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Preface

Principles of Marketing teaches the experience and process of actually doing marketing—not just the
vocabulary. It carries five dominant themes throughout in order to expose students to marketing in

today’s environment:

1. Service-dominant logic—This textbook employs the term “offering” instead of the more
traditional first P—product. That is because consumers don’t sacrifice value when alternating
between a product and a service. They are evaluating the entire experience, whether they interact
with a product, a service, or a combination. So the fundamental focus is providing value throughout
the value chain, whether that value chain encompasses a product, a service, or both.

2. Sustainability—Increasingly, companies are interested in their impact on their local community
as well as on the overall environment. This is often referred to as the “triple bottom line” of
financial, social, and environment performance.

3. Ethics and social responsibility—Following on the sustainability notion is the broader
importance of ethics and social responsibility in creating successful organizations. The authors
make consistent references to ethical situations throughout chapter coverage, and end-of-chapter
material in most chapters will encompass ethical situations.

4. Global coverage—Whether it is today’s price of gasoline, the current U.S. presidential race, or
midwestern U.S. farming, almost every industry and company needs strong global awareness. And
today’s marketing professionals must understand the world in which they and their companies
operate.

5. Metrics—Firms today have the potential to gather more information than ever before about their
current and potential customers. That information gathering can be costly, but it can also be very
revealing. With the potential to capture so much more detail about micro transactions, firms should
now be more able to answer, “Was this marketing strategy really worth it?” and “What is the
marketing ROI?” and finally, “What is this customer or set of customers worth to us over their

lifetime?”
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Chapter 1
What Is Marketing?

What makes a business idea work? Does it only take money? Why are some products a huge success
and similar products a dismal failure? How was Apple, a computer company, able to create and
launch the wildly successful iPod, yet Microsoft’s first foray into MP3 players was a total disaster? If
the size of the company and the money behind a product’s launch were the difference, Microsoft
would have won. But for Microsoft to have won, it would have needed something it's not had in a
while—good marketing so it can produce and sell products that consumers want.

So how does marketing get done?

1.1 Defining Marketing

LEARNING OBJECTIVE

1. Define marketing and outline its components.

Marketing is defined by the American Marketing Association as “the activity, set of institutions, and

processes for creating, communicating, delivering, and exchanging offerings that have value for

» [1]

customers, clients, partners, and society at large. If you read the definition closely, you see that there

are four activities, or components, of marketing:

e Creating. The process of collaborating with suppliers and customers to create offerings that have
value.

e Communicating. Broadly, describing those offerings, as well as learning from customers.

e Delivering. Getting those offerings to the consumer in a way that optimizes value.

e Exchanging. Trading value for those offerings.
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The traditional way of viewing the components of marketing is via the four Ps:

1. Product. Goods and services (creating offerings).
2. Promotion. Communication.
3. Place. Getting the product to a point at which the customer can purchase it (delivering).

4. Price. The monetary amount charged for the product (exchange).

Introduced in the early 1950s, the four Ps were called the marketing mix, meaning that a marketing plan

is a mix of these four components.

If the four Ps are the same as creating, communicating, delivering, and exchanging, you might be
wondering why there was a change. The answer is that they are not exactly the same. Product, price, place,
and promotion are nouns. As such, these words fail to capture all the activities of marketing. For example,
exchanging requires mechanisms for a transaction, which consist of more than simply a price or place.
Exchanging requires, among other things, the transfer of ownership. For example, when you buy a car,

you sign documents that transfer the car’s title from the seller to you. That’s part of the exchange process.

Even the term product, which seems pretty obvious, is limited. Does the product include services that
come with your new car purchase (such as free maintenance for a certain period of time on some models)?

Or does the product mean only the car itself?

Finally, none of the four Ps describes particularly well what marketing people do. However, one of the

goals of this book is to focus on exactly what it is that marketing professionals do.

Value

Value is at the center of everything marketing does (Figure 1.1). What does value mean?

Saylor URL: http://www.saylor.org/books Saylor.org
4



http://creativecommons.org/licenses/by-nc-sa/3.0/
http://www.saylor.org/books

Figure 1.1
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Marketing is composed of four activities centered on customer value: creating, communicating,

delivering, and exchanging value.

When we use the term value, we mean the benefits buyers receive that meet their needs. In other words,
value is what the customer gets by purchasing and consuming a company’s offering. So, although the

offering is created by the company, the value is determined by the customer.

Furthermore, our goal as marketers is to create a profitable exchange for consumers. By profitable, we
mean that the consumer’s personal value equation is positive.

The personal value equation is

value = benefits received — [price + hassle]

Hassle is the time and effort the consumer puts into the shopping process. The equation is a personal one
because how each consumer judges the benefits of a product will vary, as will the time and effort he or she
puts into shopping. Value, then, varies for each consumer.

One way to think of value is to think of a meal in a restaurant. If you and three friends go to a restaurant
and order the same dish, each of you will like it more or less depending on your own personal tastes. Yet

the dish was exactly the same, priced the same, and served exactly the same way. Because your tastes
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varied, the benefits you received varied. Therefore the value varied for each of you. That's why we call it

a personal value equation.

Value varies from customer to customer based on each customer’s needs. The marketing concept, a
philosophy underlying all that marketers do, requires that marketers seek to satisfy customer wants and
needs. Firms operating with that philosophy are said to be market oriented. At the same time, market-
oriented firms recognize that exchange must be profitable for the company to be successful. A marketing

orientation is not an excuse to fail to make profit.

Firms don’t always embrace the marketing concept and a market orientation. Beginning with the
Industrial Revolution in the late 1800s, companies were production oriented. They believed that the
best way to compete was through product innovation and by reducing production costs. In other words,
companies thought that good products would sell themselves. Perhaps the best example of such a product
was Henry Ford’s Model A automobile, the first product of his production line innovation. Ford’s
production line made the automobile cheap and affordable for just about everyone. The production era
lasted until the 1920s, when production-capacity growth began to outpace demand growth and new

strategies were called for.

From the 1920s until after World War 11, companies tended to be selling oriented, meaning they
believed it was necessary to push their products by heavily emphasizing advertising and selling.
Consumers during the Great Depression and World War Il did not have as much money, so the

competition for their available dollars was stiff. The result was this push approach during the selling era.

In the post—World War Il environment, demand for goods increased as the economy soared. Some
products, limited in supply during World War 11, were now plentiful to the point of surplus. Consumers
had many choices available to them, so companies had to find new ways to compete. During this time, the
marketing concept was developed, and from about 1950 to 1990, businesses operated in

the marketing era.
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So what era would you say we're in now? Some call it the value era: a time when companies emphasize
creating value for customers. Is that really different from the marketing era, in which the emphasis was on
fulfilling the marketing concept? Maybe not. Others call today’s business environment the one-to-

one era, meaning that the way to compete is to build relationships with customers one at a time and seek
to serve each customer’s needs individually. Yet is that substantially different from the marketing

concept?

Still others argue that this is the time of service-dominant logic and that we are in the service-
dominant logic era. Service-dominant logic is an approach to business that recognizes that consumers
want value no matter how it is delivered, whether it's via a product, a service, or a combination of the two.
Although there is merit in this belief, there is also merit to the value approach and the one-to-one
approach. As you will see throughout this book, all three are intertwined. Perhaps, then, the name for this

era has yet to be devised.

Whatever era we're in now, most historians would agree that defining and labeling it is difficult. Value and
one-to-one are both natural extensions of the marketing concept, so we may still be in the marketing era.
To make matters more confusing, not all companies adopt the philosophy of the era. For example, in the
1800s Singer and National Cash Register adopted strategies rooted in sales, so they operated in the selling
era forty years before it existed. Some companies are still in the selling era. Many consider automobile
manufacturers to be in the trouble they are in because they work too hard to sell or push product and not

hard enough on delivering value.

Creating Offerings That Have Value

Marketing creates those goods and services that the company offers at a price to its customers or clients.
That entire bundle consisting of the tangible good, the intangible service, and the price is the

company’s offering. When you compare one car to another, for example, you can evaluate each of these

dimensions—the tangible, the intangible, and the price—separately. However, you can’t buy one
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manufacturer’s car, another manufacturer’s service, and a third manufacturer’s price when you actually

make a choice. Together, the three make up a single firm’s offer.

Marketing people do not create the offering alone. For example, when the iPhone was created, Apple’s
engineers were also involved in its design. Apple’s financial personnel had to review the costs of producing
the offering and provide input on how it should be priced. Apple’s operations group needed to evaluate
the manufacturing requirements the iPhone would need. The company’s logistics managers had to
evaluate the cost and timing of getting the offering to retailers and consumers. Apple’s dealers also likely
provided input regarding the iPhone’s service policies and warranty structure. Marketing, however, has
the biggest responsibility because it is marketing’s responsibility to ensure that the new phone delivers
value. Creating and managing offerings will be the focus of Chapter 5 "Market Segmenting, Targeting, and

Positioning™ and Chapter 6 "Creating Offerings" in this book.

Communicating Offerings

Communicating is a broad term in marketing that means describing the offering and its value to your
potential and current customers, as well as learning from customers what it is they want and like.
Sometimes communicating means educating potential customers about the value of an offering, and
sometimes it means simply making customers aware of where they can find a product. Communicating
also means that customers get a chance to tell the company what they think. Today companies are finding
that to be successful, they need a more interactive dialog with their customers. For example, Comcast
customer service representatives will watch consumer Web sites like Twitter. When they observe
consumers “tweeting” (posting) problems with Comcast, the customer service reps will post resolutions to
their problems. Similarly, JCPenney has created consumer groups that talk among themselves on
JCPenney-monitored Web sites. The company might post questions, send samples, or engage in other

activities designed to solicit feedback from customers.

Figure 1.2
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A Porsche Boxster can cost three times as much as a Pontiac Solstice, but why is it worth more?

What makes up the complete offering?

Source: Wikimedia Commons.

Companies use many forms of communication, including advertising on the Web or television, on
billboards or in magazines, through product placements in movies, and through salespeople. Other forms
of communication include attempting to have news media cover the company’s actions (part of public
relations [PR]), participating in special events such as the annual International Consumer Electronics
Show in which Apple and other companies introduce their newest gadgets, and sponsoring special events

like the Susan G. Komen Race for the Cure.

Delivering Offerings

Marketing can’t just promise value, it also has to deliver value. Delivering an offering that has value is
much more than simply getting the product into the hands of the user; it is also making sure that the user
understands how to get the most out of the product and is taken care of if he or she requires service later.
Value is delivered in part through a company’s supply chain. The supply chain includes a number of
organizations and functions that mine, make, assemble, or deliver materials and products from a
manufacturer to consumers. The actual group of organizations can vary greatly from industry to industry,
and include wholesalers, transportation companies, and retailers. Logistics, or the actual transportation
and storage of materials and products, is the primary component of supply chain management, but there

are other aspects of supply chain management that we will discuss later.

Exchanging Offerings
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In addition to creating an offering, communicating its benefits to consumers, and delivering the offering,
there is the actual transaction, or exchange, that has to occur. In most instances, we consider the
exchange to be cash for products and services. However, if you were to fly to Louisville, Kentucky, for the
Kentucky Derby, you could “pay” for your airline tickets using frequent-flier miles. You could also use
Hilton Honors points to “pay” for your hotel, and cash back points on your Discover card to pay for meals.
None of these transactions would actually require cash. Other exchanges, such as information about your

preferences gathered through surveys, might not involve cash.

When consumers acquire, consume (use), and dispose of products and services, exchange occurs,
including during the consumption phase. For example, via Apple’s “One-to-One” program, you can pay a
yearly fee in exchange for additional periodic product training sessions with an Apple professional. So,
each time a training session occurs, another transaction takes place. A transaction also occurs when you
are finished with a product. For example, you might sell your old iPhone to a friend, trade in a car, or ask

the Salvation Army to pick up your old refrigerator.

Disposing of products has become an important ecological issue. Batteries and other components of cell
phones, computers, and high-tech appliances can be very harmful to the environment, and many
consumers don’t know how to dispose of these products properly. Some companies, such as Office Depot,

have created recycling centers to which customers can take their old electronics.

Apple has a Web page where consumers can fill out a form, print it, and ship it along with their old cell
phones and MP3 players to Apple. Apple then pulls out the materials that are recyclable and properly
disposes of those that aren’t. By lessening the hassle associated with disposing of products, Office Depot

and Apple add value to their product offerings.

KEY TAKEAWAY

The focus of marketing has changed from emphasizing the product, price, place, and promotion mix to one

that emphasizes creating, communicating, delivering, and exchanging value. Value is a function of the benefits
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an individual receives and consists of the price the consumer paid and the time and effort the person

expended making the purchase.

REVIEW QUESTIONS

1. What is the marketing mix?
2. How has marketing changed from the four Ps approach to the more current value-based perspective?

3. What is the personal value equation?

[1] American Marketing Association, “Definition of

Marketing,”http://www.marketingpower.com/AboutAMA/Pages/DefinitionofMarketing.aspx?sq=definition+of+m

arketing (accessed December 3, 2009).

1.2 Who Does Marketing?

LEARNING OBJECTIVE

1. Describe how the various institutions and entities that engage in marketing use marketing to deliver value.

The short answer to the question of who does marketing is “everybody!” But that answer is a bit glib
and not too useful. Let’s take a moment and consider how different types of organizations engage in

marketing.
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For-Profit Companies

The obvious answer to the question, “Who does marketing?” is for-profit companies like McDonald’s,
Procter & Gamble (the makers of Tide detergent and Crest toothpaste), and Walmart. For example,
McDonald’s creates a new breakfast chicken sandwich for $1.99 (the offering), launches a television
campaign (communicating), makes the sandwiches available on certain dates (delivering), and then sells
them in its stores (exchanging). When Procter & Gamble (or P&G for short) creates a new Crest tartar
control toothpaste, it launches a direct mail campaign in which it sends information and samples to
dentists to offer to their patients. P&G then sells the toothpaste through retailers like Walmart, which has
a panel of consumers sample the product and provide feedback through an online community. These are

all examples of marketing activities.

For-profit companies can be defined by the nature of their customers. A B2C (business-to-consumer)
company like P&G sells products to be used by consumers like you, while a B2B (business-to-business)
company sells products to be used within another company’s operations, as well as by government
agencies and entities. To be sure, P&G sells toothpaste to other companies like Walmart (and probably to

the Army and prisons and other government agencies), but the end user is an individual person.

Other ways to categorize companies that engage in marketing is by the functions they fulfill. P&G is a

manufacturer, Walmart is a retailer, and Grocery Supply Company (http://www.grocerysupply.com) is a

wholesaler of grocery items and buys from companies like P&G in order to sell to small convenience store
chains. Though they have different functions, all these types of for-profit companies engage in marketing
activities. Walmart, for example, advertises to consumers. Grocery Supply Company salespeople will call
on convenience store owners and take orders, as well as build in-store displays. P&G might help Walmart
or Grocery Supply Company with templates for advertising or special cartons to use in an in-store display,

but all the companies are using marketing to help sell P&G’s toothpaste.
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Similarly, all the companies engage in dialogs with their customers in order to understand what to sell.
For Walmart and Grocery Supply, the dialog may result in changing what they buy and sell; for P&G, such

customer feedback may yield a new product or a change in pricing strategy.

Nonprofit Organizations

Nonprofit organizations also engage in marketing. When the American Heart Association (AHA) created a
heart-healthy diet for people with high blood pressure, it bound the diet into a small book, along with
access to a special Web site that people can use to plan their meals and record their health-related
activities. The AHA then sent copies of the diet to doctors to give to patients. When does an exchange take

place, you might be wondering? And what does the AHA get out of the transaction?

From a monetary standpoint, the AHA does not directly benefit. Nonetheless, the organization is meeting
its mission, or purpose, of getting people to live heart-healthy lives and considers the campaign a success
when doctors give the books to their patients. The point is that the AHA is engaged in the marketing
activities of creating, communicating, delivering, and exchanging. This won'’t involve the same kind of
exchange as a for-profit company, but it is marketing. When a nonprofit organization engages in
marketing activities, this is called nonprofit marketing. Some schools offer specific courses in

nonprofit marketing, and many marketing majors begin their careers with nonprofit organizations.

Government entities also engage in marketing activities. For example, when the U.S. Army advertises to
parents of prospective recruits, sends brochures to high schools, or brings a Bradley Fighting Vehicle to a
state fair, the Army is engaging in marketing. The U.S. Army also listens to its constituencies, as
evidenced by recent research aimed at understanding how to serve military families more effectively. One
result was advertising aimed at parents and improving their response to their children’s interest in joining
the Army; another was a program aimed at encouraging spouses of military personnel to access

counseling services when their spouse is serving overseas.
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Similarly, the Environmental Protection Agency (EPA) runs a number of advertising campaigns designed
to promote environmentally friendly activities. One such campaign promoted the responsible disposal of

motor oil instead of simply pouring it on the ground or into a storm sewer.

There is a difference between these two types of activities. When the Army is promoting the benefits of
enlisting, it hopes young men and women will join the Army. By contrast, when the EPA runs
commercials about how to properly dispose of motor oil, it hopes to change people’s attitudes and
behaviors so that social change occurs. Marketing conducted in an effort to achieve certain social
objectives can be done by government agencies, nonprofit institutions, religious organizations, and others
and is called social marketing. Convincing people that global warming is a real threat via
advertisements and commercials is social marketing, as is the example regarding the EPA’s campaign to

promote responsible disposal of motor oil.

Individuals

If you create a résumeé, are you using marketing to communicate the value you have to offer prospective
employers? If you sell yourself in an interview, is that marketing? When you work for a wage, you are

delivering value in exchange for pay. Is this marketing, too?

Some people argue that these are not marketing activities and that individuals do not necessarily engage
in marketing. (Some people also argue that social marketing really isn’t marketing either.) Can individuals

market themselves and their ideas?

In some respects, the question is a rhetorical one, designed for academics to argue about in class. Our
point is that in the end, it may not matter. If, as a result of completing this book, you can learn how to
more effectively create value, communicate and deliver that value to the receiver, and receive something

in exchange, then we’ve achieved our purpose.
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KEY TAKEAWAY

Marketing can be thought of as a set of business practices that for-profit organizations, nonprofit
organizations, government entities, and individuals can utilize. When a nonprofit organization engages in
marketing activities, this is called nonprofit marketing. Marketing conducted in an effort to achieve certain

social objectives is called social marketing.

REVIEW QUESTIONS

1. What types of companies engage in marketing?
2. What is the difference between nonprofit marketing and social marketing?

3. What can individuals do for themselves that would be considered marketing?

1.3 Why Study Marketing?

LEARNING OBJECTIVE

1. Explain the role marketing plays in individual firms and society as a whole.

Marketing Enables Profitable Transactions to Occur

Products don’t, contrary to popular belief, sell themselves. Generally, the “build it and they will come”
philosophy doesn’t work. Good marketing educates customers so that they can find the products they
want, make better choices about those products, and extract the most value from them. In this way,
marketing helps facilitate exchanges between buyers and sellers for the mutual benefit of both parties.
Likewise, good social marketing provides people with information and helps them make healthier
decisions for themselves and for others.
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Of course, all business students should understand all functional areas of the firm, including marketing.
There is more to marketing, however, than simply understanding its role in the business. Marketing has

tremendous impact on society.

Marketing Delivers Value

Not only does marketing deliver value to customers, but also that value translates into the value of the
firm as it develops a reliable customer base and increases its sales and profitability. So when we say that
marketing delivers value, marketing delivers value to both the customer and the company. Franklin D.
Roosevelt, the U.S. president with perhaps the greatest influence on our economic system, once said, “If |
were starting life over again, | am inclined to think that | would go into the advertising business in
preference to almost any other. The general raising of the standards of modern civilization among all
groups of people during the past half century would have been impossible without the spreading of the
knowledge of higher standards by means of advertising.”,[” Roosevelt referred to advertising, but
advertising alone is insufficient for delivering value. Marketing finishes the job by ensuring that what is

delivered is valuable.

Marketing Benefits Society

Marketing benefits society in general by improving people’s lives in two ways. First, as we mentioned, it
facilitates trade. As you have learned, or will learn, in economics, being able to trade makes people’s lives
better. Otherwise people wouldn’t do it. (Imagine what an awful life you would lead if you had to live a
Robinson Crusoe—like existence as did Tom Hanks’s character in the movie Castaway.) In addition,
because better marketing means more successful companies, jobs are created. This generates wealth for

people, who are then able to make purchases, which, in turn, creates more jobs.

The second way in which marketing improves the quality of life is based on the value delivery function of
marketing, but in a broader sense. When you add all the marketers together who are trying to deliver

offerings of greater value to consumers and are effectively communicating that value, consumers are able
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to make more informed decisions about a wider array of choices. From an economic perspective, more

choices and smarter consumers are indicative of a higher quality of life.

Marketing Costs Money

Marketing can sometimes be the largest expense associated with producing a product. In the soft drink
business, marketing expenses account for about one-third of a product’s price—about the same as the
ingredients used to make the soft drink itself. At the bottling and retailing level, the expenses involved in

marketing a drink to consumers like you and me make up the largest cost of the product.

Some people argue that society does not benefit from marketing when it represents such a huge chunk of
a product’s final price. In some cases, that argument is justified. Yet, when marketing results in more
informed consumers receiving a greater amount of value, then the cost is justified.

Marketing Offers People Career Opportunities

Marketing is the interface between producers and consumers. In other words, it is the one function in the
organization in which the entire business comes together. Being responsible for both making money for
your company and delivering satisfaction to your customers makes marketing a great career. In addition,
because marketing can be such an expensive part of a business and is so critical to its success, companies
actively seek good marketing people. At the beginning of each chapter in this book, we profile a person in
the marketing profession and let that person describe for you what he or she does. As you will learn,
there’s a great variety of jobs available in the marketing profession. These positions represent only a few

of the opportunities available in marketing.

e Marketing research. Personnel in marketing research are responsible for studying markets
and customers in order to understand what strategies or tactics might work best for firms.

e Merchandising. In retailing, merchandisers are responsible for developing strategies regarding
what products wholesalers should carry to sell to retailers such as Target and Walmart.

e Sales. Salespeople meet with customers, determine their needs, propose offerings, and make
sure that the customer is satisfied. Sales departments can also include sales support teams who

work on creating the offering.

Saylor URL: http://www.saylor.org/books Saylor.org
17



http://creativecommons.org/licenses/by-nc-sa/3.0/
http://www.saylor.org/books

e Advertising. Whether it's for an advertising agency or inside a company, some marketing
personnel work on advertising. Television commercials and print ads are only part of the
advertising mix. Many people who work in advertising spend all their time creating advertising
for electronic media, such as Web sites and their pop-up ads, podcasts, and the like.

e Product development. People in product development are responsible for identifying and
creating features that meet the needs of a firm’s customers. They often work with engineers or
other technical personnel to ensure that value is created.

e Direct marketing. Professionals in direct marketing communicate directly with customers
about a company’s product offerings via channels such as e-mail, chat lines, telephone, or direct
mail.

e Event marketing. Some marketing personnel plan special events, orchestrating face-to-face

conversations with potential and current customers in a special setting.

A career in marketing can begin in a number of different ways. Entry-level positions for new college
graduates are available in many of the positions mentioned above. A growing number of CEOs are people
with marketing backgrounds. Some legendary CEOs like Ross Perot and Mary Kay Ash got their start in
marketing. More recently, CEOs like Mark Hurd, who runs Hewlett-Packard, and Jeffrey Immelt at GE

are showing how marketing careers can lead to the highest pinnacles of the organization.

KEY TAKEAWAY

By facilitating transactions, marketing delivers value to both consumers and firms. At the broader level, this
process creates jobs and improves the quality of life in a society. Marketing can be costly, so firms need to hire
good people to manage their marketing activities. Being responsible for both making money for your company

and delivering satisfaction to your customers makes marketing a great career.

REVIEW QUESTIONS

1. Why study marketing?
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2. How does marketing provide value?

3. Why does marketing cost so much? Is marketing worth it?

[1] Famous Quotes and Authors, “Franklin D. Roosevelt Quotes and

Quotations,” http://www.famousquotesandauthors.com/authors/franklin d roosevelt quotes.html (accessed

December 7, 2009).

1.4 Themes and Organization of This Book

LEARNING OBJECTIVE

1. Understand and outline the elements of a marketing plan as a planning process.

Marketing’s Role in the Organization

We previously discussed marketing as a set of activities that anyone can do. Marketing is also a functional
area in companies, just like operations and accounting are. Within a company, marketing might be the
title of a department, but some marketing functions, such as sales, might be handled by another

department. Marketing activities do not occur separately from the rest of the company, however.

As we have explained, pricing an offering, for example, will involve a company’s finance and accounting
departments in addition to the marketing department. Similarly, a marketing strategy is not created solely
by a firm’s marketing personnel. Instead, it flows from the company’s overall strategy. We’'ll discuss

strategy much more completely in Chapter 2 "Strategic Planning".

Everything Starts with Customers
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Most organizations start with an idea of how to serve customers better. Apple’s engineers began working
on the iPod by looking at the available technology and thinking about how customers would like to have
their music more available, as well as more affordable, through downloading.

Many companies think about potential markets and customers when they start. John Deere, for example,
founded his company on the principle of serving customers. When admonished for making constant
improvements to his products even though farmers would take whatever they could get, Deere reportedly
replied, “They haven't got to take what we make and somebody else will beat us, and we will lose our
trade.” " He recognized that if his company failed to meet customers’ needs, someone else would. The
mission of the company then became the one shown in Figure 1.4 "Mission Statement of Deere and

Company".

Figure 1.4 Mission Statement of Deere and Company

» USA/Canada Home
Our Company

Y JoHNDEERE

» Site Search

Company Information
- About Us

- Annual Reparts ‘We aspire to distinctively serve customers — those linked to the land — through a great business, a
* Gontact Us business as great as our preducts. To achieve this aspiration, our strategy is:
- Corporale Govemance
- Dealership
Opportunities
- Exncutive Offica B Exceptional operating performance
-?nwd Information = Disciplined SVA growth
_l,':;.wo...,y = Algned high-performance teamwork
- Kids' Cornar
e
:M" Dosre SUategY £.scution of this strategy creates the distinctive John Deere Experience that
+ Publications ultimately propels a great business and, for all with a stake in our success,
+ Spanchos. delivers...
2 foscen G”’.;::'” Perfermance That Endures
Wordwide Careers

Products/Equipment
Investor Refations
Prass Center
Global Citizenship
Student Center
Contact Us

Capyright © 1586-2008 Deors & Company. About Our Sie | Privacy | Legal
All Rights Reserved.

Source: Deere and Company, used with permission.

Here are a few mission statements from other companies. Note that they all refer to their customers,
either directly or by making references to relationships with them. Note also how these are written to

inspire employees and others who interact with the company and may read the mission statement.

IBM
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IBM will be driven by these values:
e Dedication to every client’s success.
e Innovation that matters, for our company and for the world.

e Trust and personal responsibility in all relationships.

Coca-Cola

Everything we do is inspired by our enduring mission:

e To refresh the world...in body, mind, and spirit.

e To inspire moments of optimism...through our brands and our actions.

e To create value and make a difference...everywhere we engage.fﬂ

McDonald’s

e To be our customers’ favorite place and way to eat. ¥

Merck

e To provide innovative and distinctive products and services that save and improve lives and
satisfy customer needs, to be recognized as a great place to work, and to provide investors

with a superior rate of return. ™

Not all companies create mission statements that reflect a marketing orientation. Note Apple’s mission
statement: “Apple ignited the personal computer revolution in the 1970s with the Apple Il and reinvented
the personal computer in the 1980s with the Macintosh. Today, Apple continues to lead the industry in
innovation with its award-winning computers, OS X operating system and iLife and professional
applications. Apple is also spearheading the digital media revolution with its iPod portable music and
video players and iTunes online store, and has entered the mobile phone market with its revolutionary
iPhone.” ' This mission statement reflects a production orientation, or an operating philosophy based on
the premise that Apple’s success is due to great products and that simply supplying them will lead to
demand for them. The challenge, of course, is how to create a “great” product without thinking too much

about the customer’s wants and needs. Apple, and for that matter, many other companies, have fallen
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prey to thinking that they knew what a great product was without asking their customers. In fact, Apple’s
first attempt at a graphic user interface (GUI) was the LISA, a dismal failure.

The Marketing Plan

The marketing plan is the strategy for implementing the components of marketing: creating,
communicating, delivering, and exchanging value. Once a company has decided what business it is in and
expressed that in a mission statement, the firm then develops a corporate strategy. Marketing strategists
subsequently use the corporate strategy and mission and combine that with an understanding of the
market to develop the company’s marketing plan. This is the focus of Chapter 2 "Strategic

Planning". Figure 1.5 "Steps in Creating a Marketing Plan™ shows the steps involved in creating a

marketing plan.

The book then moves into understanding customers. Understanding the customer’s wants and needs; how
the customer wants to acquire, consume, and dispose of the offering; and what makes up their personal
value equation are three important goals. Marketers want to know their customers—who they are and
what they like to do—so as to uncover this information. Generally, this requires marketing researchers to

collect sales and other related customer data and analyze it.

Figure 1.5 Steps in Creating a Marketing Plan
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Two-Way Interaction with
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Once this information is gathered and digested, the planners can then work to create the right offering.
Products and services are developed, bundled together at a price, and then tested in the market. Decisions
have to be made as to when to alter the offerings, add new ones, or drop old ones. These decisions are the

focus of the next set of chapters and are the second step in marketing planning.

Following the material on offerings, we explore the decisions associated with building the value chain.
Once an offering is designed, the company has to be able to make it and then be able to get it to the

market. This step, planning for the delivery of value, is the third step in the marketing plan.

The fourth step is creating the plan for communicating value. How does the firm make consumers aware
of the value it has to offer? How can it help them recognize that value and decide that they should

purchase products? These are important questions for marketing planners.

Once a customer has decided that her personal value equation is likely to be positive, then she will decide
to purchase the product. That decision still has to be acted on, however, which is the exchange. The details
of the exchange are the focus of the last few chapters of the book. As exchanges occur, marketing planners
then refine their plans based on the feedback they receive from their customers, what their competitors

are doing, and how market conditions are changing.
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The Changing Marketing Environment

At the beginning of this chapter, we mentioned that the view of marketing has changed from a static set of

four Ps to a dynamic set of processes that involve marketing professionals as well as many other

employees in an organization. The way business is being conducted today is changing, too, and marketing

is changing along with it. There are several themes, or important trends, that you will notice throughout

this book.

Ethics and social responsibility. Businesses exist only because society allows them to. When
businesses begin to fail society, society will punish them or revoke their license. The crackdown
on companies in the subprime mortgage-lending industry is one example. The collapse of Enron
and the jailing of its executives is another. Scandals such as these illustrate how society responds
to unethical business practices. However, whereas ethics require that you only do no harm, the
concept of social responsibility requires that you must actively seek to improve the lot of
others. Today, people are demanding businesses take a proactive stance in terms of social
responsibility, and they are being held to ever-higher standards of conduct.

Sustainability. Sustainability is an example of social responsibility and involves engaging in
practices that do not diminish the earth’s resources. SC Johnson, the company that makes Pledge
and Windex, was among the first companies to engage in manufacturing practices that reduced or
eliminated pollution. Right now, companies do not have to engage in these practices, but because
firms really represent the people behind them (their owners and employees), forward-thinking
executives are seeking ways to reduce the impact their companies are having on the planet.
Service-dominant logic. You might have noticed that we use the wordoffering a lot instead of
the term product. That's because of service-dominant logic, the approach to business that
recognizes that consumers want value no matter how it is delivered. That emphasis on value is
what drives the functional approach to value that we've taken—that is, creating, communicating,
delivering, and exchanging value.

Metrics. Technology has increased the amount of information available to decision makers. As

such, the amount and quality of data for evaluating a firm’s performance is increasing. Earlier in
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our discussion of the marketing plan, we explained that customers communicate via transactions.
Although this sounds both simple and obvious, better information technology has given us a
much more complete picture of each exchange. Using this data, we can build more effective
metrics that can then be used to create better offerings, better communication plans, and so forth.
e Aglobal environment. Every business is influenced by global issues. The price of oil, for
example, is a global concern that affects everyone’s prices and even the availability of some
offerings. Many companies, though, source some or all their offerings from companies in other
countries or else face some sort of direct competition from companies based in other countries.
Every business professional, whether marketing or otherwise, has to have some understanding of

the global environment in which companies operate.

KEY TAKEAWAY

A company’s marketing plan flows from its strategic plan. Both begin with a focus on customers. The essential
components of the plan are understanding customers, creating an offering that delivers value, communicating
the value to the customer, exchanging with the customer, and evaluating the firm’s performance. A marketing
plan is influenced by environmental trends such as social responsibility, sustainability, service-dominant logic,

the increased availability of data and effective metrics, and the global nature of the business environment.

REVIEW QUESTIONS

1. Why does everything start with customers? Or is it only marketing that starts with customers?
2. What are the key parts of a marketing plan?
3. What is the relationship between social responsibility, sustainability, service-dominant logic, and the global

business environment? How does the concept of metrics fit?

Saylor URL: http://www.saylor.org/books Saylor.org
25



http://creativecommons.org/licenses/by-nc-sa/3.0/
http://www.saylor.org/books

[1] John Deere, “John Deere: A

Biography,”http://www.deere.com/en US/compinfo/history/johndeere2.html (accessed December 3, 2009).

[2] 1IBM, “About IBM,” http://www.ibm.com/ibm/us/en (accessed December 3, 2009).

[3] The Coca-Cola Company, “Mission, Vision & Values,” http://www.thecoca-

colacompany.com/ourcompany/mission vision values.html (accessed December 3, 2009).

[4] McDonald’s, “Our

Company,”http://aboutmcdonalds.com/mcd/our_company/mcd fag/student research.html#1(accessed

December 3, 2009).

[5] Merck & Co., Inc., “The New Merck,”http://www.merck.com/about/Merck%20Vision%20Mission.pdf (accessed

December 7, 2009).
[6] Apple, Inc., “Apple’s App Store Downloads Top 1.5 Billion in First

Year,”http://www.apple.com/hk/en/pr/library/2009/07/14apps.html| (accessed December 3, 2009).

1.5 Discussion Questions and Activities

DISCUSSION QUESTIONS

1. Compare and contrast a four Ps approach to marketing versus the value approach (creating,
communicating, and delivering value). What would you expect to be the same and what would you expect
to be different between two companies that apply one or the other approach?

2. Assume you are about to graduate. How would you apply marketing principles to your job search? In what
ways would you be able to create, communicate, and deliver value as a potential employee, and what
would that value be, exactly? How would you prove that you can deliver that value?

3. Is marketing always appropriate for political candidates? Why or why not?

4. How do the activities of marketing for value fulfill the marketing concept for the market-oriented

organization?
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5. This chapter introduces the personal value equation. How does that concept apply to people who buy for
the government or for a business or for your university? How does that concept apply when organizations
are engaged in social marketing?

6. This chapter addresses several reasons why marketing is an important area of study. Should marketing be
required for all college students, no matter their major? Why or why not?

7. Of the four marketing functions, where does it look like most of the jobs are? What are the specific
positions? How are the other marketing functions conducted through those job positions, even though in a
smaller way?

8. Why is service-dominant logic important?

9. What is the difference between a need and a want? How do marketers create wants? Provide several
examples.

10. The marketing concept emphasizes satisfying customer needs and wants. How does marketing satisfy
your needs as a college student? Are certain aspects of your life influenced more heavily by marketing than
others? Provide examples.

11. A company’s offering represents the bundling of the tangible good, the intangible service, and the
price. Describe the specific elements of the offering for an airline carrier, a realtor, a restaurant, and an
online auction site.

12. The value of a product offering is determined by the customer and varies accordingly. How does a
retailer like Walmart deliver value differently than Banana Republic?

13. Explain how Apple employed the marketing concept in designing, promoting, and supplying the

iPhone. Identify the key benefit(s) for consumers relative to comparable competitive offerings.

ACTIVITIES

1. One of your friends is contemplating opening a coffee shop near your college campus. She seeks your
advice about size of the prospective customer base and how to market the business according to the four
Ps. What strategies can you share with your friend to assist in launching the business?

2. You are considering working for United Way upon graduation. Explain how the marketing goals, strategies,

and markets for the nonprofit differ from a for-profit organization.
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3. Think about the last time you ate at McDonald’s. Evaluate your experience using the personal value

equation.

4. Marketing benefits organizations, customers, and society. Explain how an organization like DuPont benefits

the community in which it operates as well as society at large.
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Chapter 2
Strategic Planning

Have you ever wondered how an organization decides which products and services to develop, price,
promote, and sell? Organizations typically develop plans and strategies that outline how they want to
go about this process. Such a plan must take into account a company’s current internal conditions,
such as its resources, capabilities, technology, and so forth. The plan must also take into account
conditions in the external environment, such as the economy, competitors, and government

regulations that could affect what the firm wants to do.

Just as your personal plans—such as what you plan to major in or where you want to find a job—are
likely to change, organizations also have contingency plans. Individuals and organizations both must
develop long-term (longer than a year) strategic plans, match their strengths and resources to

available opportunities, and adjust their plans to changing circumstances as necessary.
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2.1 The Value Proposition

LEARNING OBJECTIVES

1. Explain what a value proposition is.

2. Understand why a company may develop different value propositions for different target markets.

What Is a Value Proposition?

Individual buyers and organizational buyers both evaluate products and services to see if they provide
desired benefits. For example, when you’re exploring your vacation options, you want to know the
benefits of each destination and the value you will get by going to each place. Before you (or a firm) can
develop a strategy or create a strategic plan, you first have to develop a value proposition.

A value proposition is a thirty-second “elevator speech” stating the specific benefits a product or

service offering provides a buyer. It shows why the product or service is superior to competing offers.

The following is an example of a value proposition developed by a sales consulting firm: “Our clients grow

their business, large or small, typically by a minimum of 30—50% over the previous year. They accomplish

» (1]

this without working 80 hour weeks and sacrificing their personal lives.

Note that although a value proposition will hopefully lead to profits for a firm, when the firm presents its
value proposition to its customers, it doesn’t mention its own profits. That’s because the goal is to focus on

the external market, or what customers want.

Figure 2.1
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Like any other company, Beaches, an all-inclusive chain of resorts for families, must explain what its value
proposition is to customers. In other words, why does a Beaches resort provide more value to vacationing families
than do other resorts?

Source: Wikimedia Commons.

Firms typically identify different target markets, or groups of customers, they want to reach when they
are developing their value propositions. Target markets will be discussed in more detail in Chapter 5
"Market Segmenting, Targeting, and Positioning". For now, be aware that companies sometimes develop
different value propositions for different target markets. The value proposition tells each group of
customers why they should buy a product or service, vacation to a particular destination, donate to an

organization, and so forth.

Once the benefits of a product or service are clear, the firm must develop strategies that support the value
proposition. The value proposition serves as a guide for this process. In the case of our sales consulting
firm, the strategies it develops must help clients improve their sales by 30—50 percent. Likewise, if a
company’s value proposition states that the firm is the largest retailer in the region with the most stores
and best product selection, opening stores or increasing the firm’s inventory might be a key part of the

company’s strategy.
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Individuals and students should also develop their own personal value propositions. Tell companies why
they should hire you or why a graduate school should accept you. Show the value you bring to the
situation. A value proposition will help you in different situations. Think about if you were to ask your
parents for money to go on an overseas trip or study abroad program. You would need to explain to them
the benefits and value of going abroad. Perhaps studying abroad will make you better prepared to find a
good job. This, in turn, could help you more quickly repay any college money you might owe your

parents—something that they might very much value.

KEY TAKEAWAY

A value proposition is a thirty-second “elevator speech” stating the specific value a product or service provides
to a target market. Firms may develop different value propositions for different groups of customers. The
value proposition shows why the product or service is superior to competing offers and why the customer

should buy it or why a firm should hire you.

REVIEW QUESTIONS

1. What is a value proposition?
2. You are interviewing for an internship. Create a value proposition for yourself that you may use as your

thirty-second “elevator speech” to get the company interested in hiring you or talking to you more.

[1] Laura Lake, “Develop Your Value

Proposition,”http://marketing.about.com/od/marketingplanandstrategy/a/valueprop.htm (accessed December 7,

2009).

2.2 Where Strategic Planning Occurs within Firms
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LEARNING OBJECTIVES

1. Identify the different levels at which strategic planning may occur within firms.
2. Understand how strategic planning that occurs at multiple levels in an organization helps a company

achieve its overall corporate objectives.

Strategic planning is a process that helps an organization allocate its resources to capitalize on
opportunities in the marketplace. Typically, it is a long-term process. So how and where does strategic
planning occur within organizations? In large organizations, strategic planning is likely to occur at a
number of different levels. For example, top executives will develop strategic plans for the corporation as
awhole. These are corporate level plans. In addition, many large firms have different divisions, or
businesses, called strategic business units. A strategic business unit (SBU) is a business or product
line within an organization that has its own competitors, customers, and profit center for accounting
purposes. A firm’s SBUs may also have their own mission statement (purpose) and will generally develop
strategic plans for themselves. These are called business level plans. The different departments, or
functions (accounting, finance, marketing, and so forth) within a company or SBU, might also develop
strategic plans. For example, a company may develop a marketing plan or a financial plan, which are

functional level plans.

Figure 2.2
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Many consumers recognize the Goodyear blimp. Goodyear’s strategic business units are North American Tire;
Latin American Tire; Asia Pacific Tire; and Europe, Middle East, and Africa Tire. Goodyear’s SBUs are set up to
satisfy customers’ needs in different worldwide markets._[”

Source: Wikimedia Commons.

Figure 2.3 "Strategic Planning Levels in an Organization" shows an example of different strategic planning
levels that can exist within an organization’s structure. The number of levels can vary, depending on the
size and structure of an organization. Not every organization will have every level or have every type of
plan. An overview of the marketing (or functional) plan is presented briefly at the end of this chapter but
will be discussed in detail in Chapter 16 "The Marketing Plan" so you can see how the information

discussed throughout the text may be used in developing a marketing plan.

Figure 2.3 Strategic Planning Levels in an Organization
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Corporate Level
(PepsiCo, Inc.)

Business Level
(PepsiCo Americas Beverages,
PepsiCo Americas Foods,
PepsiCo International)

Functional Level
(Marketing Department,
Accounting Department,

Human Resources Department)

The strategies and actions implemented at the functional (department) level must be consistent with and
help an organization achieve its objectives at both the business and corporate levels and vice versa. The
SBUs at the business level must also be consistent with and help an organization achieve its corporate
level objectives. For example, if a company wants to increase its profits at the corporate level and owns
multiple business units, each unit might develop strategic plans to increase its own profits and thereby the
firm'’s profits as a whole. At the functional level, a firm’s marketing department might develop strategic
plans to increase sales and the market share of the firm’s most profitable products, which will increase
profits at the business level and help the corporation’s profitability. Both business level and functional
plans should help the firm increase its profits, so that the company’s corporate level strategic objectives

can be met.

For example, take PepsiCo, which has committed itself to achieving business and financial success while
leaving a positive imprint on society. PepsiCo identifies its three divisions (business units) as (1) PepsiCo

Americas Beverages, which is responsible for products such as Pepsi soft drinks, Aquafina waters,
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Tropicana juices, and Gatorade products; (2) PepsiCo Americas Foods, which is responsible for Frito-Lay
and Quaker Oats products; and (3) PepsiCo International, which consists of PepsiCo’s businesses in Asia,
Africa, Europe, and Australia.”” To support PepsiCo’s overall corporate strategy, all three business units

must develop strategic plans to profitably produce offerings while demonstrating that they are committed

to society and the environment.

Figure 2.4

The new Aquafina bottle uses less plastic and has a smaller label, reducing waste and helping the environment.

Source: Wikipedia.

At the functional (marketing) level, to increase PepsiCo’s profits, employees responsible for different
products or product categories such as beverages or foods might focus on developing healthier products
and making their packaging more environmentally friendly so the company captures more market share.
For example, the new Aquafina bottle uses less plastic and has a smaller label, which helps the

environment by reducing the amount of waste.

Organizations can utilize multiple methods and strategies at different levels in the corporation to
accomplish their various goals just as you may use different strategies to accomplish your goals. However,
the basic components of the strategic planning process are the same at each of the different levels. Next,

we'll take a closer look at the components of the strategic planning process.
KEY TAKEAWAY
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Strategic planning can occur at different levels (corporate, business, and functional) in an organization. The
number of levels may vary. However, if a company has multiple planning levels, the plans must be consistent,

and all must help achieve the overall goals of the corporation.

REVIEW QUESTIONS

1. What different levels of planning can organizations utilize?
2. Give an example and explain how a corporation that wants to help protect the environment can do so at its

corporate, business, and functional levels.

[1] Goodyear Tire & Rubber Company, http://goodyear.com.

[2] PepsiCo, Inc., “The PepsiCo Family,” http://www.pepsico.com/Company/The-Pepsico-Family.html (accessed

December 7, 2009).

2.3 Components of the Strategic Planning Process

LEARNING OBJECTIVES

1. Explain how a mission statement helps a company with its strategic planning.
2. Describe how a firm analyzes its internal environment.

3. Describe the external environment a firm may face and how it is analyzed.

The strategic planning process includes conducting a situation analysis and developing the

organization’s mission statement, objectives, value proposition, and strategies. Figure 2.5 "The
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Strategic Planning Process"” shows the components of strategic planning. Let’s now look at each of

these components.

Figure 2.5 The Strategic Planning Process

Inputs to the Planning Process

Evaluate the External Evaluate the Internal
Environment Environment
(the economy, competition, (the firm’s financial and

political-legal environment, human resources,
etc.) technological capabilities,
etc.)

Y
Y
[ ]

Y

Value Proposition and

Strategy Formulation

Conducting a Situation Analysis

As part of the strategic planning process, a situation analysis must be conducted before a company can
decide on specific actions. A situation analysis involves analyzing both the external (outside the
organization) and the internal (company) environments, as Figure 2.5 "The Strategic Planning

Process"” shows. The firm'’s internal environment—such as its financial resources, technological resources,
and the capabilities of its personnel and their performance—has to be examined. It is also critical to
examine the external environment the firm faces, such as the economy and its competitors. The external
environment significantly affects the decisions a firm makes, and thus must be continuously evaluated.
For example, during the economic downturn in 2008—2009, businesses found that many competitors cut

the prices of their products drastically. Other companies reduced package sizes or the amount of product
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in packages. Firms also offered customers incentives (free shipping, free gift cards with purchase, rebates,
etc.) to purchase their goods and services online, which allowed businesses to cut back on the personnel
needed to staff their brick-and-mortar stores. While a business cannot control what competitors do, they
must decide what actions to take to remain competitive—actions that depend in part on their internal

environment.

Conducting a SWOT Analysis

Based on the situation analysis, organizations analyze their strengths, weaknesses, opportunities,

and threats, or conduct what'’s called a SWOT analysis. Strengths and weaknesses are internal factors
and are somewhat controllable. For example, an organization’s strengths might include its brand name,
efficient distribution network, reputation for great service, and strong financial position. A firm’s
weaknesses might include lack of awareness of its products in the marketplace, a lack of human resources
talent, and a poor location. Opportunities and threats are factors that are external to the firm and largely
uncontrollable. Opportunities might entail the international demand for the type of products the firm
makes, few competitors, and favorable social trends such as people living longer. Threats might include a
bad economy, high interest rates that increase a firm’s borrowing costs, and an aging population that

makes it hard for the business to find workers.

You can conduct a SWOT analysis of yourself to help determine your competitive advantage. Perhaps your
strengths include strong leadership abilities and communication skills, whereas your weaknesses include
a lack of organization. Opportunities for you might exist in specific careers and industries; however, the
economy and other people competing for the same position might be threats. Moreover, what is a strength
for one person (say, strong accounting skills) might be a weakness for another person (poor accounting
skills). The same is true for businesses. See Figure 2.6 "Elements of a SWOT Analysis" for an illustration

of some of the factors examined in a SWOT analysis.

Figure 2.6 Elements of a SWOT Analysis
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Internal Factors External Factors

Strengths Opportunities

Firm's Brand Name Demand for Product
and Resources Size of Market

U LGES Threats

Low Product Awareness Bad Economy
Poor Facility Location Competitors

The easiest way to determine if a factor is external or internal is to take away the company, organization,
or individual and see if the factor still exists. Internal factors such as strengths and weaknesses are
specific to a company or individual, whereas external factors such as opportunities and threats affect
multiple individuals and organizations in the marketplace. For example, if you are doing a situation
analysis on PepsiCo and are looking at the weak economy, take PepsiCo out of the picture and see what
factors remain. If the factor—the weak economy—is still there, it is an external factor. Even if PepsiCo
hadn’t been around in 2008—2009, the weak economy reduced consumer spending and affected a lot of

companies.

Assessing the Internal Environment

As we have indicated, when an organization evaluates which factors are its strengths and weaknesses, it is
assessing its internal environment. Once companies determine their strengths, they can use those
strengths to capitalize on opportunities and develop their competitive advantage. For example, strengths
for PepsiCo are what are called “mega” brands, or brands that individually generate over $1 billion in
sales. ™ These brands are also designed to contribute to PepsiCo’s environmental and social

responsibilities.

PepsiCo’s brand awareness, profitability, and strong presence in global markets are also strengths.

Especially in foreign markets, the loyalty of a firm’s employees can be a major strength, which can provide
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it with a competitive advantage. Loyal and knowledgeable employees are easier to train and tend to

develop better relationships with customers. This helps organizations pursue more opportunities.

Although the brand awareness for PepsiCo’s products is strong, smaller companies often struggle with
weaknesses such as low brand awareness, low financial reserves, and poor locations. When organizations
assess their internal environments, they must look at factors such as performance and costs as well as
brand awareness and location. Managers need to examine both the past and current strategies of their
firms and determine what strategies succeeded and which ones failed. This helps a company plan its
future actions and improves the odds they will be successful. For example, a company might look at
packaging that worked very well for a product and use the same type of packaging for new products. Firms
may also look at customers’ reactions to changes in products, including packaging, to see what works and
doesn’t work. When PepsiCo changed the packaging of major brands in 2008, customers had mixed
responses. Tropicana switched from the familiar orange with the straw in it to a new package and
customers did not like it. As a result, Tropicana changed back to their familiar orange with a straw after

spending $35 million for the new package design.

Individuals are also wise to look at the strategies they have tried in the past to see which ones failed and
which ones succeeded. Have you ever done poorly on an exam? Was it the instructor’s fault, the strategy
you used to study, or did you decide not to study? See which strategies work best for you and perhaps try
the same type of strategies for future exams. If a strategy did not work, see what went wrong and change
it. Doing so is similar to what organizations do when they analyze their internal environments.
Assessing the External Environment

Analyzing the external environment involves tracking conditions in the marketplace that, although largely
uncontrollable, affect the way an organization does business. As we have mentioned, these factors include
competition and the economy. Other external factors include cultural and social trends, political and legal
regulations, technological changes, and the price and availability of natural resources. Each of these
factors is discussed separately in the next section. When firms globalize, analyzing the environment
becomes more complex because they must examine the external environment in each country in which

they do business. Regulations, competitors, technological development, and the economy may be different
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in each country and will affect how firms do business. To see how factors in the external environment
such as technology may change education and lives of people around the world, watch the videos “Did You
Know 2.0?” and “Did You Know 3.0?” which provide information on things such as the number of people
on MySpace compared to populations in the world. Originally created in 2006, the video has been
updated and translated into other languages. The latest edition of “Did You Know?” was created in Rome

in 2008 and shows how information may change the world.

Although the external environment affects all organizations, companies must focus on factors that
are relevant for their operations. For example, government regulations on food packaging will affect
PepsiCo but not Goodyear. Similarly, students getting a business degree don’'t need to focus on job

opportunities for registered nurses.

The Competitive Environment

All organizations must consider their competition, whether it is direct or indirect competition vying for
the consumer’s dollar. Both nonprofit and for-profit organizations compete for customers’ resources.
Coke and Pepsi are direct competitors in the soft drink industry, Hilton and Sheraton are competitors in
the hospitality industry, and organizations such as United Way and the American Cancer Society compete
for resources in the nonprofit sector. However, hotels must also consider other options that people have
when selecting a place to stay, such as hostels, dorms, bed and breakfasts, or rental homes.

A group of competitors that provide similar products or services form an industry. Michael Porter, a
professor at Harvard University and a leading authority on competitive strategy, developed an approach
for analyzing industries. Called the five forces model ¥ and shown in Figure 2.7 "Five Forces Model", the
framework helps organizations understand their current competitors as well as organizations that could
become competitors in the future. As such, firms can find the best way to defend their position in the

industry.

Figure 2.7 Five Forces Model 7
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Potential New Entrants

Bargaining Power of Competitive Rivalry Bargaining Power of
Buyers (Direct Competitors) Suppliers

Competitive Analysis

When a firm conducts a competitive analysis, they tend to focus on direct competitors and try to
determine a firm’s strengths and weaknesses, its image, and its resources. Doing so helps the firm figure
out how much money a competitor may be able to spend on things such as research, new product
development, promotion, and new locations. Competitive analysis involves looking at any information
(annual reports, financial statements, news stories, observation details obtained on visits, etc.) available
on competitors. Mystery shoppers, or people who act like customers, might visit competitors to learn
about their customer service and their products. Imagine going to a competitor’s restaurant and studying
the menu and the prices and watching customers to see what items are popular and then changing your
menu to better compete. Competitors battle for the customer’s dollar and they must know what other
firms are doing. Individuals and teams also compete for jobs, titles, and prizes and must figure out the
competitors’ weaknesses and plans in order to take advantage of their strengths and have a better chance

of winning.

According to Porter, in addition to their direct competitors (competitive rivals), organizations must

consider the strength and impact the following could have: ¥

e Substitute products
e Potential entrants (new competitors) in the marketplace

e The bargaining power of suppliers
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e The bargaining power of buyers

When any of these factors change, companies may have to respond by changing their strategies. For
example, because buyers are consuming fewer soft drinks these days, companies such as Coke and Pepsi
have had to develop new, substitute offerings such as vitamin water and sports drinks. However, other
companies such as Dannon or Nestlé may also be potential entrants in the flavored water market. When
you select a hamburger fast-food chain, you also had the option of substitutes such as getting food at the
grocery or going to a pizza place. When computers entered the market, they were a substitute for
typewriters. Most students may not have ever used a typewriter, but some consumers still use typewriters

for forms and letters.

Figure 2.8

When personal computers were first invented, they were a serious threat to typewriter makers such as Smith
Corona.

Source: Flickr.

Suppliers, the companies that supply ingredients as well as packaging materials to other companies, must
also be considered. If a company cannot get the supplies it needs, it’s in trouble. Also, sometimes
suppliers see how lucrative their customers’ markets are and decide to enter them. Buyers, who are the
focus of marketing and strategic plans, must also be considered because they have bargaining power and
must be satisfied. If a buyer is large enough, and doesn’t purchase a product or service, it can affect a
selling company’s performance. Walmart, for instance, is a buyer with a great deal of bargaining power.
Firms that do business with Walmart must be prepared to make concessions to them if they want their

products on the company’s store shelves.
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Lastly, the world is becoming “smaller” and a more of a global marketplace. Companies everywhere are
finding that no matter what they make, numerous firms around the world are producing the same
“widget” or a similar offering (substitute) and are eager to compete with them. Employees are in the same
position. The Internet has made it easier than ever for customers to find products and services and for
workers to find the best jobs available, even if they are abroad. Companies are also acquiring foreign

firms. These factors all have an effect on the strategic decisions companies make.

The Political and Legal Environment

All organizations must comply with government regulations and understand the political and legal
environments in which they do business. Different government agencies enforce the numerous
regulations that have been established to protect both consumers and businesses. For example, the
Sherman Act (1890) prohibits U.S. firms from restraining trade by creating monopolies and cartels. The
regulations related to the act are enforced by the Federal Trade Commission (FTC), which also regulates
deceptive advertising. The U.S. Food and Drug Administration (FDA) regulates the labeling of
consumable products, such as food and medicine. One organization that has been extremely busy is the
Consumer Product Safety Commission, the group that sets safety standards for consumer products.
Unsafe baby formula and toys with lead paint caused a big scare among consumers in 2008 and 2009.

Figure 2.9

The U.S. Food and Drug Administration prohibits companies from using unacceptable levels of lead in toys and other
household objects, such as utensils and furniture. Mattel voluntarily recalled Sarge cars made in mid-2000.

Source: U.S. Consumer Product Safety Commission.
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As we have explained, when organizations conduct business in multiple markets, they must understand
that regulations vary across countries and across states. Many states and countries have different laws
that affect strategy. For example, suppose you are opening up a new factory because you cannot keep up
with the demand for your products. If you are considering opening the factory in France (perhaps because
the demand in Europe for your product is strong), you need to know that it is illegal for employees in that

country to work more than thirty-five hours per week.

The Economic Environment

The economy has a major impact on spending by both consumers and businesses, which, in turn, affects
the goals and strategies of organizations. Economic factors include variables such as inflation,
unemployment, interest rates, and whether the economy is in a growth period or a recession. Inflation
occurs when the cost of living continues to rise, eroding the purchasing power of money. When this
happens, you and other consumers and businesses need more money to purchase goods and services.
Interest rates often rise when inflation rises. Recessions can also occur when inflation rises because
higher prices sometimes cause low or negative growth in the economy.

During a recessionary period, it is possible for both high-end and low-end products to sell well.
Consumers who can afford luxury goods may continue to buy them, while consumers with lower incomes
tend to become more value conscious. Other goods and services, such as products sold in traditional
department stores, may suffer. In the face of a severe economic downturn, even the sales of luxury goods
can suffer. The economic downturn that began in 2008 affected consumers and businesses at all levels
worldwide. Consumers reduced their spending, holiday sales dropped, financial institutions went
bankrupt, the mortgage industry collapsed, and the “Big Three” U.S. auto manufacturers (Ford, Chrysler,

and General Motors) asked for emergency loans.

The Social and Cultural Environment

The social and cultural environment—including social trends, such as people’s attitudes toward
fitness and nutrition; demographic characteristics, such as people’s age, income, marital status,
education, and occupation; and culture, which relates to people’s beliefs and values—is changing in

the global marketplace. Fitness, nutrition, and health trends are affecting the product offerings of
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many firms. For example, PepsiCo produces vitamin water and sports drinks. More women are
working, which has led to a rise in the demand for services such as house cleaning and daycare. U.S.
baby boomers are reaching retirement age, sending their children to college, and trying to care of
their elderly parents all at the same time. Firms are responding to the time constraints their buyers

face by creating products that are more convenient, such as frozen meals and nutritious snacks.

The composition of the population is also constantly changing. Hispanics are the fastest-growing
minority in the United States. Consumers in this group and other diverse groups prefer different

types of products and brands. In many cities, stores cater specifically to Hispanic customers.

Technology

The technology available in the world is changing the way people communicate and the way firms do
business. Everyone is affected by technological changes. Self-scanners and video displays at stores, ATMs,
the Internet, and mobile phones are a few examples of how technology is affecting businesses and
consumers. Many consumers get information, read the news, use text messaging, and shop online. As a
result, marketers have begun allocating more of their promotion budgets to online ads and mobile

marketing and not just to traditional print media such as newspapers and magazines.

Natural Resources

Natural resources are scarce commodities, and consumers are becoming increasingly aware of this fact.
Today, many firms are doing more to engage in “sustainable” practices that help protect the environment
and conserve natural resources. Green marketing involves marketing environmentally safe products
and services in a way that is good for the environment. Water shortages often occur in the summer
months, so many restaurants now only serve patrons water upon request. Hotels voluntarily conserve
water by not washing guests’ sheets and towels every day unless they request it. Reusing packages
(refillable containers) and reducing the amount of packaging, paper, energy, and water in the production
of goods and services are becoming key considerations for many organizations, whether they sell their
products to other businesses or to final users (consumers). Green marketing not only helps the

environment but also saves the company, and ultimately the consumer, money. Sustainability, ethics
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(doing the right things), and social responsibility (helping society, communities, and other people)

influence an organization’s planning process and the strategies they implement.

Once the situation analysis is complete, it becomes a critical input to an organization’s or an individual’s

strategic plan. Let’s look at the other components of the strategic planning process.

The Mission Statement
The firm’s mission statement states the purpose of the organization and why it exists. Both profit and
nonprofit organizations have mission statements, which they often publicize. The following are examples

of mission statements:

PepsiCo’s Mission Statement

“Our mission is to be the world’s premier consumer products company focused on convenient
foods and beverages. We seek to produce financial rewards to investors as we provide
opportunities for growth and enrichment to our employees, our business partners and the

communities in which we operate. And in everything we do, we strive for honesty, fairness and

» [5]n

integrity.

The United Way's Mission Statement

» [6]n

“To improve lives by mobilizing the caring power of communities.

Sometimes SBUs develop separate mission statements. For example, PepsiCo Americas Beverages,

PepsiCo Americas Foods, and PepsiCo International might each develop a different mission statement.

KEY TAKEAWAY

A firm must analyze factors in the external and internal environments it faces throughout the strategic

planning process. These factors are inputs to the planning process. As they change, the company must be
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prepared to adjust its plans. Different factors are relevant for different companies. Once a company has
analyzed its internal and external environments, managers can begin to decide which strategies are best,

given the firm’s mission statement.

REVIEW QUESTIONS

1. What factors in the external environment are affecting the “Big Three” U.S. automobile manufacturers?
2. What are some examples of Walmart’s strengths?
3. Suppose you work for a major hotel chain. Using Porter’s five forces model, explain what you need to

consider with regard to each force.

[1] PepsiCo, Inc., “PepsiCo Brands,” http://www.pepsico.com/Company/Our-Brands.html(accessed December 7,

2009).

[2] Michael E. Porter, Competitive Strategy (New York: The Free Press, 1980), 3—-33.
[3] Michael E. Porter, Competitive Strategy (New York: The Free Press, 1980), 4.

[4] Michael E. Porter, Competitive Strategy (New York: The Free Press, 1980), 3-33.

[5] PepsiCo, Inc., “Our Mission and Vision,” http://www.pepsico.com/Company/Our-Mission-and-

Vision.html (accessed December 7, 2009).

[6] United Way Worldwide, “Mission and Vision,” http://www.liveunited.org/about/missvis.cfm (accessed

December 7, 2009).

2.4 Developing Organizational Objectives and Formulating
Strategies

LEARNING OBJECTIVES
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1. Explain how companies develop the objectives driving their strategies.

2. Describe the different types of product strategies and market entry strategies that companies pursue.

Developing Objectives

Objectives are what organizations want to accomplish—the end results they want to achieve—in a given
time frame. In addition to being accomplished within a certain time frame, objectives should be realistic
(achievable) and be measurable, if possible. “To increase sales by 2 percent by the end of the year” is an
example of an objective an organization might develop. You have probably set objectives for yourself that
you want to achieve in a given time frame. For example, your objectives might be to maintain a certain

grade point average and get work experience or an internship before you graduate.

Objectives help guide and motivate a company’s employees and give its managers reference points for
evaluating the firm’s marketing actions. Although many organizations publish their mission statements,
most for-profit companies do not publish their objectives. Accomplishments at each level of the
organization have helped PepsiCo meet its corporate objectives over the course of the past few years.
PepsiCo’s business units (divisions) have increased the number of their facilities to grow their brands and
enter new markets. PepsiCo’s beverage and snack units have gained market share by developing healthier

products and products that are more convenient to use.

A firm’s marketing objectives should be consistent with the company’s objectives at other levels, such as
the corporate level and business level. An example of a marketing objective for PepsiCo might be “to
increase by 4 percent the market share of Gatorade by the end of the year.” The way firms analyze their

different divisions or businesses will be discussed later in the chapter.

Formulating Strategies

Strategies are the means to the ends, or what a firm’s going to do to meet its objectives. Successful
strategies help organizations establish and maintain a competitive advantage that competitors cannot
imitate easily. PepsiCo attempts to sustain its competitive advantage by constantly developing new
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products and innovations, including “mega brands,” which are eighteen individual brands that generate

over $1 billion in sales each.

Firms often use multiple strategies to accomplish their objectives and capitalize on marketing
opportunities. For example, in addition to pursuing a low cost strategy (selling products inexpensively),
Walmart has simultaneously pursued a strategy of opening new stores rapidly around the world. Many
companies develop marketing strategies as part of their general, overall business plans. Other companies
prepare separate marketing plans. We'll look at marketing plans here and discuss them more completely

in Chapter 16 "The Marketing Plan".

A marketing plan is a strategic plan at the functional level that provides a firm’s marketing group with
direction. It is a road map that improves the firm’s understanding of its competitive situation. The
marketing plan also helps the firm allocate resources and divvy up the tasks that employees need to do for
the company to meet its objectives. The different components of marketing plans will be discussed
throughout the book and then discussed together at the end of the book. Next, let’s take a look at the

different types of basic market strategies firms pursue before they develop their marketing plans.

Figure 2.12 Product and Market Entry Strategies
Existing New
Products Products

Product
Development

Existing Market
Markets Penetration

New Market

Markets Development Diversification

The different types of product and market entry strategies a firm can pursue in order to meet their

objectives.
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Market penetration strategies focus on increasing a firm’s sales of its existing products to its existing
customers. Companies often offer consumers special promotions or low prices to increase their usage and
encourage them to buy products. When Frito-Lay distributes money-saving coupons to customers or
offers them discounts to buy multiple packages of snacks, the company is utilizing a penetration strategy.
The Campbell Soup Company gets consumers to buy more soup by providing easy recipes using their soup

as an ingredient for cooking quick meals.

Product development strategies involve creating new products for existing customers. A new product
can be a totally new innovation, an improved product, or a product with enhanced value, such as one with
a new feature. Cell phones that allow consumers to charge purchases with the phone or take pictures are
examples of a product with enhanced value. A new product can also be one that comes in different
variations, such as new flavors, colors, and sizes. Mountain Dew Voltage, introduced by PepsiCo Americas
Beverages in 2009, is an example. Keep in mind, however, that what works for one company might not
work for another. For example, just after Starbucks announced it was cutting back on the number of its

lunch offerings, Dunkin’ Donuts announced it was adding items to its lunch menu.

Market development strategies focus on entering new markets with existing products. For example,
during the recent economic downturn, manufacturers of high-end coffee makers began targeting
customers who go to coffee shops. The manufacturers are hoping to develop the market for their products
by making sure consumers know they can brew a great cup of coffee at home for a fraction of what they

spend at Starbucks.

New markets can include any new groups of customers such as different age groups, new geographic
areas, or international markets. Many companies, including PepsiCo and Hyundai, have entered—and
been successful in—rapidly emerging markets such as Russia, China, and India. As Figure 2.12 "Product
and Market Entry Strategies"” shows, there are different ways, or strategies, by which firms can enter
international markets. The strategies vary in the amount of risk, control, and investment that firms face.

Firms can simply export, or sell their products to buyers abroad, which is the least risky and least
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expensive method but also offers the least amount of control. Many small firms export their products to

foreign markets.

Firms can also license, or sell the right to use some aspect of their production processes, trademarks, or
patents to individuals or firms in foreign markets. Licensing is a popular strategy, but firms must figure
out how to protect their interests if the licensee decides to open its own business and void the license
agreement. The French luggage and handbag maker Louis Vuitton faced this problem when it entered

China. Competitors started illegally putting the Louis Vuitton logo on different products, which cut into

Louis Vuitton’s profits.

The front of a KFC franchise in Asia may be much larger than KFC stores in the United States.
Selling franchises is a popular way for firms to enter foreign markets.

Source: Wikimedia Commons.

Franchising is a longer-term form of licensing that is extremely popular with service firms, such as
restaurants like McDonald’s and Subway, hotels like Holiday Inn Express, and cleaning companies like
Stanley Steamer. Franchisees pay a fee for the franchise and must adhere to certain standards; however,

they benefit from the advertising and brand recognition the franchising company provides.

Contract manufacturing allows companies to hire manufacturers to produce their products in another
country. The manufacturers are provided specifications for the products, which are then manufactured

and sold on behalf of the company that contracted the manufacturing. Contract manufacturing may
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provide tax incentives and may be more profitable than manufacturing the products in the home country.
Examples of products in which contract manufacturing is often used include cell phones, computers, and

printers.

Joint ventures combine the expertise and investments of two companies and help companies enter
foreign markets. The firms in each country share the risks as well as the investments. Some countries such
as China often require companies to form a joint venture with a domestic firm in order to enter the
market. After entering the market in a partnership with a domestic firm and becoming established in the
market, some firms may decide to separate from their partner and become their own business. Fuji Xerox
Co., Ltd., is an example of a joint venture between the Japanese Fuji Photo Film Co. and the American
document management company Xerox. Another example of a joint venture is Sony Ericsson. The venture
combined the Japanese company Sony’s electronic expertise with the Swedish company Ericsson’s

telecommunication expertise.

Direct investment (owning a company or facility overseas) is another way to enter a foreign market.
For example, In Bev, the Dutch maker of Beck’s beer, was able to capture market share in the United
States by purchasing St. Louis-based Anheuser-Busch. A direct investment strategy involves the most risk
and investment but offers the most control. Other companies such as advertising agencies may want to
invest and develop their own businesses directly in international markets rather than trying to do so via

other companies.

Figure 2.14 Market Entry Methods

1 ——
Low IIIsI:, 1 High Risk,
. : Contract Direct
Low Investment, : Licensing : - ; High Investment,
tavi Canteol Manufacturing Investments | High Control
T

Diversification strategies involve entering new markets with new products or doing something

outside a firm’s current businesses. Firms that have little experience with different markets or different
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products often diversify their product lines by acquiring other companies. Diversification can be
profitable, but it can also be risky if a company does not have the expertise or resources it needs to
successfully implement the strategy. Warner Music Group’s purchase of the concert promoter Bulldog

Entertainment is an example of a diversification attempt that failed.

KEY TAKEAWAY

The strategic planning process includes a company’s mission (purpose), objectives (end results desired), and
strategies (means). Sometimes the different SBUs of a firm have different mission statements. A firm’s
objectives should be realistic (achievable) and measurable. The different product market strategies firms

pursue include market penetration, product development, market development, and diversification.

REVIEW QUESTIONS

1. How do product development strategies differ from market development strategies?
2. Explain why some strategies work for some companies but not others.
3. What factors do firms entering foreign markets need to consider?

4. How do franchising and licensing strategies differ?
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2.5 Strategic Portfolio Planning Approaches

LEARNING OBJECTIVES

1. Explain how SBUs are evaluated using the Boston Consulting Group matrix.

2. Explain how businesses and the attractiveness of industries are evaluated using the General Electric

approach.

When a firm has multiple strategic business units like PepsiCo does, it must decide what the
objectives and strategies for each business are and how to allocate resources among them. A group of
businesses can be considered a portfolio, just as a collection of artwork or investments compose a
portfolio. In order to evaluate each business, companies sometimes utilize what's called a portfolio
planning approach. A portfolio planning approach involves analyzing a firm’s entire collection of
businesses relative to one another. Two of the most widely used portfolio planning approaches

include the Boston Consulting Group (BCG) matrix and the General Electric (GE) approach.

The Boston Consulting Group Matrix

Figure 2.15 The Boston Consulting Group (BCG) Matrix
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The Boston Consulting Group (BCG) matrix helps companies evaluate each of its strategic business
units based on two factors: (1) the SBU’s market growth rate (i.e., how fast the unit is growing compared
to the industry in which it competes) and (2) the SBU’s relative market share (i.e., how the unit’s share of
the market compares to the market share of its competitors). Because the BCG matrix assumes that
profitability and market share are highly related, it is a useful approach for making business and
investment decisions. However, the BCG matrix is subjective and managers should also use their
judgment and other planning approaches before making decisions. Using the BCG matrix, managers can
categorize their SBUs (products) into one of four categories, as shown in Figure 2.15 "The Boston

Consulting Group (BCG) Matrix".

Stars

Everyone wants to be a star. A star is a product with high growth and a high market share. To maintain
the growth of their star products, a company may have to invest money to improve them and how they are
distributed as well as promote them. The iPod, when it was first released, was an example of a star

product.

Cash Cows

A cash cow is a product with low growth and a high market share. Cash cows have a large share of a
shrinking market. Although they generate a lot of cash, they do not have a long-term future. For example,
DVD players are a cash cow for Sony. Eventually, DVDs are likely to be replaced by digital downloads, just
like MP3s replaced CDs. Companies with cash cows need to manage them so that they continue to

generate revenue to fund star products.

Questions Marks or Problem Children

Did you ever hear an adult say they didn’t know what to do with a child? The same question or problem
arises when a product has a low share of a high-growth market. Managers classify these products as
question marks or problem children. They must decide whether to invest in them and hope they
become stars or gradually eliminate or sell them. For example, as the price of gasoline soared in 2008,

many consumers purchased motorcycles and mopeds, which get better gas mileage. However, some
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manufacturers have a very low share of this market. These manufacturers now have to decide what they

should do with these products.

Dogs

In business, it is not good to be considered a dog. A dog is a product with low growth and low market
share. Dogs do not make much money and do not have a promising future. Companies often get rid of
dogs. However, some companies are hesitant to classify any of their products as dogs. As a result, they

keep producing products and services they shouldn’t or invest in dogs in hopes they’ll succeed.

The BCG matrix helps managers make resource allocation decisions once different products are classified.
Depending on the product, a firm might decide on a number of different strategies for it. One strategy is to
build market share for a business or product, especially a product that might become a star. Many
companies invest in question marks because market share is available for them to capture. The success
sequence is often used as a means to help question marks become stars. With the success sequence,
money is taken from cash cows (if available) and invested into question marks in hopes of them becoming

stars.

Holding market share means the company wants to keep the product’s share at the same level. When a
firm pursues this strategy, it only invests what it has to in order to maintain the product’s market share.
When a company decides to harvest a product, the firm lowers its investment in it. The goal is to try to
generate short-term profits from the product regardless of the long-term impact on its survival. If a
company decides to divest a product, the firm drops or sells it. That's what Procter & Gamble did in 2008
when it sold its Folgers coffee brand to Smuckers. Proctor & Gamble also sold Jif peanut butter brand to
Smuckers. Many dogs are divested, but companies may also divest products because they want to focus on

other brands they have in their portfolio.

As competitors enter the market, technology advances, and consumer preferences change, the position of
a company'’s products in the BCG matrix is also likely to change. The company has to continually evaluate

the situation and adjust its investments and product promotion strategies accordingly. The firm must also
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keep in mind that the BCG matrix is just one planning approach and that other variables can affect the

success of products.

The General Electric Approach

Another portfolio planning approach that helps a business determine whether to invest in opportunities is
the General Electric (GE) approach. The GE approach examines a business’s strengths and the
attractiveness of the industry in which it competes. As we have indicated, a business’ strengths are factors
internal to the company, including strong human resources capabilities (talented personnel), strong
technical capabilities, and the fact that the firm holds a large share of the market. The attractiveness of an
industry can include aspects such as whether or not there is a great deal of growth in the industry,
whether the profits earned by the firms competing within it are high or low, and whether or not it is
difficult to enter the market. For example, the automobile industry is not attractive in times of economic
downturn such as the recession in 2009, so many automobile manufacturers don’t want to invest more in
production. They want to cut or stop spending as much as possible to improve their profitability. Hotels

and airlines face similar situations.

Companies evaluate their strengths and the attractiveness of industries as high, medium, and low. The
firms then determine their investment strategies based on how well the two correlate with one another.

As Figure 2.16 "The General Electric (GE) Approach” shows, the investment options outlined in the GE
approach can be compared to a traffic light. For example, if a company feels that it does not have the
business strengths to compete in an industry and that the industry is not attractive, this will result in a low
rating, which is comparable to a red light. In that case, the company should harvest the business (slowly
reduce the investments made in it), divest the business (drop or sell it), or stop investing in it, which is

what happened with many automotive manufacturers.

Figure 2.16 The General Electric (GE) Approach
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stop investing in new products,
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v’ Yellow: Hold market share
v Green: Build market share; invest

in new products, market, or
technology

Although many people may think a yellow light means “speed up,” it actually means caution. Companies
with a medium rating on industry attractiveness and business strengths should be cautious when
investing and attempt to hold the market share they have. If a company rates itself high on business
strengths and the industry is very attractive (also rated high), this is comparable to a green light. In this
case, the firm should invest in the business and build market share. During bad economic times, many
industries are not attractive. However, when the economy improves businesses must reevaluate

opportunities.

KEY TAKEAWAY

A group of businesses is called a portfolio. Organizations that have multiple business units must decide how to

allocate resources to them and decide what objectives and strategies are feasible for them. Portfolio planning
approaches help firms analyze the businesses relative to each other. The BCG and GE approaches are two or

the most common portfolio planning methods.

REVIEW QUESTIONS

1. How would you classify a product that has a low market share in a growing market?
2. What does it mean to hold market share?
3. What factors are used as the basis for analyzing businesses and brands using the BCG and the GE

approaches?

2.6 Discussion Questions and Activities
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DISCUSSION QUESTIONS

1. Explain how a marketing objective differs from a marketing strategy. How are they related?

2. Explain how an organization like McDonald’s can use licensing to create value for the brand.

3. How has PepsiCo employed a product development strategy?

4. Discuss how conducting a SWOT (strengths, weaknesses, opportunities, threats) analysis helps a firm
develop its strategic plan.

5. Describe the value propositions the social networking sites YouTube and MySpace offer Web users.

ACTIVITIES

1. Outline a strategic plan for yourself to begin planning for a job after graduation. Include your value
proposition, targeted organizations, objectives, strategies, and the internal and external factors that may
affect your plans.

2. Assume you have an interview for an entry-level sales position. Write a value proposition emphasizing why
you are the best candidate for the position relative to other recent college graduates.

3. A mission statement outlines an organization’s purpose and answers the question of how a company
defines its business. Write a mission statement for a campus organization.

4. The Web site “My M&Ms” (http://www.mymms.com) allows customers to personalize M&M candies with

words, faces, and colors and select from multiple packaging choices. Identify and explain the product
market or market development strategies Mars pursued when it introduced personalized M&Ms.

5. Explain how the social and cultural environment has impacted the health care industry. Identify new venues
for health care that didn’t exist a decade ago. (Hint: emergency care services are available outside a
hospital’s emergency room today.)

6. Select an organization for which you would like to work. Look up its mission statement. What do you think
the organization’s objectives and strategies are? What environmental and internal factors might affect its

success?
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7. Break up into teams. Come up with as many real-world examples as you can of companies that pursued

market penetration, market development, product development, or diversification strategies.

Chapter 3
Consumer Behavior: How People Make Buying Decisions
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Why do you buy the things you do? How did you decide to go to the college you're attending? Where do

like to shop and when? Do your friends shop at the same places or different places?

Marketing professionals want to know the answers to these questions. They know that once they do have
those answers, they will have a much better chance of creating and communicating about products that
you and people like you will want to buy. That’s what the study of consumer behavior is all about.
Consumer behavior considers the many reasons why—personal, situational, psychological, and social—

people shop for products, buy and use them, and then dispose of them.

Companies spend billions of dollars annually studying what makes consumers “tick.” Although you might
not like it, Google, AOL, and Yahoo! monitor your Web patterns—the sites you search, that is. The
companies that pay for search advertising, or ads that appear on the Web pages you pull up after doing
an online search, want to find out what kind of things you're interested in. Doing so allows these
companies to send you popup ads and coupons you might actually be interested in instead of ads and

coupons for products such as Depends or Viagra.

Massachusetts Institute of Technology (MIT), in conjunction with a large retail center, has tracked
consumers in retail establishments to see when and where they tended to dwell, or stop to look at
merchandise. How was it done? By tracking the position of the consumers’ mobile phones as the phones
automatically transmitted signals to cellular towers. MIT found that when people’s “dwell times”

increased, sales increased, too.,[”

Researchers have even looked at people’s brains by having them lie in scanners and asking them questions
about different products. What people say about the products is then compared to what their brains scans
show—that is, what they are really thinking. Scanning people’s brains for marketing purposes might
sound nutty. But maybe not when you consider the fact is that eight out of ten new consumer products
fail, even when they are test marketed. Could it be that what people say about potentially new products

and what they think about them are different? Marketing professionals want to find out.
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Studying people’s buying habits isn’t just for big companies, though. Even small businesses and
entrepreneurs can study the behavior of their customers with great success. For example, by figuring out
what zip codes their customers are in, a business might determine where to locate an additional store.
Customer surveys and other studies can also help explain why buyers purchased what they did and what
their experiences were with a business. Even small businesses such as restaurants use coupon codes. For
example, coupons sent out in newspapers are given one code. Those sent out via the Internet are given
another. Then when the coupons are redeemed, the restaurants can tell which marketing avenues are

having the biggest effect on their sales.

Some businesses, including a growing number of startups, are using blogs and social networking Web
sites to gather information about their customers at a low cost. For example, Proper Cloth, a company
based in New York, has a site on the social networking site Facebook. Whenever the company posts a new
bulletin or photos of its clothes, all its Facebook “fans” automatically receive the information on their own
Facebook pages. “We want to hear what our customers have to say,” says Joseph Skerritt, the young MBA
graduate who founded Proper Cloth. “It’'s useful to us and lets our customers feel connected to Proper
Cloth.” ® Skerritt also writes a blog for the company. Twitter and podcasts that can be downloaded from

iTunes are two other ways companies are amplifying the “word of mouth” about their products.

[1] “The Way the Brain Buys,” Economist, December 20, 2009, 105-7.
[2] “The Way the Brain Buys,” Economist, December 20, 2009, 105-7.
[3] Rebecca Knight, “Custom-made for E-tail Success,” Financial Times, March 18, 2009, 10.

[4] Rebecca Knight, “Custom-made for E-tail Success,” Financial Times, March 18, 2009, 10.

3.1 The Consumer’s Decision-Making Process

LEARNING OBJECTIVES

1. Understand what the stages of the buying process are.

2. Distinguish between low-involvement buying decisions and high-involvement buying decisions.
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You've been a consumer with purchasing power for much longer than you probably realize—since the
first time you were asked which cereal or toy you wanted. Over the years, you've developed a
systematic way you choose among alternatives, even if you aren’t aware of it. Other consumers follow
a similar process. The first part of this chapter looks at this process. The second part looks at the
situational, psychological, and other factors that affect what, when, and how people buy what they

do.

Keep in mind, however, that different people, no matter how similar they are, make different
purchasing decisions. You might be very interested in purchasing a Smart Car. But your best friend
might want to buy a Ford 150 truck. Marketing professionals understand this. They don’t have
unlimited budgets that allow them to advertise in all types of media to all types of people, so what
they try to do is figure out trends among consumers. Doing so helps them reach the people most

likely to buy their products in the most cost effective way possible.

Stages in the Buying Process

Figure 3.2 "Stages in the Consumer’s Purchasing Process" outlines the buying stages consumers go
through. At any given time, you’re probably in some sort of buying stage. You're thinking about the
different types of things you want or need to eventually buy, how you are going to find the best ones at the
best price, and where and how will you buy them. Meanwhile, there are other products you have already
purchased that you're evaluating. Some might be better than others. Will you discard them, and if so,
how? Then what will you buy? Where does that process start?

Figure 3.2 Stages in the Consumer’s Purchasing Process
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Stage 1. Need Recognition

Perhaps you're planning to backpack around the country after you graduate, but you don’t have a
particularly good backpack. Marketers often try to stimulate consumers into realizing they have a need for
a product. Do you think it’s a coincidence that Gatorade, Powerade, and other beverage makers locate
their machines in gymnasiums so you see them after a long, tiring workout? Previews at movie theaters
are another example. How many times have you have heard about a movie and had no interest in it—until

you saw the preview? Afterward, you felt like had to see it.

Stage 2. Search for Information

Maybe you have owned several backpacks and know what you like and don’t like about them. Or, there
might be a particular brand that you've purchased in the past that you liked and want to purchase in the
future. This is a great position for the company that owns the brand to be in—something firms strive for.
Why? Because it often means you will limit your search and simply buy their brand again.

If what you already know about backpacks doesn’t provide you with enough information, you’ll probably

continue to gather information from various sources. Frequently people ask friends, family, and neighbors
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about their experiences with products. Magazines such as Consumer Reports or Backpacker

Magazine might also help you.

Internet shopping sites such as Amazon.com have become a common source of information about
products. Epinions.com is an example of consumer-generated review site. The site offers product ratings,
buying tips, and price information. Amazon.com also offers product reviews written by consumers. People
prefer “independent” sources such as this when they are looking for product information. However, they
also often consult nonneutral sources of information, such advertisements, brochures, company Web

sites, and salespeople.

Stage 3. Product Evaluation

Obviously, there are hundreds of different backpacks available to choose from. It’s not possible for you to
examine all of them. (In fact, good salespeople and marketing professionals know that providing you with
too many choices can be so overwhelming, you might not buy anything at all.) Consequently, you develop

what'’s called evaluative criteria to help you narrow down your choices.

Evaluative criteria are certain characteristics that are important to you such as the price of the
backpack, the size, the number of compartments, and color. Some of these characteristics are more
important than others. For example, the size of the backpack and the price might be more important to

you than the color—unless, say, the color is hot pink and you hate pink.

Marketing professionals want to convince you that the evaluative criteria you are considering reflect the
strengths of their products. For example, you might not have thought about the weight or durability of the
backpack you want to buy. However, a backpack manufacturer such as Osprey might remind you through
magazine ads, packaging information, and its Web site that you should pay attention to these features—

features that happen to be key selling points of its backpacks.

Stage 4. Product Choice and Purchase
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Stage 4 is the point at which you decide what backpack to purchase. However, in addition to the backpack,
you are probably also making other decisions at this stage, including where and how to purchase the
backpack and on what terms. Maybe the backpack was cheaper at one store than another, but the
salesperson there was rude. Or maybe you decide to order online because you're too busy to go to the
mall. Other decisions, particularly those related to big ticket items, are made at this point. If you're buying

a high-definition television, you might look for a store that will offer you credit or a warranty.

Stage 5. Postpurchase Use and Evaluation

At this point in the process you decide whether the backpack you purchased is everything it was cracked
up to be. Hopefully it is. If it's not, you're likely to suffer what's called postpurchase dissonance. You
might call it buyer’s remorse. You want to feel good about your purchase, but you don’t. You begin to
wonder whether you should have waited to get a better price, purchased something else, or gathered more
information first. Consumers commonly feel this way, which is a problem for sellers. If you don’t feel good
about what you've purchased from them, you might return the item and never purchase anything from

them again. Or, worse yet, you might tell everyone you know how bad the product was.

Companies do various things to try to prevent buyer’s remorse. For smaller items, they might offer a
money back guarantee. Or, they might encourage their salespeople to tell you what a great purchase you
made. How many times have you heard a salesperson say, “That outfit looks so great on you!”? For larger
items, companies might offer a warranty, along with instruction booklets, and a toll-free troubleshooting

line to call. Or they might have a salesperson call you to see if you need help with product.

Stage 6. Disposal of the Product

There was a time when neither manufacturers nor consumers thought much about how products got
disposed of, so long as people bought them. But that’s changed. How products are being disposed is
becoming extremely important to consumers and society in general. Computers and batteries, which leech
chemicals into landfills, are a huge problem. Consumers don’t want to degrade the environment if they

don’t have to, and companies are becoming more aware of the fact.
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Take for example, Crystal Light, a water-based beverage that’s sold in grocery stores. You can buy itin a
bottle. However, many people buy a concentrated form of it, put it in reusable pitchers or bottles, and add
water. That way, they don’t have to buy and dispose of plastic bottle after plastic bottle, damaging the
environment in the process. Windex has done something similar with its window cleaner. Instead of
buying new bottles of it all the time, you can purchase a concentrate and add water. You have probably
noticed that most grocery stores now sell cloth bags consumers can reuse instead of continually using and

discarding of new plastic or paper bags.

Other companies are less concerned about conservation than they are about planned obsolescence.
Planned obsolescence is a deliberate effort by companies to make their products obsolete, or unusable,
after a period of time. The goal is to improve a company’s sales by reducing the amount of time between
the repeat purchases consumers make of products. When a software developer introduces a new version
of product, older versions of it are usually designed to be incompatible with it. For example, not all the
formatting features are the same in Microsoft Word 2003 and 2007. Sometimes documents do not
translate properly when opened in the newer version. Consequently, you will be more inclined to upgrade

to the new version so you can open all Word documents you receive.

Products that are disposable are another way in which firms have managed to reduce the amount of time
between purchases. Disposable lighters are an example. Do you know anyone today that owns a
nondisposable lighter? Believe it or not, prior to the 1960s, scarcely anyone could have imagined using a
cheap disposable lighter. There are many more disposable products today than there were in years past—
including everything from bottled water and individually wrapped snacks to single-use eye drops and cell

phones.

Low-Involvement versus High-Involvement Buying Decisions

Consumers don’t necessarily go through all the buying stages when they’re considering purchasing
product. You have probably thought about many products you want or need but never did much
more than that. At other times, you’ve probably looked at dozens of products, compared them, and

then decided not to purchase any one of them. At yet other times, you skip stages 1 through 3 and
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buy products on impulse. As Nike would put, you “just do it.” Perhaps you see a magazine with
Angelina Jolie and Brad Pitt on the cover and buy it on the spot simply because you want it.

Purchasing a product with no planning or forethought is called impulse buying.

Impulse buying brings up a concept called level of involvement—that is, how personally important or
interested you are in consuming a product. For example, you might see a roll of tape at a check-out
stand and remember you need one. Or you might see a bag of chips and realize you're hungry. These
are items you need, but they are low-involvement products. Low-involvement products aren’t
necessarily purchased on impulse, although they can be. Low-involvement products are, however,

inexpensive and pose a low risk to the buyer if she makes a mistake by purchasing them.

Consumers often engage in routine response behavior when they buy low-involvement products—
that is, they make automatic purchase decisions based on limited information or information they
have gathered in the past. For example, if you always order a Diet Coke at lunch, you're engaging in
routine response behavior. You may not even think about other drink options at lunch because your
routine is to order a Diet Coke, and you simply do it. If you're served a Diet Coke at lunchtime, and

it's flat, oh well. It's not the end of the world.

By contrast, high-involvement products carry a high risk to buyers if they fail, are complex, or
have high price tags. A car, a house, and an insurance policy are examples. These items are not
purchased often. Buyers don’t engage in routine response behavior when purchasing high-
involvement products. Instead, consumers engage in what'’s called extended problem solving,
where they spend a lot of time comparing the features of the products, prices, warrantees, and so

forth.

High-involvement products can cause buyers a great deal of postpurchase dissonance if they are
unsure about their purchases. Companies that sell high-involvement products are aware of that
postpurchase dissonance can be a problem. Frequently, they try to offer consumers a lot of

information about their products, including why they are superior to competing brands and how they
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won't let the consumer down. Salespeople are typically utilized to do a lot of customer “hand-

holding.”

Limited problem solving falls somewhere in the middle. Consumers engage in

limited problem solving when they already have some information about a good or service but
continue to search for a bit more information. The backpack you're looking to buy is an example.
You’'re going to spend at least some time looking for one that’s decent because you don’t want it to
fall apart while you're traveling and dump everything you’ve packed on a hiking trail. You might do a
little research online and come to a decision relatively quickly. You might consider the choices
available at your favorite retail outlet but not look at every backpack at every outlet before making a
decision. Or, you might rely on the advice of a person you know who'’s knowledgeable about

backpacks. In some way you shorten the decision-making process.

Brand names can be very important regardless of the consumer’s level of purchasing involvement.
Consider a low- versus high-involvement product—say, purchasing a tube of toothpaste versus a new
car. You might routinely buy your favorite brand of toothpaste, not thinking much about the
purchase (engage in routine response behavior), but not be willing to switch to another brand either.
Having a brand you like saves you “search time” and eliminates the evaluation period because you
know what you're getting.

When it comes to the car, you might engage in extensive problem solving but, again, only be willing
to consider a certain brands or brands. For example, in the 1970s, American-made cars had such a
poor reputation for quality, buyers joked that a car that’s “not Jap [Japanese made] is crap.” The
quality of American cars is very good today, but you get the picture. If it's a high-involvement
product you're purchasing, a good brand name is probably going to be very important to you. That’s
why the makers of high-involvement products can’t become complacent about the value of their

brands.

KEY TAKEAWAY
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Consumer behavior looks at the many reasons why people buy things and later dispose of them. Consumers
go through distinct buying phases when they purchases products: (1) realizing the need or want something,
(2) searching for information about the item, (3) evaluating different products, (4) choosing a product and
purchasing it, (5) using and evaluating the product after the purchase, and (6) disposing of the product. A
consumer’s level of involvement is how interested he or she is in buying and consuming a product. Low-
involvement products are usually inexpensive and pose a low risk to the buyer if she makes a mistake by
purchasing them. High-involvement products carry a high risk to the buyer if they fail, are complex, or have

high price tags. Limited-involvement products fall somewhere in between.

REVIEW QUESTIONS

1. What is consumer behavior? Why do companies study it?
2. What stages do people go through in the buying process?
3. How do low-involvement products differ from high-involvement products in terms of the risks their buyers

face? Name some products in each category that you’ve recently purchased.

3.2 Situational Factors That Affect People’s Buying Behavior

LEARNING OBJECTIVES

1. Describe the situational factors that affect what consumers buy and when.

2. Explain what marketing professionals can do to make situational factors work to their advantage.

Situational influences are temporary conditions that affect how buyers behave—whether they
actually buy your product, buy additional products, or buy nothing at all from you. They include

things like physical factors, social factors, time factors, the reason for the buyer’s purchase, and the
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buyer’s mood. You have undoubtedly been affected by all these factors at one time or another.
Because businesses very much want to try to control these factors, let’s now look at them in more

detail.

The Consumer’s Physical Situation

Have you ever been in a department story and couldn’t find your way out? No, you aren’t necessarily
directionally challenged. Marketing professionals take physical factors such as a store’s design and layout
into account when they are designing their facilities. Presumably, the longer you wander around a facility,
the more you will spend. Grocery stores frequently place bread and milk products on the opposite ends of
the stores because people often need both types of products. To buy both, they have to walk around an

entire store, which of course, is loaded with other items they might see and purchase.

Store locations are another example of a physical factor. Starbucks has done a good job in terms of
locating its stores. It has the process down to a science; you can scarcely drive a few miles down the road
without passing a Starbucks. You can also buy cups of Starbucks coffee at many grocery stores and in
airports—virtually any place where there is foot traffic.

Physical factors like these—the ones over which firms have control—are called atmospherics. In
addition to store locations, they include the music played at stores, the lighting, temperature, and even the
smells you experience. Perhaps you've visited the office of an apartment complex and noticed how great it
looked and even smelled. It's no coincidence. The managers of the complex were trying to get you to stay
for awhile and have a look at their facilities. Research shows that “strategic fragrancing” results in
customers staying in stores longer, buying more, and leaving with better impression of the quality of
stores’ services and products. Mirrors near hotel elevators are another example. Hotel operators have
found that when people are busy looking at themselves in the mirrors, they don’t feel like they are waiting

as long for their elevators. "

Not all physical factors are under a company’s control, however. Take weather, for example. Rain and
other types of weather can be a boon to some companies, like umbrella makers such as London Fog, but a

problem for others. Beach resorts, outdoor concert venues, and golf courses suffer when the weather is
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rainy. So do a lot of retail organizations—restaurants, clothing stores, and automobile dealers. Who wants

to shop for a car in the rain or snow?

Firms often attempt to deal with adverse physical factors such as bad weather by making their products
more attractive during unattractive times. For example, many resorts offer consumers discounts to travel
to beach locations during hurricane season. Having an online presence is another way to cope with
weather-related problems. What could be more comfortable than shopping at home? If it's too cold and
windy to drive to the GAP, REI, or Abercrombie & Fitch, you can buy these companies’ products online.

You can shop online for cars, too, and many restaurants take orders online and deliver.

Crowding is another situational factor. Have you ever left a store and not purchased anything because it
was just too crowded? Some studies have shown that consumers feel better about retailers who attempt to
prevent overcrowding in their stores. However, other studies have shown that to a certain extent,
crowding can have a positive impact on a person’s buying experience. The phenomenon is often referred
to as “herd behavior.”

If people are lined up to buy something, you want to know why. Should you get in line to buy it too? Herd
behavior helped drive up the price of houses in the mid-2000s before the prices for them rapidly fell.
Unfortunately, herd behavior has also led to the deaths of people. In 2008, a store employee was trampled

to death by an early morning crowd rushing into a Walmart to snap up holiday bargains.

To some extent, how people react to crowding depends on their personal tolerance levels. Which rock
concert would you rather attend: A sold-out concert in which the crowd is having a rocking good time? Or
a half-sold-out concert where you can perhaps move to a seat closer to the stage and not have to stand in

line at the restrooms?

The Consumer’s Social Situation

The social situation you're in can significantly affect what you will buy, how much of it, and when. Perhaps

you have seen Girl Scouts selling cookies outside grocery stores and other retail establishments and
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purchased nothing from them. But what if your neighbor’s daughter is selling the cookies? Are you going

to turn her down, or be a friendly neighbor and buy a box (or two)?

Companies like Avon and Tupperware that sell their products at parties understand that the social
situation you're in makes a difference. When you’re at a Tupperware party a friend is having, you don’t

want to disappoint her by not buying anything. Plus, everyone at the party will think you're cheap.

Certain social situations can also make you less willing to buy products. You might spend quite a bit of
money each month eating at fast-food restaurants like McDonald’s and Subway. But suppose you've got a
hot first date? Where do you take your date? Some people might take a first date to Subway, but that first
date might also be the last. Other people would perhaps choose a restaurant that's more upscale. Likewise,
if you have turned down a drink or dessert on a date because you were worried about what the person you
were with might have thought, your consumption was affected by your social situation. ™

The Consumer’s Time Situation

The time of day, the time of year, and how much time consumers feel like they have to shop also affects
what they buy. Researchers have even discovered whether someone is a “morning person” or “evening
person” affects shopping patterns. Seven-Eleven Japan is a company that’s extremely in tune to physical
factors such as time and how it affects buyers. The company’s point-of-sale systems at its checkout
counters monitor what is selling well and when, and stores are restocked with those items immediately—
sometimes via motorcycle deliveries that zip in and out of traffic along Japan’s crowded streets. The goal
is to get the products on the shelves when and where consumers want them. Seven-Eleven Japan also
knows that, like Americans, its customers are “time starved.” Shoppers can pay their utility bills, local

taxes, and insurance or pension premiums at Seven-Eleven Japan stores, and even make photocopies.”]

Companies worldwide are aware of people’s lack of time and are finding ways to accommodate them.
Some doctors’ offices offer drive-through shots for patients who are in a hurry and for elderly patients
who find it difficult to get out of their cars. Tickets.com allows companies to sell tickets by sending them
to customers’ mobile phones when they call in. The phones’ displays are then read by barcode scanners

when the ticket purchasers arrive at the events they’re attending. Likewise, if you need customer service
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from Amazon.com, there’s no need to wait on hold on the telephone. If you have an account with Amazon,

you just click a button on the company’s Web site and an Amazon representative calls you immediately.

The Reason for the Consumer’s Purchase

The reason you are shopping also affects the amount of time you will spend shopping. Are you making an
emergency purchase? Are you shopping for a gift? In recent years, emergency clinics have sprung up in
strip malls all over the country. Convenience is one reason. The other is sheer necessity. If you cut yourself
and you are bleeding badly, you're probably not going to shop around much to find the best clinic to go to.

You will go to the one that’s closest to you.

What about shopping for a gift? Purchasing a gift might not be an emergency situation, but you might not
want to spend much time shopping for it either. Gift certificates have been a popular way to purchase for
years. But now you can purchase them as cards at your corner grocery store. By contrast, suppose you
need to buy an engagement ring. Sure, you could buy one online in a jiffy, but you probably wouldn't,
because it’s a high-involvement product. What if it were a fake? How would you know until after you
purchased it? What if your significant other turned you down and you had to return the ring? How hard

would it be to get back online and return the ring? "

The Consumer’s Mood
Have you ever felt like going on a shopping spree? At other times wild horses couldn’t drag you to a mall.

People’s moods temporarily affect their spending patterns. Some people enjoy shopping. It’s entertaining

for them. At the extreme are compulsive spenders who get a temporary “high” from spending.

A sour mood can spoil a consumer’s desire to shop. The crash of the U.S. stock market in 2008 left many
people feeling poorer, leading to a dramatic downturn in consumer spending. Penny pinching came into
vogue, and conspicuous spending was out. Costco and Walmart experienced heightened sales of their low-

cost Kirkland Signature and Great Value brands as consumers scrimped.,[(’]
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Saks Fifth Avenue wasn't so lucky. Its annual release of spring fashions usually leads to a feeding frenzy
among shoppers, but spring 2009 was different. “We’'ve definitely seen a drop-off of this idea of shopping

for entertainment,” says Kimberly Grabel, Saks Fifth Avenue’s senior vice president of marketing.,m

To get buyers in the shopping mood, companies resorted to different measures. The upscale retailer
Neiman Marcus began introducing more midpriced brands. By studying customer’s loyalty cards, the
French hypermarket Carrefour hoped to find ways to get its customers to purchase nonfood items that
have higher profit margins.

The glum mood wasn’t bad for all businesses though. Discounters like Half-Priced books saw their sales
surge. So did seed sellers as people began planting their own gardens. Finally, those products you see
being hawked on television? Aqua Globes, Snuggies, and Ped Eggs? Their sales were the best ever.
Apparently, consumers too broke to go to on vacation or shop at Saks were instead watching television

and treating themselves to the products. ®

KEY TAKEAWAY

Situational influences are temporary conditions that affect how buyers behave. They include physical factors
such as a store’s buying locations, layout, music, lighting, and even smells. Companies try to make the physical
factors in which consumers shop as favorable as possible. If they can’t, they utilize other tactics such as
discounts. The consumer’s social situation, time situation, the reason for their purchases, and their moods

also affect their buying behavior.

REVIEW QUESTIONS

1. Why and how does the social situation the consumer is in play a role in behavior?
2. Outline the types of physical factors companies try to affect and how they go about it.
3. What social situations have you been in that affected what you purchased?

4. What types of moods and time situations are likely to affect people’s buying behavior?
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3.3 Personal Factors That Affect People’s Buying Behavior

LEARNING OBJECTIVES

1. Explain how a person’s self-concept and ideal self affects what he or she buys.
2. Describe how companies market products to people based on their genders, life stages, and ages.

3. Explain how looking at the lifestyles of consumers helps firms understand what they want to purchase.

The Consumer’s Personality
Personality describes a person’s disposition as other people see it. The following are the “Big Five”

personality traits that psychologists discuss frequently:
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e Openness. How open you are to new experiences.

e Conscientiousness. How diligent you are.

e Extraversion. How outgoing or shy you are.

e Agreeableness. How easy you are to get along with.

e Neuroticism. How prone you are to negative mental states.
The question marketing professionals want answered is do the traits predict people’s purchasing
behavior? Can companies successfully target certain products at people based on their personalities? And
how do you find out what personalities they have? Are the extraverts you know wild spenders and the

introverts you know penny pinchers? Maybe not.

The link between people’s personalities and their buying behavior is somewhat unclear, but market
researchers continue to study it. For example, some studies have shown that “sensation seekers,” or
people who exhibit extremely high levels of openness, are more likely to respond well to advertising that’s
violent and graphic. The practical problem for firms is figuring out “who’s who” in terms of their

personalities.

The Consumer’s Self-Concept
Marketers have had better luck linking people’s self-concept to their buying behavior. Your self-
concept is how you see yourself—be it positive or negative. Your ideal self is how you would like to see

yourself—whether it’s prettier, more popular, more eco-conscious, or more “goth.”

Marketing researchers believe people buy products to enhance how they feel about themselves—to get
themselves closer to their ideal selves, in other words. The slogan “Be All That You Can Be,” which for
years was used by the U.S. Army to recruit soldiers, is an attempt to appeal to the self-concept.
Presumably, by joining the U.S. Army, you will become a better version of yourself, which will, in turn,
improve your life. Many beauty products and cosmetic procedures are advertised in a way that’s supposed

to appeal to the ideal selves people are searching for. All of us want products that improve our lives.

The Consumer’s Gender

Saylor URL: http://www.saylor.org/books Saylor.org
79



http://creativecommons.org/licenses/by-nc-sa/3.0/
http://www.saylor.org/books

Everyone knows that men and women buy different products. Physiologically speaking, they simply need
different product—different underwear, shoes, toiletries, and a host of other products. ™ Men and women
also shop differently. One study by Resource Interactive, a technology research firm, found that when
shopping online, men prefer sites with lots of pictures of products; women prefer to see products online in
lifestyle context—say, a lamp in a living room. Women are also twice as likely as men to use viewing tools

such as the zoom and rotate buttons and links that allow them to change the color of products.

In general, men have a different attitude about shopping than women do. You know the old stereotypes:
Men see what they a want and buy it, but women “shop ‘til they drop.” There’s some truth to the
stereotypes. Otherwise, you wouldn’t see so many advertisements directed at one sex or the other—beer
commercials that air on ESPN and commercials for household products that air on Lifetime. In fact,
women influence fully two-thirds of all household product purchases, whereas men buy about three-

quarters of all alcoholic beverages.

The shopping differences between men and women seem to be changing, though. For example, younger,
well-educated men are less likely to believe grocery shopping is a woman’s job. They would also be more
inclined to bargain shop and use coupons if the coupons were properly targeted at them. ® One survey

found that approximately 45 percent of married men actually like shopping and consider it relaxing.

Many businesses today are taking greater pains to figure out “what men want.” Products such as face
toners and body washes for men, such as the Axe brand, are a relatively new phenomenon. So are hair
salons such as the Men’s Zone and Weldon Barber. Some advertising agencies specialize in advertising
directed at men. Keep in mind that there are also many items targeted toward women that weren't in the

past, including products such as kayaks and mountain bikes.

The Consumer’s Age and Stage of Life

You have probably noticed that the things you buy have changed as you age. When you were a child, the

last thing you probably wanted as a gift was clothing. As you became a teen, however, cool clothes
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probably became a bigger priority. Don’t look now, but depending on the stage of life you're currently in,
diapers and wrinkle cream might be just around the corner.

Companies understand that people buy different things based on their ages and life stages. Aging baby
boomers are a huge market that companies are trying to tap. Ford and other car companies have created
“aging suits” for young employees to wear when they’re designing automobiles. " The suit simulates the
restricted mobility and vision people experience as they get older. Car designers can then figure out how

to configure the automobiles to better meet the needs of these consumers.

Lisa Rudes Sandel, the founder of Not Your Daughter’s Jeans (NYDJ), created a multimillion-dollar
business by designing jeans for baby boomers with womanly bodies. Since its launch seven years ago,
NYDJ has become the largest domestic manufacturer of women'’s jeans under $100. “The truth is,” Rudes
Sandel says, “I've never forgotten that woman I've been aiming for since day one.” Sandel “speaks to”
every one of her customers via a note tucked into each pair of jean that reads, “NYDJ (Not Your

Daughter’s Jeans) cannot be held responsible for any positive consequence that may arise due to your

» [5]

fabulous appearance when wearing the Tummy Tuck jeans. You can thank me later.

Your chronological age, or actual age in years, is one thing. Your cognitive age, or how old you
perceive yourself to be, is another. In other words, how old do you really feel? A person’s cognitive age
affects the activities one engages in and sparks interests consistent with the person’s perceived

age.” Cognitive age is a significant predictor of consumer behaviors, including people’s dining out,
watching television, going to bars and dance clubs, playing computer games, and shopping.,m How old
people “feel” they are has important implications for marketing professionals. For example, companies
have found that many “aged” consumers don’t take kindly to products that feature “old folks.” The
consumers can’t identify with them because they see themselves as being younger. We will discuss more
about the various age groups and how marketing professionals try to target them in Chapter 5 "Market

Segmenting, Targeting, and Positioning".

The Consumer’s Lifestyle
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At the beginning of the chapter, we explained that two consumers (say, you and your best friend) can be
similar in age, personality, gender, and so on but still purchase very different products. If you have ever
watched the television show Wife Swap, you can see that despite people’s similarities (e.g., being middle-

class Americans who are married with children), their lifestyles can differ radically.

To better understand consumers and connect with them, companies have begun looking more closely at
consumers’ lifestyles. This often includes asking consumers to fill out extensive questionnaires or
conducting in-depth interviews with them. The questionnaires go beyond asking people about the
products they like, where they live, and what sex they are. Instead, researchers ask people what they do—
that is, how they spend their time and what their priorities, values, and general outlooks on the world are.
Where do they go other than work? Who do they like to talk to? What do they talk about? Researchers
hired by Procter & Gamble have gone so far as to follow women around for weeks as they shop, run
errands, and socialize with one another. ®'Other companies have paid people to keep a daily journal of

their activities and routines.

Audio Clip

Interview with Joy Mead
http://app.wistia.com/embed/medias/45f9c7fa67

Joy Mead is an associate director of marketing for Procter & Gamble. Listen to this audio clip to learn

about the approach Procter & Gamble takes to understand customers.

A number of research organizations examine lifestyle and psychographic characteristics of

consumers. Psychographics combines the lifestyle traits of consumers (for example, whether they are
single or married, wealthy or poor, well-educated or high school dropouts) and their personality styles
with an analysis of their attitudes, activities, and values to determine groups of consumers with similar
characteristics. We will talk more about psychographics and what companies do to develop further insight

into what consumers want in Chapter 5 "Market Segmenting, Targeting, and Positioning".

KEY TAKEAWAY
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Your personality describes your disposition as other people see it. Market researchers believe people buy
products to enhance how they feel about themselves. Your gender also affects what you buy and how you
shop. Women shop differently than men. However, there’s some evidence that this is changing. Younger men
and women are beginning to shop more alike. People buy different things based on their ages and life stages.
A person’s cognitive age is how old he “feels” himself to be. To further understand consumers and connect
with them, companies have begun looking more closely at their lifestyles (what they do, how they spend their

time, what their priorities and values are, and how they see the world).

REVIEW QUESTIONS

1. Explain how someone’s personality differs from his or her self-concept. How does the person’s ideal self
come into play in a consumer-behavior context?

2. Describe the buying patterns women exhibit versus men.

3. Why are companies interested in consumers’ cognitive ages?

4. What are some of the consumer lifestyle factors firms examine?

[1] Cheryl B. Ward and Tran Thuhang, “Consumer Gifting Behaviors: One for You, One for Me?” Services Marketing
Quarterly 29, no. 2 (2007): 1-17.

[2] Genevieve Schmitt, “Hunters and Gatherers,” Dealernews 44, no. 8 (2008): 72. The article references the 2006
Behavioral Tracking Study by Miller Brewing Company.

[3] Jeanne Hill and Susan K. Harmon, “Male Gender Role Beliefs, Coupon Use and Bargain Hunting,” Academy of
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[4] “Designing Cars for the Elderly: A Design
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3.4 Psychological Factors That Affect People’s Buying Behavior

LEARNING OBJECTIVES

1. Explain how Maslow’s hierarchy of needs works.

2. Outline the additional psychological factors that affect people’s buying behavior.

Motivation

Motivation is the inward drive we have to get what we need. In the mid-1900s, Abraham Maslow, an
American psychologist, developed the hierarchy of needs shown in Figure 3.8 "Maslow’s Hierarchy of
Needs".

Figure 3.8
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Esteem Needs

(being respected by others
as a result of your accomplishments)

Social Needs.
(being loved, befriended, and accepted by others)

Physiological Needs
(needing food, water, and sleep)

Maslow theorized that people have to fulfill their basic needs—like the need for food, water, and sleep—
before they can begin fulfilling higher-level needs. Have you ever gone shopping when you were tired or
hungry? Even if you were shopping for something that would make you envy of your friends (maybe a new

car) you probably wanted to sleep or eat even worse. (Forget the car. Just give me a nap and a candy bar.)

People’s needs can be recurring, such as the physiological need for hunger. You eat breakfast and are
hungry at lunchtime and then again in the evening. Other needs tend to be enduring, such as the need for
shelter, clothing, and safety. Still other needs arise at different points in time in a person’s life. For
example, during grade school and high school, your social needs probably rose to the forefront. You
wanted to have friends and get a date. Perhaps this prompted you to buy certain types of clothing or
electronic devices. After high school, you began thinking about how people would view you in your
“station” in life, so you decided to pay for college and get a professional degree, thereby fulfilling your
need for esteem. If you're lucky, at some point you will realize Maslow’s state of self-actualization: You
will believe you have become the person in life that you feel you were meant to be.

Marketing professionals understand Maslow’s hierarchy. Take the need for people to feel secure and safe.
Following the economic crisis that began in 2008, the sales of new automobiles dropped sharply virtually
everywhere around the world—except the sales of Hyundai vehicles. Hyundai ran an ad campaign that

assured car buyers they could return their vehicles if they couldn’t make the payments on them without
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damaging their credit. Other carmakers began offering similar programs after they saw how successful

Hyundai had been.

Likewise, banks began offering “worry-free” mortgages to ease the minds of would-be homebuyers. For a
fee of about $500, First Mortgage Corp., a Texas-based bank, offered to make a homeowner’s mortgage

payment for six months if he or she got laid off. "

The Consumer’s Perception

Perception is how you interpret the world around you and make sense of it in your brain. You do so via
stimuli that affect your different senses—sight, hearing, touch, smell, and taste. How you combine these
senses also makes a difference. For example, in one study, consumers were blindfolded and asked to drink
a new brand of clear beer. Most of them said the product tasted like regular beer. However, when the

blindfolds came off and they drank the beer, many of them described it as “watery” tasting. "”

Using different types of stimuli, marketing professionals try to make you more perceptive to their
products whether you need them or not. It’s not an easy job. Consumers today are bombarded with all
types of marketing from every angle—television, radio, magazines, the Internet, and even bathroom walls.
It's been estimated that the average consumer is exposed to about three thousand advertisements per
day.,[S] Consumers are also multitasking more today than in the past. They are surfing the Internet,
watching television, and checking their cell phones for text messages simultaneously. All day, every day,

we are receiving information. Some, but not all, of it makes it into our brains.

Have you ever read or thought about something and then started noticing ads and information about it
popping up everywhere? That’s because your perception of it had become heightened. Many people are
more perceptive to advertisements for products they need. Selective perception is the process of
filtering out information based on how relevant it is to you. It's been described as a “suit of armor” that
helps you filter out information you don’t need. At other times, people forget information, even if it’s quite

relevant to them, which is called selective retention. Usually the information contradicts the person’s
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belief. A longtime chain smoker who forgets much of the information communicated during an

antismoking commercial is an example.

To be sure their advertising messages get through to you, companies use repetition. How tired of iPhone
commercials were you before they tapered off the tube? How often do you see the same commercial aired

during a single television show?

Using surprising stimuli is also a technique. Sometimes this is called shock advertising. The clothing
makers Benetton and Calvin Klein are probably best known for their shocking advertising. Calvin Klein
sparked an uproar when it featured scantily clad prepubescent teens in its ads. There’s evidence that
shock advertising actually works, though. One study found that shocking content increased attention,

benefited memory, and positively influenced behavior among a group of university students.

Subliminal advertising is the opposite of shock advertising. It involves exposing consumers to
marketing stimuli—photos, ads, message, and so forth—by stealthily embedding them in movies, ads, and
other media. For example, the words Drink Coca-Cola might be flashed for a millisecond on a movie
screen. Consumers were thought to perceive the information subconsciously, and it would make them buy
products. Keep in mind that today it's common to see brands such as Coke being consumed in movies and
television programs, but there’s nothing subliminal about it. Coke and other companies often pay to have
their products in the shows.

The general public became aware of subliminal advertising in the 1960s. Many people considered the
practice to be subversive, and in 1974, the Federal Communications Commission condemned it. Its
effectiveness is somewhat sketchy, in any case. It didn’t help that much of the original research on it,
conducted in the 1950s by a market researcher who was trying to drum up business for his market

research firm, was fabricated.,ls]

People are still fascinated by subliminal advertising, however. To create “buzz” about the television

show The Mole in 2008, ABC began hyping it by airing short commercials composed of just a few frames.
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If you blinked, you missed it. Some television stations actually called ABC to figure out what was going on.

One-second ads were later rolled out to movie theaters.

Even if your marketing effort reaches consumers and they retain it, different consumers can perceive it
differently. Show two people the same product and you’ll get two different perceptions of it. One man sees
Pledge, an outstanding furniture polish, while another sees a can of spray no different from any other
furniture polish. One woman sees a luxurious Gucci purse, and the other sees an overpriced bag to hold
keys and makeup.,m A couple of frames about The Mole might make you want to see the television show.

However, your friend might see the ad, find it stupid, and never tune in to watch the show.

Learning

Learning refers to the process by which consumers change their behavior after they gain information or
experience a product. It's the reason you don’t buy a crummy product twice. Learning doesn’t just affect
what you buy, however. It affects how you shop. People with limited experience about a product or brand

generally seek out more information about it than people who have used it before.

Companies try to get consumers to learn about their products in different ways. Car dealerships offer test
drives. Pharmaceutical reps leave behind lots of free items at doctor’s offices with medication names and
logos written all over them—pens, coffee cups, magnets, and so on. Free samples of products that come in
the mail or are delivered with newspapers are another example. To promote its new line of coffees,

McDonald’s offered customers free samples to try.

Another kind of learning is operant conditioning, which is what occurs when researchers are able to
get a mouse to run through a maze for a piece cheese or a dog to salivate just by ringing a bell. Companies
engage in operant conditioning by rewarding consumers, too. The prizes that come in Cracker Jacks and
with McDonald’s Happy Meals are examples. The rewards cause consumers to want to repeat their
purchasing behaviors. Other rewards include free tans offered with gym memberships, punch cards that
give you a free Subway sandwich after a certain number of purchases, and free car washes when you fill up

your car with a tank of gas.
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Consumer’s Attitude

Attitudes are “mental positions” or emotional feelings people have about products, services, companies,
ideas, issues, or institutions. ® Attitudes tend to be enduring, and because they are based on people’s
values and beliefs, they are hard to change. That doesn’t stop sellers from trying, though. They want
people to have positive rather than negative feelings about their offerings. A few years ago, KFC began
running ads to the effect that fried chicken was healthy—until the U.S. Federal Trade Commission told the
company to stop. Wendy'’s slogan to the effect that its products are “way better than fast food” is another
example. Fast food has a negative connotation, so Wendy’s is trying to get consumers to think about its

offerings as being better.

A good example of a shift in the attitudes of consumers relates to banks. The taxpayer-paid government
bailouts of big banks that began in 2008 provoked the wrath of Americans, creating an opportunity for
small banks not involved in the credit derivates and subprime mortgage mess. The Worthington National
Bank, a small bank in Fort Worth, Texas, ran billboards reading: “Did Your Bank Take a Bailout? We
didn’t.” Another read: “Just Say NO to Bailout Banks. Bank Responsibly!” The Worthington Bank received

tens of millions in new deposits soon after running these campaigns. "

KEY TAKEAWAY

Psychologist Abraham Maslow theorized that people have to fulfill their basic needs—like the need for food,
water, and sleep—before they can begin fulfilling higher-level needs. Perception is how you interpret the
world around you and make sense of it in your brain. To be sure their advertising messages get through to
you, companies often resort to repetition. Shocking advertising and subliminal advertising are two other
methods. Learning is the process by which consumers change their behavior after they gain information about
or experience with a product. Consumers’ attitudes are the “mental positions” people take based on their

values and beliefs. Attitudes tend to be enduring and are often difficult for companies to change.

REVIEW QUESTIONS
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1. How does Maslow’s Hierarchy of Needs help marketing professionals?
2. How does the process of perception work and how can companies use it to their advantage in their
marketing?

3. What types of learning do companies try to get consumers to engage in?

[1] Andrea Jares, “New Programs Are Taking Worries from Home Buying,” Fort Worth Star-Telegram, March 7,
2010, 1C-2C.

[2] Laura Ries, In the Boardroom: Why Left-Brained Management and Right-Brain Marketing Don’t See Eye-to-
Eye (New York: HarperCollins, 2009).

[3] Kalle Lasn, Culture Jam: The Uncooling of America (New York: William Morrow & Company, 1999).

[4] Darren W. Dahl, Kristina D. Frankenberger, and Rajesh V. Manchanda, “Does It Pay to Shock? Reactions to
Shocking and Nonshocking Advertising Content among University Students,” Journal of Advertising Research 43,
no. 3 (2003): 268-80.

[5] Cynthia Crossen, “For a Time in the '50s, A Huckster Fanned Fears of Ad ‘Hypnosis,” ”Wall Street Journal,
November 5, 2007, eastern edition, B1.

[6] Josef Adalian, “ABC Hopes ‘Mole’ Isn’t Just a Blip,” Television Week, June 2, 2008, 3.

[7] James Chartrand, “Why Targeting Selective Perception Captures Immediate Attention,”

http://www.copyblogger.com/selective-perception (accessed October 14, 2009).

[8] “Dictionary of Marketing Terms,”http://www.allbusiness.com/glossaries/marketing/4941810-1.html (accessed

October 14, 2009).
[9] Joe Mantone, “Banking on TARP Stigma,” SNLi, March 16,

2009,http://www.snl.com/Interactivex/article.aspx?Cdld=A-9218440-12642 (accessed October 14, 2009).

3.5 Societal Factors That Affect People’s Buying Behavior

LEARNING OBJECTIVES
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1. Explain why the culture, subcultures, social classes, and families consumers belong to affect their buying
behavior.

2. Describe what reference groups and opinion leaders are.

Situational factors—the weather, time of day, where you are, who you are with, and your mood—
influence what you buy, but only on a temporary basis. So do personal factors, such as your gender,
as well as psychological factors, such as your self-concept. Societal factors are a bit different. They

are more outward. They depend on the world around you and how it works.

The Consumer’s Culture

Culture refers to the shared beliefs, customs, behaviors, and attitudes that characterize a society. Your
culture prescribes the way in which you should live. As a result, it has a huge effect on the things you
purchase. For example, in Beirut, Lebanon, women can often be seen wearing miniskirts. If you're a
woman in Afghanistan wearing a miniskirt, however, you could face bodily harm or death. In Afghanistan
women generally wear burgas, which cover them completely from head to toe. Similarly, in Saudi Arabia,
women must wear what'’s called an abaya, or long black garment. Interestingly, abayas have become big
business in recent years. They come in many styles, cuts, and fabrics. Some are encrusted with jewels and

cost thousands of dollars.

To read about the fashions women in Muslim countries wear, check out the following

article:http://www.time.com/time/world/article/0,8599,1210781,00.html.

Even cultures that share many of the same values as the United States can be quite different from the
United States in many ways. Following the meltdown of the financial markets in 2008, countries around
the world were pressed by the United States to engage in deficit spending so as to stimulate the worldwide
economy. But the plan was a hard sell both to German politicians and the German people in general. Most

Germans don't own credit cards, and running up a lot of debt is something people in that culture generally

Saylor URL: http://www.saylor.org/books Saylor.org
91



http://creativecommons.org/licenses/by-nc-sa/3.0/
http://www.saylor.org/books
http://www.time.com/time/world/article/0,8599,1210781,00.html

don’'t do. Companies such as Visa and MasterCard and businesses that offer consumers credit to purchase

items with high ticket prices have to deal with factors such as these.

The Consumer’s Subculture(s)

A subculture is a group of people within a culture who are different from the dominant culture but have
something in common with one another—common interests, vocations or jobs, religions, ethnic
backgrounds, sexual orientations, and so forth. The fastest-growing subculture in the United States
consists of people of Hispanic origin, followed by Asian Americans, and blacks. The purchasing power of
U.S. Hispanics is growing by leaps and bounds. By 2010 it is expected to reach more than $1

trillion. " This is a lucrative market that companies are working to attract. Home Depot has launched a
Spanish version of its Web site. Walmart is in the process of converting some of its Neighborhood Markets
into stores designed to appeal to Hispanics. The Supermarcado de Walmart stores are located in Hispanic
neighborhoods and feature elements such as cafés serving Latino pastries and coffee and full meat and

fish counters.

Marketing products based the ethnicity of consumers is useful. However, it could become harder to do in
the future because the boundaries between ethnic groups are blurring. For example, many people today
view themselves as multiracial. (Golfer Tiger Woods is a notable example.) Also, keep in mind that ethnic
and racial subcultures are not the only subcultures marketing professionals look at. As we have indicated,
subcultures can develop in response to people’s interest. You have probably heard of the hip-hop
subculture, people who in engage in extreme types of sports such as helicopter skiing, or people who play
the fantasy game Dungeons and Dragons. The people in these groups have certain interests and exhibit
certain behaviors that

allow marketing professionals design specific products for them.

The Consumer’s Social Class
A social class is a group of people who have the same social, economic, or educational status in
society. ® To some degree, consumers in the same social class exhibit similar purchasing behavior. Have

you ever been surprised to find out that someone you knew who was wealthy drove a beat-up old car or
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wore old clothes and shoes? If so, it was because the person, given his or her social class, was behaving

“out of the norm” in terms of what you thought his or her purchasing behavior should be.

Table 3.1 "Social Classes and Buying Patterns: An Example" shows seven classes of American consumers
along with the types of car brands they might buy. Keep in mind that the U.S. market is just a fraction of
the world market. As we explained in Chapter 2 "Strategic Planning", to sustain their products, companies
often launch their products in other parts of the world. The rise of the middle class in India and China is
creating opportunities for many companies to successfully do this. For example, China has begun to

overtake the United States as the world’s largest auto market.

Table 3.1 Social Classes and Buying Patterns: An Example

People with inherited wealth and aristocratic names (the Kennedys,
Upper-Upper Class | Rolls-Royce | Rothschilds, Windsors, etc.)

Lower-Upper Class | Mercedes Professionals such as CEOs, doctors, and lawyers

Upper-Middle Class | Lexus College graduates and managers

Middle Class Toyota Both white-collar and blue-collar workers
Working Class Pontiac Blue-collar workers

Lower but Not the Used

Lowest Vehicle People who are working but not on welfare
Lowest Class No vehicle | People on welfare

The makers of upscale brands in particular walk a fine line in terms of marketing to customers. On the
one hand, they want their customer bases to be as large as possible. This is especially tempting in a
recession when luxury buyers are harder to come by. On the other hand, if the companies create products
the middle class can better afford, they risk “cheapening” their brands. That's why, for example, Smart
Cars, which are made by BMW, don’t have the BMW label on them. For a time, Tiffany’s sold a cheaper
line of silver jewelry to a lot of customers. However, the company later worried that its reputation was
being tarnished by the line. Keep in mind that a product’s price is to some extent determined by supply
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and demand. Luxury brands therefore try to keep the supply of their products in check so their prices

remain high.

Some companies have managed to capture market share by introducing “lower echelon” brands without
damaging their luxury brands. Johnnie Walker is an example. The company’s whiskeys come in bottles
with red, green, blue, black, and gold labels. The blue label is the company’s best product. Every blue-label

bottle has a serial number and is sold in a silk-lined box, accompanied by a certificate of authenticity.,[sl

Reference Groups and Opinion Leaders

Of course, you probably know people who aren’t wealthy but who still drive a Mercedes or other upscale
vehicle. That’s because consumers have reference groups. Reference groups are groups a consumer
identifies with and wants to join. If you have ever dreamed of being a professional player of basketball or
another sport, you have a reference group. Marketing professionals are aware of this. That's why, for

example, Nike hires celebrities such as Michael Jordan to pitch the company’s products.

Opinion leaders are people with expertise in certain areas. Consumers respect these people and often
ask their opinions before they buy goods and services. An information technology specialist with a great
deal of knowledge about computer brands is an example. These people’s purchases often lie at the
forefront of leading trends. For example, the IT specialist we mentioned is probably a person who has the
latest and greatest tech products, and his opinion of them is likely to carry more weight with you than any

sort of advertisement.

Today’s companies are using different techniques to reach opinion leaders. Network analysis using special
software is one way of doing so. Orgnet.com has developed software for this purpose. Orgnet’s software
doesn’t mine sites like Facebook and LinkedIn, though. Instead, it's based on sophisticated techniques
that unearthed the links between Al Qaeda terrorists. Explains Valdis Krebs, the company’s founder:

“Pharmaceutical firms want to identify who the key opinion leaders are. They don’t want to sell a new
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drug to everyone. They want to sell to the 60 key oncologists.”,ls] As you can probably tell from this

chapter, exploring the frontiers of people’s buying patterns is a fascinating and constantly evolving field.

The Consumer’s Family

Most market researchers consider a person’s family to be one of the biggest determiners of buying
behavior. Like it or not, you are more like your parents than you think, at least in terms of your
consumption patterns. The fact is that many of the things you buy and don’t buy are a result of what your
parents do and do not buy. The soap you grew up using, toothpaste your parents bought and used, and
even the “brand” of politics you lean toward (Democratic or Republican) are examples of the products you

are likely to favor as an adult.

Family buying behavior has been researched extensively. Companies are also interested in which family
members have the most influence over certain purchases. Children have a great deal of influence over
many household purchases. For example, in 2003 nearly half (47 percent) of nine- to seventeen-year-olds
were asked by parents to go online to find out about products or services, compared to 37 percent in 2001.
IKEA used this knowledge to design their showrooms. The children’s bedrooms feature fun beds with

appealing comforters so children will be prompted to identify and ask for what they want."”

Marketing to children has come under increasing scrutiny. Some critics accuse companies of deliberating
manipulating children to nag their parents for certain products. For example, even though tickets for
Hannah Montana concerts ranged from hundreds to thousands of dollars, the concerts often still sold out.
However, as one writer put it, exploiting “pester power” is not always ultimately in the long-term interests

of advertisers if it alienates kids’ parents.[sl

KEY TAKEAWAY

Culture prescribes the way in which you should live and affects the things you purchase. A subculture is a
group of people within a culture who are different from the dominant culture but have something in common

with one another—common interests, vocations or jobs, religions, ethnic backgrounds, sexual orientations,
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and so forth. To some degree, consumers in the same social class exhibit similar purchasing behavior. Most
market researchers consider a person’s family to be one of the biggest determiners of buying behavior.
Reference groups are groups that a consumer identifies with and wants to join. Companies often hire
celebrities to endorse their products to appeal to people’s reference groups. Opinion leaders are people with
expertise in certain areas. Consumers respect these people and often ask their opinions before they buy

goods and services.

REVIEW QUESTIONS

1. Why do people’s cultures affect what they buy?
2. How do subcultures differ from cultures? Can you belong to more than one culture or subculture?

3. How are companies trying to reach opinion leaders today?

[1] Larry Watrous, “Illegals: The New N-Word in America,” Fort Worth Star-Telegram, March 16, 2009, 9B.

[2] Jonathan Birchall, “Wal-Mart Looks to Hispanic Market in Expansion Drive,” Financial Times, March 13, 2009,
18.

[3] Princeton University,

“WordNet,” http://wordnetweb.princeton.edu/perl/webwn?s=social+class&sub=Search+WordNet&02=8&00=18&07

=&05=&01 =1&06=&04=&03=&h=(accessed October 14, 2009).

[4] “More Cars Sold in China than in January,” France 24, February 10,

2009,http://www.france24.com/en/20090210-more-cars-sold-china-us-january-auto-market(accessed October 14,

2009).

[5] “Johnnie Walker,” http://en.wikipedia.org/wiki/Johnnie Walker (accessed October 14, 2009).

[6] Anita Campbell, “Marketing to Opinion Leaders,” Small Business Trends, June 28,

2004,http://smallbiztrends.com/2004/06/marketing-to-opinion-leaders.html (accessed October 13, 2009).

[7] “Teen Market Profile,” Mediamark Research,

2003,http://www.magazine.org/content/files/teenprofile04.pdf (accessed December 4, 2009).
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[8] Ray Waddell, “Miley Strikes Back,” Billboard, June 27, 2009, 7-8.

3.6 Discussion Questions and Activities

DISCUSSION QUESTIONS

1. Why do people in different cultures buy different products? Discuss with your class the types of vehicles
you have seen other countries. Why are they different, and how do they better meet buyers’ needs in those
countries? What types of cars do you think should be sold in the United States today?

2. What is your opinion of companies like Google that gather information about your browsing patterns?
What advantages and drawbacks does this pose for consumers? If you were a business owner, what kinds
of information would you gather on your customers and how would you use it?

3. Are there any areas in which you consider yourself an opinion leader? What are they?

4. What purchasing decisions have you been able to influence in your family and why? Is marketing to
children a good idea? If not, what if one of your competitors were successfully do so? Would it change your
opinion?

5. How do you determine what is distinctive about different groups? What distinguishes one group from other
groups?

6. Name some products that have led to postpurchase dissonance on your part. Then categorize them as high-
or low-involvement products.

7. Describe the decision process for impulse purchases at the retail level. Would they be classified as high- or
low-involvement purchases?

8. How do you think the manufacturers of products sold through infomercials reduce postpurchase

dissonance?
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9. Explain the relationship between extensive, limited, and routine decision making relative to high and low
involvement. Identify examples of extensive, limited, and routine decision making based on your personal

consumption behavior.

ACTIVITIES

1. Go to http://www.ospreypacks.com and enter the blog site. Does the blog make you more or less inclined

to purchase an Osprey backpack?

2. Select three advertisements and describe the needs identified by Maslow that each ad addresses.

3. Break up into groups and visit an ethnic part of your town that differs from your own ethnicity(ies). Walk
around the neighborhood and its stores. What types of marketing and buying differences do you see? Write
a report of your findings.

4. Using Maslow’s Hierarchy of Needs, identify a list of popular advertising slogans that appeal to each of the
five levels.

5. Identify how McDonald’s targets both users (primarily children) and buyers (parents, grandparents, etc.).
Provide specific examples of strategies used by the fast-food marketer to target both groups. Make it a

point to incorporate Happy Meals and Mighty Kids Meals into your discussion.
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Chapter 4
Business Buying Behavior

In the last chapter, we talked about the buying behavior of consumers—people like you and me who
buy products for our own personal use. However, many businesses don't offer their goods and
services to individual consumers at all. Instead, their customers are other businesses, institutions, or
government organizations. These are the business-to-business (B2B) markets we talked about in

Chapter 1 "What Is Marketing?".

4.1 The Characteristics of Business-to-Business (B2B) Markets

LEARNING OBJECTIVES

1. Identify the ways in which business-to-business (B2B) markets differ from business-to-consumer (B2C)
markets.

2. Explain why business buying is acutely affected by the behavior of consumers.

Business-to-business (B2B) markets differ from business-to-consumer (B2C) markets in many ways.
For one, the number of products sold in business markets dwarfs the number sold in consumer
markets. Suppose you buy a five-hundred-dollar computer from Dell. The sale amounts to a single
transaction for you. But think of all the transactions Dell had to go through to sell you that one
computer. Dell had to purchase many parts from many computer component makers. It also had to

purchase equipment and facilities to assemble the computers, hire and pay employees, pay money to
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create and maintain its Web site and advertise, and buy insurance and accounting and financial
services to keep its operations running smoothly. Many transactions had to happen before yours

could.

Business products can also be very complex. Some need to be custom built or retrofitted for buyers.
The products include everything from high-dollar construction equipment to commercial real estate
and buildings, military equipment, and billion-dollar cruise liners used in the tourism industry.
There are few or no individual consumers in the market for many of these products. Moreover, a
single customer can account for a huge amount of business. Some businesses, like those that supply
the U.S. auto industry around Detroit, have just a handful of customers—General Motors, Chrysler,
and/or Ford. Consequently, you can imagine why these suppliers become very worried when the

automakers fall on hard times.

Not only can business products be complex, but so can figuring out the buying dynamics of
organizations. Many people within an organization can be part of the buying process and have a say
in ultimately what gets purchased, how much of it, and from whom. This is perhaps the most
complicated part of the business. In fact, it’s a bit like a chess match. And because of the quantities
each business customer is capable of buying, the stakes are high. For some organizations, losing a big

account can be financially devastating and winning one can be a financial bonanza.

How high are the stakes? Table 4.1 "Top Five Corporations Worldwide in Terms of Their

Revenues" shows a recent ranking of the top five corporations in the world in terms of the sales they
generate annually. Believe it or not, these companies earn more in a year than all the businesses of
some countries do. Imagine the windfall you could gain as a seller by landing an exclusive account

with any one of them.
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Table 4.1 Top Five Corporations Worldwide in Terms of Their Revenues

Company Sales (Billions of Dollars)
Royal Dutch Shell 458
ExxonMobil 426
Walmart Stores 405
British Petroleum (BP) 361
Toyota Motor Company 263
Note: Numbers have been rounded to the nearest billion.

Generally, the more high-dollar and complex the item being sold is, the longer it takes for the sale to
be made. The sale of a new commercial jet to an airline company such as U.S. Airways, Delta, or
American Airlines can take literally years to be completed. Sales such as these are risky for
companies. The buyers are concerned about many factors, such as the safety, reliability, and
efficiency of the planes. They also generally want the jets customized in some way. Consequently, a

lot of time and effort is needed to close these deals.

Unlike many consumers, most business buyers demand that the products they buy meet strict
standards. Take, for example, the Five Guys burger chain, based in Virginia. The company taste-
tested eighteen different types of mayonnaise before settling on the one it uses. Would you be willing

to taste eighteen different brands of mayonnaise before buying one? Probably not. ™

Another characteristic of B2B markets is the level of personal selling that goes on. Salespeople
personally call on business customers to a far greater extent than they do consumers. Most of us have
had door-to-door salespeople call on us occasionally. However, businesses often have multiple
salespeople call on them in person daily, and some customers even provide office space for key
vendors’ salespeople. Table 4.2 "Business-to-Consumer Markets versus Business-to-Business

Markets: How They Compare" outlines the main differences between B2C and B2B markets.
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Table 4.2 Business-to-Consumer Markets versus Business-to-Business Markets: How They Compare

Consumer Market Business Market

Fewer customers, often geographically concentrated, with a small
Many customers, geographically dispersed | number accounting for most of the company’s sales

Smaller total dollar amounts due to fewer

transactions Larger dollar amounts due to more transactions
Shorter decision cycles Longer decision cycles

More reliance on mass marketing via

advertising, Web sites, and retailing More reliance on personal selling

Less-rigid product standards More-rigid product standards

The Demand for B2B Products

Even though they don’t sell their products to consumers like you and me, B2B sellers carefully watch
general economic conditions to anticipate consumer buying patterns. The firms do so because the demand
for business products is based on derived demand. Derived demand is demand that springs from, or is
derived from, a source other than the primary buyer of a product. When it comes to B2B sales, that source
is consumers. If consumers aren’t demanding the products produced by businesses, the firms that supply

products to these businesses are in big trouble.

Fluctuating demand is another characteristic of B2B markets: a small change in demand by consumers
can have a big effect throughout the chain of businesses that supply all the goods and services that
produce it. Often, a bullwhip type of effect occurs. If you have ever held a whip, you know that a slight
shake of the handle will result in a big snap of the whip at its tip. Essentially, consumers are the handle
and businesses along the chain compose the whip—hence the need to keep tabs on end consumers. They

are a powerful purchasing force.

For example, Cisco makes routers, which are specialized computers that enable computer networks to
work. If Google uses five hundred routers and replaces 10 percent of them each year, that means Google
usually buys fifty routers in a given year. What happens if consumer demand for the Internet falls by 10

percent? Then Google needs only 450 routers. Google’s demand for Cisco’s routers therefore becomes
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zero. Suppose the following year the demand for the Internet returns to normal. Google now needs to
replace the fifty routers it didn’t buy in the first year plus the fifty it needs to replace in the second year. So
in year two, Cisco’s sales go from zero to a hundred, or twice normal. Thus, Cisco experiences a bullwhip

effect, whereas Google’s sales vary only by 10 percent.

Because consumers are such a powerful force, some companies go so far as to try to influence their B2B
sales by directly influencing consumers even though they don’t sell their products to them. Intel is a
classic case. Do you really care what sort of microprocessing chip gets built into your computer? Intel
would like you to, which is why it runs TV commercials like the Homer Simpson commercial shown in the
video clip below. The commercial isn't likely to persuade a computer manufacturer to buy Intel’s chips.
But the manufacturer might be persuaded to buy them if it's important to you. Derived demand is also the
reason Intel demands that the buyers of its chips put a little “Intel Inside” sticker on each computer they

make—so you get to know Intel and demand its products.

B2B buyers also keep tabs on consumers to look for patterns that could create joint
demand. Joint demand occurs when the demand for one product increases the demand for another. For
example, when a new video console like the Xbox comes out, it creates demand for a whole new crop of

video games.

KEY TAKEAWAY

B2B markets differ from B2C markets in many ways. There are more transactions in B2B markets and more
high-dollar transactions because business products are often costly and complex. There are also fewer buyers
in B2B markets, but they spend much more than the typical consumer does and have more-rigid product
standards. The demand for business products is based on derived demand. Derived demand is demand that
springs from, or is derived from, a secondary source other than the primary buyer of a product. For
businesses, this source is consumers. Fluctuating demand is another characteristic of B2B markets: a small
change in demand by consumers can have a big effect throughout the chain of businesses that supply all the

goods and services that produce it.
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REVIEW QUESTIONS

1. Why are there more transactions in B2B markets than B2C markets? Why are there fewer buyers?
2. Explain what derived demand is.
3. Why do firms experience a bullwhip effect in the demand for their products when consumers demand

changes?

[1] Michael Steinberg, “A Fine Diner,” Financial Times, November 21-22, 2009, 5.

4.2 Types of B2B Buyers

LEARNING OBJECTIVES

1. Describe the major categories of business buyers.

2. Explain why finding decision makers in business markets is challenging for sellers.

Business buyers can be either nonprofit or for-profit businesses. To help you get a better idea of the
different types of business customers in B2B markets, we’ve put them into four basic categories:

producers, resellers, governments, and institutions.

Producers
Producers are companies that purchase goods and services that they transform into other products.
They include both manufacturers and service providers. Procter & Gamble, General Motors,

McDonald’s, Dell, and Delta Airlines are examples. So are the restaurants around your campus, your
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dentist, your doctor, and the local tattoo parlor. All these businesses have to buy certain products to
produce the goods and services they create. General Motors needs steel and hundreds of thousands
of other products to produce cars. McDonald’s needs beef and potatoes. Delta Airlines needs fuel and
planes. Your dentist needs drugs such as Novocain, oral tools, and X-ray machinery. Your local tattoo
parlor needs special inks and needles and a bright neon sign that flashes “open” in the middle of the

night.

Resellers

Resellers are companies that sell goods and services produced by other firms without materially
changing them. They include wholesalers, brokers, and retailers. Walmart and Target are two big retailers
you are familiar with. Large wholesalers, brokers, and retailers have a great deal of market power. If you

can get them to buy your products, your sales can exponentially increase.

Every day, retailers flock to Walmart's corporate headquarters in Bentonville, Arkansas, to try to hawk
their products. But would it surprise you that not everybody wants to do business with a powerhouse like
Walmart? Jim Wier, one-time CEO of the company that produces Snapper-brand mowers and snow
blowers, actually took a trip to Walmart’s headquarters to stop doing business with the company. Why?
Snapper products are high-end, heavy-duty products. Wier knew that Walmart had been selling his
company'’s products for lower and lower prices and wanted deeper and deeper discounts from Snapper.
He believed Snapper products were too expensive for Walmart’s customers and always would be, unless
the company started making cheaper-quality products or outsourced their manufacturing overseas, which
is something he didn’t want to do.

“The whole visit to Wal-Mart’s headquarters is a great experience,” said Wier about his trip. “It’s so
crowded, you have to drive around, waiting for a parking space. You have to follow someone who is
leaving, walking back to their car, and get their spot. Then you go inside this building, you register for
your appointment, they give you a badge, and then you wait in the pews with the rest of the peddlers, the
guy with the bras draped over his shoulder.” Eventually, would-be suppliers were taken into small
cubicles where they had thirty minutes to make their case. “It’s a little like going to see the principal,

really,” he said. "
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Governments

Can you guess the biggest purchaser of goods and services in the world? It is the U.S. government. It
purchases everything you can imagine, from paper and fax machines to tanks and weapons, buildings,
toilets for NASA (the National Aeronautics and Space Administration), highway construction services,
and medical and security services. State and local governments buy enormous amounts of products, too.
They contract with companies that provide citizens with all kinds of services from transportation to
garbage collection. (So do foreign governments, provinces, and localities, of course.) Business-to-
government (B2G) markets, or when companies sell to local, state, and federal governments,
represent a major selling opportunity, even for smaller sellers. In fact, many government entities specify
that their agencies must award a certain amount of business to small businesses, minority- and women-

owned businesses, and businesses owned by disabled veterans.

There is no one central department or place in which all these products are bought and sold. Companies
that want to sell to the U.S. government should first register with the Central Contractor Registry

at http://www.CCR.gov. They should then consult the General Services Administration (GSA) Web site

(http://www.gsa.gov). The GSA helps more than two hundred federal agencies buy a wide variety of

products purchased routinely. The products can include office supplies, information technology services,
repair services, vehicles, and many other products purchased by agencies on a regular basis.
Consequently, it is a good starting point. However, the GSA won’t negotiate a contract for the NASA toilet

or a fighter jet. It sticks to routine types of purchases.

Figure 4.2
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The General Services Administration (GSA) is a good starting point for companies that want to do
business with the federal government. The U.S. Small Business Administration (SBA) also offers
sellers a great deal of information on marketing to the government, including online courses that
explain how to do it.

Source: http://www.gsa.gov/Portal/gsa/ep/contentView.do?contentType=GSA BASIC&contentl

d=13439&noc=T.

The existence of the GSA doesn’t mean the agencies it works with don’t have any say over what is
purchased for them. The agencies themselves have a big say, so B2B sellers need to contact them and
aggressively market their products to them. After all, agencies don’t buy products, people do. Fortunately,
every agency posts on the Internet a forecast of its budget, that is, what it is planning on spending money
on in the coming months. The agencies even list the names, addresses, and e-mails of contact persons
responsible for purchasing decisions. Many federal agencies are able to purchase as much as $25,000 of
products at a time by simply using a government credit card. This fact makes them a good target for small

businesses.

It's not unusual for each agency or department to have its own procurement policies that must be
followed. Would-be sellers are often asked to submit sealed bids that contain the details of what they are
willing to provide the government and at what price. But contrary to popular belief, it's not always the

lowest bid that’s accepted. Would the United States want to send its soldiers to war in the cheapest planes
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and tanks, bearing the lowest-cost armor? Probably not. Like other buyers, government buyers look for

the best value.

Institutions

Institutional markets include nonprofit organizations such as the American Red Cross, churches,
hospitals, charitable organizations, private colleges, civic clubs, and so on. Like government and for-profit
organizations, they buy a huge quantity of products and services. Holding costs down is especially

important to them. The lower their costs are, the more people they can provide their services to.

The businesses and products we have mentioned so far are broad generalizations to help you think about
the various markets in which products can be sold. In addition, not all products a company buys are high
dollar or complex. Businesses buy huge quantities of inexpensive products, too. McDonald’s, for example,
buys a lot of toilet paper, napkins, bags, employee uniforms, and so forth. Pretty much any product you
and | use is probably used for one or more business purposes (cell phones and cell-phone services, various
types of food products, office supplies, and so on). Some of us own real estate, and so do many businesses.
But very few of us own many of the other products businesses sell to one another: cranes, raw materials

such as steel, fiber-optic cables, and so forth.

That said, a smart B2B marketer will look at all the markets we have mentioned, to see if they represent
potential opportunities. The Red Cross will have no use for a fighter jet, of course. However, a company
that manufactures toilet paper might be able to market it to both the Red Cross and the U.S. government.
B2B opportunities abroad and online B2B markets can also be successfully pursued. We will discuss these
topics later in the chapter.

Who Makes the Purchasing Decisions in Business Markets?

Figuring out who exactly in B2B markets is responsible for what gets purchased and when often requires
some detective work for marketing professionals and the salespeople they work with. Think about the
college textbooks you buy. Who decides which ones ultimately are purchased by the students at your
school? Do publishers send you e-mails about certain books they want you to buy? Do you see ads for

different types of chemistry or marketing books in your school newspaper or on TV? Generally, you do
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not. The reason is that even though you buy the books, the publishers know that professors ultimately
decide which textbooks are going to be used in the classroom. Consequently, B2B sellers largely

concentrate their efforts on those people.

That’s not to say that to some extent the publishers don’t target you. They may offer you a good deal by
packaging a study guide with your textbook or some sort of learning supplement online you can purchase.
They might also offer your bookstore manager a discount for buying a certain number of textbooks.
However, a publishing company that focused on selling its textbooks directly to you or to a bookstore

manager would go out of business. They know the true revenue generators are professors.

The question is, which professors? Some professors choose their own books. Adjunct professors often
don’t have a choice—their books are chosen by a course coordinator or the dean or chair of the
department. Still other decisions are made by groups of professors, some of whom have more say over the
final decision than others. Are you getting the picture? Figuring out where to start in B2B sales can be a

little bit like a scavenger hunt.

KEY TAKEAWAY

Business buyers can be either nonprofit or for-profit businesses. There are four basic categories of business
buyers: producers, resellers, governments, and institutions. Producers are companies that purchase goods
and services that they transform into other products. They include both manufacturers and service providers.
Resellers are companies that sell goods and services produced by other firms without materially changing
them. They include wholesalers, brokers, and retailers. Local, state, and national governments purchase large
guantities of goods and services. Institutional markets include nonprofit organizations such as the American
Red Cross, churches, hospitals, charitable organizations, private colleges, civic clubs, and so on. Holding costs
down is especially important to them because it enables them to provide their services to more people.
Figuring out who exactly in B2B markets is responsible for what gets purchased and when often requires some

detective work by marketing professionals and the salespeople they work with.
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REVIEW QUESTIONS

1. What sorts of products do producers buy?
2. What role do resellers play in B2B markets, and why are they important to sellers?
3. How do sellers find government buyers? Institutional buyers?

4. Why is it difficult to figure out whom to call on in business markets?

[1] Charles Fishman, “The Man Who Said No to Wal-Mart,” Fast Company, December 19,

2007, http://www.fastcompany.com/magazine/102/open_snapper.html?page=0%2C2(accessed December 13,

2009).

4.3 Buying Centers

LEARNING OBJECTIVES

1. Explain what a buying center is.
2. Explain who the members of buying centers are and describe their roles.
3. Describe the duties of professional buyers.

4. Describe the personal and interpersonal dynamics that affect the decisions buying centers make.
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The professors who form a committee at your school to choose textbooks are acting like a buying
center. Buying centers are groups of people within organizations who make purchasing decisions.
Large organizations often have permanent departments that consist of the people who, in a sense,
shop for a living. They are professional buyers, in other words. Their titles vary. In some companies,
they are simply referred to as buyers. In other companies, they are referred to as purchasing

agents, purchasing managers, or procurement officers. Retailers often refer to their buyers

as merchandisers. Most of the people who do these jobs have bachelor’s of science degrees. Some

undergo additional industry training to obtain an advanced purchasing certification designation.

Buyers can have a large impact on the expenses, sales, and profits of a company. Pier 1's purchasing
agents literally comb the entire world looking for products the company’s customers want most.
What happens if the products the purchasing agents pick don’t sell? Pier 1's sales fall, and people get
fired. This doesn’t happen in B2C markets. If you pick out the wrong comforter for your bed, you

don’t get fired. Your bedroom just looks crummy.

Consequently, professional buyers are shrewd. They have to be because their jobs depend on it. Their
jobs depend on their choosing the best products at the best prices from the best vendors.
Professional buyers are also well informed and less likely to buy a product on a whim than

consumers. The sidebar below outlines the tasks professional buyers generally perform.

The Duties of Professional Buyers

e Considering the availability of products, the reliability of the products’ vendors, and the technical
support they can provide

e Studying a company’s sales records and inventory levels

e Identifying suppliers and obtaining bids from them

e Negotiating prices, delivery dates, and payment terms for goods and services

e Keeping abreast of changes in the supply and demand for goods and services their firms need
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e Staying informed of the latest trends so as to anticipate consumer buying patterns
e Determining the media (TV, the Internet, newspapers, and so forth) in which advertisements will be
placed

e Tracking advertisements in newspapers and other media to check competitors’ sales activities

Increasingly, purchasing managers have become responsible for buying not only products but also
functions their firms want to outsource. The functions aren’t limited to manufacturing. They also
include product innovation and design services, customer service and order fulfillment services, and
information technology and networking services to name a few. Purchasing agents responsible for
finding offshore providers of goods and services often take trips abroad to inspect the facilities of the

providers and get a better sense of their capabilities.

Other Players

Purchasing agents don’t make all the buying decisions in their companies, though. As we explained, other
people in the organization often have a say, as well they should. Purchasing agents frequently need their
feedback and help to buy the best products and choose the best vendors. The people who provide their

firms’ buyers with input generally fall into one or more of the following groups:

Users

Users are the people and groups within the organization that actually use the product. Frequently, they
initiated the purchase in the first place in an effort to improve what they produce or how they produce it.
Users often have certain specifications in mind for products and how they want them to perform. An
example of a user might be a professor at your school who wants to adopt an electronic book and integrate

it into his or her online course.

Influencers
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Influencers are people who may or may not use the product but have experience or expertise that can
help improve the buying decision. For example, an engineer may prefer a certain vendor’s product

platform and try to persuade others that it is the best choice.

Gatekeepers

If you want to sell a product to a large company like Walmart, you can’t just walk in the door of its
corporate headquarters and demand to see a purchasing agent. You will first have to get past of a number
of gatekeepers, or people who will decide if and when you get access to members of the buying center.
These are people such as buying assistants, personal assistants, and other individuals who have some say

about which sellers are able to get a foot in the door.

Gatekeepers often need to be courted as hard as prospective buyers do. They generally have a lot of
information about what'’s going on behind the scenes and a certain amount of informal power. If they like
you, you're in a good position as a seller. If they don’t, your job is going to be much harder. In the case of
textbook sales, the gatekeepers are often faculty secretaries. They know in advance which instructors will
be teaching which courses and the types of books they will need. It is not uncommon for faculty
secretaries to screen the calls of textbook sales representatives.

Deciders

The decider is the person who makes the final purchasing decision. The decider might or might not be
the purchasing manager. Purchasing managers are generally solely responsible for deciding upon routine
purchases and small purchases. However, the decision to purchase a large, expensive product that will
have a major impact on a company is likely to be made by or with the help of other people in the
organization, perhaps even the CEO. Sellers, of course, pay special attention to what deciders want. “Who
makes the buying decision?” is a key question B2B sales and marketing personnel are trained to quickly

ask potential customers.

The Interpersonal and Personal Dynamics of B2B Marketing
We made it a point earlier in our discussion to explain how rational and calculating business buyers are.

So would it surprise you to learn that sometimes the dynamics that surround B2B marketing don’t lead to
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the best purchasing decisions? Interpersonal factors among the people making the buying decision often
have an impact on the products chosen, good or bad. (You can think of this phenomenon as “office
politics.”) For example, one person in a buying unit might wield a lot of power and greatly influence the
purchasing decision. However, other people in the unit might resent the power he or she wields and insist
on a different offering, even if doesn’t best meet the organization’s needs. Savvy B2B marketers are aware

of these dynamics and try their best to influence the outcome.

Personal factors play a part. B2B buyers are overwhelmed with choices, features, benefits, information,
data, and metrics. They often have to interview dozens of potential vendors and ask them hundreds of
guestions. No matter how disciplined they are in their buying procedures, they will often find a way to
simplify their decision making either consciously or subconsciously. '’ For example, a buyer deciding
upon multiple vendors running neck and neck might decide to simply choose the vendor whose sales

representative he likes the most.

Factors such as these can be difficult for a company to control. However, branding—how successful a
company is at marketing its brands—is a factor under a company’s control, says Kevin Randall of Movéo
Integrated Branding, an Illinois-based marketing-consulting firm. Sellers can use their brands to their
advantage to help business buyers come to the conclusion that their products are the best choice. IBM, for
example, has long had a strong brand name when it comes to business products. The company’s
reputation was so solid that for years the catchphrase “Nobody ever got fired for buying IBM” was often

repeated among purchasing agents—and by IBM salespeople of course!

In short, B2B marketing is very strategic. Selling firms try to gather as much information about their
customers as they can and use that information to their advantage. As an analogy, imagine if you were
interested in asking out someone you had seen on campus. Sure, you could simply try to show up at a
party or somewhere on campus in the hopes of meeting the person. But if you were thinking strategically,
you might try to find out everything you could about the person, what he or she likes to do and so forth,

and then try to arrange a meeting. That way when you did meet the person, you would be better able to
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strike up a conversation and develop a relationship with him or her. B2B selling is similarly strategic.

Little is left to chance.

KEY TAKEAWAY

Buying centers are groups of people within organizations who make purchasing decisions. The buying centers
of large organizations employ professional buyers who, in a sense, shop for a living. They don’t make all the
buying decisions in their companies, though. The other people who provide input are users, or the people and
groups within the organization that actually use the product; influencers, or people who may or may not use
the product but have experience or expertise that can help improve the buying decision; gatekeepers, or
people who will decide if and when a seller gets access to members of the buying center; and deciders, or the
people who make the final purchasing decision. Interpersonal dynamics between the people in a buying
center will affect the choices the center makes. Personal factors, such as how likeable a seller is, play a part

because buyers are often overwhelmed with information and will find ways to simplify their decision making.

REVIEW QUESTIONS

1. Which people do you think have the most influence on the decisions a buying center makes? Why?
2. Describe the duties of professional buyers. What aspects of their jobs seem attractive? Which aspects seem
unattractive to you?

3. How do personal and interpersonal dynamics affect the decisions buying centers make?

[1] U.S. Bureau of Labor Statistics, “Purchasing Managers, Buyers, and Purchasing Agents,” Occupational Outlook
Handbook, 2010-11 ed., December 17, 2009, http://www.bls.gov/oco/ocos023.htm (accessed January 8, 2010).
[2] Jon Miller, “Why B2B Branding Matters in B2B Marketing,” Marketo.com, March 18,

2007, http://blog.marketo.com/blog/2007/03/b2b branding wh.html (accessed December 13, 2009).
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[3] Jon Miller, “Why B2B Branding Matters in B2B Marketing,” Marketo.com, March 18,

2007, http://blog.marketo.com/blog/2007/03/b2b branding wh.html (accessed December 13, 2009).

4.4 Stages in the B2B Buying Process and B2B Buying Situations

LEARNING OBJECTIVES

1. Outline the stages in the B2B buying process.
2. Explain the scorecard process of evaluating proposals.

3. Describe the different types of B2B buying situations and how they affect sellers.

Stages in the B2B Buying Process

Next, let’s look at the stages in the B2B buying process. They are similar to the stages in the consumer’s

buying process.
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1. A need is recognized. Someone recognizes that the organization has a need that can be solved by
purchasing a good or service. Users often drive this stage. In the case of the electronic textbook, it could
be, for example, the professor assigned to teach the online course. However, it could be the dean or

chairman of the department in which the course is taught.

2. The need is described and quantified. Next, the buying center, or group of people brought
together to help make the buying decision, work to put some parameters around what needs to be
purchased. In other words, they describe what they believe is needed, the features it should have, how
much of it is needed, where, and so on. For more technical or complex products the buyer will define the

product’s technical specifications. Will an off-the-shelf product do, or must it be customized?

Users and influencers come into play here. In the case of our electronic book, the professor who teaches
the online course, his teaching assistants, and the college’s information technology staff would try to
describe the type of book best suited for the course. Should the book be posted on the Web as this book is?
Should it be downloadable? Maybe it should be compatible with Amazon’s Kindle. Figure 4.6 "Product
Specifications Developed for a B2B Purchase: An Example" shows the specifications developed for a

janitorial-services purchase by the state of Kentucky.

Figure 4.6 Product Specifications Developed for a B2B Purchase: An Example

Who: Division of Building Services

What: Janiterial Services for State Office Building at High and Mero Streets, Frankfort, Kentucky

Background:

Past experience with various contractors indicates - Gross area: 384,586 sq. ft

that not all vendors are prepared to handle = Total area to be cleaned: 322,585 sq. ft
buildings the size of the State Office Building. « Rest room areas: 7,801 sq. ft

Building Services indicated that staff and materials = Carpeted areas: 126,304 sq. ft
supported by a quality review program have been « Basement areas: 22,734 sq. ft

the common elements of the more successful vendors.

Computer areas: 1,104 sq. ft
= Stairways: 4 sets
« Passenger elevators: 6

Specifications: - Freight elevators: 1

« Daily cleaning for waste baskets, ashtrays, trash
can liners, glass partitions, floors (sweep, mop,
and buff), carpets (vacuum), and restrooms

+ All cleaning conducted after hours

Sign-in sheets and identification on badges for

contractor's employees

= Currentinsurance

DIVISION OF PURCHASES
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Source: http://www.state.ky.us/agencies/adm/leadership/best/sld047.htm.

3. Potential suppliers are searched for. At this stage, the people involved in the buying process seek
out information about the products they are looking for and the vendors that can supply them. Most
buyers look online first to find vendors and products, then attend industry trade shows and conventions
and telephone or e-mail the suppliers with whom they have relationships. The buyers might also consult
trade magazines, the blogs of industry experts, and perhaps attend Webinars conducted by vendors or
visit their facilities. Purchasing agents often play a key role when it comes to deciding which vendors are
the most qualified. Are they reliable and financially stable? Will they be around in the future? Do they
need to be located near the organization or can they be in another region of the country or in a foreign

country? The vendors that don’t make the cut are quickly eliminated from the running.

4. Qualified suppliers are asked to complete responses to requests for proposal (RFPSs).
Each vendor that makes the cut is sent a request for proposal (RFP), which is an invitation to submit
a bid to supply the good or service. An RFP outlines what the vendor is able to offer in terms of its
product—its quality, price, financing, delivery, after-sales service, whether it can be customized or
returned, and even the product’s disposal, in some cases. Good sales and marketing professionals do more
than just provide basic information to potential buyers in RFPs. They focus on the buyer’s problems and

how to adapt their offers to solve those problems.

Oftentimes the vendors formally present their products to the people involved in the buying decision. If
the good is a physical product, the vendors generally provide the purchaser with samples, which are then
inspected and sometimes tested. They might also ask satisfied customers to make testimonials or initiate a
discussion with the buyer to help the buyer get comfortable with the product and offer advice on how best

to go about using it.

5. The proposals are evaluated and supplier(s) selected. During this stage, the RFPs are reviewed
and the vendor or vendors selected. RFPs are best evaluated if the members agree on the criteria being

evaluated and the importance of each. Different organizations will weight different parts of a proposal
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differently, depending on their goals and the products they purchase. The price might be very important
to some sellers, such as discount and dollar stores. Other organizations might be more focused on top-of-
the-line goods and the service a seller provides. Recall that the maker of Snapper mowers and snow
blowers was more focused on purchasing quality materials to produce top-of-the-line equipment that
could be sold at a premium. Still other factors include the availability of products and the reliability with
which vendors can supply them. Reliability of supply is extremely important because delays in the supply
chain can shut down a company’s production of goods and services and cost the firm its customers and

reputation.

For high-priced, complex products, after-sales service is likely to be important. A fast-food restaurant
might not care too much about the after-sales service for the paper napkins it buys—just that they are
inexpensive and readily available. However, if the restaurant purchases a new drive-thru system, it wants
to be assured that the seller will be on hand to repair the system if it breaks down and perhaps train its

personnel to use the system.

A scorecard approach can help a company rate the RFPs. Figure 4.7 "A Scorecard Used to Evaluate
RFPs" is a simple example of a scorecard completed by one member of a buying team. The scorecards
completed by all the members of the buying team can then be tabulated to help determine the vendor with

the highest rating.

Figure 4.7 A Scorecard Used to Evaluate RFPs
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Selecting Single versus Multiple Suppliers. Sometimes organizations select a single supplier to provide
the good or service. This can help streamline a company’s paperwork and other buying processes. With a
single supplier, instead of negotiating two contracts and submitting two purchase orders to buy a
particular offering, the company only has to do one of each. Plus, the more the company buys from one
vendor, the bigger the volume discount it gets. Single sourcing can be risky, though, because it leaves a
firm at the mercy of a sole supplier. What if the supplier doesn’t deliver the goods, goes out of business, or
jacks up its prices? Many firms prefer to do business with more than one supplier to avoid problems such
as these. Doing business with multiple suppliers keeps them on their toes. If they know their customers
can easily switch their business over to another supplier, they are likely to compete harder to keep the

business.

6. An order routine is established. This is the stage in which the actual order is put together. The
order includes the agreed-upon price, quantities, expected time of delivery, return policies, warranties,
and any other terms of negotiation._[” The order can be made on paper, online, or sent electronically from
the buyer’'s computer system to the seller’s. It can also be a one-time order or consist of multiple orders
that are made periodically as a company needs a good or service. Some buyers order products
continuously by having their vendors electronically monitor their inventory for them and ship
replacement items as the buyer needs them. (We'll talk more about inventory management in Chapter 9

"Using Supply Chains to Create Value for Customers".)
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7. A postpurchase evaluation is conducted and the feedback provided to the vendor. Just as
consumers go through an evaluation period after they purchase goods and services, so do businesses. The
buying unit might survey users of the product to see how satisfied they were with it. Cessna Aircraft
Company, a small U.S. airplane maker, routinely surveys the users of the products it buys so they can

voice their opinions on a supplier’s performance.

Some buyers establish on-time performance, quality, customer satisfaction, and other measures for their
vendors to meet, and provide those vendors with the information regularly, such as trend reports that
show if their performance is improving, remaining the same, or worsening. (The process is similar to a
performance evaluation you might receive as an employee.) For example, Food Lion shares a wide variety
of daily retail data and performance calculations with its suppliers in exchange for their commitment to

closely collaborate with the grocery-store chain.

Keep in mind that a supplier with a poor performance record might not be entirely to blame. The
purchasing company might play a role, too. For example, if the U.S. Postal Service contracts with FedEx to
help deliver its holiday packages on time, but a large number of the packages are delivered late, FedEx
may or may not be to blame. Perhaps a large number of loads the U.S. Postal Service delivered to FedEx
were late, weather played a role, or shipping volumes were unusually high. Companies need to collaborate
with their suppliers to look for ways to improve their joint performance. Some companies hold annual

symposiums with their suppliers to facilitate cooperation among them and to honor their best suppliers.,m

Types of B2B Buying Situations

To some extent the stages an organization goes through and the number of people involved depend on the
buying situation. Is this the first time the firm has purchased the product or the fiftieth? If it's the fiftieth
time, the buyer is likely to skip the search and other phases and simply make a purchase. A

straight rebuy is a situation in which a purchaser buys the same product in the same quantities from the
same vendor. Nothing changes, in other words. Postpurchase evaluations are often skipped, unless the

buyer notices an unexpected change in the offering such as a deterioration of its quality or delivery time.
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Sellers like straight rebuys because the buyer doesn’t consider any alternative products or search for new
suppliers. The result is a steady, reliable stream of revenue for the seller. Consequently, the seller doesn’t
have to spend a lot of time on the account and can concentrate on capturing other business opportunities.
Nonetheless, the seller cannot ignore the account. The seller still has to provide the buyer with top-notch,

reliable service or the straight-rebuy situation could be jeopardized.

If an account is especially large and important, the seller might go so far as to station personnel at the
customer’s place of business to be sure the customer is happy and the straight-rebuy situation continues.
IBM and the management consulting firm Accenture station employees all around the world at their

customers’ offices and facilities.

By contrast, a new-buy selling situation occurs when a firm purchases a product for the first time.
Generally speaking, all the buying stages we described in the last section occur. New buys are the most
time consuming for both the purchasing firm and the firms selling to them. If the product is complex,

many vendors and products will be considered, and many RFPs will be solicited.

New-to-an-organization buying situations rarely occur. What is more likely is that a purchase is new to
the people involved. For example, a school district owns buildings. But when a new high school needs to
be built, there may not be anyone in management who has experience building a new school. That

purchase situation is a new buy for those involved.

A modified rebuy doesn’t necessarily have to be made with the same seller, however. Your instructor may
have taught this course before, using a different publisher’s book. High textbook costs, lack of
customization, and other factors may have led to dissatisfaction. In this case, she might visit with some
other textbook suppliers and see what they have to offer. Some buyers routinely solicit bids from other
sellers when they want to modify their purchases in order to get sellers to compete for their business.

Likewise, savvy sellers look for ways to turn straight rebuys into modified buys so they can get a shot at
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the business. They do so by regularly visiting with customers and seeing if they have unmet needs or

problems a modified product might solve.

KEY TAKEAWAY

The stages in the B2B buying process are as follows: Someone recognizes that the organization has a need that
can be solved by purchasing a good or service. The need is described and quantified. Qualified suppliers are
searched for, and each qualified supplier is sent a request for proposal (RFP), which is an invitation to submit a
bid to supply the good or service. The proposals suppliers submit are evaluated, one or more supplier(s)
selected, and an order routine with each is established. A postpurchase evaluation is later conducted and the
feedback provided to the suppliers. The buying stages an organization goes through often depend on the

buying situation—whether it’s a straight rebuy, new buy, or modified rebuy.

REVIEW QUESTIONS

1. What buying stages do buying centers typically go through?
2. Why should business buyers collaborate with the companies they buy products from?

3. Explain how a straight rebuy, new buy, and modified rebuy differ from one another.

[1] Ron Brauner, “The B2B Process: Eight Stages of the Business Sales Funnel,” Ron Brauner Integrated Marketing

(Web site), July 31, 2008, http://www.ronbrauner.com/?p=68 (accessed December 13, 2009).

[2] “Cessna Expands Scorecard to Indirect Suppliers,” Purchasing 138, no. 6 (June 2009): 58.
[3] William Copacino, “Unlocking Value through the Supplier Scorecard,” Supply Chain Management Review, July 8,

2009, http://www.scmr.com/article/329960-Unlocking Value through the Supplier Scorecard.php (accessed

December 13, 2009).
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4.5 International B2B Markets and E-commerce

LEARNING OBJECTIVES

1. Describe the reasons why firms in the same industries are often located in the same geographic areas.
2. Explain the effect e-commerce is having on the firms, the companies they do business with, where they are
located, and the prices they charge.

3. Outline the different types of e-commerce sites and what each type of site is used for.

International B2B Markets

Another characteristic of B2B markets that you may or may not have noticed or thought about is that
firms in the same industry tend to cluster in the same geographic areas. In the United States, many banks
and financial companies are located on or near Wall Street in New York City. Many film and television

companies operate out of Hollywood. Is it just by chance that this has occurred? No.

The clustering occurs because the resources these firms need—both human and natural—are located in
some areas and not others. For example, the Gulf of Mexico is rich with oil deposits. As a result, many oil
companies and facilities are located along or near the Gulf in cities such as Houston. Likewise, many high-
tech companies are located in Silicon Valley (California). One reason is that nearby Stanford University is
one of the top computer-science schools in the country, and the firms want to hire graduates from the
school.

Saylor URL: http://www.saylor.org/books Saylor.org
124



http://creativecommons.org/licenses/by-nc-sa/3.0/
http://www.saylor.org/books

But that’s not the only reason businesses in the same industry cluster together. Another reason is the
sellers want to be close to their buyers. Bentonville, Arkansas, the world headquarters of Walmart, used to
be a sleepy little rural town. As Walmart grew, so have the number of companies moving into the area to

do business with Walmart. In the last twenty years, the size of the town has nearly tripled.

Why do companies want to be near their buyers? Let’s go back to our date analogy. Suppose you hit it off
with the person you're interested in and you become “an item.” You probably wouldn’t want to be half the
world away from the person for a long period of time because you would miss the person and because you
wouldn’t want a rival moving in on your turf! Companies also want to be close to their suppliers because it
can help them get inventory more quickly. Dell’s suppliers are located right next to the company’s
assembly plants. And, as you have learned, some companies actually locate their personnel on their

customers’ sites.

B2B E-Commerce

Not all B2B buyers and sellers are cozying up to one another location-wise today, though: e-commerce,
or commerce conducted electronically, such as over the Internet, has made locating near buyers less
important. Consider the Hubert Company, a Cincinnati-based firm that sells supplies to the food industry.
“Just ten years ago the Internet didn’t exist for the Hubert Company, and today almost 30 percent of our
business comes through the Internet as an ordering mechanism,” says Bart Kohler, president of the
company.,[” However, the Hubert Company can no longer protect the market in and around Cincinnati
just because it’s headquartered there. “Whereas in the past, | was somewhat insulated to just people in my
area, now there really are no geographic boundaries anymore, and anyone can compete with me
anywhere,” Kohler explains. The advantage is that whereas the United States is a mature market in which
growth is limited, other countries, like Brazil, India, and China, are growing like crazy and represent huge

opportunities for the Hubert Company, he says.
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Huber" Products And Ideas Currency. |88 US Rey Canadiar H HHubert France
That Creal B® SHOPPING CART EHubert Germany
Call to Order Competitive Advantage 0 itams for §0.00 Place Order or Need help?
866-482-4357 CHECKOUT » 866-482-4357

HOME MY PAGE QUICK ORDER SPECIALS NEW PRODUCTS REQUEST CATALOG CUSTOMER SERVICE CONTACT US GSA  FAQS

Salect Catalog:

P ~ Search:
[_ Source Book _ Retall Resource
w
Golo Goto
Paga No.! OR SwckNo Enter keyword(s)

Check your
+ Bar & Beverage + Apparel Fixtures & Order Status.
© Catering & Serving Perimeter Hardware
+ Cookware & . Display Props &
Bakeware : Seasonal Decor
. Display Fixtures . Display Tables & Shelving Units
. Display Foundations © Fixture Collections -
. Display Trays & Baskets © Floor & Countertop Fixtures fellek H;:aﬁ_f;m Our
. Food Displayware . Gift Wrap & Packaging ek
. Food Prep Equipment © Gendolas & Peg Fixtures ——
. Food Transport & Storage + Grid Panels, Fixtures & ® Exclusive Price
. Labals Accessories Promotions
+ Maintenance . Hangers, Folding, & Sizing * Closeout Specials
e . Operational Equipment & Supply © Jawslry, Shoe & Accessory Fixtures  New Product Ideas
Hubiért o s i v
= = + Price Tags | Marketing
View expanded assortments © Props & Decor . Showcases & Cubs Units
i . Sampling . Sign Holders & Signage
. Seasonal & Theme Decorations © Slatwall Panels, Fixtures &
 Hatco . s A &
3 ignage ccessaries
5 G| © Smallwares © Store Operations & Maintenance
* MARCO . Tableware | Ticketing & Labeling
* San Jamar © Uniforms & Pratective Clothing

+ Visual Elevation

Site Map | Privacy Policy
9555 Dry Fork Road, Harrisan, OH 45030-1994, tel, 1-866-482-4357 GHubert Company. All Rights Reserved, 13382010
Prices Guarantaed through Thursday, July 15, 2010
Are you a Hubert vendor? Visit Hubert's Suppller Connaction.

The Hubert Company sells to companies all over the globe, including the U.S. government. Notice
the GSA link in the upper right-hand corner of its Web page.

Source: http://www.hubert.com.

B2B e-commerce was actually a little slower to take hold than B2C e-commerce, though. Initially, the Web
sites of many B2B firms were static. There was no interactivity. “We put our first Web site up in 1998, and
it really didn’t do anything,” Kohler explains. “All it did was it had the picture of the company. I think it
had a picture of me holding a catalog with a toll-free number at the bottom, and said, ‘Hey, call this

number and we’ll send you a catalog.

Things have changed. Companies have since developed sophisticated e-commerce systems that allow their
customers to do many things for themselves. As a result, they have been able to cut down on the amount

of customer service they need to provide. Does your business want to ship your products cheaply across

Saylor URL: http://www.saylor.org/books Saylor.org
126



http://creativecommons.org/licenses/by-nc-sa/3.0/
http://www.saylor.org/books
http://www.hubert.com/

the country via rail? You can sign up online for an account with a railroad like Union Pacific (UP), reserve
some rail cars on UP’s site, and choose the route you want them to travel. Later, after you ship the goods,
you can check your account balance on the Web site and track the rail cars online like you can packages
shipped with FedEx and UPS. The office supply chain Staples has special Web sites set up for each of its
business customers, which are customized with online catalogs containing the types of products they buy
at the prices they seem to be willing to pay, based on their past purchases on StaplesLink.com. ” Today’s

B2B sites are far from static.

Types of B2B Web Sites

Figure 4.10 An Example of a Sell-Side B2B Web site

www.Hubert.com

Most of the examples we’ve described so far are examples of sell-side e-commerce sites. A sell-

side site is a site in which a single seller sells products to many different buyers. Figure 4.10 "An
Example of a Sell-Side B2B Web site" shows the direction of the sale of goods and services sold on a sell-

side site, such as the Hubert Company has.

But there are buy-side e-commerce sites as well. A buy-side site is one in which a

business buys products from multiple sellers that go there to do business with the firm. Some government
agencies have buy-side sites. B2B exchanges are e-commerce sites where multiple buyers and sellers go
to find and do business with one another. (You can think of the exchanges as being somewhat like

Craigslist but composed solely of business buyers and sellers.) Sites such as these make their money by
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charging buyers and sellers a fee when they conduct transactions with one another. In the late 1990s and
early 2000s, B2B exchanges sprouted up on the Internet like weeds. Cyber entrepreneurs took a “build it
and they will come” attitude, hoping to earn a fee off the transactions conducted on site. Many of these
sites have failed, but not all of them. One of the most successful and largest exchanges is Alibaba.com,
founded in 1999 as a trading platform for small and medium manufacturers to sell their

wares. ® ChemNet.com is a global exchange where companies go to buy and sell chemicals of all kinds.

The homepage for ChemNet is shown in Figure 4.11. (Ammonium, sodium, or potassium, anyone?)

Figure 4.11
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Need chemicals? You can find them on the B2B exchange Web site ChemNet.

Source: http://www.chemnet.com.

B2B auctions are Web-based auctions that occur between businesses. The auctions can be either sell
side or buy side. An example of a sell-side auction is a B2B auction that occurs on eBay or a site like
AssetAuctions.com where surplus industrial equipment is sold. Motorola regularly sells small quantities
of products at the end of their life cycles on eBay. Motorola has found that eBay is a good way to make
some money from products that businesses are reluctant to buy otherwise because they are being

discontinued. " Sell-side auctions are sometimes referred to as forward auctions.
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Buy-side auctions, by contrast, reverse the traditional auction formula, which is to help the seller get the
highest price for the product. Instead, the buyer initiates the auction in order to find the cheapest supplier
of a product. Sellers then bid against one another, offering the lowest prices they can for their products, in
order to get the buyer’s business. Because the roles of the buyers and sellers are reversed in buy-side

auctions, they are often referred to as reverse auctions.

Not all companies use an intermediary like eBay or AssetAuctions to conduct their auctions, though. Some
companies conduct their own auctions on their Web sites so they don’t have to pay a fee to an
intermediary. For example, General Motors auctions off reconditioned vehicles to auto dealers on its own

Web site, http://www.gmonlineauctions.com.

Pricing in E-commerce Markets

One of the consequences of e-commerce is that B2B customers can easily shop around from the
convenience of their cubicles or offices, bid on products, and read blogs about products from industry
experts. That’'s what buyers generally do before they get on the phone or personally meet with sellers. E-
commerce has made it especially easy for buyers to compare prices. And the cheapest price often attracts

the most attention.

The result is that B2B sellers (and B2C sellers) have found their ability to raise prices limited. The
problem is more acute when products are very similar to one another (commaodities) and B2B auctions
and exchanges are utilized. If you are a buyer of chemicals looking for a supplier on ChemNet, do you
want to pay more for one brand of a chemical that has the same molecular formula as every other brand?
Maybe not. However, if you believe you can get better service from one company than from another, you
might pay more. “Everything has become much more of a commodity, commodity meaning that it's
basically more and more about price,” says Kohler about e-commerce competition. “So my challenge as a

distributor is that I have got to constantly find new ways to try to create value for Hubert’s customers.”

Saylor URL: http://www.saylor.org/books Saylor.org
129



http://creativecommons.org/licenses/by-nc-sa/3.0/
http://www.saylor.org/books
http://www.gmonlineauctions.com/

To avoid e-commerce price wars, some companies refuse to sell their products directly online or put
prices on them. Snapper products are an example. Go to Snapper.com, and you will find a lot of
information about Snapper mowers and snow blowers online and dealers where you can buy them. But

you won't see any prices listed. Nor can you buy a product directly from the Web site.

KEY TAKEAWAY

Firms in the same industry tend to cluster in the same geographic areas because the resources these firms
need—both human and natural—are located in some areas and not others. Sellers also want to be close to
their buyers. E-commerce, or commerce conducted electronically such as over the Internet, has made locating
near buyers less important for business-to-business sellers and opened up opportunities for them to sell their
products around the world. However, e-commerce has also led to more competition and made it difficult for
sellers to raise their prices. B2B e-commerce was slower to take hold than B2C e-commerce. Companies have
since developed sophisticated e-commerce systems, including sell-side and buy-side Web sites, exchanges,

and B2B auctions.

REVIEW QUESTIONS

1. Name some other industries you’re aware of in which companies tend to cluster geographically. Why are
the companies in these industries located near one another?

2. How do B2B exchange sites differ from B2B auction sites?

3. How can firms that sell their products on the Internet prevent their prices from being driven down by

competitors?

[1] Information from Bart Kohler based on a telephone interview conducted by Dr. Camille Schuster.
[2] Efraim Turban, Jae K. Lee, David King, Ting Peng Liang, and Deborrah Turban, Electronic Commerce 2010, 6th

ed. (Upper Saddle River, NJ: Prentice Hall, 2009), 203.
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[3] “Company Overview,” Alibaba.com,http://news.alibaba.com/specials/aboutalibaba/index.html (accessed

December 13, 2009).
[4] “Motorola Finds Higher Return in B2B Auctions on eBay,” internetretailer.com, March 23,

2002, http://www.internetretailer.com/dailyNews.asp?id=8291 (accessed December 13, 2009).

4.6 Ethics in B2B Markets

LEARNING OBJECTIVES

1. Explain how the ethical dilemmas B2B marketers face differ from the ethical dilemmas B2C marketers face.

2. Outline the measures companies take to encourage their employees and executives to act in ethical ways.

It’s likely that every topic we have talked about so far in this chapter has an ethical dimension to it. Take
procurement, for example: unlike B2C markets, offering customers free dinners, golf games, and so forth
is very common in B2B settings. In many foreign countries, business and government buyers not only
expect perks such as these but also actually demand bribes be paid if you want to do business with them.
And firms pay them, even though some countries prohibit them. (The United States is one such country.)
Which countries have a penchant for bribery? In a report called the “Bribe Payers Index,” Transparency
International, a watchdog organization, annually ranks the likelihood of firms from the world’s
industrialized countries to bribe abroad. The top five countries are shown in Table 4.3 "Transparency

International’s Bribe Payers Index, 2008".

Table 4.3 Transparency International’s Bribe Payers Index, 2008

1. Russia

2. China

3. Mexico
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4. India

5. Italy

Or take, for example, the straight-rebuy situation we discussed earlier. Recall that in a straight rebuy,
buyers repurchase products automatically. Recently, Dean Foods, which manufactures the Silk brand of
soy milk, experienced a lot of negative press after the company changed the word “organic” to “natural” on
the labels of its milk, and quietly switched to conventional soybeans, which are often grown with
pesticides. But Dean didn’t change the barcode for the product, the packaging of the product, or the price
much. So stores kept ordering what they thought was the same product—making a straight rebuy—but it
wasn’'t. Many stores and consumers felt as though they had been duped. Some grocers dropped the entire

Silk lineup of products. ™

And remember Intel’s strategy to increase the demand for its chips by insisting that PC makers use “Intel
Inside” stickers? Recently Intel paid a competitor more than a billion dollars to settle a court case
contending that it strong-armed PC makers into doing business exclusively with Intel. (Does that make

you feel less warm and fuzzy about the “Intel Inside” campaign?)

What Dean Foods and Intel did might strike you as being wrong. However, what is ethical and what is not
is often not clear-cut. Walmart has a reputation for using its market power to squeeze its suppliers for the
best deals possible, in some cases putting them out of business. Is that ethical? What about companies
that hire suppliers abroad, putting U.S. companies and workers out of business? Is that wrong? It depends
on whom you ask. Some economists believe Walmart’s ability to keep costs low has benefited consumers
far more than it has hurt the suppliers of products. Is it fair to prohibit U.S. companies from offering

bribes when their foreign competitors can?

Clearly, people have very different ideas about what'’s ethical and what’s not. So how does a business get
all of its employees on the same page in terms of how they behave? Laws and regulations—state, federal,
and international—are an obvious starting point for companies, their executives, and employees wanting

to do the right thing. The U.S. Federal Trade Commission (FTC) often plays a role when it comes to B2B
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laws and regulations. The FTC regulates companies in an effort to prevent them from engaging in unfair

trade practices that can harm consumers and hamper competition.

Companies are also adopting ethics codes that provide general guidelines about how their employees
should behave. Many firms require employees to go through ethics training so they know what to do when
they face tricky ethical dilemmas. Large corporations have begun hiring “chief ethics officers” to ensure
ethics are properly implemented within their organizations. The Business Marketing Association has also
developed a code of ethics that discourages bribery and other practices, such as disparaging a competitor’s

products unfairly, and encourages treating one’s suppliers equitably.

Figure 4.12
BM Business Marketing

EMA Code of Ethics

Click on the following link to read the Business Marketing Association’s entire code of

ethics: http://www.marketing.org/i4a/pages/Index.cfm?pagelD=3286.

As for Walmart, you can’t fault the company’s procurement practices. Walmart’s purchasing agents aren’t
allowed to accept a lunch, dinner, golf game, or so much as a cup of coffee from potential vendors.
Walmart is not the only company to have implemented such a policy. More and more firms have followed
suit because (1) they realize that perks such as these drive up product costs and (2) they don’t want their
buyers making decisions based on what they personally can get out of them rather than what'’s best for the

company.
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All things equal, companies want to do business with firms that are responsible. They don’t want to be
associated with firms that are not. Why is this important? Because that's what consumers are increasingly
demanding. A few years ago, Nike and a number of other apparel makers were lambasted when it came to
light that the factories they contracted with were using child labor and keeping workers toiling for long
hours under terrible conditions. Nike didn’t own the factories, but it still got a bad rap. Today, Nike, Inc.,
uses a “balanced scorecard.” When evaluating suppliers, it looks at their labor-code compliance along with
measures such as price, quality, and delivery time. During crunch times, it allows some Chinese factories

latitude by, for example, permitting them to adjust when employees can take days off. ™

Similarly, Walmart has developed a scorecard to rate its suppliers on how their packaging of products
affects the environment. ® Walmart does so because its customers are becoming more conscious of
environmental damage and see value in products that are produced in as environmentally friendly a way

as possible.

KEY TAKEAWAY

Ethics come into play in almost all business settings. Business-to-business markets are no different. For
example, unlike B2C markets, offering customers perks is very common in B2B settings. In many foreign
countries, government buyers demand bribes be paid if a company wants to do business with them.
Understanding the laws and regulations that apply to their firms is an obvious starting point for companies,
their executives, and employees in terms of knowing how to act ethically. Companies are also adopting ethics
codes that provide general guidelines about how their employees should behave, requiring their employees to
go through ethics training, and hiring chief ethics officers. Companies want to do business with firms that are
responsible. They don’t want to be associated with firms that are not. Why? Because they know ethics are

important to consumers and that they are increasingly demanding firms behave responsibly.
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REVIEW QUESTIONS

1. Name some of the types of ethical dilemmas facing firms in B2B markets.
2. Why is it difficult for employees and firms to know what’s considered to be ethical behavior and what is

not?

[1] Richard Waters and Nikki Tait, “Intel Settles Antitrust AMD Case for $1.2 Billion,” Financial Times, November 13,

2009, http://www.ft.com/cms/s/0/789729c2-cff4-11de-a36d-00144feabdc0.html (accessed December 13, 2009).

[2] Dexter Roberts, Pete Engardio, Aaron Bernstein, Stanley Holmes, and Xiang Ji, “How to Make Factories Play
Fair,” BusinessWeek, November 27,

2006,http://www.businessweek.com/magazine/content/06 48/b4011006.htm (accessed December 13, 2009).

[3] Mark Arzoumanian, “Wal-Mart Updates Scorecard Status,” Official Board Markets 84, no. 46 (November 15,

2008): 1, 4.

4.7 Discussion Questions and Activities

DISCUSSION QUESTIONS

1. Assume your company makes shop towels, hand-washing stations, and similar products. Make a list of all
the companies that could be potential customers of your firm. Then identify all the markets from which
their demand is derived. (Who are their customers and their customers’ customers?) What factors might
influence the success or failure of your business in these markets?

2. How might a buying center be different for a company that is considering building a new plant versus

choosing a new copier?
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3. Imagine you are a salesperson for a company that sells maintenance items used in keeping a manufacturing
plant running. There is a large plant in your territory that buys 60 percent of its products from one
competitor and the other 40 percent from another competitor. What could you do to try to make a sale in
that plant? How would your answer change if you were the 40 percent vendor and wanted to increase your
share of the buyer’s business?

4. When your family makes a major purchase, such as choosing a vacation destination or buying furniture,
does it resemble a buying center? If so, who plays what roles?

5. Katie is a forklift operator who is tired of her forklift breaking down. She points out to her boss, the plant
supervisor, that her forklift is broken down at least 20 percent of the time, and it is beginning to impact
production. The plant supervisor tells the purchasing agent that a new forklift is needed and asks the
purchasing agent to get three bids on new ones with similar features. The purchasing agent calls three
companies and gets bids, which the plant supervisor uses to narrow it down to two. He then has Katie test
drive the two and since she liked the Yamamatsu best, he decides to purchase that one. What roles do the
supervisor and Katie play in this firm’s buying center? Does the process followed resemble the process
outlined in the chapter? If not, why not?

6. Someone who works in a company is also a consumer at home. You have already learned about how
consumers buy. How does what you already know about how consumers buy relate to what you would

expect those same people to do at work when making a purchase?

ACTIVITIES

1. Interview someone you know who makes purchasing decisions as part of the job. The person may or may
not be a professional purchasing agent, as long as business purchasing decisions are a fairly regular part of
his or her position. What are the key principles to making good purchasing decisions at work? How do those
principles influence people’s purchases for their own personal consumption?

2. Locate three different types of Web sites that cater to markets discussed in this chapter. How do these

differ from sites like eBay or Overstock.com? How are they similar?
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Chapter 5
Market Segmenting, Targeting, and Positioning

Suppose you've created a great new offering you hope will become a hot seller. Before you quit your day
job to market it, you'll need to ask yourself, “Who’s going to buy my product?” and “Will there be enough

of these people to make it worth my while?”

Certain people will be more interested in what you have to offer than others. Not everyone needs
homeowners’ insurance, not everyone needs physical therapy services, and not every organization needs
to purchase vertical lathes or CT scanners. Among those that do, some will buy a few, and a few will buy
many. In other words, in terms of your potential buyers, not all of them are “created equal.” Some
customers are more equal than others, however. A number of people might be interested in your product
if it’s priced right. Other people might be interested if they simply are aware of the fact that your product

exists.
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Your goal is to figure out who these people and organizations are. To do this you will need to divide them
up into different categories. The process of breaking down all consumers into groups of potential buyers
with similar characteristics is called market segmentation. The key question you have to ask yourself
when segmenting markets is, What groups of buyers are similar enough that the same product or service
will appeal to all of them? ') After all, your marketing budget is likely to be limited. You need to get the
biggest bang for your buck by focusing on those people you truly have a shot at selling to and tailoring

your offering toward them.

[1] Bruce R. Barringer and Duane Ireland, Entrepreneurship: Successfully Launching New Ventures, 3rd ed. (Upper

Saddle River, NJ: Prentice Hall, 2010).

5.1 Targeted Marketing versus Mass Marketing

LEARNING OBJECTIVES

1. Distinguish between targeted marketing and mass marketing and explain what led to the rise of each.
2. Describe how targeted marketing can benefit firms.

3. Explain why companies differentiate among their customers.

Choosing select groups of people and organizations to sell to is called targeted marketing,

or differentiated marketing. It is a relatively new phenomenon. Mass marketing, or undifferentiated
marketing, came first. It evolved along with mass production and involves selling the same product
to everybody. You can think of mass marketing as a shotgun approach: you blast out as many
marketing messages as possible on every medium available as often as you can afford. ™ (By contrast,
targeted marketing is more like shooting a rifle; you take careful aim at one type of customer with

your message.)
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Automaker Henry Ford was very successful at both mass production and mass marketing. Ford
pioneered the modern-day assembly line early in the twentieth century, which helped him cost-
effectively pump out huge numbers of identical Model T automobiles. They came in only one color:
black. “Any customer can have a car painted any color he wants, so long as it is black,” Ford used to
joke. He also advertised in every major newspaper and persuaded all kinds of publications to carry

stories about the new, inexpensive cars. By 1918, half of all cars on America’s roads were Model Ts.

Figure5.1

You could forget about buying a custom Model T from Ford in the early 1900s. The good news? The price was right.

Then Alfred P. Sloan, the head of General Motors (GM), appeared on the scene. Sloan began to
segment consumers in the automobile market—to divide them up by the prices they wanted to pay
and the different cars they wanted to buy. His efforts were successful, and in the 1950s, GM overtook

Ford in the as the nation’s top automaker. "*’ (You might be interested to know that before GM
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declared bankruptcy in 2009, it was widely believed the automaker actually had too many car

models. Apparently, “old habits die hard,” as the saying goes.)

Benefits of Segmenting and Targeting Markets

The story of General Motors raises an important point, which is that segmenting and targeting markets
doesn’t necessarily mean “skinnying down” the number of your customers. In fact, it can help you enlarge
your customer base by giving you information with which to successfully adjust some component of your
offering—the offering itself, its price, the way you service and market it, and so on. More specifically, the

process can help you do the following:

e Avoid head-on competition with other firms trying to capture the same customers
e Develop new offerings and expand profitable brands and products lines

e Remarket older, less-profitable products and brands

e ldentify early adopters

e Redistribute money and sales efforts to focus on your most profitable customers

e Retain “at-risk” customers in danger of defecting to your competitors

The trend today is toward more precise, targeted marketing. Figuring out “who’s who” in terms of your
customers involves some detective work, though—often market research. A variety of tools and research
techniques can be used to segment markets. Government agencies, such as the U.S. Census Bureau,
collect and report vast amounts of population information and economic data that can reveal changing
consumption trends. We will talk more about market research in Chapter 10 "Gathering and Using

Information: Marketing Research and Market Intelligence".

Technology is also making it easier for even small companies and entrepreneurs to gather information
about potential customers. For example, the online game company GamePUMA.com originally believed
its target market consisted of U.S. customers. But when the firm looked more closely at who was

downloading games from its Web site, they were people from all over the globe.
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The great product idea you had? As we explained in Chapter 3 "Consumer Behavior: How People Make
Buying Decisions", companies are now using the Internet to track people’s Web browsing patterns and
segment them into groups that can be marketed to. Even small businesses are able to do this cost
effectively now because they don’t need their own software and programs. They can simply sign up online
for products like Google’s AdSense and AdWords programs. You can locate potential customers by
looking at blog sites and discussion forums on the Web. Big-boards.com has thousands of discussion
forums you can mine to find potential customers interested in your product. Do you have a blog? Go to
BlogPoll.com, and you can embed a survey in your blog to see what people think of your idea. If you have
a Web site, you can download an application onto your iPhone that will give you up-to-the-minute

information and statistics on your site’s visitors.

Getting a read on potential target markets doesn’t necessarily have to involve technology, though. Your
own personal experience and talking to would-be buyers is an important part of the puzzle. Go where you
think would-be buyers go—restaurants, malls, gyms, subways, grocery stores, daycare centers, and offices.
Ask questions: What do they do during the day? What do they talk about? What products or services do
you see them using? Are they having an enjoyable experience when using those products or are they

frustrated?

Figure 5.2

Spic
Cari%b)éan
Chicken

The Healthy Choice line of frozen dinners was launched by a heart attack victim.
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Healthy Choice frozen dinners were conceived as a result of questioning potential customers. The food-
maker ConAgra launched the dinners in the late 1980s after its CEO, Charlie Harper, suffered a heart
attack. One day a colleague complimented Harper on his wife’s tasty low-fat turkey stew. That's when
Harper realized there were people like him who wanted healthy convenience foods, so he began talking to
them about what they wanted. Two years after the Healthy Choice line was launched, it controlled 10

percent of the frozen-dinner market."!

Segmenting and Targeting a Firm’s Current Customers

Finding and attracting new customers is generally far more difficult than retaining your current
customers. People are creatures of habit. Think about how much time and energy you spend when you
switch your business from one firm to another—even when you're buying something as simple as a
haircut. If you aren’t happy with your hair and want to find a new hairdresser, you first have to talk to
people with haircuts you like or read reviews of salons. Once you decide to go to a particular salon, you
have to look it up on the Internet or your GPS device and hope you don’t get lost on the way. When you get
to the salon, you must try to explain to the new hairdresser how you want your hair cut and hope he or she
gets it right. You might also have to jump through some different hoops when you pay the bill. Perhaps
the new salon won’t accept your American Express card or won't let you put the tip on your card.

However, once you have learned the ropes at the new salon, doing business with it gets much easier.

The same is true for firms when it comes to finding new customers. Finding customers, getting to know
them, and figuring out what they really want is a difficult process—one that’s fraught with trial and error.
That’s why it’s so important to get to know and form close relationships with your current customers.

Broadly speaking, your goal is to do as much business with each one of them as possible.

The most recent economic downturn drove home the point of making the most of one’s current
customers. During the downturn, new customers were hard to find, and firms’ advertising and marketing

budgets were cut. Expensive, untargeted, shotgunlike marketing campaigns that would probably produce
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spotty results were out of the question. Consequently, many organizations chose to focus their selling

efforts on their current customers. ©

This is the situation in which the adventure-based travel firm Backroads found itself in 2009. The
California-based company increased its revenues by creating a personalized marketing campaign for
people who had done business with Backroads in the past. The firm looked at information such as
customers’ past purchases, the seasons in which they took their trips, the levels of activity associated with
them, and whether or not the customers tended to vacation with children. The company then created
three relevant trip suggestions for each customer based on the information. The information was sent to
customers via postcards and e-mails with links to customized Web pages reminding them of the trips they
had previously booked with Backroads and suggesting new ones. “In terms of past customers, it was like
off-the-charts better [than past campaigns],” says Massimo Prioreschi, the vice president of Backroads’

sales and marketing group.

In addition to studying their buying patterns, firms also try to get a better read on their customers by
surveying them or hiring marketing research firms to do so. (A good source for finding marketing

research companies ishttp://www.greenbook.org.) Firms also utilize loyalty programs to find out about

their customers. For example, if you sign up to become a frequent flier with a certain airline, the airline
will likely ask to you a number of questions about your likes and dislikes. This information will then be
entered into a customer relationship management (CRM) system, and you might be e-mailed special deals
based on the routes you tend to fly. British Airways goes so far as to track the magazines its most elite

fliers like to read so the publications are available to them on its planes.

Many firms—even small ones—are using Facebook to develop closer relationships with their customers.
Hansen Cakes, a Beverly Hills (California) bakery, has about two thousand customers who visit its
Facebook page. During her downtime at the bakery, employee Suzi Finer posts “cakes updates” and
photos of the goodies she’s working on to the site. Along with information about the cakes, Finer extends
special offers to customers and mixes in any gossip about Hollywood celebrities she’s spotted in the area.

After Hansen Cakes launched its Facebook page, the bakery’s sales shot up 15—20 percent. “And that’s
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during the recession,” notes Finer, who is obviously proud of the results she’s gotten.,m Twitter is another
way companies are keeping in touch with their customers and boosting their revenues. For example, when
the homemaking maven Martha Stewart schedules a book signing, she tweets her followers, and voila—
many of them show up at the bookstore she’s appearing at to buy copies. Finding ways to interact with
customers that they enjoy—whether it's meeting or “tweeting” them, or putting on events and tradeshows

they want to attend—is the key to forming relationships with them.

Remember what you learned in Chapter 3 "Consumer Behavior: How People Make Buying Decisions",
however: not all customers are created equal, including your current customers. Some customers are
highly profitable, and others aren’t. Still others will actually end up costing your firm money to serve.

Consequently, you will want to interact with some of them more than others.

Believe it or not, some firms deliberately “untarget” unprofitable customers. That’'s what Best Buy did. In
2004, Best Buy got a lot of attention (not all of it good) when it was discovered the company had
categorized its buyers into “personas,” or types of buyers, and created customized sales approaches for
each. For example, an upper-middle-class woman was referred to as a “Jill.” A young urban man was
referred to as a “Buzz.” And pesky, bargain-hunting customers that Best Buy couldn’t make much of a

profit from? They were referred to as “devils” and taken off the company’s mailing lists.

The knife cuts both ways, though. Not all firms are equal in the minds of consumers, who will choose to do
business with some companies rather than others. To consumers, market segmentation means:

meet my needs—give me what | want. "

“Steps in One-to-One Marketing” outlines the steps companies can take to target their best customers,
form close, personal relationships with them, and give them what they want—a process called one-to-
one marketing. In terms of our shotgun versus rifle approach, you can think of one-to-one marketing as

a rifle approach, but with an added advantage: now you have a scope on your rifle.
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One-to-one marketing is an idea proposed by Don Peppers and Martha Rogers in their 1994 book The One

to One Future. The book described what life would be like after mass marketing. We would all be able to

get exactly what we want from sellers, and our relationships with them would be collaborative, rather than

adversarial. Are we there yet? Not quite. But it does seem to be the direction the trend toward highly

targeted marketing is leading.

Steps in One-to-One Marketing

1.

Establish short-term measures to evaluate your efforts. Determine how you will measure your
effort. For example, will you use higher customer satisfaction ratings, increased revenues earned per

customer, number of products sold to customers, transaction costs, or another measure?

. Identify your customers. Gather all the information you can about your current customers,

including their buying patterns, likes, and dislikes. When conducting business with them, include an
“opt in” question that allows you to legally gather and use their phone numbers and e-mail addresses so

as to can remain in contact with them.

. Differentiate among your customers. Determine who your best customers are in terms of what

they spend and will spend in the future (their customer lifetime value), and how easy or difficult they
are to serve. ldentify and target customers that spend only small amounts with you but large amounts

with your competitors.

. Interact with your customers, targeting your best ones. Find ways and mediums in which to

talk to customers about topics they’re interested in and enjoy. Spend the bulk of your resources
interacting with your best (high-value) customers. Minimize the time and money you spend on low-

value customers with low growth potential.

. Customize your products and marketing messages to meet their needs. Try to customize

your marketing messages and products in order to give your customers exactly what they want—

whether it’s the product itself, its packaging, delivery, or the services associated with it, (1
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Audio Clip

Interview with Apurva Ghelani
http://app.wistia.com/embed/medias/de5a1d6419

Listen to Apurva Ghelani, a senior sales engineer, from the marketing company Air2Web, discuss how
companies like NASCAR get permission from consumers to them send advertisements via their wireless

devices.

KEY TAKEAWAY

Choosing select groups of people to sell to is called targeted marketing, or differentiated marketing. Mass
marketing, or undifferentiated marketing, involves selling the same product to everyone. The trend today is
toward more precise, targeted marketing. Finding and attracting new customers is generally far more difficult
than retaining one’s current customers, which is why organizations try to interact with and form relationships
with their current customers. The goal of firms is to do as much business with their best customers as
possible. Forming close, personal relationships with customers and giving them exactly what they want is a

process called one-to-one marketing. It is the opposite of mass marketing.

REVIEW QUESTIONS

1. Using the shotgun and rifle analogy, how do mass marketing, targeted marketing, and one-to-one
marketing compare with one another?
2. How is technology making it easier for firms to target potential customers?

3. Outline the steps companies need to take to engage in one-to-one marketing with their customers.

[1] Robert Spellings, Jr., “Mass Marketing |s Dead. Make Way for Personal Marketing,” The Direct Marketing Voice,

March 20, 2009, http://thedirectmarketingvoice.com/2009/03/20/mass-marketing-is-dead-make-way-for-

personal-marketing (accessed December 2, 2009).
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[2] Henry Ford, My Life and Work (Garden City, NY: Garden City Publishing Co., 1922), 72.
[3] José Maria Manzanedo, “Market Segmentation Strategies. How to Maximize Opportunities on the Potential
Market,” February 20,

2005,http://www.daemonquest.com/en/research and insight/2006/10/11/market segmentation strategies ho

w_to maximize opportunities on the potential market (accessed April 13, 2012).

[4] John Birchall, “Out to Launch in a Downturn,” Financial Times, June 4, 2009, 10.
[5] John Birchall, “Value Trend Tests Brand Loyalty,” Financial Times, March 31, 2009, 12.
[6] “Lift Sales with Personalized, Multi-channel Messages: 6 Steps,” July 9,

2009,http://www.marketingsherpa.com/article.php?ident=31299 (accessed December 2, 2009).

[7] Jefferson Graham, “Cade Decoratero Finds Twitter a Sweet Recipe for Success,” USA Today, April 1, 2009, 5B.
[8] Meg Marco, “LEAKS: Best Buy’s Internal Customer Profiling Document,” The Consumerist, March 18,

2008, http://consumerist.com/368894/leaks-best-buys-internal-customer-profiling-document (accessed December

2, 2009).

[9] “Market Segmentation,” The Market Segmentation

Company,http://www.marketsegmentation.co.uk/segmentation _tmsc.htm (accessed December 2, 2009).

[10] Curt Harler, “Reaching the Unreachable,” Smart Business Cleveland, December 2008, 92; Don Peppers and
Martha Rogers, “The Short Way to Long-Term Relationships,” Sales and Marketing Management, May 1, 1999, 24;
Don Peppers, Martha Rogers, and Bob Dorf, “Is Your Company Ready for One-to-One Marketing?” Harvard

Business Review, January—February 1999, 151-60.

5.2 How Markets Are Segmented
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LEARNING OBJECTIVES

1. Understand and outline the ways in which markets are segmented.

2. Explain why marketers use some segmentation bases versus others.

As you learned in Chapter 4 "Business Buying Behavior™, sellers can choose to pursue consumer

markets, business-to-business (B2B) markets, or both. Consequently, one obvious way to begin the
segmentation process is to segment markets into these two types of groups. Next, we look primarily
at the ways in which consumer markets can be segmented. Later in the chapter, we look at the ways

in which B2B markets can be segmented.

In Chapter 3 "Consumer Behavior: How People Make Buying Decisions", we mentioned that certain
factors drive consumers to buy certain things. Many of the same factors can also be used to segment
customers. A firm will often use multiple segmentation bases, or criteria to classify buyers, to get a
fuller picture of its customers and create real value for them. Each variable adds a layer of
information. Think of it as being similar to the way in which your professor builds up information on

a PowerPoint slide to the point at which you are able to understand the material being presented.

There are all kinds of characteristics you can use to slice and dice a market. You might not
immediately think of some of them. What about the physical sizes of people? “Big-and-tall” stores
cater to the segment of population that's larger sized. What about people with wide or narrow feet, or
people with medical conditions, certain hobbies, or different sexual orientations? Next, we’ll look at
some of the more common characteristics market researchers look at when segmenting buyers—
rather than, say, the width of their feet, although this could certainly be something you might look at,
depending on your offering.

Types of Segmentation Bases
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Table 5.1 "Common Ways of Segmenting Buyers" shows some of the different types of buyer
characteristics used to segment markets. Notice that the characteristics fall into one of four segmentation
categories: behavioral, demographic, geographic, or psychographic. We’ll discuss each of these
categories in a moment. For now, you can get a rough idea of what the categories consist of by looking at

them in terms of how marketing professionals might answer the following questions:

e Behavioral segmentation. What benefits do customers want, and how do they use our
product?

e Demographic segmentation. How do the ages, races, and ethnic backgrounds of our
customers affect what they buy?

e Geographic segmentation. Where are our customers located, and how can we reach them?
What products do they buy based on their locations?

e Psychographic segmentation. What do our customers think about and value? How do they

live their lives?

Table 5.1 Common Ways of Segmenting Buyers

B
By Behavior By Demographics By Geography Psychog);aphics
Age/generation
Income
Gender
Benefits sought from the product Family life cycle
How often the product is used (usage rate) | Ethnicity Activities
Usage situation (daily use, holiday use, Family size Region (continent, country, Interests
etc.) Occupation state, neighborhood) Opinions
Buyer’s status and loyalty to product Education Size of city or town Values
(nonuser, potential user, first-time users, Nationality Population density Attitudes
regular user) Religion Climate Lifestyles
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By
By Behavior By Demographics By Geography Psychographics

Social class

Segmenting by Behavior

Behavioral segmentation divides people and organization into groups according to how they behave
with or act toward products. Benefits segmentation—segmenting buyers by the benefits they want from
products—is very common. Take toothpaste, for example. Which benefit is most important to you when
you buy a toothpaste: The toothpaste’s price, ability to whiten your teeth, fight tooth decay, freshen your
breath, or something else? Perhaps it's combination of two or more benefits. If marketing professionals
know what those benefits are, they can then tailor different toothpaste offerings to you (and other people
like you). For example, Colgate 2-in-1 Toothpaste & Mouthwash, Whitening Icy Blast is aimed at people

who want the benefits of both fresher breath and whiter teeth.

Another way in which businesses segment buyers is by their usage rates—that is, how often, if ever,
they use certain products. For example, the entertainment and gaming company Harrah'’s gathers
information about the people who gamble at its casinos. High rollers, or people who spend a lot of
money, are considered “VIPs.” VIPs people get special treatment, including a personal “host” who
looks after their needs during their casino visits. Companies are interested in frequent users because
they want to reach other people like them. They are also keenly interested in nonusers and how they

can be persuaded to use products.

The way in which people use products is also be a basis for segmentation. Avon Skin So Soft was
originally a beauty product. But after Avon discovered that some people were using it as a mosquito
repellant, the company began marketing it for that purpose. Eventually, Avon created a separate
product called Skin So Soft Bug Guard, which competes with repellents like Off! Similarly, Glad, the
company that makes plastic wrap and bags, found out customers were using its Press 'n Seal wrap in
ways the company could never have imagined. The personnel in Glad’s marketing department
subsequently launched a Web site called 1000uses.com that contains both the company and

consumer’s use tips. Some of the ways in which people use the product are pretty unusual, as
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evidenced by the following comment posted on the site: “I have a hedgehog who likes to run on his
wheel a lot. After quite a while of cleaning a gross wheel every morning, | got the tip to use ‘Press 'n
Seal wrap’ on his wheel, making clean up much easier! My hedgie can run all he wants, and | don’t

have to think about the cleanup. Now we're both GLAD!”

Although we doubt Glad will ever go to great lengths to segment the Press 'n Seal market by hedgehog
owners, the firm has certainly gathered a lot of good consumer insight about the product and publicity
from its 1000uses.com Web site. (Incidentally, one rainy day, the author of this chapter made “rain boots”
out of Press 'n Seal for her dog. But when she later tried to tear them off of the dog’s paws, he bit her. She

is now thinking of trading him in for a hedgehog.)

Segmenting by Demographics

Segmenting buyers by tangible, personal characteristics such as their ages, incomes, ethnicity, family
sizes, and so forth is called demographic segmentation. This section will discuss some prominent
demographic characteristics used to segment buyers, including age, income, gender, and family life cycles.

Other demographic characteristics include occupation, education, nationality, religion, and social class.

Demographics are commonly utilized to segment markets because a mountain of demographic
information is publicly available in databases around the world. You can obtain a great deal of

demographic information on the U.S. Census Bureau’s Web site (http://www.census.gov). Other

government Web sites you can tap include FedStats (http://www.fedstats.gov) and The World Factbook

(http://www.cia.gov/cia/publications/factbook), which contains statistics about countries around the

world. In addition to current statistics, the sites contain forecasts of demographic trends, such as whether

some segments of the population are expected to grow or decline.

Age
At this point in your life, you are probably more likely to buy a car than a funeral plot. Marketing

professionals know this. That’s why they try to segment consumers by their ages. You’re probably familiar
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with some of the age groups most commonly segmented in the United States. They are shown in Table 5.2

"U.S. Generations and Characteristics". Into which category do you fall?

Table 5.2 U.S. Generations and Characteristics

Experienced very limited credit growing
up

Tend to live within their means

Spend more on health care than any other
age group

Internet usage rates increasing faster

“The Silent Generation,” “Matures,” 1945 and
Seniors “Veterans,” and “Traditionalists” prior than any other group

Second-largest generation in the United
States

Grew up in prosperous times before the
widespread use of credit

Account for 50 percent of U.S. consumer
spending

Willing to use new technologies as they

Baby 1946-
Boomers 1964 see fit

Comfortable but cautious about
borrowing

Buying habits characterized by their life
stages

Generation 1965—
X 1979 Embrace technology and multitasking

. . ] . Largest U.S. generation
Generation “Millennials,” “Echo Boomers,” includes | 1980-

Y “Tweens” (preteens) 2000 Grew up with credit cards
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Birth
Generation Also Known As Years Characteristics

Adept at multitasking; technology use is
innate

Ignore irrelevant media

Note: Not all demographers agree on the cutoff dates between the generations.

Sources: U.S. Census Bureau,http://www.census.gov/population/www/popdata.html; Richard K. Miller

and Kelli Washington, The 2009 Entertainment, Media & Advertising Market Research Handbook, 10th
ed. (Loganville, GA: Richard K. Miller & Associates, 2009), 157—66; Sydney Jones and Susannah Fox,
“Generations Online in 2009,” Pew Research

Center,http://www.pewinternet.org/Reports/2009/Generations-Online-in-2009.aspx; Maria Paniritas,

“Generation Gap: Boomers, Xers Are Reining in Spending,” Philadelphia Inquirer, August 2,

2009,http://articles.philly.com/2009-08-02/business/25275378 1 spending-habits-boomers-

consumer-economy.

Today’s college-age students (Generation Y) compose the largest generation. The baby boomer generation
is the second largest, and over the course of the last thirty years or so, has been a very attractive market
for sellers. Retro brands—old brands or products that companies “bring back” for a period of time—
were aimed at baby boomers during the recent economic downturn. Pepsi Throwback and Mountain Dew
Throwback, which are made with cane sugar—Ilike they were “back in the good old days”—instead of corn
syrup, are examples.,[” Marketing professionals believe they appealed to baby boomers because they
reminded them of better times—times when they didn’t have to worry about being laid off, about losing

their homes, or about their retirement funds and pensions drying up.

But baby boomers are aging, and the size of the group will eventually decline. By contrast, the members of
Generation Y have a lifetime of buying still ahead of them, which translates to a lot of potential customer
lifetime value (CLV) for marketers if they can capture this group of buyers. However, a recent survey
found that the latest recession had forced teens to change their spending habits and college plans and that

roughly half of older Generation Yers reported they had no savings.
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So which group or groups should your firm target? Although it’s hard to be all things to all people, many
companies try to broaden their customer bases by appealing to multiple generations so they don’t lose
market share when demographics change. Several companies have introduced lower-cost brands targeting
Generation Xers, who have less spending power than boomers. For example, kitchenware and home-
furnishings company Williams-Sonoma opened the EIm Street chain, a less-pricey version of the Pottery
Barn franchise. The Starwood hotel chain’s W hotels, which feature contemporary designs and hip bars,

are aimed at Generation Xers.,m

The video game market is very proud of the fact that along with Generation X and Generation Y, so many
older Americans still play video games. (You probably know some baby boomers who own a Nintendo
Wii.) The spa market is another example. Products and services in this market used to be aimed squarely
at adults. Not anymore. Parents are now paying for their tweens to get facials, pedicures, and other

pampering in numbers no one in years past could have imagined.

Staying abreast of changing demographics can be a matter of life or death for many companies. As early as
the 1970s, U.S. automakers found themselves in trouble because of demographic reasons. Many of the
companies’ buyers were older Americans inclined to “buy American.” These people hadn’t forgotten that
Japan bombed Pearl Harbor during World War Il and weren’t about buy Japanese vehicles. But younger
Americans were. Plus, Japanese cars had developed a better reputation. Despite the challenges U.S.
automakers face today, they have taken great pains to cater to the “younger” generation—today’s baby
boomers who don’t think of themselves as being old. If you are a car buff, you perhaps have noticed that
the once-stodgy Cadillac now has a sportier look and stiffer suspension. Likewise, the Chrysler 300 looks

more like a muscle car than the old Chrysler Fifth Avenue your great-grandpa might have driven.

And what about Generations X and Y? Automakers have begun reaching out to them, too. General Motors
(GM) has sought to revamp the century-old company by hiring a new younger group of managers—

managers who understand how Generation X and Y consumers are wired and what they want. “If you're
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going to appeal to my daughter, you're going to have to be in the digital world,” explained one GM vice

president.

Companies have to not only develop new products designed to appeal to Generations X and Y but also
find new ways to reach them. People in these generations not only tend ignore traditional advertising but
also are downright annoyed by it. To market to Scion drivers, who are generally younger, Toyota created
Scion Speak, a social networking site where they can communicate, socialize, and view cool new models of
the car. Online events such as the fashion shows broadcast over the Web are also getting the attention of
younger consumers, as are text, e-mail, and Twitter messages they can sign up to receive so as to get
coupons, cash, and free merchandise. Advergames are likewise being used to appeal to the two
demographic groups. Advergames are electronic games sellers create to promote a product or service.
Would you like to play one now? Click on the following link to see a fun one created by Burger King to

advertise its Tender Crisp Chicken.

Burger King Advergame

http://web.archive.org/web/20110426194400/http://www.bk.com/en/us/campaigns/subservient-

chicken.html

You can boss the “subservient chicken” around in this advergame. He will do anything you want—

well, almost anything.

Income

Tweens might appear to be a very attractive market when you consider they will be buying products for
years to come. But would you change your mind if you knew that baby boomers account for 50 percent of
all consumer spending in the United States? Americans over sixty-five now control nearly three-quarters
of the net worth of U.S. households; this group spends $200 billion a year on major “discretionary”

(optional) purchases such as luxury cars, alcohol, vacations, and financial products.,[sl

Income is used a segmentation variable because it indicates a group’s buying power. People’s incomes also
tend to reflect their education levels, occupation, and social classes. Higher education levels usually result

in higher paying jobs and greater social status.
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The makers of upscale products such as Rolexes and Lamborghinis aim their products at high-income
groups. However, a growing number of firms today are aiming their products at lower-income consumers.
The fastest-growing product in the financial services sector is prepaid debit cards, most of which are being
bought and used by people who don’t have bank accounts. Firms are finding that this group is a large,
untapped pool of customers who tend to be more brand loyal than most. If you capture enough of them,

you can earn a profit.

Sometimes income isn’t always indicative of who will buy your product, however. Companies are aware
that many consumers want to be in higher income groups and behave like they are already part of them
(recall the reference groups discussed in Chapter 3 "Consumer Behavior: How People Make Buying

Decisions"). Mercedes Benz’s cheaper line of “C” class vehicles is designed to appeal to these consumers.

Gender

Gender is another way to segment consumers. As we explained in Chapter 3 "Consumer Behavior: How
People Make Buying Decisions"”, men and women have different physiological and other needs. They also
shop differently. Consequently, the two groups are often, but not always, segmented and targeted
differently. Marketing professionals don’t stop there, though. For example, because women make many of
the purchases for their households, market researchers sometimes try to further divide them into
subsegments. (Men are also often subsegmented.) For women, those segments might include stay-at-
home housewives, plan-to-work housewives, just-a-job working women, and career-oriented working
women. Women who are solely homemakers tend to spend more money research has found—perhaps

because they have more time.

In addition to segmenting by gender, market researchers might couple people’s genders along with their
marital statuses and other demographic characteristics. For, example, did you know that more women in
America than ever before (51 percent) now live without spouses? Can you think of any marketing

opportunities this might present? "

Family Life Cycle
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Family life cycle refers to the stages families go through over time and how it affects people’s buying
behavior. For example, if you have no children, your demand for pediatric services (medical care for
children) is likely to be slim to none. But if you have children or adopt them, your demand might be very
high because children frequently get sick. You will be part of the target market not only for pediatric
services but also for a host of other products, such as children’s clothing, entertainment services, and
educational products. A secondary segment of interested consumers might be grandparents who are likely
to spend less on day-to-day childcare items but more on special-occasion gifts for children. In fact, many
markets are segmented based on the special events in people’s lives. Think about brides (and wannabe
brides) and all the products targeted at them, including Web sites and television shows such as Platinum

Weddings, Married Away, Whose Wedding Is It Anyway, and Bridezilla.

Resorts also segment vacationers depending on where they are in their family life cycles. When you think
of family vacations, you probably think of Disney resorts. Some vacation properties, such as Sandals,
exclude children from some of their resorts. Perhaps they do so because some studies show that the
market segment with greatest financial potential is married couples without children. ®

Keep in mind that although you might be able to isolate a segment in the marketplace, including one
based on family life cycle, you can't make necessarily make assumptions about what the people in it will
want. Just like people’s demographics change, so do their tastes. For example, over the past few decades
U.S. families have been getting smaller. Households with a single occupant are more commonplace than
ever. But until recently, that hasn’t stopped people from demanding bigger cars (and more of them) as

well as larger houses, or what some people jokingly refer to as “McMansions.”

But like the trend toward larger cars, the trend toward larger houses appears to be reversing. High energy
costs, the credit crunch, and concern for the environment are leading people to demand smaller houses.
To attract people such as these, D. R. Horton, the nation’s leading homebuilder, and other construction

firms are now building smaller homes.

Ethnicity
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People’s ethnic backgrounds have a big impact on what they buy. If you've visited a grocery store that
caters to a different ethnic group than your own, you were probably surprised to see the types of products

sold there.

It's no secret that the United States is becoming—and will continue to become—more diverse. Hispanic
Americans are the largest and the fastest-growing minority in the United States. Companies are going to
great lengths to court this once overlooked group. In California, the health care provider Kaiser
Permanente runs television ads letting members of this segment know that they can request Spanish-
speaking physicians and that Spanish-speaking nurses, telephone operators, and translators are available

at all of its clinics. ™

African Americans are the second-largest ethnic group in America. Collectively, they have the most buying
power of any ethnic group in America. Many people of Asian descent are known to be early adapters of
new technology and have above-average incomes. As a result, companies that sell electronic products,
such as AT&T, spend more money segmenting and targeting the Asian community. ™ Table 5.3 "Major
U.S. Ethnic Segments and Their Spending" contains information about the number of people in these

groups and their buying power.

Table 5.3 Major U.S. Ethnic Segments and Their Spending

Group Percentage of U.S. Population | Annual Spending Power (Billions of Dollars)
Hispanic 13.7 736
African American 13.0 761
Asian 5.0 397

Source: New American Dimensions, LLC.

As you can guess, even within various ethnic groups there are many differences in terms of the goods and
services buyers choose. Consequently, painting each group with a broad brush would leave you with an

incomplete picture of your buyers. For example, although the common ancestral language among the
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Hispanic segment is Spanish, Hispanics trace their lineages to different countries. Nearly 70 percent of
Hispanics in the United States trace their lineage to Mexico; others trace theirs to Central America, South

America, and the Caribbean.

All Asians share is race. Chinese, Japanese, and Korean immigrants do not share the same
language. 'Y Moreover, both the Asian and Hispanic market segments include new immigrants, people
who immigrated to the United States years ago, and native-born Americans. So what language will you

use to communicate your offerings to these people, and where?

Subsegmenting the markets could potentially help you. New American Dimension, a multicultural

research firm, has further divided the Hispanic market into the following subsegments:

e Just moved in’rs. Recent arrivals, Spanish dependent, struggling but optimistic.

e FOBrs (fashionistas on a budget). Spanish dominant, traditional, but striving for trendy.
o Accidental explorers. Spanish preferred, not in a rush to embrace U.S. culture.

e The englightened. Bilingual, technology savvy, driven, educated, modern.

e Doubting Tomases. Bilingual, independent, skeptical, inactive, shopping uninvolved.

e Latin flavored. English preferred, reconnecting with Hispanic traditions.

e SYLrs (single, young latinos). English dominant, free thinkers, multicultural.

You could go so far as to break down segments to the individual level (which is the goal behind one-to-one
marketing). However, doing so would be dreadfully expensive, notes Juan Guillermo Tornoe, a marketing
expert who specializes in Hispanic marketing issues. After all, are you really going to develop different
products for each of the groups? Different marketing campaigns and communications? Perhaps not.
However, “you need to perform your due diligence and understand where the majority of the people you
are trying to reach land on this matrix, modifying your message according to this insight,” Tornoe

explains.

Segmenting by Geography
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Where will your customers come from? Suppose your great new product or service idea involves opening a
local store. Before you open the store, you will probably want to do some research to determine which
geographical areas have the best potential. For instance, if your business is a high-end restaurant, should
it be located near the local college or country club? If you sell ski equipment, you probably will want to
locate your shop somewhere in the vicinity of a mountain range where there is skiing. You might see a
snowboard shop in the same area but probably not a surfboard shop. By contrast, a surfboard shop is

likely to be located along the coast, but you probably would not find a snowboard shop on the beach.

Geographic segmentation explains why the checkout clerks at stores sometimes ask you what your zip
code is. It's also why businesses print codes on coupons that correspond to zip codes. When the coupons
are redeemed, the store can then find out where its customers are located—or not located. Geocoding is
a process that takes data such as this and plots it on a map. Geocoding can help businesses see where
prospective customers might be clustered and target them with various ad campaigns, including direct
mail, for example. One of the most popular geocoding software programs is PRIZM NE, which is
produced by a company called Claritas. PRIZM NE uses zip codes and demographic information to
classify the American population into segments. The idea behind PRIZM is that “you are where you live.”
Combining both demographic and geographic information is referred to as geodemographics. To see
how geodemographics works, visit the following page on Claritas’ Web

site: http://www.claritas.com/MyBestSegments/Default.jsp?1D=20.

Type in your zip code, and you will see customer profiles of the types of buyers who live in your
area. Table 5.4 "An Example of Geodemographic Segmentation for 76137 (Fort Worth, TX)" shows the
profiles of buyers who can be found the zip code 76137—the “Brite Lites, Li’l City” bunch, Home Sweet

Home” set, and so on. Click on the profiles on the Claritas site to see which one most resembles you.

Table 5.4 An Example of Geodemographic Segmentation for 76137 (Fort Worth, TX)

Number Profile Name

12 Brite Lites, Li’l City
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Number Profile Name
19 Home Sweet Home
24 Up-and-Comers

13 Upward Bound

34 White Picket Fences

The tourism bureau for the state of Michigan was able to identify different customer profiles and target
them using PRIZM. Michigan’s biggest travel segment are Chicagoans in certain zip codes consisting of
upper-middle-class households with children—or the “kids in cul-de-sacs” group, as Claritas puts it. The
bureau was also able to identify segments significantly different from the Chicago segment, including
blue-collar adults in the Cleveland area who vacation without their children. The organization then

created significantly different marketing campaigns to appeal to each group.

City size and population density (the number of people per square mile) are also used for segmentation
purposes. Have you ever noticed that in rural towns, McDonald’s restaurants are hard to find? But Dairy
Queens are usually easy to locate. McDonald’s generally won't put a store in a town of fewer than five
thousand people. However, this is prime turf for the “DQ”—for one, because it doesn’t have to compete

with bigger franchises like McDonald’s.

Proximity marketing is an interesting new technology firms are using to segment buyers
geographically and target them within a few hundred feet of their businesses using wireless technology. In
some areas, you can switch your mobile phone to a “discoverable mode,” while you're shopping and, if you
want, get ads and deals from stores as you pass by them. And it's often less expensive than hiring people

to hand you a flier as you walk by. ™

Audio Clip

Interview with Apurva Ghelani
http://app.wistia.com/embed/medias/d0b89776be
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To learn about how proximity marketing works at a real company, listen to Apurva Ghelani in this
audio clip. Ghelani is a senior sales engineer for Air2Web, a company that helps businesses promote

their brands and conduct transactions with people via their mobile phones.

In addition to figuring out where to locate stores and advertise to customers in that area, geographic
segmentation helps firms tailor their products. Chances are you won'’t be able to find the same heavy
winter coat you see at a Walmart in Montana at a Walmart in Florida because of the climate differences
between the two places. Market researchers also look at migration patterns to evaluate opportunities.
TexMex restaurants are more commonly found in the southwestern United States. However, northern

states are now seeing more of them as more people of Hispanic descent move northward.

Segmenting by Psychographics

If your offering fulfills the needs of a specific demographic group, then the demographic can be an
important basis for identifying groups of consumers interested in your product. But what if your product
crosses several market segments? Take cereal, for example. The group of potential consumers could be
“almost” everyone. However, there are groups of people who have different needs with regard to their
cereal. Some consumers might be interested in the fiber, some consumers (especially children) may be
interested in the prize that comes in the box, other consumers may be interested in the added vitamins,
and still other consumers may be interested in the type of grains. Associating these specific needs with
consumers in a particular demographic group could be difficult. Marketing professionals often desire
more information about consumers than just demographic data. You want to know why consumers
behave the way they do, what is of high priority to them, or how they rank the importance of specific
buying criteria. Think about some of your friends who seem a lot like you. Have you ever gone their homes
and been shocked by their lifestyles and how vastly different they are from yours? Why are their families

so much different from yours?

Psychographic segmentation can help fill in some of the blanks. Recall that we first mentioned
psychographics in Chapter 3 "Consumer Behavior: How People Make Buying Decisions". Psychographic

information is frequently gathered via extensive surveys that ask people about their activities, interests,
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opinion, attitudes, values, and lifestyles. One of the most well-known psychographic surveys is VALS
(which originally stood for “Values, Attitudes, and Lifestyles”), developed by a company called SRI
International in the late 1980s. Thousands of Americans were asked by the California company the extent
to which they agreed or disagreed with questions similar to the following ones: “My idea of fun at a
national park would be to stay at an expensive lodge and dress up for dinner” and “I could stand to skin a
dead animal.” ™ (Which category do you fall into?) Consumers were then divided up into the following

categories, each characterized by certain buying behaviors.

e Innovators. Innovators are successful, sophisticated, take-charge people with high self-esteem.
Because they have such abundant resources, they exhibit all three primary motivations in varying
degrees. They are change leaders and are the most receptive to new ideas and technologies.
Innovators are very active consumers, and their purchases reflect cultivated tastes for upscale,
niche products and services. Image is important to Innovators, not as evidence of status or power
but as an expression of their taste, independence, and personality. Innovators are among the
established and emerging leaders in business and government, yet they continue to seek
challenges. Their lives are characterized by variety. Their possessions and recreation reflect a
cultivated taste for the finer things in life.

e Thinkers. Thinkers are motivated by ideals. They are mature, satisfied, comfortable, and
reflective people who value order, knowledge, and responsibility. They tend to be well educated
and actively seek out information in the decision-making process. They are well informed about
world and national events and are alert to opportunities to broaden their knowledge. Thinkers
have a moderate respect for the status quo institutions of authority and social decorum but are
open to consider new ideas. Although their incomes allow them many choices, Thinkers are
conservative, practical consumers; they look for durability, functionality, and value in the
products they buy.

e Achievers. Motivated by the desire for achievement, Achievers have goal-oriented lifestyles and
a deep commitment to career and family. Their social lives reflect this focus and are structured
around family, their place of worship, and work. Achievers live conventional lives, are politically

conservative, and respect authority and the status quo. They value consensus, predictability, and
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stability over risk, intimacy, and self-discovery. With many wants and needs, Achievers are active
in the consumer marketplace. Image is important to Achievers; they favor established, prestige
products and services that demonstrate success to their peers. Because of their busy lives, they are
often interested in a variety of timesaving devices.

e Experiencers. Experiencers are motivated by self-expression. As young, enthusiastic, and
impulsive consumers, Experiencers quickly become enthusiastic about new possibilities but are
equally quick to cool. They seek variety and excitement, savoring the new, the offbeat, and the
risky. Their energy finds an outlet in exercise, sports, outdoor recreation, and social activities.
Experiencers are avid consumers and spend a comparatively high proportion of their income on
fashion, entertainment, and socializing. Their purchases reflect the emphasis they place on
looking good and having “cool” stuff.

e Believers. Like Thinkers, Believers are motivated by ideals. They are conservative, conventional
people with concrete beliefs based on traditional, established codes: family, religion, community,
and the nation. Many Believers express moral codes that are deeply rooted and literally
interpreted. They follow established routines, organized in large part around home, family,
community, and social or religious organizations to which they belong. As consumers, Believers
are predictable; they choose familiar products and established brands. They favor American
products and are generally loyal customers.

e Strivers. Strivers are trendy and fun loving. Because they are motivated by achievement, Strivers
are concerned about the opinions and approval of others. Money defines success for Strivers, who
don’t have enough of it to meet their desires. They favor stylish products that emulate the
purchases of people with greater material wealth. Many see themselves as having a job rather
than a career, and a lack of skills and focus often prevents them from moving ahead. Strivers are
active consumers because shopping is both a social activity and an opportunity to demonstrate to
peers their ability to buy. As consumers, they are as impulsive as their financial circumstance will
allow.

e Makers. Like Experiencers, Makers are motivated by self-expression. They express themselves
and experience the world by working on it—building a house, raising children, fixing a car, or

canning vegetables—and have enough skill and energy to carry out their projects successfully.
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Makers are practical people who have constructive skills and value self-sufficiency. They live
within a traditional context of family, practical work, and physical recreation and have little
interest in what lies outside that context. Makers are suspicious of new ideas and large
institutions such as big business. They are respectful of government authority and organized labor
but resentful of government intrusion on individual rights. They are unimpressed by material
possessions other than those with a practical or functional purpose. Because they prefer value to
luxury, they buy basic products.

e Survivors. Survivors live narrowly focused lives. With few resources with which to cope, they
often believe that the world is changing too quickly. They are comfortable with the familiar and
are primarily concerned with safety and security. Because they must focus on meeting needs
rather than fulfilling desires, Survivors do not show a strong primary motivation. Survivors are
cautious consumers. They represent a very modest market for most products and services. They

are loyal to favorite brands, especially if they can purchase them at a discount.

You can take a VALS survey at http://www.sric-bi.com/vals/surveynew.shtmlto find out which category
you're in. VALS surveys have been adapted and used to study buying behavior in other countries, too.
Note that both VALS and PRIZM group buyers based on their values and lifestyles. But PRIZM also
overlays the information with geographic data. As a result, you can gauge what the buying habits of people
in certain zip codes are, which can be helpful if you are trying to figure out where to locate stores and

retail outlets.

The segmenting techniques we’ve discussed so far in this section require gathering quantitative
information—data, in other words. Quantitative information can be improved with
and qualitative information you gather by talking to your customers and getting to know them. (Recall
that this is how Healthy Choice frozen dinners were created.) Consumer insight is what results when
you use both types of information. You want to be able to answer the following questions:

e Am I looking at the consumers they way they see themselves?

e Am I looking at life from their point of view?
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Best Buy asked store employees to develop insight about local consumer groups in order to create special
programs and processes for them. Employees in one locale invited a group of retirees to their store to
explain how to make the switch to digital television. The store sold $350,000 worth of equipment and
televisions in just two hours’ time. How much did it cost? Ninety-nine dollars in labor costs plus coffee

and donuts.

Intuit, the company that makes the tax software Quicken, has a “follow me home” program. Teams of
engineers from Intuit visit people’s homes and spend a couple of hours watching consumers use Quicken.
Then they use the insights they gain to improve the next version of Quicken. Contrast this story with that
of a competing firm: When a representative of the firm was asked if he had ever observed consumers
installing or using his company’s product, he responded, “I'm not sure I'd want to be around when they

were trying to use it.” " This company is now struggling to stay in business.

To read about some of the extreme techniques Nokia uses to understand cell phone consumers around the

world, click on the following link:http://www.nytimes.com/2008/04/13/magazine/13anthropology-

t.html?pagewanted=all.

Segmentation in B2B Markets

Many of the same bases used to segment consumer markets are also used to segment B2B markets.
Demographic criteria are used. For example, Goya Foods is a U.S. food company that sells different ethnic
products to grocery stores, depending on the demographic groups the stores serve—Hispanic, Mexican, or
Spanish. Likewise, B2B sellers often divide their customers by geographic areas and tailor their products
to them accordingly. Segmenting by behavior is common as well. B2B sellers frequently divide their
customers based on their product usage rates. Customers that order many goods and services from a
seller often receive special deals and are served by salespeople who call on them in person. By contrast,
smaller customers are more likely to have to rely on a firm’s Web site, customer service people, and

salespeople who call on them by telephone.
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However, researchers Matthew Harrison, Paul Hague, and Nick Hague have theorized that there are fewer
behavioral and needs-based segments in B2B markets than in business-to-consumer (B2C) markets for
two reasons: (1) business markets are made up of a few hundred customers whereas consumer markets
can be made up of hundreds of thousands of customers, and (2) businesses aren’t as fickle as consumers.
Unlike consumers, they aren’t concerned about their social standing, influenced by their families and
peers, and so on. Instead, businesses are concerned solely with buying products that will ultimately

increase their profits.

According to Harrison, Hague, and Hague, the behavioral, or needs-based, segments in B2B markets
include the following:
e A price-focused segment composed of small companies that have low profit margins and
regard the good or service being sold as not being strategically important to their operations
e A quality and brand-focused segment composed of firms that want the best possible
products and are prepared to pay for them
e A service-focused segment composed of firms that demand high-quality products and have
top-notch delivery and service requirements
e A partnership-focused segment composed of firms that seek trust and reliability on the part

of their suppliers and see them as strategic partners[”]

B2B sellers, like B2C sellers, are exploring new ways to reach their target markets. Trade shows, which we
discuss in more detail later in the book, and direct mail campaigns are two traditional ways of reaching
B2B markets. Now, however, firms are finding they can target their B2B customers more cost effectively
via e-mail campaigns, search-engine marketing, and “fan pages” on social networking sites like Facebook.
Companies are also creating blogs with cutting-edge content about new products and business trends
their customers are interested in. And for the fraction of the cost of attending a trade show to exhibit their
products, B2B sellers are holding Webcasts and conducting online product demonstrations for potential

customers.
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KEY TAKEAWAY

Segmentation bases are criteria used to classify buyers. The main types of buyer characteristics used to
segment consumer markets are behavioral, demographic, geographic, and psychographic. Behavioral
segmentation divides people and organization into groups according to how they behave with or toward
products. Segmenting buyers by tangible, personal characteristics such as their age, income, ethnicity, family
size, and so forth is called demographic segmentation. Geographic segmentation involves segmenting buyers
based on where they live. Psychographic segmentation seeks to differentiate buyers based on their activities,
interests, opinions, attitudes, values, and lifestyles. Oftentimes a firm uses multiple bases to get a fuller
picture of its customers and create value for them. Marketing professionals develop consumer insight when
they gather both quantitative and qualitative information about their customers. Many of the same bases
used to segment consumer markets are used to segment business-to-business (B2B) markets. However, there

are generally fewer behavioral-based segments in B2B markets.

REVIEW QUESTIONS

1. What buyer characteristics do companies look at when they segment markets?
2. Why do firms often use more than one segmentation base?

3. What two types of information do market researchers gather to develop consumer insight?
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5.3 Selecting Target Markets and Target-Market Strategies

LEARNING OBJECTIVES

1. Describe the factors that make some markets more attractive targets than others.
2. Describe the different market-segmenting strategies companies pursue and why.

3. Outline the market-segmentation strategies used in global markets.

Selecting Target Markets
After you segment buyers and develop a measure of consumer insight about them, you can begin to see
those that have more potential. Now you are hunting with a rifle instead of a shotgun. The question is, do

you want to spend all day hunting squirrels or ten-point bucks? An attractive market has the following

characteristics:

e It’'ssizeable enough to be profitable given your operating cost. Only a tiny fraction of
the consumers in China can afford to buy cars. However, because the country’s population is so
large (nearly 1.5 billion people), more cars are sold in China than in Europe (and in the United
States, depending on the month). Three billion people in the world own cell phones. But that still
leaves three billion who don't. ™"

e It’s growing. For example, the middle class of India is growing rapidly, making it a very
attractive market for consumer products companies. People under thirty make up the majority of
the Indian population, fueling the demand for “Bollywood” (Indian-made) films.

e It’s not already swamped by competitors, or you have found a way to stand out in a

crowd. IBM used to make PCs. However, after the marketplace became crowded with
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competitors, IBM sold the product line to a Chinese company called Lenovo. (Recall from Chapter
2 "Strategic Planning" that this is part of assessing the competitive environment.)

e Either it’'s accessible or you can find a find a way to reach it. Accessibility, or the lack of
it, could include geographic accessibility, political and legal barriers, technological barriers, or
social barriers. For example, to overcome geographic barriers, the consumer products company
Unilever hires women in third-world countries to distribute the company’s products to rural
consumers who lack access to stores. (See the discussion in Chapter 2 "Strategic Planning" about
assessing the external environment.)

e You have the resources to compete in it. You might have a great idea to compete in the
wind-power market. However, it is a business that is capital intensive. What this means is that
you will either need a lot of money or must be able to raise it. You might also have to compete
with the likes of T. Boone Pickens, an oil tycoon who is attempting to develop and profit from the
wind-power market. Does your organization have the resources to do this? (See the discussion
in Chapter 2 "Strategic Planning" about assessing the internal environment.)

e It “fits in” with your firm’s objectives and mission. Consider TerraCycle, which has made
its mark by selling organic products in recycled packages. Fertilizer made from worm excrement
and sold in discarded plastic beverage bottles is just one of its products. It wouldn’t be a good idea
for TerraCycle to open up a polluting, coal-fired power plant, no matter how profitable the market

for the service might be.

Target-Market Strategies: Choosing the Number of Markets to Target

Henry Ford proved that mass marketing can work—at least for a while. Mass marketing is also efficient
because you don’t have to tailor any part of the offering for different groups of consumers, which is more
work and costs more money. The problem is that buyers are not all alike. If a competitor comes along and

offers these groups a product (or products) that better meet their needs, you will lose business.

Multisegment Marketing

Most firms tailor their offerings in one way or another to meet the needs of different segments of

customers. Because these organizations don’t have all their eggs in one basket, they are less vulnerable to
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competition. Marriott International is an example of a company that operates in a multisegment market.
The company has fifteen different types of facilities designed to meet the needs of different types of

market segments, including the following:

e Marriott Courtyard. Targeted at over-the-road travelers.

e Ritz-Carlton Hotels. Targeted at luxury travelers.

e Marriott Conference Centers. Targeted at businesses hosting small- and midsized meetings.
e Marriott ExecuStay. Targeted at executives needing month-long accommodations.

e Marriott Vacation Clubs. Targeted at travelers seeking to buy timeshares.

A multisegment marketing strategy can allow you to respond to demographic and other changes in
markets. For example, the growing number of people too old to travel have the option of moving into one
of Marriott’s “Senior Living Services” facilities, which cater to retirees who need certain types of care. A
multisegment strategy can also help you weather an economic downturn by allowing customers to trade
up or down among your brands and products. Suppose you take a pay cut and can’t afford to stay at
Marriott’s Ritz-Carlton hotels anymore. A room at a JW Marriott—the most luxurious of the Marriott-
brand hotels but cheaper than the Ritz—is available to you. A multisegment strategy can also help you
deal with the product life cycle issues discussed in Chapter 2 "Strategic Planning". If one of your products

is “dying out,” you have others to fall back on.

Concentrated Marketing

Some firms—especially smaller ones with limited resources—engage in concentrated

marketing. Concentrated marketing involves targeting a very select group of customers. Concentrated
marketing can be a risky strategy because you really do have all of your eggs in one basket. The auto parts
industry is an example. Traditionally, many North American auto parts makers have supplied parts
exclusively to auto manufacturers. But when General Motors, Ford, Chrysler, and other auto companies
experienced a slump in sales following the recession that began in 2008, the auto parts makers found
themselves in trouble. Many of them began trying to make and sell parts for wind turbines, aerospace

tools, solar panels, and construction equipment.,m
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Niche marketing involves targeting an even more select group of consumers. When you’re engaging in
niche marketing, your goal is to be a big fish in a small pond instead of a small fish in a big pond.,B] Some
examples of companies operating in niche markets include those shown in Table 5.5 "Companies That

Operate in Niche Markets".

Table 5.5 Companies That Operate in Niche Markets

Company Niche Market Share (%0)
Hohner Harmonicas 85
Tetra Tropical fish food 80
Swarovski Crystal jewels 65
Uwatec Snorkeling equipment 60
St. Jude Medical Center | Artificial heart valves 60

Source: José Maria Manzanedo, “Market Segmentation Strategies. How to Maximize Opportunities on the
Potential Market,” February 20,

2005, http://www.daemonqguest.com/en/research_and_insight/2006/10/11/market _segmentation_strat

egies_how to maximize_opportunities_on_the potential market (accessed April 13, 2012).

Microtargeting, or narrowcasting, is a new effort to isolate markets and target them. It was originally
used to segment voters during elections, including the 2004 U.S. presidential election. Microtargeting
involves gathering all kinds of data available on people—everything from their tax and phone records to
the catalogs they receive. One company that compiles information such as this is Acxiom. For a fee,
Acxiom can provide you with a list of Hispanic consumers who own two pets, have caller ID, drive a
sedan, buy certain personal care products, subscribe to certain television cable channels, read specified
magazines, and have income and education levels within a given range. “/Clearly, microtargeting has
ethical implications. Data privacy issues will be discussed more in Chapter 14 "Customer Satisfaction,

Loyalty, and Empowerment".

Targeting Global Markets
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Firms that compete in the global marketplace can use any combination of the segmenting strategies we
discussed or none at all. A microcosm of the targeting strategies used in global markets is shown in Figure
5.9 "Targeting Strategies Used in Global Markets". If you're a seller of a metal like iron ore, you might sell
the same product across the entire world via a metals broker. The broker would worry about
communicating with customers around the world and devising different marketing campaigns for each of

them.

Figure 5.9 Targeting Strategies Used in Global Markets

Global Markets

Mass (Undifferentiated) ‘

Targeted (Differentiated)
Marketing
Multisegment ‘ Concentrated
Marketing Marketing

| | (|
| One-to-One Marketing l

Marketing

Most companies, however, tailor their offerings to some extent to meet the needs of different buyers
around the world. For example, Mattel sells Barbie dolls all around the world—but not the same Barbie.
Mattel has created thousands of different Barbie offerings designed to appeal to all kinds of people in

different countries.

Pizza Hut has franchises around the world, but its products, packaging, and advertising are tailored to
different markets. Squid is a popular topping in Asia, for instance. Companies tailor products not only for
different countries but also for different customers in different countries. For example, Procter &
Gamble’s China division now offers products designed for different local market segments in that country.

P&G has an advanced formulation of laundry detergent for the premium segment, a modified product for
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the second (economy) segment, and a very basic, inexpensive product created for the third (rural)

segment. ™’

Sellers are increasingly targeting consumers in China, Russia, India, and Brazil because of their fast-
growing middle classes. Take the cosmetics maker Avon. Avon’s largest market is no longer the United
States. It is Brazil. Brazilians are extremely looks-conscious and increasingly able to afford cosmetic
products as well as plastic surgery. *® So attractive are these countries that firms are changing how they
develop goods and services, too. “Historically, American companies innovated in the U.S. and took those
products abroad,” says Vjay Govindarahan, a professor at Dartmouth’s Tuck School of Business. Now,
says Govindarahan, companies are creating low-cost products to capture large markets in developing
countries and then selling them in developed countries. Acer’s $250 laptop and General Electric’s
ultrainexpensive $1,000 electrocardiogram device are examples. The world’s cheapest car, the $2,500

Tato Nano, was developed for India but is slated to be sold in the United States."”

Other strategies for targeting markets abroad include acquiring (buying) foreign companies or companies
with large market shares there. To tap the Indian market, Kraft made a bid to buy the candymaker
Cadbury, which controls about one-third of India’s chocolate market. Likewise, to compete against Corona
beer, the Dutch brewer Heineken recently purchased Mexico’s Femsa, which makes the beer brands Dos

Equis, Tecate, and Sol.

However, some countries don’t allow foreign firms to buy domestic firms. They
can only form partnerships with them. Other regulatory and cultural barriers sometimes prevent foreign
firms from “invading” a country. IKEA, the Swedish home-furnishings maker, eventually left Russia
because it found it too hard to do business there. By contrast, McDonald’s efforts to expand into Russia

have been quite successful. Having saturated other markets, the hamburger chain is hoping to continue to

grow by opening hundreds of new stores in the country.

KEY TAKEAWAY

A market worth targeting has the following characteristics: (1) It’s sizeable enough to be profitable, given your

operating costs; (2) it’s growing; (3) it’s not already swamped by competitors, or you have found a way to
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stand out in the crowd; (4) it’s accessible, or you can find a way to reach it; (5) you have the resources to
compete in it; and (6) it “fits in” with your firm’s mission and objectives. Most firms tailor their offerings in one
way or another to meet the needs of different segments of customers. A multisegment marketing strategy can
allow a company to respond to demographic and other changes in markets, including economic downturns.
Concentrated marketing involves targeting a very select group of customers. Niche marketing involves
targeting an even more select group of consumers. Microtargeting, or narrowcasting, is a new, effort to
“super target” consumers by gathering all kinds of data available on people—everything from their tax and
phone records to the catalogs they receive. Firms that compete in the global marketplace can use any
combination of these segmenting strategies or none at all. Sellers are increasingly targeting consumers in
China, Russia, India, and Brazil because of their fast-growing middle classes. Firms are creating low-cost
products to capture large markets in developing countries such as these and then selling the products in
developed countries. Other strategies for targeting markets abroad include acquiring foreign companies or

forming partnerships with them.

REVIEW QUESTIONS

1. What factors does a firm need to examine before deciding to target a market?
2. Which of the segmenting strategies discussed in this section is the broadest? Which is the narrowest?
3. Why might it be advantageous to create low-cost products for developing countries and then sell them in

nations such as the United States? Do you see any disadvantages of doing so?

[1] Sara Corbett, “Can the Cellphone Help End Global Poverty?” New York Times Magazine, April 13,

2008, http://www.nytimes.com/2008/04/13/magazine/13anthropology-t.html|?pagewanted=all (accessed

December 2, 2009).

[2] Bernad Simon, “Alternative Routes For Survival,” Financial Times, April 23, 2009, 8.
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[3] “Niche Marketing,” BusinessDictionary.com,http://www.businessdictionary.com/definition/niche-

marketing.html (accessed December 2, 2009).

[4] Leon Schiffman and Leslie Kanuk, Consumer Behavior, 10th ed. (Upper Saddle River, NJ: Prentice Hall, 2010), 80.
[5] Dan Sewell, “P&G May Make Changes as it Faces Challenges,” The Associated Press, June 9, 2009.

[6] Jonathan Wheatley, “Business of Beauty Is Turning Heads in Brazil,” Financial Times, January 20, 2010, 5.

[7] Daniel, McGinn, “Cheap, Cheap, Cheap,” Newsweek, February 2010, 10.

[8] Michael J. de la Merced and Chris V. Nicholson, “Heineken in Deal to Buy Big Mexican Brewer,” New York Times,

January 11, 2010,http://www.nytimes.com/2010/01/12/business/global/12beer.html (accessed January 26, 2010).

5.4 Positioning and Repositioning Offerings

LEARNING OBJECTIVES

1. Explain why positioning is an important element when it comes to targeting consumers.
2. Describe how a product can be positioned and mapped.

3. Explain what repositioning is designed is to do.

Why should buyers purchase your offering versus another? If your product faces competition, you will
need to think about how to “position” it in the marketplace relative to competing products. After all you
don’t want the product to be just another “face in the crowd” in the minds of consumers.

Positioning involves tailoring your product so that it stands out from the competition and people want

to buy it.

One way to position your product is to plot customer survey data on a perceptual map.
A perceptual map is a two-dimensional graph that visually shows where your product stands, or should
stand, relative to your competitors, based on criteria important to buyers. The criteria can involve any

number of characteristics—price, quality, level of customer service associated with the product, and so on.
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An example of a perceptual map is shown in Figure 5.10 "An Example of a Perceptual Map". To avoid
head-to-head competition with your competitors, you want to position your product somewhere on the
map where your competitors aren’t clustered.

Figure 5.10 An Example of a Perceptual Map
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Source: Adapted from http://en.wikipedia.org/wiki/Perceptual _mapping.

Many companies use taglines in their advertising to try to position their products in the minds of the
buyer—where they want them, of course. A tagline is a catchphrase designed to sum up the essence of a
product. You perhaps have heard Wendy'’s tagline “It’s better than fast food.” The tagline is designed to set
Wendy’s apart from restaurants like McDonald’s and Burger King—to plant the idea in consumers’ heads

that Wendy'’s offerings are less “fast foodish,” given the bad rap fast food gets these days.

Sometimes firms find it advantageous to reposition their products—especially if they want the product to
begin appealing to different market segments. Repositioning is an effort to “move” a product to a
different place in the minds of consumers. The i-house, a prefab house built by Clayton Homes, a mobile
home manufacturer, is an example. According to the magazine Popular Mechanics, the i-house “looks like
a house you’d order from IKEA, sounds like something designed by Apple, and consists of amenities—
solar panels, tankless water heaters and rainwater collectors—that one would expect to come from an

offbeat green company out of California selling to a high-end market.” ™ A Clayton Homes spokesperson
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says, “Are we repositioning to go after a new market? I would think we are maintaining our value to our

existing market and expanding the market to include other buyers that previously wouldn’t have

» (2]

considered our housing product.

Figure 5.11 The Clayton i-house: “A Giant Leap from the Trailer Park”
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house

Source: http://www.claytonihouse.com.

Recently, Porsche unveiled its new line of Panamera vehicles at a Shanghai car show. The car is a global
model, but unlike Porsche’s other cars, it's longer. Why? Because rich car buyers in China prefer to be

driven by chauffeurs. ®’How do you think Porsche is trying to reposition itself for the future?

Audio Clip

Interview with Apurva Ghelani
http://app.wistia.com/embed/medias/416c5bb392

Listen to Ghelani’s advice to students interested in working in his area of marketing.
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KEY TAKEAWAY

If a product faces competition, its producer will need to think about how to “position” it in the marketplace
relative to competing products. Positioning involves tailoring a product or its marketing so that it stands out
from the competition and people want to buy it. A perceptual map is a two-dimensional graph that visually
shows where a product stands, or should stand, relative to its competitors, based on criteria important to
buyers. Sometimes firms find it advantageous to reposition their products. Repositioning is an effort to

“move” a product to a different place in the minds of consumers.

REVIEW QUESTIONS

1. Why do companies position products?
2. Explain what a tagline is designed to do.

3. Why might an organization reposition a product?

[1] Ariel Schwartz, “Clayton Homes’ i-house Combines Energy Efficiency and Modular Affordability,” Fast Company,

May 4, 2009, http://www.fastcompany.com/blog/ariel-schwartz/sustainability/clayton-homes-75k-energy-

efficient-i-house (accessed December 9, 2009).
[2] “Clayton ‘i-house’ is giant leap from trailer park,” Knoxvillebiz.com, May 6,

2009,http://www.knoxnews.com/news/2009/may/06/clayton-i-house-giant-leap-trailer-park/(accessed April 13,

2012).

[3] John Gapper, “Why Brands Now Rise in the East,” Financial Times, April 23, 2009, 9.

5.5 Discussion Questions and Activities
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DISCUSSION QUESTIONS

1. Think about some of your friends and what you have discovered by visiting their homes. Do they buy
different things than you do? If so, why? How might a company distinguish you from them in terms of its
targeting?

2. Staples and The Limited have attempted to thwart shoppers who abuse store return policies. When a
customer returns items, store clerks swipe the customer’s driver’s license through electronic card readers
that track buying and return patterns for any suspicious activity._m What drawbacks do you think such a
strategy could have?

3. Is it always harder to find new customers than it is to retain old ones? Or does it depend on the business
you’re in?

4. Does one-to-one marketing have to be expensive? How can small organizations interact with their
customers in a cost-effective way?

5. Are large companies better off using multisegment strategies and small companies better off using niche

strategies? Why or why not?

ACTIVITIES

1. Visit http://aclu.org/pizza/images/screen.swf to see a video created by the American Civil Liberties Union in

an effort to warn consumers about the information being collected about them. Do you think the video is
far-fetched? Or do you think consumers should be alarmed? In your opinion, do the potential benefits of
CRM databases exceed the potential downsides—or not?

2. Form groups of three students. Think of a product or service that one of you purchased recently on campus.
How might you go about developing a customer profile for the product? List the sources you would use.

3. Describe a product you like that you believe more people should use. As a marketer, how would you

reposition the product to increase its use? Outline your strategy.
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[1] Liz Pulliam Weston, “The Basics: Are You a Bad Customer?” MSN

Money,http://moneycentral.msn.com/content/Savinganddebt/consumeractionguide/P103694.asp (accessed

December 2, 2009).

Chapter 6
Creating Offerings
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Why do buyers purchase something? Why do you own anything? Many of us own iPods, but few of us
do for the sake of owning an iPod. We own one because it delivers music, and we want the music. Or
we own one because we have been influenced to buy one. Shortly after the iPod’s introduction, some
people undoubtedly purchased the devices because other people thought they were “cool,” and they
wanted to be cool by owning one. Now iPods are so ubiquitous that no one gives them a second
glance. Yet the impact that iPods have had on the music and entertainment industry has been huge

because the product revolutionized how we purchase entertainment.

6.1 What Composes an Offering?

LEARNING OBJECTIVES

1. Distinguish between the three major components of an offering—product, price, and service.
2. Explain, from both a product-dominant and a service-dominant approach, the mix of components that
compose different types of offerings.

3. Distinguish between technology platforms and product lines.

People buy things to solve needs. In the case of the iPod, the need is to have better access to music, to
look cool, or both. Offerings are products and services designed to deliver value to customers—
either to fulfill their needs, satisfy their “wants,” or both. Recall that you learned about people’s
needs in earlier chapters. In this chapter, we discuss how marketing fills those needs through the

creation and delivery of offerings.

Product, Price, and Service
Most offerings consist of a product, or a tangible good people can buy, sell, and own. Purchasing a classic
iPod, for example, will allow you store up to forty thousand songs or two hundred hours of video. The

amount of storage is an example of a feature, or characteristic of the offering. If your playlist consists of
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twenty thousand songs, then this feature delivers a benefit to you—the benefit of plenty of storage.
However, the feature will only benefit you up to a point. For example, you won't be willing to pay more for
the extra storage if you only need half that much. When a feature satisfies a need or want, then there is a
benefit. Features, then, matter differently to different consumers based on each individual’s needs.

Remember the value equation, which is different for every customer!

An offering also consists of a price, or the amount people pay to receive the offering’s benefits. The price
paid can consist of a one-time payment, or it can consist of something more than that. Many consumers
think of a product’s price as only the amount they paid; however, the true cost of owning an iPod, for
example, is the cost of the device itself plus the cost of the music or videos downloaded onto it.

The total cost of ownership (TCO), then, is the total amount someone pays to own, use, and

eventually dispose of a product.

TCO is usually thought of as a concept businesses use to compare offerings. However, consumers also use
the concept. For example, suppose you are comparing two sweaters, one that can be hand-washed and one
that must be dry-cleaned. The hand-washable sweater will cost you less to own in dollars but may cost
more to own in terms of your time and hassle. A smart consumer would take that into consideration.
When we first introduced the personal value equation in Chapter 1 "What Is Marketing?", we discussed
hassle as the time and effort spent making a purchase. A TCO approach, though, would also include the

time and effort related to owning the product—in this case, the time and effort to hand wash the sweater.

A service is an action that provides a buyer with an intangible benefit. A haircut is a service. When you
purchase a haircut, it's not something you can hold, give to another person, or resell. “Pure” services are
offerings that don’t have any tangible characteristics associated with them. Skydiving is an example of a
pure service. You are left with nothing after the jump but the memory of it (unless you buy a DVD of the
event). Yes, a plane is required, and it is certainly tangible. But it isn’t the product—the jump is. At times
people use the term “product” to mean an offering that’s either tangible or intangible. Banks, for example,

often advertise specific types of loans, or financial “products,” they offer consumers. Yet truly these
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products are financial services. The term “product” is frequently used to describe an offering of either

type.

Many tangible products have an intangible service components attached to them, however. When
Hewlett-Packard (HP) introduced its first piece of audio testing equipment, a key concern for buyers was
the service HP could offer with it. Could a new company such as HP back up the product, should
something go wrong with it? As you can probably tell, a service does not have to be consumed to be an
important aspect of an offering. HP’s ability to provide good after-sales service in a timely fashion was an

important selling characteristic of the audio oscillator, even if buyers never had to use the service.

Audio Clip

René Guess
http://app.wistia.com/embed/medias/248ebb3d65

Listen to René Guess of Curves International describe her job. What does Curves International sell?

What are the benefits that they provide? Do they provide a product or a service?

Figure 6.3
m—

e ————
-

o
HAIR’CUTS'

Sport Clips is a barbershop with a sports-bar atmosphere. The company'’s slogan is “At Sport Clips,
guys win.” So, although you may walk out of Sport Clips with the same haircut you could get from
Pro Cuts, the experience you had getting it was very different, which adds value for some buyers.

Source: Sport Clips, used with permission.
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What services do you get when you purchase a can of soup? You might think that a can of soup is as close
to a “pure” product devoid of services that you can get. But think for a moment about your choices in
terms of how to purchase the can of soup. You can buy it at a convenience store, a grocery store like
Publix, or online. Your choice of how to get it is a function of the product’s intangible service benefits,

such as the way you are able to shop for it.

Figure 6.4

Even what seems like a “pure” product like a can of soup can have an intangible service component
associated with it, such as the way you are able to shop for it—say, at a convenience store, a
grocery store like Publix, or perhaps online.

Source: Wikimedia Commons.

The Product-Dominant Approach to Marketing

From the traditional product-dominant perspective of business, marketers consider products, services,
and prices as three separate and distinguishable characteristics. To some extent, they are. HP could, for
example, add or strip out features from a piece of testing equipment and not change its service policies or
the equipment’s price. The product-dominant marketing perspective has its roots in the Industrial
Revolution. During this era, businesspeople focused on the development of products that could be mass
produced cheaply. In other words, firms became product-oriented, meaning that they believed the best
way to capture market share was to create and manufacture better products at lower prices. Marketing

remained oriented that way until after World War 1.
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The Service-Dominant Approach to Marketing

Who determines which products are better? Customers do, of course. Thus, taking a product-oriented
approach can result in marketing professionals focusing too much on the product itself and not enough on
the customer or service-related factors that customers want. Most customers will compare tangible
products and the prices charged for them in conjunction with the services that come with them. In other
words, the complete offering is the basis of comparison. So, although a buyer will compare the price of
product A to the price of product B, in the end, the prices are compared in conjunction with the other
features and services of the products. The dominance of any one of these dimensions is a function of the

buyer’s needs.

The advantage of the service-dominant approach is that it integrates the product, price, and service
dimensions of an offering. This helps marketers think more like their customers, which can help
them add value to their firm’s products. In addition to the offering itself, marketers should consider
what services it takes for the customer to acquire their offerings (e.g., the need to learn about the
product from a sales clerk), to enjoy them, and to dispose of them (e.g., someone to move the
product out of the house and haul it away), because each of these activities create costs for their

customers—either monetary costs or time and hassle costs.

Customers are now becoming more involved in the creation of benefits. Let’s go back to that “pure”
product, Campbell’s Cream of Chicken Soup. The consumer may prepare that can as a bowl of soup,
but it could also be used as an ingredient in making King Ranch Chicken. As far as the consumer
goes, no benefit is experienced until the soup is eaten; thus, the consumer played a part in the
creation of the final “product” when the soup was an ingredient in the King Ranch Chicken. Or
suppose your school’s cafeteria made King Ranch Chicken for you to consume; in that case you both

ate a product and consumed a service.

Some people argue that focusing too much on the customer can lead to too little product development or
poor product development. These people believe that customers often have difficulty seeing how an

innovative new technology can create benefits for them. Researchers and entrepreneurs frequently make
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many discoveries and then products are created as a result of those discoveries. 3M’s Post-it Notes are an
example. The adhesive that made it possible for Post-it Notes to stick and restick was created by a 3M

scientist who was actually in the process of trying to make something else. Post-it Notes came later.

Product Levels and Product Lines

A product’s technology platform is the core technology on which it is built. Take for example, the iPod,
which is based on MP3 technology. In many cases, the development of a new offering is to take a
technology platform and rebundle its benefits in order to create a different version of an already-existing
offering. For example, in addition to the iPod Classic, Apple offers the Shuffle and the Nano. Both are

based on the same core technology.

In some instances, a new offering is based on a technology platform originally designed to solve different
problems. For example, a number of products originally were designed to solve the problems facing
NASA's space-traveling astronauts. Later, that technology was used to develop new types of offerings.
EQyss’s Micro Tek pet spray, which stops pets from scratching and biting themselves, is an example. The
spray contains a trademarked formula developed by NASA to decontaminate astronauts after they return

from space.

Figure 6.7
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The formula in EQyss’s Micro Tek pet grooming spray was originally developed by NASA to decontaminate astronauts
after they return from space.

Source: Photo by Amy Ray, used with permission.

A technology platform isn’t limited to tangible products. Knowledge can be a type of technology platform
in a pure services environment. For example, the “bioesthetic” treatment model was developed to help
people who suffer from TMJ, a jaw disorder that makes chewing painful. A dentist can be trained on the
bioesthetic technology platform and then provide services based on it. There are, however, other ways to

treat TMJ that involve other platforms, or bases of knowledge and procedures, such as surgery.

Few firms survive by selling only one product. Most firms sell several offerings designed to work together
to satisfy a broad range of customers’ needs and desires. A product line is group of related offerings.
Product lines are created to make marketing strategies more efficient. Campbell’s condensed soups, for
example, are basic soups sold in cans with red labels. But Campbell’s Chunky is a ready-to-eat soup sold
in cans that are labeled differently. Most consumers expect there to be differences between Campbell’s

red-label chicken soup and Chunky chicken soup, even though they are both made by the same company.

A product line can be broad, as in the case of Campbell’s condensed soup line, which consists of several
dozen different flavors. Or, a product line can be narrow, as in the case of Apple’s iPod line, which consists
of only a few different MP3 devices. How many offerings there are in a single product line—that is,
whether the product line is broad or narrow—is called line depth. When new but similar products are
added to the product line, it is called a line extension. If Apple introduces a new MP3 player to the iPod
family, that would be a line extension. Companies can also offer many different product

lines. Line breadth (or width) is a function of how many different, or distinct, product lines a company
has. For example, Campbell’s has a Chunky soup line, condensed soup line, Kids’ soup line, Lower Sodium
soup line, and a number of nonsoup lines like Pace Picante sauces, Prego Italian sauces, and crackers. The

entire assortment of products that a firm offers is called the product mix.
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As Figure 6.8 "Product Levels" shows, there are four offering levels. Consider the iPod Shuffle. There is (1)
the basic offering (the device itself), (2) the offering’s technology platform (the MP3 format or storage
system used by the Shuffle), (3) the product line to which the Shuffle belongs (Apple’s iPod line of MP3
music players), and (4) the product category to which the offering belongs (MP3 players as opposed to

iPhones, for example).

Figure 6.8 Product Levels

Product Category
{music players versus
mobile phones)

Product Line
(iPod line)

Technology Platform

(MP3 format)

Product
(Shuffle)

So how does a technology platform become a new product or service or line of new products and services?
In Chapter 7 "Developing and Managing Offerings"”, we will take a closer look at how companies design

and develop new offerings.

KEY TAKEAWAY

Companies market offerings composed of a combination of tangible and intangible characteristics for certain
prices. During the Industrial Revolution, firms focused primarily on products and not so much on customers.
The service-dominant perspective to marketing integrates three different dimensions of an offering—not only

the product but also its price and the services associated with it. This perspective helps marketers think more

Saylor URL: http://www.saylor.org/books Saylor.org
190



http://creativecommons.org/licenses/by-nc-sa/3.0/
http://www.saylor.org/books

like their customers, which helps firms add value to their offerings. An offering is based on a technology
platform, which can be used to create a product line. A product line is a group of similar offerings. A product
line can be deep (many offerings of a similar type) and/or broad (offerings that are very different from one
another and cover a wide range of customers’ needs). The entire assortment of products that a company

offers is called the product mix.

REVIEW QUESTIONS

1. How do the product-dominant and service-dominant approaches to marketing differ?
2. Do “product-dominant” and “product-oriented” mean the same thing?

3. What is the difference between a technology platform and a product line?

4. Does a product line have to be built on one technology platform?

5. What is the difference between product depth and product breadth?

6.2 Types of Consumer Offerings

LEARNING OBJECTIVES

1. Define the various types of offerings marketed to individual consumers.

2. Explain why a single offering might be marketed differently to different types of consumers.
Products and services can be categorized in a number of ways. We will use these categories
throughout the book because they are the most commonly referred to categories by marketers and
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because there are marketing implications for each. Consumer offerings fall into four general

categories:

1. Convenience offerings
2. Shopping offerings
3. Specialty offerings

4. Unsought offerings

In this section, we will discuss each of these categories. Keep in mind that the categories are not a
function of the characteristic of the offerings themselves. Rather, they are a function of how
consumers want to purchase them, which can vary from consumer to consumer. What one consumer

considers a shopping good might be a convenience good to another consumer.

Convenience Offerings

Convenience offerings are products and services consumers generally don’t want to put much effort
into shopping for because they see little difference between competing brands. For many consumers,
bread is a convenience offering. A consumer might choose the store in which to buy the bread but be
willing to buy whatever brand of bread the store has available. Marketing convenience items is often

limited to simply trying to get the product in as many places as possible where a purchase could occur.

Figure 6.9

The Life Savers Candy Company was formed in 1913. Its primary sales strategy was to create an impulse to buy Life
Savers by encouraging retailers and restaurants to place them next to their cash registers and include a nickel—the
purchase price of a roll of Life Savers—in the customer’s change.

Source: Wikimedia Commons.
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Closely related to convenience offerings are impulse offerings, or items purchased without any
planning. The classic example is Life Savers, originally manufactured by the Life Savers Candy Company,
beginning in 1913. The company encouraged retailers and restaurants to display the candy next to their
cash registers and to always give customers a nickel back as part of their change so as to encourage them

to buy one additional item—a roll of Life Savers, of course!

Shopping Offerings

A shopping offering is one for which the consumer will make an effort to compare and select a brand.
Consumers believe there are differences between shopping offerings and want to find the right one or the
best price. Buyers might visit multiple retail locations or spend a considerable amount of time visiting

Web sites and reading reviews about the product, such as the reviews found in Consumer Reports.

Figure 6.10

I

I Fresh Mint §

If your favorite toothpaste is Crest's Whitening Fresh Mint, you might change stores if you don’t find it on the shelves of
your regular store.

Source: Wikimedia Commons.

Consumers often care about brand names when they’re deciding on shopping goods. If a store is out of a
particular brand, then another brand might not do. For example, if you prefer Crest Whitening
Expressions toothpaste and the store you're shopping at is out if it, you might put off buying the
toothpaste until your next trip to the store. Or, you might go to a different store or buy a small tube of

some other toothpaste until you can get what you want. Note that even something as simple as toothpaste
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can become a shopping good for someone very interested in her dental health—perhaps after she’s read
online product reviews or consulted with her dentist. That's why companies like Procter & Gamble, the
maker of Crest, work hard to influence not only consumers but also people like dentists who influence the

sale of their products.

Specialty Offerings

Specialty offerings are highly differentiated offerings, and the brands under which they are marketed
are very different across companies, too. For example, an Orange County Chopper or Iron Horse
motorcycle is likely to be far different feature-wise than a Kawasaki or Suzuki motorcycle. Typically,
specialty items are available only through limited channels. For example, exotic perfumes available only
in exclusive outlets are considered specialty offerings. Specialty offerings are purchased less frequently

than convenience offerings. Therefore, the profit margin on them tends to be greater.

Figure 6.11

Specialty offerings, such as this custom-made motorcycle, are highly differentiated. People will go
to greater lengths to shop for these items and are willing to pay more for them.

Source: Wikimedia Commons.
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Marketing specialty goods requires building brand name recognition in the minds of consumers and
educating them about your product’s key differences. This is critical. For fashion goods, the only point of
difference may be the logo on the product (for example, an Izod versus a Polo label). Even so, marketers
spend a great deal of money and effort to try to get consumers to perceive these products differently than

their competitors’.

Unsought Offerings

Unsought offerings are those that buyers do not generally want to have to shop for until they need
them. Towing services and funeral services are generally considered unsought offerings. Marketing
unsought items is difficult. Some organizations try to presell the offering, such as preneed sales in the
funeral industry or towing insurance in the auto industry. Other companies, such as insurance companies,
try to create a strong awareness among consumers so that when the need arises for these products,

consumers think of their organizations first.

KEY TAKEAWAY

Convenience offerings, shopping offerings, specialty offerings, and unsought offerings are the major types of
consumer offerings. Convenience offerings often include life’s necessities (bread, milk, fuel, and so forth), for
which there is little difference across brands. Shopping goods do vary, and many consumers develop strong
preferences for some brands versus others. Specialty goods are even more exclusive. Unsought goods are a

challenge for marketers because customers do not want to have to shop for them until they need them.

REVIEW QUESTIONS

1. What are the four types of consumer offerings? How do they differ from one another?
2. Is it possible for cemetery plots or caskets to be a shopping good or a specialty good? Or are they always

unsought goods?
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6.3 Types of Business-to-Business (B2B) Offerings

LEARNING OBJECTIVES

1. Define the various types of offerings marketed to businesses.

2. ldentify some of the differences with regard to how the various types of business offerings are marketed.

Just like there are different types of consumer offerings, there are different types of business-to-
business (B2B) offerings as well. But unlike consumer offerings, which are categorized by how
consumers shop, B2B offerings are categorized by how they are used. The primary categories of B2B
offerings are

e capital equipment offerings,

e raw materials offerings,

e original equipment manufacturer (OEM) offerings,

e maintenance, repair, and operations (MRO) offerings,

o facilitating offerings.

Capital Equipment Offerings

A capital equipment offering is any equipment purchased and used for more than one year and
depreciated over its useful life. Machinery used in a manufacturing facility, for example, would be
considered capital equipment. Professionals who market capital equipment often have to direct their
communications to many people within the firms to which they are selling because the buying decisions
related to the products can be rather complex and involve many departments. From a marketing

standpoint, deciding who should get what messages and how to influence the sale can be very challenging.
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Raw Materials Offerings

Raw materials offerings are materials firms offer other firms so they can make a product or provide a
service. Raw materials offerings are processed only to the point required to economically distribute them.
Lumber is generally considered a raw material, as is iron, nickel, copper, and other ores. If iron is turned
into sheets of steel, it is called a manufactured material because it has been processed into a finished
good but is not a stand-alone product; it still has to be incorporated into something else to be usable. Both

raw and manufactured materials are then used in the manufacture of other offerings.

Raw materials are often thought of as commodities, meaning that there is little difference among them.
Consequently, the competition to sell them is based on price and availability. Natuzzi is an Italian
company that makes leather furniture. The wood Natuzzi buys to make its sofas is a commodity. By
contrast, the leather the company uses is graded, meaning each piece of leather is rated based on quality.
To some extent, the leather is still a commodity, because once a firm decides to buy a certain grade of

leather, every company’s leather within that grade is virtually the same.

OEM Offerings or Components

An original equipment manufacturer (OEM) is a manufacturer or assembler of a final product. An
OEM purchases raw materials, manufactured materials, and component parts and puts them together to
make a final product. OEM offerings or components, like an on/off switch, are components, or parts,
sold by one manufacturer to another that get built into a final product without further modification. If you
look at that picture of the Natuzzi couch, you may notice that it sits on metal feet. The metal feet are
probably made by a manufacturer other than Natuzzi, making the feet an OEM component. Dell’s hard
drives installed in computer kiosks like the self-service kiosks in airports that print your boarding passes

are another example of OEM components.

MRO Offerings

Maintenance, repair, and operations (MRO) offerings refer to products and services used to keep a
company functioning. Janitorial supplies are MRO offerings as is hardware used to repair any part of a

building or equipment. MRO items are often sold by distributors. However, you can buy many of the same
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products at a retail store. For example, you can buy nuts and bolts at a hardware store. A business buyer
of nuts and bolts, however, will also need repair items that you don’t, such as very strong solder used to
weld metal. For convenience sake, the buyer would prefer to purchase multiple products from one vendor
rather than driving all over town to buy them. So the distributor sends a salesperson to see the buyer.
Most distributors of MRO items sell thousands of products, set up online purchasing Web sites for their

customers, and provide a number of other services to make life easier for them.

Facilitating Offerings

Facilitating offerings include products and services that support a company’s operations but are
not part of the final product it sells. Marketing research services, banking and transportation
services, copiers and computers, and other similar products and services fall into this category.
Facilitating offerings might not be central to the buyer’s business, at least not the way component
parts and raw materials are. Yet to the person who is making the buying decision, these offerings can
be very important. If you are a marketing manager who is selecting a vendor for marketing research
or choosing an advertising agency, your choice could be critical to your own personal success. For
this reason, many companies that supply facilitating offerings try to build strong relationships with

their clients.

KEY TAKEAWAY

Business buyers purchase various types of offerings to make their own offerings. Some of the types of
products they use are raw materials, manufactured materials, and component parts and assembilies, all of
which can become part of an offering. MRO (maintenance, repair, and operations) offerings are those that
keep a company’s depreciable assets in working order. Facilitating offerings are products and services a

company purchases to support its operations but are not part of the firm’s final product.

REVIEW QUESTIONS
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1. What types of offerings do businesses buy? How do the offerings differ in terms of how they are marketed?
2. As you learned early in the chapter, consumer offering can belong to different categories depending on

how the buyer wants to purchase them. Is the same true for business offerings?

6.4 Branding, Labeling, and Packaging

LEARNING OBJECTIVES

1. Understand the branding decisions firms make when they’re developing new products.

2. |dentify the various levels of packaging for new products.

What comes to mind when someone says Coke or Nike or Microsoft? According

to BusinessWeek magazine, the Coca-Cola brand is the strongest brand in the world. However, a
global study of consumers sponsored by Reuters found that Apple has the best brand. What is a
“brand” and what do these studies mean when they report that one brand is the strongest or the

best?

Branding

We have mentioned brands periodically throughout this chapter. But what is a brand? A brand is a name,
picture, design, or symbol, or combination of those items, used by a seller to identify its offerings and to
differentiate them from competitors’ offerings. Branding is the set of activities designed to create a
brand and position it in the minds of consumers. Did you know that The Beatles started a recording studio
called Apple? When Apple Computer (the iPod company) was formed, Apple Corp., Ltd. (the Beatles’
recording studio), sued Apple Computer because two companies with the same name can create confusion
among consumers. This wasn’t much of a problem when Apple was only selling computers, but following
the release of the iPod and launch of Apple’s iTunes program, a case could be made that the companies’
offerings are similar enough for consumers to confuse the two companies and their products. In fact, it
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wasn't until very recently that the lawsuit over the name was settled, some thirty years after the initial
lawsuit was filed. Nonetheless, the situation signifies how important brand names are to the companies
that own them.

A successful branding strategy is one that accomplishes what Coke and Apple have done—it creates
consumer recognition of what the brand (signified by its name, picture, design, symbol, and so forth)
means. Consequently, when marketing professionals are considering whether a potential new offering fits
a company’s image, they are very concerned about whether the offering supports the organization’s brand

and position in the mind of the consumer.

A brand name, like Apple, is the spoken part of a brand’s identity. A brand mark is the symbol, such
as Coke’s wave or Apple Computer’s multicolor apple (not to be confused with Apple Records’ green
apple), associated with a brand. Brand names and brand marks are important to companies because
consumers use them to make choices. That’s why it was important to sort out the Apple brand. Each
company wanted to make sure that consumers were getting what they wanted and would know what each

brand meant.

An important decision companies must make is under which brand a new offering will be marketed. For
example, Black & Decker makes power tools for consumers under its Black & Decker brand, while tools
for more serious do-it-yourselfers and professionals are under its Dewalt brand. If Black & Decker decided
to add to its Dewalt line new products such as coolers, portable radios, CD players, and other accessories
construction professionals might find useful at a job site, the company would be creating a brand
extension. A brand extension involves utilizing an existing brand name or brand mark for a new

product category.

Why would Black & Decker add these accessories to the Dewalt line? If the company did, it would be
because Dewalt already has a good reputation for high quality, long-lasting durability, and performance
among construction professionals. These same professionals would trust the Dewalt brand to deliver.

How a company like Black & Decker goes about building this trust is the subject of later chapters. For

Saylor URL: http://www.saylor.org/books Saylor.org
200



http://creativecommons.org/licenses/by-nc-sa/3.0/
http://www.saylor.org/books

now, let’s consider whether it is better for a company to market a new product via a brand extension or

create an entirely new brand for the product.

One thing firms have to consider when they’re branding a new offering is the degree of cannibalization
that can occur across products. Cannibalization occurs when a firm’s new offering eats into the sales of
one of its older offerings. (Ideally, when you sell a new product, you hope that all of its sales come from
your competitors’ buyers or buyers that are new to the market.) A completely new offering will not result
in cannibalization, whereas a line extension likely will. A brand extension will also result in some
cannibalization if you sell similar products under another brand. For example, if Black & Decker already
had an existing line of coolers, portable radios, and CD players when the Dewalt line of them was

launched, the new Dewalt offerings might cannibalize some of the Black & Decker offerings.

Some marketers argue that cannibalization can be a good thing because it is a sign that a company is
developing new and better offerings. These people believe that if you don’t cannibalize your own line, then

your competitors will.

Packaging Decisions

Another set of questions to consider involves the packaging on which a brand’s marks and name will be
prominently displayed. Sometimes the package itself is part of the brand. For example, the curvaceous
shape of Coca-Cola’s Coke bottle is a registered trademark. If you decide to market your beverage in a

similar-shaped bottle, Coca-Cola’s attorneys will have grounds to sue you.

Figure 6.14
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Sometimes the package itself is part of a licensed brand. Coke’s curvaceous bottle is an example.

Source: Wikimedia Commons.

Packaging has to fulfill a number of important functions, including
e communicating the brand and its benefits;
e protecting the product from damage and contamination during shipment, as well as damage and
tampering once it's in retail outlets;
e preventing leakage of the contents;

e presenting government-required warning and information labels.

Sometimes packaging can fulfill other functions, such as serving as part of an in-store display designed to

promote the offering.

Primary packaging holds a single retail unit of a product. For example, a bottle of Coke, a bag of
M&Ms, or a ream of printer paper (five hundred sheets) are all examples of primary packages. Primary
packaging can be used to protect and promote products and get the attention of consumers. Primary
packaging can also be used to demonstrate the proper use of an offering, provide instructions on how to
assemble the product, or any other needed information. If warning or nutrition labels are required, they
must be on the primary packaging. Primary packaging can be bundled together as well. Consumers can

buy bottles of Coke sold in six-packs or cans of Coke in twelve-packs, for example.
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Secondary packaging holds a single wholesale unit of a product. A case of M&M bags is an
example, as are cartons of reams of paper. Secondary packaging is designed more for retailers than
consumers. It does not have to carry warning or nutrition labels but is still likely to have brand marks

and labels. Secondary packaging further protects the individual products during shipping.

Tertiary packaging is packaging designed specifically for shipping and efficiently handling large
quantities. When a Coca-Cola bottler ships cases of Cokes to a grocery store, they are stacked on
pallets (wooden platforms) and then wrapped in plastic. Pallets can be easily moved by a forklift

truck and can even be moved within the grocery store by a small forklift.

A product’s packaging can benefit the customer beyond just protecting the offering while it's being
shipped. No-spill caps, for example, can make it easier for you to use your laundry detergent or
prevent spills when you’re adding oil to your car’s engine. And, as we have noted, secondary
packaging (and also tertiary packaging) can serve as part of an in-store display, thereby adding value

for your retailers.

KEY TAKEAWAY

A brand is a name, picture, design, or symbol, or combination of those items, used by a seller to identify its
offerings and differentiate them from competitors’ offerings. Branding is the set of activities designed to
create a brand and position it relative to competing brands in the minds of consumers. An important decision
companies must make is under which brand a new offering will be marketed. A brand extension involves
utilizing an existing brand name or brand mark for a new product or category (line) of products.
Cannibalization occurs when a company’s new offering eats into the sales of one of its older offerings. It is
something to be avoided in most cases, but it can also be a sign of progress because it means a company is
developing new and better products. Packaging protects products from damage, contamination, leakage, and

tampering, but it is also used to communicate the brand and its benefits, product warnings, and proper use.

REVIEW QUESTIONS
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1. How do brands help companies market their products?
2. What is the purpose of a brand extension?

3. Name the basic types of packaging used in marketing.

6.5 Managing the Offering

LEARNING OBJECTIVES

1. Understand the people involved in creating and managing offerings.

2. Recognize the differences in organizing product marketing for consumer versus B2B companies.

Managing all of a company’s offerings presents a number of challenges. Depending on the size of the

company and the breadth of the company’s offerings, several positions may be needed.

A brand manager is one such position. A brand manager is the person responsible for all business
decisions regarding offerings within one brand. By business decisions, we mean making decisions
that affect profit and loss, which include such decisions as which offerings to include in the brand,
how to position the brand in the market, pricing options, and so forth. Indeed, a brand manager is

often charged with running the brand as if it were its own separate business.

A brand manager is much more likely to be found in consumer marketing companies. Typically, B2B
companies do not have multiple brands so the position is not common in the B2B environment.
What you often find in a B2B company is a product manager, someone with business responsibility
for a particular product or product line. Like the brand manager, the product manager must make
many business decisions, such as which offerings to include, advertising selection, and so on.
Companies with brand managers include Microsoft, Procter & Gamble, SC Johnson, Kraft, Target,
General Mills, and ConAgra Foods. Product managers are found at Xerox, IBM, Konica-Minolta
Business Solutions, Rockwell International, and many others.
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The University of Georgia was the first to launch a graduate program in brand management, but the
only major program now being taught in the United States is at the University of Wisconsin. The
program is managed through the university’s Center for Brand and Product Management. Most
brand managers simply have an undergraduate degree in marketing, but it helps to have a strong
background in either finance or accounting because of the profitability and volume decisions brand
managers have to make. In the United Kingdom, a number of school have undergraduate degree

programs specializing in brand management, as does Seneca College in Toronto, Canada.

In some companies, a category manager has responsibility for business decisions within a broad
grouping of offerings. For example, a category manager at SC Johnson may have all home cleaning
products, which would mean that brands such as Pledge, Vanish, Drano, Fantastik, Windex,
Scrubbing Bubbles, and Shout would be that person’s responsibility. Each of those brands may be

managed by brand manager who then reports directly to the category manager.

At the retail level, a category manager at each store is responsible for more than just one
manufacturer’s products. The home cleaning category manager would have responsibility for
offerings from SC Johnson, as well as Procter & Gamble, Colgate-Palmolive, and many other

producers.

Another option is to create a market manager, who is responsible for business decisions within a
market. In this case, a market can be defined as a geographic market or region; a market segment,
such as a type of business; or a channel of distribution. For example, SC Johnson could have regional
insect control managers. Regional market managers would make sense for insect control because
weather has an influence on which bugs are pests at any given time. For example, a southern regional
manager would want more inventory of the repellent Off! in March because it is already warm and
the mosquitoes are already breeding and biting in the southern United States.

In B2B markets, a market manager is more likely to be given responsibility for a particular market
segment, such as all hospital health care professionals or doctor’s offices. All customers such as these

(retail, wholesale, and so forth) in a particular industry compose what's called a vertical market,
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and the managers of these markets are called vertical market managers. B2B companies organize

in this way because

e buying needs and processes are likely to be similar within an industry,
e channels of communication are likely to be the same within an industry but different across

industries.

Because magazines, Web sites, and trade shows are organized to serve specific industries or even
specific positions within industries, B2B marketers find vertical market structures for marketing

departments to be more efficient than organizing by geography.

Market managers sometimes report to brand managers or are a part of their firms’ sales
organizations and report to sales executives. Market managers are less likely to have as much
flexibility in terms of pricing and product decisions and have no control over the communication
content of marketing campaigns or marketing strategies. These managers are more likely to be
tasked with implementing a product or brand manager’s strategy and be responsible for their
markets. Some companies have market managers but no brand managers. Instead, marketing vice

presidents or other executives are responsible for the brands.

KEY TAKEAWAY

Brand managers decide what products are to be marketed and how. Other important positions include
category managers, market managers, and vertical market managers. Category managers are found in
consumer markets, usually in retail. Market managers can be found in both consumer markets and B2B
markets. However, vertical market managers are found only in B2B markets. Some companies have market
managers but no brand managers. Instead, a vice president of marketing or other executive is responsible for

the brands.

REVIEW QUESTIONS
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1. What is a brand manager?
2. How do brand managers differ from category managers?
3. What is a market manager?

4. Which type of manager has the most marketing responsibility?

6.6 Discussion Questions and Activities

DISCUSSION QUESTIONS

1. How is marketing capital equipment different from marketing MRO offerings?

2. What are the marketing implications for your company if buyers stop viewing your primary offering as a
shopping good and begin considering it a convenience good? How would you respond to the change?

3. Can you market unsought goods? If so, how?

4. How does packaging add value for consumers and retailers?

ACTIVITIES

1. Identify three television commercials designed to persuade buyers to view the products being advertised as
shopping items rather than convenience items. What is similar about the strategies employed in the
commercials? Do you think the commercials are successful? Why or why not?

2. |dentify a product for which packaging adds value and describe how that value is added for the consumer.
Identify a second brand for which the organization uses primary packaging to distinguish the brand at the
point of purchase, and describe how the package contributes to the branding. Do not use brands used as

examples in the chapter. Finally, identify a pure service brand and describe how that service is “packaged.”
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3. Coach has successfully reinvented and expanded its brand to appeal to new markets in previously untapped
categories. Explain how the company has used a brand extension strategy and provide specific examples.

(Hint: Coach partnered with Lexus.)

Chapter 7
Developing and Managing Offerings

Having something that customers want to buy is important to any company. Most companies are started
by people who get an idea about how to make something better. Hewlett-Packard, for example, began in
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1939 in a garage (now a California Historic Landmark) when two young engineers, Bill Hewlett and Dave
Packard, thought they had a better idea for designing and making a precision audio oscillator, which is an
electronic device that tests sound. Their product was so much more precise than competitors’ products
that it was manufactured and sold around the world for over thirty years. In fact, it is probably one of the
longest-selling electronic devices ever. It also sold for just $54, whereas competing products sold for over
$200. Hewlett-Packard, now more commonly known as HP, has not been located in a little garage for
many years. Yet the company’s ability to grow by successfully designing and marketing new offerings
continues.

Figure 7.1

Hewlett-Packard was founded in this California garage, which is now a national landmark.

Source: Wikimedia Commons.

Developing new offerings is a constant process in most companies. In some instances, a company starts
with a price and then develops products and services to fit that price. IKEA is an example of a company
that does this. IKEA looks at the various prices consumers want to pay for home furnishings and then
works backward to design products that match those prices (using a demand backward pricing strategy is
discussed in Chapter 15 "Price, the Only Revenue Generator"). In other situations, the goal is simply to
develop a better product that adds value to existing products, and the price comes later. Hewlett-

Packard’s audio oscillator is an example of this type of product.

Keep in mind that a “new” product can be a “new and improved” product, such as laundry detergent; an

addition to a product or service line, such as Marriott adding the Courtyard by Marriott and the Fairfield
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Inn (see Chapter 6 "Creating Offerings™) or Capri Sun adding new flavors; a repositioned product or
company, such as Hyundai Motor Company trying to change the perceptions of Hyundai automobiles
from being inexpensive to being “an overachieving, underappreciated brand that smart people are
discovering™; ™ or a totally new innovation, such as the mobile phone. What is new for one company may

not be new to another. For example, one hotel may already have budget properties, but when a luxury

hotel adds a budget property, that property is c