steps in process, 73

Market share, 489
Market situations
monopolistic competition,
666, 667
monopoly, 664
oligopoly, 665, 666
pure competition, 664, 665
Marketing
challenges, 645–651
criticisms, 25–27
deﬁned, 8
economic development,
and, 18
evaluating, 637
evolution of, 33, 34
functions of, 21–24
future of, 651, 652
impact of, 642–645
importance of, 6–8
production, and, 5, 6
trends/changes, 646, 647
types of activities, 4, 5
Marketing arithmetic; see
Accounting methods
Marketing audit, 572, 573
Marketing company era, 34
Marketing concept
adoption of, 36, 37
customer value, and, 37–41
deﬁned, 34–36
nonproﬁt organizations, 41,
42
Marketing cost analysis,
567–570, 591–596
Marketing department era, 34
Marketing ethics, 26, 27; see
also Ethics
Marketing evolution, 33, 34
Marketing functions, 21–24
Marketing inefﬁciencies, 640
Marketing information, 216–245
how much information is
enough, 243
marketing research; see
Marketing research
MIS, 218–222
Marketing information system
(MIS), 218–222
Marketing Intelligence Services,
295
Marketing management
process, 45, 46
Marketing manager, 688
Marketing mix, 46, 48–50,
609–612
Marketing model, 221
Marketing opportunities, 62–71
attractive opportunities, 62,
63
company resources, 97–99
diversiﬁcation, 68
international opportunities,
68, 69, 119–121
market development, 67
market penetration, 67
marketing strategy planning
process, 63–66
planning grids, 117, 118
product development, 67
understanding markets,
69–71
Marketing orientation, 35
Marketing-oriented manager,
38, 47, 70

Marketing plan, 53, 622–626
Marketing program, 54, 627;
see also Overall marketing
program
Marketing research, 222–242
deﬁned, 222
ethical issues, 222
experimental method,
236–238
ﬁve-step process, as, 224
international considerations,
241, 242
job opportunities, 688
qualitative research, 230,
231
quantitative research,
231–233
scientiﬁc method, 223, 224
step 1 (deﬁning the
problem), 224, 225
step 2 (analyzing the
situation), 226–229
step 3 (getting
problem-speciﬁc data),
229–238
step 4 (interpreting the
data), 239–241
step 5 (solving the problem),
241
surveys, 232–234
syndicated research, 238
trends/changes, 646
validity problems, 240, 241
Marketing research process,
224
Marketing strategy, 46
Marketing strategy planning,
45, 55, 56
Marketing strategy planning
process, 608
Markup chain, 516
Markup conversions, 677
Markup percent, 515
Markups, 515–518, 676, 677
Mars, 237
Mary Kay, 309, 365
Mass customization, 588
Mass marketers, 47
Mass marketing, 47
Mass merchandisers, 364
Mass-merchandising concept,
361–365
Mass production, 20
Mass selling, 50, 393
MasterCard, 148, 499
Matsushita, 170
Mattel, 309
Maxwell House, 641
Maytag, 308, 465, 602–607,
613, 626
Mazda, 114
MCI, 251, 499
Meijer, 364
Meiji Milk, 231
Mennon, 520
Mercedes Benz, 342, 472
Merchandisers, 429
Merchant, 376
Merchant wholesalers, 379, 380
Merck, 488
Mercury, 165
Merrell Dow Pharmaceutical,
455, 456
Merrill Lynch, 252

Message channel, 401
Metal Works, 738, 739
MetoKote Corp., 182, 183
Metropolitan Life Insurance,
435
Metropolitan statistical area
(MSA), 142
Michelin, 315
Micro-macro dilemma, 12
Micro-marketing, 8–10
Micro-marketing effectiveness,
639–642
Microsoft, 78, 98, 112, 186,
290, 319, 320, 464, 473
Middleman, 16, 307–310, 408
Migros, 375
Mill supply houses, 380
MIS, 218–222
Mission statement, 96
Missionary salespeople, 429
Mixed Media Technologies, 723
Mobil, 366
Modern Horizons, 724
Modiﬁed rebuy, 192
Monopolistic competition, 100,
415, 505, 666, 667
Monopoly, 664
Monsanto, 134
Morgan Company, 724–726
Mothers Against Drunk Driving
(MADD), 457
Mothers Work, 318
Motivating Tape Company, 437
Motivation theory, 160
Motorola, 193, 294, 487, 494
Mountain Dew, 162
Mr. Clean, 262
MSA, 142
MTV, 461
Multinational corporations, 630
Multiple buying inﬂuence, 188
Multiple target market
approach, 76
Multiproduct ﬁrms, 118, 119
myWedding.com, 728–730
Nabisco, 279, 284, 299, 414
NAFTA, 109
NAICS codes, 206, 207
National income, 129–134
National Kidney Foundation, 42
National Semiconductor (NS),
195, 202, 203, 336
Nationalism, 108
Natural accounts, 591
Natural products, 258
NBC, 460
NEC, 470
Need-satisfaction approach, 444
Needs, 158–160
Negotiated contract buying, 197
Negotiated price, 540, 541
Nesquik, 408
Nestlé, 135, 453, 470, 631
Net, 499
Net proﬁt, 672
Net sales, 672
Netscape, 280, 290, 464
New product, 288
New-product planning,
287–298
ethical issues, 288
ﬁve-step process, as, 290
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integrated effort, 296–298
person in charge, 297
product liability, 292, 293
product safety, 292
R&D, 297, 298
six-month time limit, 288
step 1 (idea generation),
290, 291
step 2 (screening), 291–293
step 3 (idea evaluation),
293, 294
step 4 (development), 294,
295
step 5 (commercialization),
295, 296
top-level support, 296
New-task buying, 192
New unsought products, 255
NewChannel, 410
Newspaper advertising, 460
Newsweek, 462
Nielsen Media Research, 234
Nike, 589
Nintendo, 45, 99, 285, 343
Nippon Steel, 347
Nissan, 172
Noise, 400
Nokia, 148
Nonadopters, 413
Noncumulative quantity
discounts, 498
Nonprice competition, 490
Nonproﬁt organizations, 41, 42
North American Free Trade
Agreement (NAFTA), 109
North American Industry
Classiﬁcation System
(NAICS) codes, 206, 207
Northern Light, 228
Novartis, 443
Novatel Wireless, 642
Nutrition Labeling and
Education Act, 268
Nvidia Corp., 77
Nyman, 316
Objectives, company, 95–97
Observing, 234
OCA, 113
Odd-even pricing, 536
Ofﬁce Depot, 311, 362, 365
Ofﬁce Max, 558
Ofﬁce of Consumer Affairs
(OCA), 113
O’Keefe’s Ice Arena, 719, 720
Olay, 164
Old Capital, 501
Older people, 149
Oldsmobile, 65
Oligopoly, 530, 665, 666
Olympus, 70
Omnicom Group, 470
One-price policy, 491
Online auctions, 533, 534
Online shopping, 366–370
Open to buy, 210
Operating ratios, 675, 676
Operating statement, 670–674
Operational decisions, 53
Opinion leaders, 169, 412
Opportunities; see Marketing
opportunities
Order getters, 425, 426

Order getting, 425
Order takers, 427–429
Order taking, 427
Organization for Economic
Cooperation, 228
Organizational buyers; see
Business and
organizational buyers
Outdoor advertising, 460
Outdoor World, 730
Overall marketing program,
602–633
analysis of costs and sales,
620–622
blending the four Ps, 612
ﬁnding the best program,
627
forecasting techniques,
614–620
international marketing,
628–631
marketing mix, 609–612
marketing plan, 622–626
product life cycle, 613
Overseas production, 590
Owens-Corning Fiberglass,
498, 524
OXO International, 160
P. Robert and Partners, 242
P&G; see Procter & Gamble
(P&G)
Packaging, 267–269
Packaging specialists, 688
Palm, 494, 495
Panasonic, 457
Paper Supplies Corporation,
722, 723
Paradigm, 537
Pareto chart, 554
Paris Match International, 462
Park Seed Company, 309
Parker Brothers, 45
Parker Jewelry Company, 432
Paul Masson, 502
PayLess Drugstores, 365
Payless Shoes, 39
PC Magazine, 462
PCT, Inc., 737, 738
PD; see Physical distribution
(PD)
PD concept, 333–336
Penetration pricing policy, 494,
495
PeoplePC, 489
Pepperidge Farm, 339, 340
Pepsi, 20, 39, 86, 135, 176,
330, 401, 470, 473, 627
Pepto-Bismol, 170
Performance analysis, 561–566
Performance index, 563
Perseus Development
Corporation, 233
Personal digital assistant (PDA),
274–276
Personal interview surveys,
233, 234
Personal needs, 160
Personal selling, 420–447
big accounts, 431
changes/trends, 646
compensating salespeople,
438–440

e-commerce, 432
ethical issues, 444, 445
importance, 423
information technology,
434–436
job opportunities, 690
order getters, 425, 426
order takers, 427–429
organizing the sales force,
430–433
prospecting, 441–443
role of, 422–425
sales presentation, 443, 444
sales territories, 432
selecting/training
salespeople, 436–438
size of sales force, 432
strategy planning, 422
supporting salespeople,
429, 430
team selling, 430
telemarketing, 431
Personality, 165
Phase-out strategy, 287
Philips, 470
Phony list prices, 508
Physical distribution (PD),
328–353
airfreight, 344, 345
changes/trends, 646
containerization, 345
coordination of logistics
activities, 336–340
customer service, 331–333
distribution center, 350
ECR, 330, 331
ethical issues, 340
freight forwarders, 346
inland waterways, 344
JIT, 337
job opportunities, 689
PD concept, 333–336
piggyback service, 345
pipelines, 344
railroads, 342, 343
storing, 347–350
transporting, 341–346
trucks, 343
water transportation, 343
Physical distribution (PD)
concept, 333–336
Physiological needs, 160
Piggyback service, 345
Pillsbury, 134, 350, 351, 553,
713, 714
Pillsbury Häagen-Dazs, 269,
559, 713, 714
Pioneering advertising, 455, 456
Pipelines, 344
Place, 304; see also Channel
systems; Physical
distribution (PD)
Place utility, 6
Planetfeedback.com, 638
Planned economic system, 11,
12
Planning grid, 117, 118
Planters, 165
Plastic Master, 736, 737
PlasticsNet.com, 199
PlastiForm Mfg., 734, 735
PM allowances, 501
Pointcasting, 465
Polaroid, 60–62, 198, 477
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Political environment, 107–110
Population, 239
Population trends, 128–133
Porsche, 296
Portfolio management, 119
Positioning, 85–88
Positive cues, 162
Possession utility, 6
Post, 167
Potential market, questions
about, 126
Pozzi, 557
Prepared sales presentation,
443
Prestige pricing, 537
Price, 485
Price/Costco, 317, 365
Price discrimination, 509
Price ﬁxing, 509
Price leader, 531
Price lining, 536, 537
Price setting, 512–543
average-cost pricing,
518–524
bid pricing, 539, 540
break-even analysis,
527–531
changes/trends, 646
demand-oriented
approaches, 531–537
ethical issues, 535, 540
full line of products, 538, 539
gender differences, 520
job opportunities, 690, 691
marginal analysis, 527–531
markups, 515–518
negotiated pricing, 540, 541
target return pricing, 524
Priceline, 491
Pricing objectives/policies,
482–511
administered prices, 490
allowance policies, 501
couponing, 502
credit card sales, 499, 500
discount policies, 497–501
ethical issues, 493, 501
exchange rates, and, 496
geographic pricing policies,
503
introductory price dealing,
496
job opportunities, 690, 691
legal issues, 507–510
list prices, 497
market share, 489
penetration pricing, 494, 495
price ﬂexibility policies, 491,
492
price-level policies, 493–497
proﬁt-oriented objectives,
487, 488
rebates, 502, 503
sale prices, 500, 501
sales-oriented objectives,
488, 489
skimming, 493, 494
status quo objectives, 489,
490
strategy dimensions, 484,
485
transportation costs, 503
value pricing, 504–507
Primary data, 226, 229
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Primary demand, 414
PrimeStreet, 582
Privacy, 648
Private brands, 266
Private warehouses, 349, 350
Problem-solving process,
172–176
Procter & Gamble (P&G), 13,
36, 47, 78, 99, 102, 178,
265, 285, 286, 307, 313,
325, 349, 431, 453, 456,
465, 470, 476, 477, 498
Procurement hub sites, 200
Prodigy, 366
Producers’ order takers, 427,
428
Product advertising, 455
Product assortment, 252
Product-bundle pricing, 539
Product champion, 298
Product classes, 253
Product development, 67; see
also New-product
planning
Product liability, 292, 293
Product life cycle
deﬁned, 276
length, 280–283
overall marketing program,
613
promotion, 413–415
retailing, 372
speciﬁc markets, and,
278–280
stages, 277, 278
strategic planning, 283–287
Product line, 252
Product managers, 298, 299
Product-market, 71
Product-market deﬁnition, 72,
73
Product-market screening
criteria, 115, 116
Product planner, 689
Product quality, 249, 250
Product safety, 292
Production, 5
Production capacity, 585–591
Production costs, 590, 591
Production era, 34
Production orientation, 35
Production-oriented manager,
38, 47, 70
Products, 246–273
branding, 260–267
business product classes,
256–260
changes/trends, 646
consumer product classes,
253–256
deﬁned, 248
goods/services, contrasted,
256
line, 252, 253
packaging, 267–269
quality, 249, 250
strategy planning, 249
warranties, 270, 271
Professional Carwashing &
Detailing, 492
Proﬁt and loss statement,
670–674
Proﬁt maximization objective,
488

Promotion, 390–419
adoption processes,
411–413
AIDA model, 399
budget, 415–417
business customers, to, 410
communication process,
400–402
customer-initiated
interactive
communication,
404–407
deﬁned, 392
direct-response promotion,
402–404
ethical issues, 401, 402
ﬁnal customers, to, 409
in-school, 649
Internet, 412
managing the promotion
blend, 395–397
methods, 393, 394
middlemen, 408
nature of compilation, 415
objectives, 397–399
product life cycle, 413–415
pulling, 409
pushing, 407–409
Promotion budget, 413–415
Prospecting, 441–443
Prudential Insurance, 208
PSSP hierarchy of needs, 159,
160
Psychographics, 165, 166
Psychological pricing, 536
Public warehouses, 349, 350
Publicis Groupe, 470
Publicity, 393, 394
Publix Super Markets, 149
Pulling, 409
Pulsar, 281
Puraﬁl, 69
Purchase discount, 673
Purchase situation, 171, 172
Purchasing agent/buyer, 688
Purchasing managers, 187
Purchasing speciﬁcations, 187
Pure competition, 415, 664,
665
Pure subsistence economy, 14
Purina, 163, 306
Push money allowances, 501
Pushing, 407–409
Quaker State, 267
Qualifying dimensions, 80
Qualitative research, 230, 231
Quality, 249
Quality Controlled Services,
242
Quantitative research, 231–233
Quantity discounts, 497, 498
Quantity discrepancies,
310–312
Questionnaires, 232, 233
Quicksilver Enterprises, 135
QuickTake.com, 232, 472
Quotas, 19
QVC, 366
R&D, 297, 298
Rack jobbers, 382

Radio advertising, 460–462
Ragged Mountain, 484
Railroad, 342, 343
Rainbow Packers, 735, 736
Random sampling, 239
Raw materials, 258
Raychem Corp., 109
Rayovac, 320
RealMedia, 107
Rebates, 502, 503
Receiver, 400
Reciprocity, 198, 199
Red Cross, 256
Reebok International, 323
Reference group, 169
Reference price, 534
Regional grouping, 108
Regrouping activities, 311
Regularly unsought products,
255
Regulatory agencies, 113
Reinforcement, 161
Reminder advertising, 457
Renault, 470
Republic Polymer Company,
715, 716
Requisition, 191
Research and development
(R&D), 297, 298
Research proposal, 229
Resident buyers, 210
Resolve, 161
Response, 161
Response rate, 233
Retail order getters, 426
Retail order takers, 429
Retailers, 208–210
Retailing, 354–376
convenience, and, 365, 366
conventional retailers, 359,
360
deﬁned, 357
department stores, 361
economic needs, and, 358
ethical issues, 373
evolution/change, 371–373
future developments, 385,
386
international considerations,
375
Internet selling, 366–370
job opportunities, 689
mass-merchandising,
361–365
product life cycle, 372
segmentation/positioning,
359
size/proﬁts, 373
social/emotional needs,
and, 358
specialty shops, 360, 361
strategy, 358, 359
three-dimensional view,
370, 371
Return, 672
Return on assets (ROA), 679
Return on investment (ROI),
116, 293, 678, 679
Reverse auction, 200
Reverse channels, 324, 325
Richardson Electronics, 381
Riddell, 292, 293
Right Guard, 102
Risk taking, 22

Ritz, 84
RJR, 474
ROA, 679
Robinson-Patman Act, 111,
509
ROI, 116, 293, 678, 679
Rolls Royce, 320
Rolm, 308
Romano’s Take-Out, 746–748
Routinized response behavior,
174
Royal Appliance Manufacturing
Company, 708–710
Royal Dutch Shell, 346, 631
Rubbermaid, 104
Rule for maximizing proﬁt, 529
Runners World, 720, 721
Ryder, 211
Ryder Systems, 403, 404
S.W.O.T. analysis, 66, 609
Saatchi & Saatchi, 471
Safety needs, 160
Safeway, 487, 517
Sale price, 500
Sales, 672
Sales analysis, 560, 561
Sales & Marketing
Management, 228, 616
Sales decline, 278
Sales era, 34
Sales forecast, 614
Sales managers, 395
Sales-oriented objective, 488
Sales presentation, 443–445
Sales promotion, 474–479
amount spent, 475, 476
changes/trends, 646
employees, for, 479
ﬁnal consumers/users, for,
477–479
job opportunities, 690
middlemen, for, 479
nature of, 474–476
problems, 476, 477
Sales promotion managers, 395
Sales territory, 432
Salesforce.com, 434
Salespeople; see Personal
selling
Sample, 239
Sampling Corporation of
America (SCA), 649
Sam’s Club, 365
Sara Lee, 98, 118, 252, 505,
587
Saturn, 556, 558
Sauder, 289, 335
SBU, 118
Scholastic, Inc., 394
Schools, promoting in, 649
Schweppes, 401
Science Diet, 306, 307
Scientiﬁc method, 223, 224
Screening criteria, 114–116
Search engine, 220, 227
Sears, 264, 270, 309, 315, 316,
366
Seasonal discounts, 498
Secondary data, 226
Secret shoppers, 234
Sega, 45
Segmenters, 77, 78

Perreault−McCarthy: Basic
Marketing: A
Global−Managerial
Approach, 14/e

Back Matter

© The McGraw−Hill
Companies, 2002

Subject Index

Subject Index
Segmenting, 74; see also
Market segmentation
Seiko, 55
Selective demand, 414
Selective distribution, 320, 321
Selective exposure, 160
Selective perception, 160
Selective retention, 161
Selling agents, 384
Selling formula approach, 444
Selling function, 21
Senior citizens, 149
Sensomatic, 650
Service guarantees, 271
Service mark, 260
Service operations, 207, 208
Service wholesalers, 380
Services, 251, 252
7-Eleven, 365, 462
7-Up, 86
Sharper Image, 320
Shell Oil, 346, 631
Sherman Act, 111
Sherwin-Williams, 318
Shopping products, 254, 255
Shoprite Stores, 501
SHOUT, 63
Siemens, 128, 148
Siltec, 195
Simmons Market Research
Bureau, 236, 238, 240
Simple trade era, 33
Single-adult households, 142
Single-line
mass-merchandisers, 362,
365
Single-line stores, 360
Single-line (or general-line)
wholesalers, 380
Single target market approach,
76
Situation analysis, 226–229
Skimming price policy, 493, 494
Skippy, 459
SleepyTime Motel, 718, 719
Slotting allowances, 501
Small Business Administration,
212
SmithKline Beecham, 402
Snapple, 39, 308
Snickers, 468
SoapWorks, 66
SoBe, 308
Social class, 167–169
Social needs, 160
Social responsibility, 43, 647
Socially responsible
consumers, 650
Soft Sheen Products, 208
Sony, 70, 85, 99, 281, 314, 345,
397, 413, 475, 494, 631
Sophia’s Ristorante, 717, 718
Sorrell Ridge, 583, 584
Sorting, 312
Source, 400
Specialty products, 255
Specialty shop, 360, 361
Specialty wholesalers, 380, 381
Spiffs, 501
Spreadsheet analysis, 621
Sprint, 312
SPSS, 564
SRC, 127
SRI Consulting, 166

Stadtlanders Pharmacy, 611
Standard & Poor’s Industry
Surveys, 229
Standard Rate and Data, 462
Standardization and grading, 22
Stanley Works, 396
Staples, 254, 312
Starbucks, 37, 98, 261
State Bank, 727, 728
Statement of ﬁnancial
condition, 678
Statistical Abstract of the
United States, 228
Statistical packages, 239
Statistics Canada, 228
Status quo objectives, 489, 490
Stock, 581
Stock-outs, 586
Stocking allowances, 501
Stockturn rate, 517, 675
Stop-N-Go, 365
Storing, 347–350
Storing function, 22
Straight commission, 438
Straight rebuy, 192
Straight salary, 438
Strategic business unit (SBU),
118
Strategic (management)
planning, 45
Strategic planning grid, 117,
118
Suavitel, 150
Substitutes, 660
Sun Microsystems, 219
Sun Television and Appliances,
500
Sunkist, 265, 457
Sunlite, 346
Super Target, 364
Supercenters, 364
Supermarkets, 362, 363
SuperValu, 208, 374
Supplies, 259
Supply curve, 661–663
Supporting salespeople, 429,
430
Survey Sampling, Inc., 240
Surveys, 232–234
Swatch, 55, 56
Sylvania, 322
Syndicated research, 238
Taco Bell, 490
Target, 86, 316, 364, 370
Target market, 46
Target marketing, 47
Target return objective, 487
Target return pricing, 524
Tariffs, 19
Task method, 417
Task transfer, 590
Task utility, 6
Technical specialists, 429
Technological environment,
106, 107
Technology, 106, 647; see also
Internet
Tegut, 23
Telemarketing, 431
Telephone and direct-mail
retailing, 366
Telephone surveys, 233

Teletext, 405
Television advertising, 460, 461
Tesco, 362, 369, 375, 505, 635,
641
Test-marketing, 238
Texas Instruments, 55, 281
ThermoScan, 280
Third Wave Research Group,
614
Third World markets, 135
Three Rivers Steel Company,
716
3M, 25, 252, 286, 299, 381,
489, 607, 641
ThunkDesign, 502
Tianguis, 47
Tiffany & Co., 359, 505, 538
Time series, 619
Time utility, 6
Time-Warner, 465
Timex, 55, 56, 294
Timken, 187
Toddler University, 51–53
Tonka Toys, 349
Top management, 96, 97
Total cost, 520
Total cost approach, 334
Total ﬁxed cost, 520
Total proﬁt approach, 116
Total quality management
(TQM), 552–559
Total variable cost, 520
Toymax, 283
Toyota, 7, 114, 198, 338, 412,
456, 470, 505, 552, 638
Toys “R” Us, 316, 357, 365,
369, 375
TQM, 552–559
Trade credit, 499
Trade (functional) discount, 500
Trade-in allowance, 501
Trade promotion, 479
Trade shows, 479
Trademark, 260
Traditional channel systems,
314
Trans World Airlines (TWA), 477
Transporting, 341–346
Transporting function, 22
Treif, 610
Trend extension, 615
Truck wholesalers, 381
Trucks, 343
True Value Hardware, 373
Tupperware, 309
TWA, 477
2/10, net 30, 499
U.S. consumer market, 136
birthrate, 139
empty nesters, 148
ethnic dimensions, 149–151
graying of America, 139,
140
household composition, 141
income dimensions,
143–146
metro areas, 142
metropolitan statistical
areas, 142
mobility, 143
nonfamily households, 141,
142
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population, 137, 138
senior citizens, 149
spending patterns, 146, 147
suburbs, 142
teenagers, 140, 148
urbanization, 142
U.S. Time Company, 55
Unfair advertising, 472–474
Unfair trade practice acts, 507
Uni-Charm, 102
Uniform delivered pricing, 503
Unilever, 265, 307, 453, 470,
473, 498, 580, 631
Unit-pricing, 269
United Nations Statistical
Yearbook, 228
United Parcel Service (UPS),
17, 92–94, 378, 385, 406,
557, 641
Universal functions of
marketing, 21
Universal product code, 268
Unsought products, 255
Upper-class, 168
Upper-lower class, 168
Upper-middle class, 168
UPS; see United Parcel Service
(UPS)
Utility, 5, 6
V Campus, 437
Validity, 241
VALS, 166
Value Click, 465
Value in use pricing, 533
Value pricing, 504–507
Van Heusen, 164
Vendor analysis, 189
Vertical arrangements, 322
Vertical integration, 317, 318
Vertical marketing systems, 317
Video cases, 697–710; see also
Cases
Briggs & Stratton, 701, 702
Celestial Seasonings, 700,
701
Frog’s Leap Winery, 703,
704
Girl Scouts, 704–706
hardwood industry,
698–700
Royal Appliance
Manufacturing
Company, 708–710
Volkswagen, 706–708
Virtual corporation, 587
Virtual store, 307
Virtual Vineyards, 370
Visa, 460, 499
Vivitar, 70
Volkswagen, 324, 706–708
Voluntary chains, 374
Walgreens Drugstores, 208,
309
Wal-Mart, 8, 43, 47, 62, 99,
191, 196, 316, 317, 343,
362, 364, 366, 367, 369,
370, 373, 377, 431, 505,
506, 512–514, 518, 641
Wants, 158
Warehouse, 349, 350
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Warehouse club, 365
Warner Music, 314
Warranty, 270
Watanake Packaging Ltd.
(WPL), 567
Watch industry, 55
Water transportation, 343
Web advertising, 463–466
Webvan, 369
Wendy’s, 490
Wheel of retailing theory, 371
Wheeler-Lea Amendment, 111,
508
Wherehouse Entertainment,
314
Whirlpool, 235
White Wave Silk, 163
Wholesale order getters, 426

Wholesale order takers, 428
Wholesalers, 208–210, 376
Wholesaling, 376
agent middlemen, 382–384
deﬁned, 376
ethical issue, 378
evolution of, 376–378
future developments, 385,
386
job opportunities, 689
manufacturers’ sales
branches, 379
types of wholesalers,
379–382
Wholly owned subsidiary, 630
Williams-Sonoma, 39
Winn-Dixie, 492
Wire Solutions, 734

Wirtschaftwoche, 462
Women, 113, 114
Working capital, 581
Working class, 168
Workrite, 250
World Development Indicators,
The, 136
World Factbook, The, 136
World Population Proﬁle, 136
World Trade Organization
(WTO), 20
World Wildlife Fund, 41
worldbid.com, 540
WPL, 567
WPP Group, 470
Wrigley, 320
WTO, 20

Xenon Laboratories, 497
Xerox Corp., 270, 289, 290,
333, 334
Yahoo!, 263, 290, 464
Yellow Pages, 229
Yellow Pages advertising, 460
Yoplait, 155, 156
Zara, 282
Zerex, 36
Zero-Knowledge, 223
Ziff-Davis Publishing, 368
Ziplock, 279
Zone pricing, 503
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