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Marketing in the
Twenty-First
century

We will address the following questions:

B What are the tasks of marketing?
B What are the major concepts and tools of marketing?
B What orientations do companies exhibit in the marketplace?

B How are companies and marketers responding to the new challenges?

hange is occurring at an accelerating rate; today is not like yesterday, and tomor-

row will be different from today. Continuing today’s strategy is risky; so is turning
to a new strategy. Therefore, tomorrow’s successful companies will have to heed three
certainties:

»  Global forces will continue to affect everyone’s business and personal life.
»  Technology will continue to advance and amaze us.

»  There will be a continuing push toward deregulation of the economic sector.

These three developments—globalization, technological advances, and deregula-
tion—spell endless opportunities. But what is marketing and what does it have to do
with these issues?

Marketing deals with identifying and meeting human and social needs. One of
the shortest definitions of marketing is “meeting needs profitably.” Whether the mar-
keter is Procter & Gamble, which notices that people feel overweight and want tasty
but less fatty food and invents Olestra; or CarMax, which notes that people want more
certainty when they buy a used automobile and invents a new system for selling used
cars; or IKEA, which notices that people want good furniture at a substantially lower
price and creates knock-down furniture—all illustrate a drive to turn a private or social
need into a profitable business opportunity through marketing.

MARKETING TASKS

A recent book, Radical Marketing, praises companies such as Harley-Davidson for suc-
ceeding by breaking all of the rules of marketing.! Instead of commissioning expensive
marketing research, spending huge sums on advertising, and operating large market-
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ing departments, these companies stretch their limited resources, live close to their cus-
tomers, and create more satisfying solutions to customers’ needs. They form buyers
clubs, use creative public relations, and focus on delivering quality products to win
long-term customer loyalty. It seems that not all marketing must follow the P&G model.

In fact, we can distinguish three stages through which marketing practice might
pass:

1. Entrepreneurial marketing: Most companies are started by individuals who visualize an
opportunity and knock on every door to gain attention. Jim Koch, founder of Boston
Beer Company, whose Samuel Adams beer has become a top-selling “craft” beer,
started out in 1984 carrying bottles of Samuel Adams from bar to bar to persuade bar-
tenders to carry it. For 10 years, he sold his beer through direct selling and grassroots
public relations. Today his business pulls in nearly $200 million, making it the leader
in the U.S. craft beer market.?

2. Formulated marketing: As small companies achieve success, they inevitably move toward
more formulated marketing. Boston Beer recently began a $15 million television
advertising campaign. The company now employs more that 175 salespeople and has
a marketing department that carries on market research, adopting some of the tools
used in professionally run marketing companies.

3. Intrepreneurial marketing: Many large companies get stuck in formulated marketing,
poring over the latest ratings, scanning research reports, trying to fine-tune dealer
relations and advertising messages. These companies lack the creativity and passion
of the guerrilla marketers in the entrepreneurial stage.? Their brand and product
managers need to start living with their customers and visualizing new ways to add
value to their customers’ lives.

The bottom line is that effective marketing can take many forms. Although it is
easier to learn the formulated side (which will occupy most of our attention in this
book), we will also see how creativity and passion can be used by today’s and tomor-
row’s marketing managers.

The Scope of Marketing
Marketing people are involved in marketing 10 types of entities: goods, services, expe-
riences, events, persons, places, properties, organizations, information, and ideas.

Goods. Physical goods constitute the bulk of most countries’ production and
marketing effort. The United States produces and markets billions of physical
goods, from eggs to steel to hair dryers. In developing nations, goods—
particularly food, commodities, clothing, and housing—are the mainstay of the
economy.

Services. As economies advance, a growing proportion of their activities are
focused on the production of services. The U.S. economy today consists of a
70-30 services-to-goods mix. Services include airlines, hotels, and maintenance
and repair people, as well as professionals such as accountants, lawyers,
engineers, and doctors. Many market offerings consist of a variable mix of
goods and services.

Experiences. By orchestrating several services and goods, one can create, stage,
and market experiences. Walt Disney World’s Magic Kingdom is an experience;
so is the Hard Rock Cafe.

Events. Marketers promote time-based events, such as the Olympics, trade
shows, sports events, and artistic performances.
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Persons. Celebrity marketing has become a major business. Artists, musicians,
CEOs, physicians, high-profile lawyers and financiers, and other professionals
draw help from celebrity marketers.*

Places. Cities, states, regions, and nations compete to attract tourists, factories,
company headquarters, and new residents.’ Place marketers include economic
development specialists, real estate agents, commercial banks, local business
associations, and advertising and public relations agencies.

Properties. Properties are intangible rights of ownership of either real property
(real estate) or financial property (stocks and bonds). Properties are bought
and sold, and this occasions a marketing effort by real estate agents (for real
estate) and investment companies and banks (for securities).

Organizations. Organizations actively work to build a strong, favorable image in
the mind of their publics. Philips, the Dutch electronics company, advertises
with the tag line, “Let’s Make Things Better.” The Body Shop and Ben & Jerry’s
also gain attention by promoting social causes. Universities, museums, and
performing arts organizations boost their public images to compete more
successfully for audiences and funds.

Information. The production, packaging, and distribution of information is one
of society’s major industries.® Among the marketers of information are schools
and universities; publishers of encyclopedias, nonfiction books, and specialized
magazines; makers of CDs; and Internet Web sites.

Ideas. Every market offering has a basic idea at its core. In essence, products and
services are platforms for delivering some idea or benefit to satisfy a core need.

A Broadened View of Marketing Tasks

Marketers are skilled in stimulating demand for their products. However, this is too
limited a view of the tasks that marketers perform. Just as production and logistics pro-
fessionals are responsible for supply management, marketers are responsible for
demand management. They may have to manage negative demand (avoidance of a
product), no demand (lack of awareness or interest in a product), latent demand (a
strong need that cannot be satisfied by existing products), declining demand (lower
demand), irregular demand (demand varying by season, day, or hour), full demand (a
satisfying level of demand), overfull demand (more demand than can be handled), or
unwholesome demand (demand for unhealthy or dangerous products). To meet the
organization’s objectives, marketing managers seek to influence the level, timing, and
composition of these various demand states.

The Decisions That Marketers Make

Marketing managers face a host of decisions in handling marketing tasks. These range
from major decisions such as what product features to design into a new product, how
many salespeople to hire, or how much to spend on advertising, to minor decisions
such as the wording or color for new packaging.

Among the questions that marketers ask (and will be addressed in this text) are:
How can we spot and choose the right market segment(s)? How can we differentiate our
offering? How should we respond to customers who press for a lower price? How can we
compete against lower-cost, lower-price rivals? How far can we go in customizing our
offering for each customer? How can we grow our business? How can we build stronger
brands? How can we reduce the cost of customer acquisition and keep customers loyal?
How can we tell which customers are more important? How can we measure the payback
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from marketing communications? How can we improve sales-force productivity? How
can we manage channel conflict? How can we get other departments to be more cus-
tomer-oriented?

Marketing Concepts and Tools

Marketing boasts a rich array of concepts and tools to help marketers address the deci-
sions they must make. We will start by defining marketing and then describing its
major concepts and tools.

Defining Marketing

We can distinguish between a social and a managerial definition for marketing.
According to a social definition, marketing is a societal process by which individuals
and groups obtain what they need and want through creating, offering, and exchang-
ing products and services of value freely with others.

As a managerial definition, marketing has often been described as “the art of
selling products.” But Peter Drucker, a leading management theorist, says that “the
aim of marketing is to make selling superfluous. The aim of marketing is to know and
understand the customer so well that the product or service fits him and sells itself.
Ideally, marketing should result in a customer who is ready to buy.””

The American Marketing Association offers this managerial definition:
Marketing (management) is the process of planning and executing the conception,
pricing, promotion, and distribution of ideas, goods, and services to create exchanges
that satisfy individual and organizational goals.®

Coping with exchange processes—part of this definition—calls for a consider-
able amount of work and skill. We see marketing management as the art and science
of applying core marketing concepts to choose target markets and get, keep, and grow
customers through creating, delivering, and communicating superior customer value.

Core Marketing Concepts
Marketing can be further understood by defining the core concepts applied by mar-
keting managers.

Target Markets and Segmentation

A marketer can rarely satisfy everyone in a market. Not everyone likes the same soft
drink, automobile, college, and movie. Therefore, marketers start with market segmen-
tation. They identify and profile distinct groups of buyers who might prefer or require
varying products and marketing mixes. Market segments can be identified by examin-
ing demographic, psychographic, and behavioral differences among buyers. The firm
then decides which segments present the greatest opportunity—those whose needs
the firm can meet in a superior fashion.

For each chosen target market, the firm develops a market offering. The offering
is positioned in the minds of the target buyers as delivering some central benefit(s).
For example, Volvo develops its cars for the target market of buyers for whom auto-
mobile safety is a major concern. Volvo, therefore, positions its car as the safest a cus-
tomer can buy.

Traditionally, a “market” was a physical place where buyers and sellers gathered
to exchange goods. Now marketers view the sellers as the industry and the buyers as
the market (see Figure 1-1). The sellers send goods and services and communications
(ads, direct mail, e-mail messages) to the market; in return they receive money and
information (attitudes, sales data). The inner loop in the diagram in Figure 1-1 shows
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Communication
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(a collection > (a collection
of sellers) < of buyers)
R Money
Information
Figure I-1 A Simple Marketing System

an exchange of money for goods and services; the outer loop shows an exchange of
information.

A global industry is one in which the strategic positions of competitors in major
geographic or national markets are fundamentally affected by their overall global posi-
tions. Global firms—both large and small—plan, operate, and coordinate their activi-
ties and exchanges on a worldwide basis.

Today we can distinguish between a marketplace and a marketspace. The market-
place is physical, as when one goes shopping in a store; marketspace is digital, as when
one goes shopping on the Internet. E-commerce—business transactions conducted
on-line—has many advantages for both consumers and businesses, including conve-
nience, savings, selection, personalization, and information. For example, on-line
shopping is so convenient that 30 percent of the orders generated by the Web site of
REI, a recreational equipment retailer, is logged from 10 P.M. to 7 A.M., sparing REI the
expense of keeping its stores open late or hiring customer service representatives.
However, the e-commerce marketspace is also bringing pressure from consumers for
lower prices and is threatening intermediaries such as travel agents, stockbrokers,
insurance agents, and traditional retailers. To succeed in the on-line marketspace,
marketers will need to reorganize and redefine themselves.

The metamarket, a concept proposed by Mohan Sawhney, describes a cluster of
complementary products and services that are closely related in the minds of con-
sumers but are spread across a diverse set of industries. The automobile metamarket
consists of automobile manufacturers, new and used car dealers, financing companies,
insurance companies, mechanics, spare parts dealers, service shops, auto magazines,
classified auto ads in newspapers, and auto sites on the Internet. Car buyers can get
involved in many parts of this metamarket. This has created an opportunity for meta-
mediaries to assist buyers to move seamlessly through these groups. One example is
Edmund’s (www.edmunds.com), a Web site where buyers can find prices for different
cars and click to other sites to search for dealers, financing, and accessories.
Metamediaries can serve various metamarkets, such as the home ownership market,
the parenting and baby care market, and the wedding market.”

Marketers and Prospects

Another core concept is the distinction between marketers and prospects. A marketer
is someone who is seeking a response (attention, a purchase, a vote, a donation) from
another party, called the prospect. If two parties are seeking to sell something to each
other, both are marketers.
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Needs, Wants, and Demands

The successful marketer will try to understand the target market’s needs, wants, and
demands. Needs describe basic human requirements such as food, air, water, clothing,
and shelter. People also have strong needs for recreation, education, and entertain-
ment. These needs become wants when they are directed to specific objects that might
satisfy the need. An American needs food but wants a hamburger, French fries, and a
soft drink. A person in Mauritius needs food but wants a mango, rice, lentils, and beans.
Clearly, wants are shaped by one’s society.

Demands are wants for specific products backed by an ability to pay. Many people
want a Mercedes; only a few are able and willing to buy one. Companies must measure
not only how many people want their product, but also how many would actually be
willing and able to buy it.

However, marketers do not create needs: Needs preexist marketers. Marketers,
along with other societal influences, influence wants. Marketers might promote the
idea that a Mercedes would satisfy a person’s need for social status. They do not, how-
ever, create the need for social status.

Product or Offering

People satisfy their needs and wants with products. A product is any offering that can
satisfy a need or want, such as one of the 10 basic offerings of goods, services, experi-
ences, events, persons, places, properties, organizations, information, and ideas.

A brand is an offering from a known source. A brand name such as McDonald’s
carries many associations in the minds of people: hamburgers, fun, children, fast food,
golden arches. These associations make up the brand image. All companies strive to
build a strong, favorable brand image.

Value and Satisfaction
In terms of marketing, the product or offering will be successful if it delivers value and
satisfaction to the target buyer. The buyer chooses between different offerings on the
basis of which is perceived to deliver the most value. We define value as a ratio between
what the customer gets and what he gives. The customer gets benefits and assumes costs,
as shown in this equation:

Benefits Functional benefits + emotional benefits
Costs Monetary costs + time costs + energy costs + psychic costs

Value =

Based on this equation, the marketer can increase the value of the customer offering by
(1) raising benefits, (2) reducing costs, (3) raising benefits and reducing costs, (4) rais-
ing benefits by more than the raise in costs, or (5) lowering benefits by less than the
reduction in costs. A customer choosing between two value offerings, V; and V;, will
examine the ratio V;/ Vo. She will favor V] if the ratio is larger than one; she will favor Vo
if the ratio is smaller than one; and she will be indifferent if the ratio equals one.

Exchange and Transactions
Exchange, the core of marketing, involves obtaining a desired product from someone
by offering something in return. For exchange potential to exist, five conditions must
be satisfied:

1. There are at least two parties.

2. Each party has something that might be of value to the other party.

3. Each party is capable of communication and delivery.
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4. Each party is free to accept or reject the exchange offer.

5. Each party believes it is appropriate or desirable to deal with the other party.

Whether exchange actually takes place depends upon whether the two parties can
agree on terms that will leave them both better off (or at least not worse off) than
before. Exchange is a value-creating process because it normally leaves both parties
better off.

Note that exchange is a process rather than an event. Two parties are engaged in
exchange if they are negotiating—trying to arrive at mutually agreeable terms. When an
agreement is reached, we say that a transaction takes place. A transaction involves at least
two things of value, agreed-upon conditions, a time of agreement, and a place of agree-
ment. Usually a legal system exists to support and enforce compliance among transac-
tors. However, transactions do not require money as one of the traded values. A barter
transaction, for example, involves trading goods or services for other goods or services.

Note also that a transaction differs from a transfer. In a transfer, A gives a gift, a
subsidy, or a charitable contribution to B but receives nothing tangible in return.
Transfer behavior can also be understood through the concept of exchange. Typically,
the transferer expects something in exchange for his or her gift—for example, grati-
tude or seeing changed behavior in the recipient. Professional fund-raisers provide
benefits to donors, such as thank-you notes. Contemporary marketers have broadened
the concept of marketing to include the study of transfer behavior as well as transaction
behavior.

Marketing consists of actions undertaken to elicit desired responses from a tar-
get audience. To effect successful exchanges, marketers analyze what each party
expects from the transaction. Suppose Caterpillar, the world’s largest manufacturer of
earth-moving equipment, researches the benefits that a typical construction company
wants when it buys such equipment. The items shown on the prospect’s want list in
Figure 1-2 are not equally important and may vary from buyer to buyer. One of
Caterpillar’s marketing tasks is to discover the relative importance of these different
wants to the buyer.

As the marketer, Caterpillar also has a want list. If there is a sufficient match or
overlap in the want lists, a basis for a transaction exists. Caterpillar’s task is to formu-
late an offer that motivates the construction company to buy Caterpillar equipment.
The construction company might, in turn, make a counteroffer. This process of nego-
tiation leads to mutually acceptable terms or a decision not to transact.

Relationships and Networks

Transaction marketing is part of a larger idea called relationship marketing.
Relationship marketing aims to build long-term mutually satisfying relations with key par-
ties—customers, suppliers, distributors—in order to earn and retain their long-term
preference and business.!? Effective marketers accomplish this by promising and deliv-
ering high-quality products and services at fair prices to the other parties over time.
Relationship marketing builds strong economic, technical, and social ties among the
parties. It cuts down on transaction costs and time. In the most successful cases, trans-
actions move from being negotiated each time to being a matter of routine.

The ultimate outcome of relationship marketing is the building of a unique com-
pany asset called a marketing network. A marketing network consists of the company and
its supporting stakeholders (customers, employees, suppliers, distributors, university sci-
entists, and others) with whom it has built mutually profitable business relationships.
Increasingly, competition is not between companies but rather between marketing
networks, with the profits going to the company that has the better network.!!

7
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1. High-quality, durable equipment
2. Fair price

3. On-time delivery of equipment
4. Good financing terms
5. Good paris and service

Caterpillar Construction Co.
(marketer) | (prospect)

Caterpillar Want List
1. Good price for equipment
2. On-fime payment
3. Good word of mouth

Figure 1-2 Two-Party Exchange Map Showing Want Lists of Both Parties

Marketing Channels

To reach a target market, the marketer uses three kinds of marketing channels.
Communication channels deliver messages to and receive messages from target buyers.
They include newspapers, magazines, radio, television, mail, telephone, billboards,
posters, fliers, CDs, audiotapes, and the Internet. Beyond these, communications are
conveyed by facial expressions and clothing, the look of retail stores, and many other
media. Marketers are increasingly adding dialogue channels (e-mail and toll-free num-
bers) to counterbalance the more normal monologue channels (such as ads).

The marketer uses distribution channels to display or deliver the physical product
or service(s) to the buyer or user. There are physical distribution channels and service
distribution channels, which include warehouses, transportation vehicles, and various
trade channels such as distributors, wholesalers, and retailers. The marketer also uses
selling channels to effect transactions with potential buyers. Selling channels include
not only the distributors and retailers but also the banks and insurance companies
that facilitate transactions. Marketers clearly face a design problem in choosing the
best mix of communication, distribution, and selling channels for their offerings.

Supply Chain

Whereas marketing channels connect the marketer to the target buyers, the supply chain
describes a longer channel stretching from raw materials to components to final prod-
ucts that are carried to final buyers. For example, the supply chain for women’s purses
starts with hides, tanning operations, cutting operations, manufacturing, and the mar-
keting channels that bring products to customers. This supply chain represents a value
delivery system. Each company captures only a certain percentage of the total value gen-
erated by the supply chain. When a company acquires competitors or moves upstream
or downstream, its aim is to capture a higher percentage of supply chain value.

Competition

Competition, a critical factor in marketing management, includes all of the actual and
potential rival offerings and substitutes that a buyer might consider. Suppose an auto-
mobile company is planning to buy steel for its cars. The car manufacturer can buy
from U.S. Steel or other U.S. or foreign integrated steel mills; can go to a minimill such
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as Nucor to buy steel at a cost savings; can buy aluminum for certain parts of the car to
lighten the car’s weight; or can buy some engineered plastics parts instead of steel.

Clearly U.S. Steel would be thinking too narrowly of competition if it thought
only of other integrated steel companies. In fact, U.S. Steel is more likely to be hurt in
the long run by substitute products than by its immediate steel company rivals. U.S.
Steel also must consider whether to make substitute materials or stick only to those
applications in which steel offers superior performance.

We can broaden the picture by distinguishing four levels of competition, based
on degree of product substitutability:

1. Brand competition: A company sees its competitors as other companies that offer simi-
lar products and services to the same customers at similar prices. Volkswagen might
see its major competitors as Toyota, Honda, and other manufacturers of medium-
price automobiles, rather than Mercedes or Hyundai.

2. Industry competition: A company sees its competitors as all companies that make the
same product or class of products. Thus, Volkswagen would be competing against all
other car manufacturers.

3. Form competition: A company sees its competitors as all companies that manufacture
products that supply the same service. Volkswagen would see itself competing against
manufacturers of all vehicles, such as motorcycles, bicycles, and trucks.

4. Generic compelition: A company sees its competitors as all companies that compete for
the same consumer dollars. Volkswagen would see itself competing with companies
that sell major consumer durables, foreign vacations, and new homes.

Marketing Environment

Competition represents only one force in the environment in which all marketers
operate. The overall marketing environment consists of the task environment and the
broad environment.

The task environment includes the immediate actors involved in producing, dis-
tributing, and promoting the offering, including the company, suppliers, distributors,
dealers, and the target customers. Material suppliers and service suppliers such as mar-
keting research agencies, advertising agencies, Web site designers, banking and insur-
ance companies, and transportation and telecommunications companies are included
in the supplier group. Agents, brokers, manufacturer representatives, and others who
facilitate finding and selling to customers are included with distributors and dealers.

The broad environment consists of six components: demographic environment, eco-
nomic environment, natural environment, technological environment, political-legal environ-
ment, and social-cultural environment. These environments contain forces that can have
a major impact on the actors in the task environment, which is why smart marketers
track environmental trends and changes closely.

Marketing Mix

Marketers use numerous tools to elicit the desired responses from their target markets.
These tools constitute a marketing mix:'?> Marketing mix is the set of marketing tools
that the firm uses to pursue its marketing objectives in the target market. As shown in
Figure 1-3, McCarthy classified these tools into four broad groups that he called the four
Ps of marketing: product, price, place, and promotion.!

Marketing-mix decisions must be made to influence the trade channels as well as
the final consumers. Typically, the firm can change its price, sales-force size, and adver-
tising expenditures in the short run. However, it can develop new products and mod-
ify its distribution channels only in the long run. Thus, the firm typically makes fewer
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Marketing Mix

Product Place
Product variety Channels
Quqlliy Torget market Coverage
Design Assortments
Features Locations
Brand name Inventory
Packaging . . Transport
Sizes Price Promotion
Services List price Sales promotion
Warranties Discounts Advertising
Returns Allowances Sales force

Payment period Public relations

Credit terms Direct marketing

Figure 1-3 The Four P Components of the Marketing Mix

period-to-period marketing-mix changes in the short run than the number of market-
ing-mix decision variables might suggest.

Robert Lauterborn suggested that the sellers’ four Ps correspond to the cus-
tomers’ four Cs.!*

Four Ps Four Cs

Product Customer solution
Price Customer cost
Place Convenience
Promotion Communication

Winning companies are those that meet customer needs economically and conve-
niently and with effective communication.

COMPANY ORIENTATIONS TOWARD THE MARKETPLACE

Marketing management is the conscious effort to achieve desired exchange outcomes
with target markets. But what philosophy should guide a company’s marketing efforts?
What relative weights should be given to the often conflicting interests of the organi-
zation, customers, and society?

For example, one of Dexter Corporation’s most popular products was a prof-
itable grade of paper used in tea bags. Unfortunately, the materials in this paper
accounted for 98 percent of Dexter’s hazardous wastes. So while Dexter’s product was
popular with customers, it was also detrimental to the environment. Dexter assigned
an employee task force to tackle this problem. The task force succeeded, and the com-
pany increased its market share while virtually eliminating hazardous waste.'?
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Clearly, marketing activities should be carried out under a well-thought-out phi-
losophy of efficient, effective, and socially responsible marketing. In fact, there are five
competing concepts under which organizations conduct marketing activities: produc-
tion concept, product concept, selling concept, marketing concept, and societal mar-
keting concept.

The Production Concept

The production concept, one of the oldest in business, holds that consumers prefer
products that are widely available and inexpensive. Managers of production-oriented
businesses concentrate on achieving high production efficiency, low costs, and mass
distribution. This orientation makes sense in developing countries, where consumers
are more interested in obtaining the product than in its features. It is also used when
a company wants to expand the market. Texas Instruments is a leading exponent of
this concept. It concentrates on building production volume and upgrading technol-
ogy in order to bring costs down, leading to lower prices and expansion of the market.
This orientation has also been a key strategy of many Japanese companies.

The Product Concept

Other businesses are guided by the product concept, which holds that consumers
favor those products that offer the most quality, performance, or innovative features.
Managers in these organizations focus on making superior products and improving
them over time, assuming that buyers can appraise quality and performance.

Product-oriented companies often design their products with little or no cus-
tomer input, trusting that their engineers can design exceptional products. A General
Motors executive said years ago: “How can the public know what kind of car they want
until they see what is available?” GM today asks customers what they value in a car and
includes marketing people in the very beginning stages of design.

However, the product concept can lead to marketing myopia.'® Railroad manage-
ment thought that travelers wanted trains rather than transportation and overlooked
the growing competition from airlines, buses, trucks, and automobiles. Colleges,
department stores, and the post office all assume that they are offering the public the
right product and wonder why their sales slip. These organizations too often are look-
ing into a mirror when they should be looking out of the window.

The Selling Concept

The selling concept, another common business orientation, holds that consumers and
businesses, if left alone, will ordinarily not buy enough of the organization’s products.
The organization must, therefore, undertake an aggressive selling and promotion
effort. This concept assumes that consumers must be coaxed into buying, so the com-
pany has a battery of selling and promotion tools to stimulate buying.

The selling concept is practiced most aggressively with unsought goods—goods
that buyers normally do not think of buying, such as insurance and funeral plots. The
selling concept is also practiced in the nonprofit area by fund-raisers, college admis-
sions offices, and political parties.

Most firms practice the selling concept when they have overcapacity. Their aim is
to sell what they make rather than make what the market wants. In modern industrial
economies, productive capacity has been built up to a point where most markets are
buyer markets (the buyers are dominant) and sellers have to scramble for customers.
Prospects are bombarded with sales messages. As a result, the public often identifies
marketing with hard selling and advertising. But marketing based on hard selling carries
high risks. It assumes that customers who are coaxed into buying a product will like it;

11
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and if they don’t, that they won’t bad-mouth it or complain to consumer organizations
and will forget their disappointment and buy it again. These are indefensible assump-
tions. In fact, one study showed that dissatisfied customers may bad-mouth the product
to 10 or more acquaintances; bad news travels fast, something marketers that use hard
selling should bear in mind.!?

The Marketing Concept

The marketing concept, based on central tenets crystallized in the mid-1950s, chal-
lenges the three business orientations we just discussed.!® The marketing concept
holds that the key to achieving organizational goals consists of the company being
more effective than its competitors in creating, delivering, and communicating cus-
tomer value to its chosen target markets.

Theodore Levitt of Harvard drew a perceptive contrast between the selling and mar-
keting concepts: “Selling focuses on the needs of the seller; marketing on the needs of the
buyer. Selling is preoccupied with the seller’s need to convert his product into cash; mar-
keting with the idea of satisfying the needs of the customer by means of the product and
the whole cluster of things associated with creating, delivering and finally consuming it.”1?

The marketing concept rests on four pillars: target market, customer needs, inte-
grated marketing, and profitability. The selling concept takes an inside-out perspective. It
starts with the factory, focuses on existing products, and calls for heavy selling and pro-
moting to produce profitable sales. The marketing concept takes an outside-in per-
spective. It starts with a well-defined market, focuses on customer needs, coordinates
activities that affect customers, and produces profits by satisfying customers.

Target Market

Companies do best when they choose their target market(s) carefully and prepare tai-
lored marketing programs. For example, when cosmetics giant Estee Lauder recognized
the increased buying power of minority groups, its Prescriptives subsidiary launched an
“All Skins” line offering 115 foundation shades for different skin tones. Prescriptives
credits All Skins for a 45 percent sales increase since this product line was launched.

Customer Needs

A company can carefully define its target market yet fail to correctly understand the
customers’ needs. Clearly, understanding customer needs and wants is not always sim-
ple. Some customers have needs of which they are not fully conscious; some cannot
articulate these needs or use words that require some interpretation. We can distin-
guish among five types of needs: (1) stated needs, (2) real needs, (3) unstated needs,
(4) delight needs, and (5) secret needs.

Responding only to the stated need may shortchange the customer. For exam-
ple, if a customer enters a hardware store and asks for a sealant to seal glass window
panes, she is stating a solution, not a need. If the salesperson suggests that tape would
provide a better solution, the customer may appreciate that the salesperson met her
need and not her stated solution.

A distinction needs to be drawn between responsive marketing, anticipative marketing,
and creative marketing. A responsive marketer finds a stated need and fills it, while an
anticipative marketer looks ahead to the needs that customers may have in the near
future. In contrast, a creative marketer discovers and produces solutions that customers
did not ask for, but to which they enthusiastically respond. Sony exemplifies a creative
marketer because it has introduced many successful new products that customers never
asked for or even thought were possible: Walkmans, VCRs, and so on. Sony goes beyond
customer-led marketing: It is a market-driving firm, not just a market-driven firm. Akio
Morita, its founder, proclaimed that he doesn’t serve markets; he creates markets.20



Company Orientations Toward the Marketplace

Why is it supremely important to satisfy the needs of target customers? Because a
company’s sales come from two groups: new customers and repeat customers. One
estimate is that attracting a new customer can cost five times as much as pleasing an
existing one.?! And it might cost 16 times as much to bring the new customer to the
same level of profitability as that of the lost customer. Customer retention is thus more
important than customer attraction.

Integrated Marketing

When all of the company’s departments work together to serve the customers’ inter-
ests, the result is integrated marketing. Integrated marketing takes place on two levels.
First, the various marketing functions—sales force, advertising, customer service,
product management, marketing research—must work together. All of these func-
tions must be coordinated from the customer’s point of view.

Second, marketing must be embraced by the other departments. According to
David Packard of Hewlett-Packard: “Marketing is far too important to be left only to
the marketing department!” Marketing is not a department so much as a company-
wide orientation. Xerox, for example, goes so far as to include in every job description
an explanation of how each job affects the customer. Xerox factory managers know
that visits to the factory can help sell a potential customer if the factory is clean and
efficient. Xerox accountants know that customer attitudes are affected by Xerox’s
billing accuracy.

To foster teamwork among all departments, the company must carry out internal
marketing as well as external marketing. External marketing is marketing directed at
people outside the company. Internal marketingis the task of hiring, training, and moti-
vating able employees who want to serve customers well. In fact, internal marketing
must precede external marketing. It makes no sense to promise excellent service
before the company’s staff is ready to provide it.

Managers who believe the customer is the company’s only true “profit center”
consider the traditional organization chart—a pyramid with the CEO at the top, man-
agement in the middle, and frontline people and customers at the bottom—obsolete.
Master marketing companies invert the chart, putting customers at the top. Next in
importance are the front-line people who meet, serve, and satisfy the customers;
under them are the middle managers, who support the frontline people so they can
serve the customers; and at the base is top management, whose job is to hire and sup-
port good middle managers.

Profitability

The ultimate purpose of the marketing concept is to help organizations achieve their
objectives. In the case of private firms, the major objective is profit; in the case of non-
profit and public organizations, it is surviving and attracting enough funds to perform
useful work. Private firms should aim to achieve profits as a consequence of creating
superior customer value, by satisfying customer needs better than competitors. For
example, Perdue Farms has achieved above-average margins marketing chicken—a
commodity if there ever was one! The company has always aimed to control breeding
and other factors in order to produce tender-tasting chickens for which discriminating
customers will pay more.??

How many companies actually practice the marketing concept? Unfortunately,
too few. Only a handful of companies stand out as master marketers: Procter &
Gamble, Disney, Nordstrom, Wal-Mart, Milliken & Company, McDonald’s, Marriott
Hotels, American Airlines, and several Japanese (Sony, Toyota, Canon) and European
companies (IKEA, Club Med, Nokia, ABB, Marks & Spencer). These companies focus
on the customer and are organized to respond effectively to changing customer
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needs. They all have well-staffed marketing departments, and all of their other depart-
ments—manufacturing, finance, research and development, personnel, purchasing—
accept the customer as king.

Most companies do not embrace the marketing concept until driven to it by cir-
cumstances. Various developments prod them to take the marketing concept to heart,
including sales declines, slow growth, changing buying patterns, more competition,
and higher expenses. Despite the benefits, firms face three hurdles in converting to a
marketing orientation: organized resistance, slow learning, and fast forgetting.

Some company departments (often manufacturing, finance, and research and
development) believe a stronger marketing function threatens their power in the organi-
zation. Resistance is especially strong in industries in which marketing is being introduced
for the first time—for instance, in law offices, colleges, deregulated industries, and gov-
ernment agencies. In spite of the resistance, many companies manage to introduce some
marketing thinking into their organization. Over time, marketing emerges as the major
function. Ultimately, the customer becomes the controlling function, and with that view,
marketing can emerge as the integrative function within the organization.

The Societal Marketing Concept

Some have questioned whether the marketing concept is an appropriate philosophy
in an age of environmental deterioration, resource shortages, explosive population
growth, world hunger and poverty, and neglected social services. Are companies that
successfully satisfy consumer wants necessarily acting in the best, long-run interests of
consumers and society? The marketing concept sidesteps the potential conflicts
among consumer wants, consumer interests, and long-run societal welfare.

Yet some firms and industries are criticized for satisfying consumer wants at soci-
ety’s expense. Such situations call for a new term that enlarges the marketing concept.
We propose calling it the societal marketing concept, which holds that the organiza-
tion’s task is to determine the needs, wants, and interests of target markets and to
deliver the desired satisfactions more effectively and efficiently than competitors in a
way that preserves or enhances the consumer’s and the society’s well-being.

The societal marketing concept calls upon marketers to build social and ethical
considerations into their marketing practices. They must balance and juggle the often
conflicting criteria of company profits, consumer want satisfaction, and public inter-
est. Yet a number of companies have achieved notable sales and profit gains by adopt-
ing and practicing the societal marketing concept.

Some companies practice a form of the societal marketing concept called cause-
related marketing. Pringle and Thompson define this as “activity by which a company
with an image, product, or service to market builds a relationship or partnership with
a ‘cause,” or a number of ‘causes,” for mutual benefit.”?® They see it as affording an
opportunity for companies to enhance their corporate reputation, raise brand aware-
ness, increase customer loyalty, build sales, and increase press coverage. They believe
that customers will increasingly look for demonstrations of good corporate citizen-
ship. Smart companies will respond by adding “higher order” image attributes than
simply rational and emotional benefits. Critics, however, complain that cause-related
marketing might make consumers feel they have fulfilled their philanthropic duties by
buying products instead of donating to causes directly.

HOW BUSINESS AND MARKETING ARE CHANGING

We can say with some confidence that “the marketplace isn’t what it used to be.” It is
changing radically as a result of major forces such as technological advances, global-
ization, and deregulation. These forces have created new behaviors and challenges:



How Business and Marketing are Changing

Customers increasingly expect higher quality and service and some customization.
They perceive fewer real product differences and show less brand loyalty. They can
obtain extensive product information from the Internet and other sources, permitting
them to shop more intelligently. They are showing greater price sensitivity in their
search for value.

Brand manufacturers are facing intense competition from domestic and foreign
brands, which is resulting in rising promotion costs and shrinking profit margins.
They are being further buffeted by powerful retailers who command limited shelf
space and are putting out their own store brands in competition with national brands.

Store-based retailers are suffering from an oversaturation of retailing. Small retail-
ers are succumbing to the growing power of giant retailers and “category killers.”
Store-based retailers are facing growing competition from direct-mail firms; newspa-
per, magazine, and TV direct-to-customer ads; home shopping TV; and the Internet.
As a result, they are experiencing shrinking margins. In response, entrepreneurial
retailers are building entertainment into stores with coffee bars, lectures, demon-
strations, and performances, marketing an “experience” rather than a product
assortment.

Company Responses and Adjustments
Given these changes, companies are doing a lot of soul-searching, and many highly
respected firms are adjusting in a number of ways. Here are some current trends:

»  Reengineering: From focusing on functional departments to reorganizing by key
processes, each managed by multidiscipline teams.

»  Outsourcing: From making everything inside the company to buying more products
from outside if they can be obtained cheaper and better. Virtual companies outsource
everything, so they own very few assets and, therefore, earn extraordinary rates of
return.

»  E-commerce: From attracting customers to stores and having salespeople call on
offices to making virtually all products available on the Internet. Business-to-
business purchasing is growing fast on the Internet, and personal selling can
increasingly be conducted electronically.

»  Benchmarking: From relying on self-improvement to studying world-class performers
and adopting best practices.

»  Alliances: From trying to win alone to forming networks of partner firms.2*

»  Partner—suppliers: From using many suppliers to using fewer but more reliable
suppliers who work closely in a “partnership” relationship with the company.

»  Market-centered: From organizing by products to organizing by market segment.

\

Global and local: From being local to being both global and local.

»  Decentralized: From being managed from the top to encouraging more initiative and
“intrepreneurship” at the local level.

Marketer Responses and Adjustments

As the environment changes and companies adjust, marketers also are rethinking
their philosophies, concepts, and tools. Here are the major marketing themes at the
start of the new millennium:

»  Relationship marketing: From focusing on transactions to building long-term,
profitable customer relationships. Companies focus on their most profitable
customers, products, and channels.
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»  Customer lifetime value: From making a profit on each sale to making profits by
managing customer lifetime value. Some companies offer to deliver a constantly
needed product on a regular basis at a lower price per unit because they will enjoy
the customer’s business for a longer period.

»  Customer share: From a focus on gaining market share to a focus on building customer
share. Companies build customer share by offering a larger variety of goods to their
existing customers and by training employees in cross-selling and up-selling.

»  Target marketing: From selling to everyone to trying to be the best firm serving well-
defined target markets. Target marketing is being facilitated by the proliferation of
special-interest magazines, TV channels, and Internet newsgroups.

»  Individualization: From selling the same offer in the same way to everyone in the
target market to individualizing and customizing messages and offerings.

»  Customer database: From collecting sales data to building a data warehouse of
information about individual customers’ purchases, preferences, demographics,
and profitability. Companies can “data-mine” their proprietary databases to detect
different customer need clusters and make differentiated offerings to each cluster.

»  Integrated marketing communications: From reliance on one communication tool such
as advertising to blending several tools to deliver a consistent brand image to
customers at every brand contact.

»  Channels as partners: From thinking of intermediaries as customers to treating them
as partners in delivering value to final customers.

»  Every employee a marketer: From thinking that marketing is done only by marketing,
sales, and customer support personnel to recognizing that every employee must be
customer-focused.

»  Model-based decision making: From making decisions on intuition or slim data to
basing decisions on models and facts on how the marketplace works.

These major themes will be examined throughout this book to help marketers and com-
panies sail safely through the rough, but promising, waters ahead. Successful companies
will change their marketing as fast as their marketplaces and marketspaces change, so
they can build customer satisfaction, value, and retention, the subject of Chapter 2.

EXECUTIVE SUMMARY

All marketers need to be aware of the effect of globalization, technology, and dereg-
ulation. Rather than try to satisfy everyone, marketers start with market segmenta-
tion and develop a market offering that is positioned in the minds of the target mar-
ket. To satisfy the target market’s needs, wants, and demands, marketers create a
product, one of the 10 types of entities (goods, services, experiences, events, per-
sons, places, properties, organizations, information, and ideas). Marketers must
search hard for the core need they are trying to satisfy, remembering that their prod-
ucts will be successful only if they deliver value (the ratio of benefits and costs) to
customers.

Every marketing exchange requires at least two parties—both with something
valued by the other party, both capable of communication and delivery, both free to
accept or reject the offer, and both finding it appropriate or desirable to deal with the
other. One agreement to exchange constitutes a transaction, part of the larger idea of
relationship marketing. Through relationship marketing, organizations aim to build
enduring, mutually satisfying bonds with customers and other key parties to earn and
retain their long-term business. Reaching out to a target market entails communica-



Notes

tion channels, distribution channels, and selling channels. The supply chain, which
stretches from raw materials to the final products for final buyers, represents a value
delivery system. Marketers can capture more of the supply chain value by acquiring
competitors or expanding upstream or downstream.

In the marketing environment, marketers face brand, industry, form, and
generic competition. The marketing environment can be divided into the task envi-
ronment (the immediate actors in producing, distributing, and promoting the prod-
uct offering) and the broad environment (forces in the demographic, economic, nat-
ural, technological, political-legal, and social-cultural environment). To succeed,
marketers must pay close attention to the trends and developments in these environ-
ments and make timely adjustments to their marketing strategies. Within these envi-
ronments, marketers apply the marketing mix—the set of marketing tools used to pur-
sue marketing objectives in the target market. The marketing mix consists of the four
Ps: product, price, place, and promotion.

Companies can adopt one of five orientations toward the marketplace. The pro-
duction concept assumes that consumers want widely available, affordable products;
the product concept assumes that consumers want products with the most quality, per-
formance, or innovative features; the selling concept assumes that customers will not
buy enough products without an aggressive selling and promotion effort; the market-
ing concept assumes the firm must be better than competitors in creating, delivering,
and communicating customer value to its chosen target markets; and the societal mar-
keting concept assumes that the firm must satisfy customers more effectively and effi-
ciently than competitors while still preserving the consumer’s and the society’s well-
being. Keeping this concept in mind, smart companies will add “higher order” image
attributes to supplement both rational and emotional benefits.

The combination of technology, globalization, and deregulation is influencing
customers, brand manufacturers, and store-based retailers in a variety of ways.
Responding to the changes and new demands brought on by these forces has caused
many companies to make adjustments. In turn, savvy marketers must also alter their
marketing activities, tools, and approaches to keep pace with the changes they will face
today and tomorrow.
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winning Markets
Through Strategic
Planning,
Implementation,
and Control

We will address the following questions:

B How is strategic planning carried out at the corporate, division, and business-unit levels?
B What are the major steps in planning the marketing process?

B How can a company effectively manage the marketing process?

How do companies compete in a global marketplace? One part of the answer is a
commitment to creating and retaining satisfied customers. We can now add a sec-
ond part: Successful companies know how to adapt to a continuously changing mar-
ketplace through strategic planning and careful management of the marketing
process.

In most large companies, corporate headquarters is responsible for designing a
corporate strategic plan to guide the whole enterprise and deciding about resource
allocations as well as starting and eliminating particular businesses. Guided by the cor-
porate strategic plan, each division establishes a division plan for each business unit
within the division; in turn, each business unit develops a business unit strategic plan.
Finally, the managers of each product line and brand within a business unit develop a
marketing plan for achieving their objectives.

However, the development of a marketing plan is not the end of the marketing
process. High-performance firms must hone their expertise in organizing, imple-
menting, and controlling marketing activities as they follow marketing results closely,
diagnose problems, and take corrective action when necessary. In today’s fast-paced
business world, the ability to effectively manage the marketing process—beginning to
end—has become an extremely important competitive advantage.
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CORPORATE AND DIVISION STRATEGIC PLANNING

Marketing plays a critical role in corporate strategic planning within successful com-
panies. Market-oriented strategic planning is the managerial process of developing
and maintaining a viable fit among the organization’s objectives, skills, and resources
and its changing market opportunities. The aim of strategic planning is to shape the
company’s businesses and products so that they yield target profits and growth and
keep the company healthy despite any unexpected threats that may arise.

Strategic planning calls for action in three key areas. The first area is managing a
company’s businesses as an investment portfolio. The second area involves assessing
each business’s strength by considering the market’s growth rate and the company’s
position and fit in that market. And the third area is the development of strategy, a
game plan for achieving long-term objectives. The complete strategic planning, imple-
mentation, and control cycle is shown in Figure 1-4.

Corporate headquarters starts the strategic planning process by preparing state-
ments of mission, policy, strategy, and goals, establishing the framework within which the
divisions and business units will prepare their plans. Some corporations allow their busi-
ness units a great deal of freedom in setting sales and profit goals and strategies. Others
set goals for their business units but let them develop their own strategies. Still others set
the goals and get involved heavily in the individual business unit strategies.! Regardless
of the degree of involvement, all strategic plans are based on the corporate mission.

Defining the Corporate Mission
An organization exists to accomplish something: to make cars, lend money, provide a
night’s lodging, and so on. Its specific mission or purpose is usually clear when the busi-
ness starts. Over time, however, the mission may lose its relevance because of changed mar-
ket conditions or may become unclear as the corporation adds new products and markets.
When management senses that the organization is drifting from its mission, it
must renew its search for purpose. According to Peter Drucker, it is time to ask some
fundamental questions.? What is our business? Who is the customer? What is of value to the
customer? What will our business be? What should our business be? Successful companies
continuously raise these questions and answer them thoughtfully and thoroughly.

Figure 1-4 The Strategic Planning, Implementation, and Control Process
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Corporate and Division Strategic Planning

A well-worked-out mission statement provides employees with a shared sense of
purpose, direction, and opportunity. It also guides geographically dispersed employ-
ees to work independently and yet collectively toward realizing the organization’s
goals. The mission statement of Motorola, for example, is “to honorably serve the
needs of the community by providing products and services of superior quality at a fair
price to our customers; to do this so as to earn an adequate profit which is required for
the total enterprise to grow; and by so doing provide the opportunity for our employ-
ees and shareholders to achieve their reasonable personal objectives.”

Good mission statements focus on a limited number of goals, stress the com-
pany’s major policies and values, and define the company’s major competitive scopes.
These include:

»  Industry scope: The industry or range of industries in which a company will operate.
For example, DuPont operates in the industrial market; Dow operates in the
industrial and consumer markets; and 3M will go into almost any industry where it
can make money.

»  Products and applications scope: The range of products and applications that a
company will supply. St. Jude Medical aims to “serve physicians worldwide with high-
quality products for cardiovascular care.”

»  Competence scope: The range of technological and other core competencies that a
company will master and leverage. Japan’s NEC has built its core competencies in
computing, communications, and components to support production of laptop
computers, televisions, and other electronics items.

»  Market-segment scope: The type of market or customers a company will serve. For
example, Porsche makes only expensive cars for the upscale market and licenses its
name for high-quality accessories.

»  Vertical scope: The number of channel levels from raw material to final product and
distribution in which a company will participate. At one extreme are companies
with a large vertical scope; at the other extreme are firms with low or no vertical
integration that may outsource design, manufacture, marketing, and physical
distribution.?

»  Geographical scope: The range of regions or countries in which a company will
operate. At one extreme are companies that operate in a specific city or state. At the
other extreme are multinationals such as Unilever and Caterpillar, which operate in
almost every one of the world’s countries.

A company must redefine its mission if that mission has lost credibility or no
longer defines an optimal course for the company.* Kodak redefined itself from a film
company to an image company so that it could add digital imaging;® Sara Lee rede-
fined itself by outsourcing manufacturing and becoming a marketer of brands. The
corporate mission provides direction for the firm’s various business units.

Establishing Strategic Business Units
A business can be defined in terms of three dimensions: customer groups, customer needs,
and technology.% For example, a company that defines its business as designing incan-
descent lighting systems for television studios would have television studios as its cus-
tomer group; lighting as its customer need; and incandescent lighting as its technology.
In line with Levitt’s argument that market definitions of a business are superior
to product definitions,” these three dimensions describe the business in terms of a
customer-satisfying process, not a goods-producing process. Thus, Xerox’s product
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definition would be “We make copying equipment,” while its market definition
would be “We help improve office productivity.” Similarly, Missouri-Pacific Railroad’s
product definition would be “We run a railroad,” while its market definition would
be “We are a people-and-goods mover.”

Large companies normally manage quite different businesses, each requiring
its own strategy; General Electric, as one example, has established 49 strategic busi-
ness units (SBUs). An SBU has three characteristics: (1) It is a single business or col-
lection of related businesses that can be planned separately from the rest of the
company; (2) it has its own set of competitors; and (3) it has a manager responsible
for strategic planning and profit performance who controls most of the factors
affecting profit.

Assigning Resources to SBUs

The purpose of identifying the company’s strategic business units is to develop sepa-
rate strategies and assign appropriate funding to the entire business portfolio. Senior
managers generally apply analytical tools to classify all of their SBUs according to
profit potential. Two of the best-known business portfolio evaluation models are the
Boston Consulting Group model and the General Electric model.®

The Boston Consulting Group Approach

The Boston Consulting Group (BCG), a leading management consulting firm, devel-
oped and popularized the growth-share matrix shown in Figure 1-5. The eight circles
represent the current sizes and positions of eight business units in a hypothetical com-
pany. The dollar-volume size of each business is proportional to the circle’s area. Thus,
the two largest businesses are 5 and 6. The location of each business unit indicates its
market growth rate and relative market share.

The market growth rate on the vertical axis indicates the annual growth rate of the
market in which the business operates. Relative market share, which is measured on the
horizontal axis, refers to the SBU’s market share relative to that of its largest competi-
tor in the segment. It serves as a measure of the company’s strength in the relevant
market segment. The growth-share matrix is divided into four cells, each indicating a
different type of business:

»  Question marks are businesses that operate in high-growth markets but have low
relative market shares. Most businesses start off as question marks as the company
tries to enter a high-growth market in which there is already a market leader. A
question mark requires a lot of cash because the company is spending money on
plant, equipment, and personnel. The term question mark is appropriate because the
company has to think hard about whether to keep pouring money into this business.

»  Stars are market leaders in a high-growth market. A star was once a question mark,
but it does not necessarily produce positive cash flow; the company must still spend
to keep up with the high market growth and fight off competition.

»  Cash cows are former stars with the largest relative market share in a slow-growth
market. A cash cow produces a lot of cash for the company (due to economies of
scale and higher profit margins), paying the company’s bills and supporting its
other businesses.

»  Dogs are businesses with weak market shares in low-growth markets; typically, these
generate low profits or even losses.

After plotting its various businesses in the growth-share matrix, a company must
determine whether the portfolio is healthy. An unbalanced portfolio would have too many
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Figure 1-5 The Boston Consulting Group’s Growth-Share Matrix

dogs or question marks or too few stars and cash cows. The next task is to determine what
objective, strategy, and budget to assign to each SBU. Four strategies can be pursued:

1.

Build: The objective here is to increase market share, even forgoing short-term earn-
ings to achieve this objective if necessary. Building is appropriate for question marks
whose market shares must grow if they are to become stars.

Hold: The objective in a hold strategy is to preserve market share, an appropriate strat-
egy for strong cash cows if they are to continue yielding a large positive cash flow.

Harvest: The objective here is to increase short-term cash flow regardless of long-term
effect. Harvesting involves a decision to withdraw from a business by implementing a
program of continuous cost retrenchment. The hope is to reduce costs faster than
any potential drop in sales, thus boosting cash flow. This strategy is appropriate for
weak cash cows whose future is dim and from which more cash flow is needed.
Harvesting can also be used with question marks and dogs.

Divest: The objective is to sell or liquidate the business because the resources can be
better used elsewhere. This is appropriate for dogs and question marks that are drag-
ging down company profits.

Successful SBUs move through a life cycle, starting as question marks and becom-
ing stars, then cash cows, and finally dogs. Given this life-cycle movement, companies
should be aware not only of their SBUs’ current positions in the growth-share matrix
(as in a snapshot), but also of their moving positions (as in a motion picture). If an
SBU'’s expected future trajectory is not satisfactory, the corporation will need to work
out a new strategy to improve the likely trajectory.
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The General Electric Model

An SBU’s appropriate objective cannot be determined solely by its position in the
growth-share matrix. If additional factors are considered, the growth-share matrix can
be seen as a special case of a multifactor portfolio matrix that General Electric (GE)
pioneered. In this model, each business is rated in terms of two major dimensions—
market atlractiveness and business strength. These two factors make excellent marketing
sense for rating a business. Companies are successful to the extent that they enter
attractive markets and possess the required business strengths to succeed in those mar-
kets. If one of these factors is missing, the business will not produce outstanding
results. Neither a strong company operating in an unattractive market nor a weak
company operating in an attractive market will do well.

Using these two dimensions, the GE matrix is divided into nine cells, as shown in
Figure 1-6. The three cells in the upper-left corner indicate strong SBUs suitable for
investment or growth. The diagonal cells stretching from the lower left to the upper
right indicate SBUs of medium attractiveness; these should be pursued selectively and
managed for earnings. The three cells in the lower-right corner indicate SBUs low in
overall attractiveness, which the company may want to harvest or divest.”

In addition to identifying each SBU’s current position on the matrix, manage-
ment should also forecast its expected position over the next 3 to 5 years. Making this
determination involves analyzing product life cycle, expected competitor strategies,
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new technologies, economic events, and so on. Again, the purpose is to see where
SBUs are as well as where they appear to be headed.

Critique of Portfolio Models

Both the BCG and GE portfolio models have a number of benefits. They can help
managers think more strategically, better understand the economics of their SBUs,
improve the quality of their plans, improve communication between SBU and corpo-
rate management, identify important issues, eliminate weaker SBUs, and strengthen
their investment in more promising SBUs.

However, portfolio models must be used cautiously. They may lead a firm to
overemphasize market-share growth and entry into high-growth businesses or to
neglect its current businesses. Also, the models’ results are sensitive to ratings and
weights and can be manipulated to produce a desired location in the matrix. Finally,
the models fail to delineate the synergies between two or more businesses, which
means that making decisions for one business at a time might be risky. There is a dan-
ger of terminating a losing SBU that actually provides an essential core competence
needed by several other business units. Overall, though, portfolio models have
improved managers’ analytical and strategic capabilities and allowed them to make
better decisions than they could with mere impressions.!’

Planning New Businesses, Downsizing Older Businesses
Corporate management often desires higher sales and profits than indicated by the
projections for the SBU portfolio. The question then becomes how to grow much
faster than the current businesses will permit. One option is to identify opportunities
to achieve further growth within the company’s current businesses (intensive growth
opportunities). A second option is to identify opportunities to build or acquire busi-
nesses that are related to the company’s current businesses (integrative growth opportu-
nities). A third option is to identify opportunities to add attractive businesses that are
unrelated to the company’s current businesses (diversification growth opportunities).

»  Intensive growth. Ansoff has proposed the product—market expansion grid as a framework
for detecting new intensive growth opportunities.'! In this grid, the company first
considers whether it could gain more market share with its current products in
current markets (market-penetration strategy) by encouraging current customers to buy
more, attracting competitors’ customers, or convincing nonusers to start buying its
products. Next it considers whether it can find or develop new markets for its current
products (market-development strategy). Then it considers whether it can develop new
products for its current markets (product-development strategy) . Later it will also review
opportunities to develop new products for new markets (diversification strategy).

»  Integrative growth. Often a business’s sales and profits can be increased through
backward integration (acquiring a supplier), forward integration (acquiring a
distributor), or horizontal integration (acquiring a competitor).

»  Duversification growth. This makes sense when good opportunities exist outside the
present businesses. Three types of diversification are possible. The company could
seek new products that have technological or marketing synergies with existing
product lines, even though the new products themselves may appeal to a different
group of customers (concentric diversification strategy). Second, the company might
search for new products that appeal to its current customers but are technologically
unrelated to the current product line (horizontal diversification strategy). Finally, the
company might seek new businesses that have no relationship to the company’s
current technology, products, or markets (conglomerate diversification strategy).
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Of course, companies must not only develop new businesses, but also prune, har-
vest, or divest tired, old businesses in order to release needed resources and reduce
costs. Weak businesses require a disproportionate amount of managerial attention;
managers should therefore focus on growth opportunities rather than wasting energy
and resources trying to save hemorrhaging businesses.

BUSINESS STRATEGIC PLANNING

Below the corporate level, the strategic-planning process for each business or SBU
consists of the eight steps shown in Figure 1-7. We examine each step in the sections
that follow.

Business Mission

Each business unit needs to define its specific mission within the broader company
mission. Thus, a television studio-lighting-equipment company might define its mis-
sion as “The company aims to target major television studios and become their vendor
of choice for lighting technologies that represent the most advanced and reliable stu-
dio lighting arrangements.”

SWOT Analysis
The overall evaluation of a business’s strengths, weaknesses, opportunities, and threats

is called SWOT analysis. SWOT analysis consists of an analysis of the external and
internal environments.

External Environment Analysis
In general, a business unit has to monitor key macroenvironment forces (demographic-
economic, technological, political-legal, and social-cultural) and microenvironment
actors (customers, competitors, distributors, and suppliers) that affect its ability to earn
profits (see Chapter 4 for more detail). Then, for each trend or development, man-
agement needs to identify the associated marketing opportunities and threats.

A marketing opportunity is an area of buyer need in which a company can per-
form profitably. Opportunities can be classified according to their attractiveness and
their success probability. The company’s success probability depends on whether its busi-

Figure 1-7 The Business Strategic-Planning Process
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ness strengths not only match the key success requirements for operating in the target
market, but also exceed those of its competitors. Mere competence does not consti-
tute a competitive advantage. The best-performing company will be the one that can
generate the greatest customer value and sustain it over time.

An environmental threat is a challenge posed by an unfavorable external trend
or development that would lead, in the absence of defensive marketing action, to dete-
rioration in sales or profit. Threats should be classified according to seriousness and
probability of occurrence. Minor threats can be ignored; somewhat more serious threats
must be carefully monitored; and major threats require the development of contin-
gency plans that spell out changes the company can make if necessary.

Internal Environment Analysis
Itis one thing to discern attractive opportunities and another to have the competencies
to succeed in these opportunities. Thus, each business needs to periodically evaluate its
internal strengths and weaknesses in marketing, financial, manufacturing, and organi-
zational competencies. Clearly, the business does not have to correct all of its weak-
nesses, nor should it gloat about all of its strengths. The big question is whether the
business should limit itself to those opportunities in which it possesses the required
strengths or consider better opportunities to acquire or develop certain strengths.
Sometimes a business does poorly because its departments do not work together
well as a team. It is therefore critically important to assess interdepartmental working
relationships as part of the internal environmental audit. Honeywell, for example, asks
each department to annually rate its own strengths and weaknesses and those of the
other departments with which it interacts. The notion is that each departmentis a “sup-
plier” to some departments and a “customer” of other departments. If one department
has weaknesses that hurt its “internal customers,” Honeywell wants to correct them.

Goal Formulation

Once the company has performed a SWOT analysis of the internal and external envi-
ronments, it can proceed to develop specific goals for the planning period in a process
called goal formulation. Managers use the term goals to describe objectives that are spe-
cific with respect to magnitude and time. Turning objectives into measurable goals
facilitates management planning, implementation, and control.

To be effective, goals must (1) be arranged hierarchically to guide the businesses in
moving from broad to specific objectives for departments and individuals; (2) be stated
quantitatively whenever possible; (3) be realistic; and (4) be consistent. Other important
trade-offs in setting goals include: balancing short-term profit versus long-term growth;
balancing deep penetration of existing markets with development of new markets; bal-
ancing profit goals versus nonprofit goals; and balancing high growth versus low risk.
Each choice in this set of goal trade-offs calls for a different marketing strategy.

Strategy Formulation

Goals indicate what a business unit wants to achieve; strategy describes the game plan
for achieving those goals. Every business strategy consists of a marketing strategy plus
a compatible technology strategy and sourcing strategy. Although many types of mar-
keting strategies are available, Michael Porter has condensed them into three generic
types that provide a good starting point for strategic thinking: overall cost leadership,
differentiation, or focus.

»  Qverall cost leadership: Here the business works to achieve the lowest production and
distribution costs so that it can price lower than competitors and win more market
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share. Firms pursuing this strategy must be good at engineering, purchasing,
manufacturing, and physical distribution; they need less skill in marketing. Texas
Instruments uses this strategy. The problem is that rivals may emerge with still lower
costs, hurting a firm that has rested its whole future on cost leadership.

»  Differentiation: Here the business concentrates on achieving superior performance in
an important customer benefit area, such as being the leader in service, quality,
style, or technology—but not leading in all of these things. Intel, for instance,
differentiates itself through leadership in technology, coming out with new
microprocessors at breakneck speed.

»  Focus: Here the business focuses on one or more narrow market segments, getting
to know these segments intimately and pursuing either cost leadership or
differentiation within the target segment. Airwalk shoes, for instance, came to fame
by focusing on the very narrow extreme-sports segment.

Firms that do not pursue a clear strategy—“middle-of-the-roaders”—do the
worst. International Harvester fell upon hard times because it did not stand out as low-
est in cost, highest in perceived value, or best in serving some market segment.
Middle-of-the-roaders try to be good on all strategic dimensions, but because strategic
dimensions require different and often inconsistent ways of organizing the firm, these
firms end up being not particularly excellent at anything.

Strategy formulation in the age of the Internet is particularly challenging. The
chemical company Solutia, a Monsanto spinoff, copes by creating four different, possi-
ble short-term scenarios for each strategy. This allows the firm to act quickly when it sees
a scenario unfolding. Sun Microsystems holds a weekly meeting with the firm’s top deci-
sion makers to brainstorm strategies for handling new threats. By revisiting strategic
plans frequently, both companies are able to stay ahead of environmental changes.!3

Program Formulation

Once the business unit has developed its principal strategies, it must work out detailed
supporting programs. Thus, if the business has decided to attain technological leader-
ship, it must plan programs to strengthen its R&D department, gather technological
intelligence, develop leading-edge products, train the technical sales force, and
develop ads to communicate its technological leadership.

After these marketing programs have been tentatively formulated, the marketing
people must estimate their costs. Questions arise: Is participating in a particular trade
show worth it? Will a specific sales contest pay for itself? Will hiring another salesper-
son contribute to the bottom line? Activity-based cost (ABC) accounting should be
applied to each marketing program to determine whether it is likely to produce suffi-
cient results to justify the cost.!*

Implementation

A clear strategy and well-thought-out supporting programs may be useless if the firm
fails to implement them carefully. Indeed, strategy is only one of seven elements,
according to McKinsey & Company, that the best-managed companies exhibit.!? In
the McKinsey 7-S framework for business success, strategy, structure, and systems are
considered the “hardware” of success, and style (how employees think and behave),
skills (to carry out the strategy), staff (able people who are properly trained and
assigned), and shared values (values that guide employees’ actions) are the “software.”
When these software elements are present, companies are usually more successful at
strategy implementation.!® Implementation is vital to effective management of the
marketing process, as discussed later in this chapter.
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Feedback and Control

As it implements its strategy, the firm needs to track the results and monitor new devel-
opments in the internal and external environments. Some environments are fairly sta-
ble from year to year. Other environments evolve slowly in a fairly predictable way. Still
other environments change rapidly in significant and unpredictable ways.
Nonetheless, the company can count on one thing: The marketplace will change. And
when it does, the company will need to review and revise its implementation, pro-
grams, strategies, or even objectives.

A company’s strategic fit with the environment will inevitably erode because the
market environment changes faster than the company’s 7-Ss. Thus a company might
remain efficient while it loses effectiveness. Peter Drucker pointed out that it is more
important to “do the right thing” (effectiveness) than “to do things right” (efficiency).
The most successful companies excel at both.

Once an organization fails to respond to a changed environment, it has difficulty
recapturing its lost position. This happened to the once-unassailable Motorola when it
was slow to respond to the new digital technology used by Nokia and others, and kept
rolling out analog phones.!” Similarly, Barnes & Noble did not immediately recognize
the threat posed by Amazon.com’s Internet-based book retailing model; then, as a
latecomer to e-commerce, it had more of a struggle establishing itself. Clearly, the key
to organizational health is the firm’s willingness to examine the changing environ-
ment and to adopt appropriate new goals and behaviors. High-performance organiza-
tions continuously monitor the environment and use flexible strategic planning to
maintain a viable fit with the evolving environment.

THE MARKETING PROCESS

Planning at the corporate, division, and business levels is an integral part of planning
for the marketing process. To understand that process fully, we must first look at how
a company defines its business.

The task of any business is to deliver value to the market at a profit. There are at
least two views of the value-delivery process.'® The traditional view is that the firm makes
something and then sells it (Figure 1-8). In this view, marketing takes place in the sec-
ond half of the value-delivery process. The traditional view assumes that the company
knows what to make and that the market will buy enough units to produce profits for
the company.

Companies that subscribe to this traditional view have the best chance of suc-
ceeding in economies marked by goods shortages in which consumers are not fussy
about quality, features, or style. But the traditional view of the business process will not
work in more competitive economies in which people face abundant choices. The
“mass market” is actually splintering into numerous micromarkets, each with its own
wants, perceptions, preferences, and buying criteria. The smart competitor therefore
must design the offer for well-defined target markets.

The Value-Delivery Sequence
This belief is at the core of the new view of business processes, which places marketing
at the beginning of the planning process. Instead of emphasizing making and selling,
companies see themselves involved in a three-phase value creation and delivery
sequence (Figure 1-8).

The first phase, choosing the value, represents the strategic “homework” that
marketing must do before any product exists. The marketing staff must segment the
market, select the appropriate market target, and develop the offer’s value position-
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Figure 1-8 Two Views of the Value-Delivery Process

ing. In the second phase, providing the value, marketers detail the product’s specifica-
tions and services, set a target price, then make and distribute the product.
Developing specific product features, prices, and distribution occurs at this stage and
is part of tactical marketing. The task in the third phase is communicating the value.
Here, further tactical marketing occurs in utilizing the sales force, sales promotion,
advertising, and other promotional tools to inform the market about the product.
Thus, as Figure 1-8 shows, the marketing process actually begins before there is a prod-
uct and continues while it is being developed and after it becomes available.

Steps in the Marketing Process

The marketing process consists of analyzing market opportunities, researching and
selecting target markets, designing marketing strategies, planning marketing pro-
grams, and organizing, implementing, and controlling the marketing effort. The four
steps in the marketing process are:

1. Analyzing market opportunities. The marketer’s initial task is to identify potential long-
run opportunities given the company’s market experience and core competencies.
To evaluate its various opportunities, assess buyer wants and needs, and gauge market
size, the firm needs a marketing research and information system. Next, the firm stud-
ies consumer markets or business markets to find out about buying behavior, percep-
tions, wants, and needs. Smart firms also pay close attention to competitors and look
for major segments within each market that they can profitably serve.

2. Developing marketing strategies. In this step, the marketer prepares a positioning strategy
for each new and existing product’s progress through the life cycle, makes decisions
about product lines and branding, and designs and markets its services.

3. Planning marketing programs. To transform marketing strategy into marketing pro-
grams, marketing managers must make basic decisions on marketing expenditures,
marketing mix, and marketing allocation. The first decision is about the level of mar-
keting expenditures needed to achieve the firm’s marketing objectives. The second
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decision is how to divide the total marketing budget among the various tools in the
marketing mix: product, price, place, and promotion.' And the third decision is how to
allocate the marketing budget to the various products, channels, promotion media,
and sales areas.

Managing the marketing effort. In this step (discussed later in this chapter), marketers
organize the firm’s marketing resources to implement and control the marketing
plan. Because of surprises and disappointments as marketing plans are implemented,
the company also needs feedback and control.

Figure 1-9 presents a grand summary of the marketing process and the factors
that shape the company’s marketing strategy.

The Nature and Contents of a Marketing Plan
The marketing plan created for each product line or brand is one of the most important
outputs of planning for the marketing process. A typical marketing plan has eight sections:

>

>

Executive summary and table of contents: This brief summary outlines the plan’s main
goals and recommendations; it is followed by a table of contents.

Current marketing situation: This section presents relevant background data on sales,
costs, profits, the market, competitors, distribution, and the macroenvironment,
drawn from a fact book maintained by the product manager.

Opportunity and issue analysis: This section identifies the major opportunities and
threats, strengths and weaknesses, and issues facing the product line or brand.

Objectives: This section spells out the financial and marketing objectives to be achieved.
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»  Marketing strategy: This section explains the broad marketing strategy that will be
implemented to accomplish the plan’s objectives.

»  Action programs: This section outlines the broad marketing programs for achieving
the business objectives. Each marketing strategy element must be elaborated to
answer these questions: What will be done? When will it be done? Who will do it?
How much will it cost?

»  Projected profit-and-loss statement: Action plans allow the product manager to build a
supporting budget with forecasted sales volume (units and average price), costs
(production, physical distribution, and marketing), and projected profit. Once
approved, the budget is the basis for developing plans and schedules for material
procurement, production scheduling, employee recruitment, and marketing
operations.

»  Controls: This last section outlines the controls for monitoring the plan. Typically,
the goals and budget are spelled out for each month or quarter so senior
management can review the results each period. Sometimes contingency plans for
handling specific adverse developments are included.

No two companies handle marketing planning and marketing plan content exactly
the same way. Most marketing plans cover one year and vary in length; some firms take
their plans very seriously, while others use them as only a rough guide to action. The most
frequently cited shortcomings of marketing plans, according to marketing executives, are
lack of realism, insufficient competitive analysis, and a short-run focus.

MANAGING THE MARKETING PROCESS

In addition to updating their marketing plans, companies often need to restructure
business and marketing practices in response to major environmental changes such as
globalization, deregulation, computer and telecommunications advances, and market
fragmentation. Against this dynamic backdrop, the role of marketing in the organiza-
tion must change as well. Now that the enterprise is fully networked, every functional
area can interact directly with customers. This means that marketing no longer has
sole ownership of customer interactions; rather, marketing needs to integrate all the
customer-facing processes so that customers see a single face and hear a single voice
when they interact with the firm. To accomplish this requires careful structuring of the
marketing organization.

Organization of the Marketing Department

Modern marketing departments take numerous forms. The marketing department
may be organized according to function, geographic area, products, or customer mar-
kets. Global organization is another consideration for firms that market goods or ser-
vices in other countries.

Functional Organization

The most common form of marketing organization consists of functional specialists
(such as the sales manager and marketing research manager) who report to a market-
ing vice president, who coordinates their activities. The main advantage of a func-
tional marketing organization is its administrative simplicity. However, this form loses
effectiveness as products and markets increase. First, a functional organization often
leads to inadequate planning for specific products and markets because products that
are not favored by anyone are neglected. Second, each functional group competes
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with the other functions for budget and status. Therefore, the marketing vice presi-
dent constantly has to weigh the claims of competing functional specialists and faces a
difficult coordination problem.

Geographic Organization

A company selling in a national market often organizes its sales force (and sometimes
other functions, including marketing) along geographic lines. The national sales man-
ager may supervise four regional sales managers, who each supervise six zone man-
agers, who in turn supervise eight district sales managers, who supervise 10 sales peo-
ple. Several companies are now adding area market specialists (regional or local
marketing managers) to support the sales efforts in high-volume, distinctive markets.
For example, McDonald’s now spends about 50 percent of its advertising budget
regionally, and Anheuser-Bush has subdivided its regional markets into ethnic and
demographic segments, with different ad campaigns for each.

Product- or Brand-Management Organization

Companies that produce a variety of products and brands often establish a product-
(or brand-) management organization as another layer of management within the
marketing function. A product manager supervises product category managers, who
in turn supervise specific product and brand managers. A product-management orga-
nization makes sense if the firm’s products are quite different, or if the sheer number
of products is beyond the ability of a functional marketing organization to handle.

In both consumer and industrial markets, product and brand managers are
responsible for product planning and strategy; preparing annual marketing plans and
sales forecasts; working with advertising and merchandising agencies to create pro-
grams and campaigns; stimulating support among sales reps and distributors; ongoing
research into product performance, customer and dealer attitudes, opportunities and
threats; and initiating product improvements to meet changing market needs.

The product-management organization allows the product manager to concen-
trate on developing a cost-effective marketing mix for each product, to react more
quickly to marketplace changes, and to watch over smaller brands. On the other hand,
it can lead to conflict and frustration when product managers are not given enough
authority to carry out their responsibilities effectively. In addition, product managers
become experts in their product but rarely achieve functional expertise. And appoint-
ing product managers and associate product managers for even minor products can
bloat payroll costs. Finally, brand managers normally move up in a few years to another
brand or transfer to another company, leading to short-term thinking that plays havoc
with long-term brand building.

To counter these disadvantages, some companies have switched from product
managers to product teams. For example, Hallmark uses a triangular marketing team
consisting of a market manager (the leader), a marketing manager, and a distribution
manager; 3M uses a horizontal product team consisting of a team leader and repre-
sentatives from sales, marketing, laboratory, engineering, accounting, and marketing
research.

Another alternative is to introduce category management, in which a company focuses
on product categories to manage its brands. Kraft has changed from a classic brand-man-
agement structure, in which each brand competed for resources and market share, to a
category-based structure in which category business directors (or “product integrators”)
lead crossfunctional teams of representatives from marketing, R&D, consumer promo-
tion, and finance. These category teams work with process teams dedicated to each prod-
uct category and with customer teams dedicated to each major customer.?’ Still, category
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management is essentially product-driven, which is why Colgate recently moved from
brand management (Colgate toothpaste) to category management (toothpaste category)
to a new stage called “customer-need management” (mouth care). This last step finally
focuses the organization on a basic customer need.?!

Market-Management Organization

Many companies sell their products to a diverse set of markets; Canon, for instance,
sells fax machines to consumer, business, and government markets. When customers
fall into different user groups with distinct buying preferences and practices, a market
management organization is desirable. A markets manager supervises several market
managers (also called market-development managers, market specialists, or industry
specialists). The market managers draw upon functional services as needed or may
even have functional specialists reporting to them.

Market managers are staff (not line) people, with duties similar to those of prod-
uct managers. This system has many of the same advantages and disadvantages of prod-
uct management systems. Its strongest advantage is that the marketing activity is orga-
nized to meet the needs of distinct customer groups. This is why Xerox converted from
geographic selling to selling by industry, as did IBM, which recently reorganized its
employees into 14 customer-focused divisions. In fact, several studies have confirmed
the value of market-centered organization: Slater and Narver found a substantial posi-
tive effect of market orientation on both commodity and noncommodity businesses.??

Product-Management/Market-Management Organization

Companies that produce many products that flow into many markets tend to adopt a
matrix organization. Consider DuPont, a pioneer in developing the matrix structure. Its
textile fibers department consists of separate product managers for rayon and other
fibers plus separate market managers for menswear and other markets. The product
managers plan the sales and profits for their respective fibers, each seeking to expand
the use of his or her fiber; the market managers seek to meet their market’s needs
rather than push a particular fiber. Ultimately, the sales forecasts from the market
managers and the product managers should add to the same grand total.

A matrix organization would seem desirable in a multiproduct, multimarket
company. However, this system is costly and often creates conflicts as well as questions
about authority and responsibility. By the early 1980s, a number of companies had
abandoned matrix management. But matrix management has resurfaced and is again
flourishing in the form of “business teams” staffed with full-time specialists reporting
to one team boss. The major difference is that companies today provide the right con-
text in which a matrix can thrive—an emphasis on flat, lean team organizations
focused around business processes that cut horizontally across functions.??

Corporate-Divisional Organization

As multiproduct-multimarket companies grow, they often convert their larger product
or market groups into separate divisions with their own departments and services. This
raises the question of what marketing services and activities should be retained at cor-
porate headquarters. Some corporations leave marketing to each division; some have
a small corporate marketing staff; and some prefer to maintain a strong corporate
marketing staff.

The potential contribution of a corporate marketing staff varies in different
stages of the company’s evolution. Most companies begin with weak marketing in their
divisions and often establish a corporate staff to bring stronger marketing into the divi-
sions through training and other services. Some members of corporate marketing
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might be transferred to head divisional marketing departments. As divisions become
strong in their marketing, corporate marketing has less to offer them. Some compa-
nies then decide corporate marketing has done its job and proceed to eliminate the
department.?*

Global Organization

Companies that market internationally can organize in three ways. Those just going
global may start by establishing an export department with a sales manager and a few assis-
tants (and limited marketing services). As they go after global business more aggres-
sively, they can create an international division with functional specialists (including mar-
keting) and operating units structured geographically, according to product, or as
international subsidiaries. Finally, companies that become truly global organizations have
top corporate management and staff plan worldwide operations, marketing policies,
financial flows, and logistical systems. In these organizations, the global operating units
report directly to top management, not to the head of an international division.

Building a Companywide Marketing Orientation

Many companies are beginning to realize that their organizations are not really market-
and customer-driven—they are product or sales driven. Companies such as Baxter,
General Motors, and Shell are working hard to reorganize themselves into true market-
driven companies. The task is not easy: it requires changes in job and department defi-
nitions, responsibilities, incentives, and relationships.

To create a market- and customer-focused company, the CEO must: convince
senior managers of the need to be more customer-focused; appoint a senior market-
ing officer and marketing task force; get outside help and guidance; change reward
measurement and system to encourage actions that build long-term customer satisfac-
tion; hire strong marketing talent; develop strong in-house marketing training pro-
grams; install a modern marketing planning system; establish an annual marketing
excellence recognition program; consider restructuring as a market-centered organi-
zation; and shift from a department focus to a process-outcome focus.

DuPont successfully made the transition from an inward-looking to an outward-
looking orientation when it began building a “marketing community” by reorganizing
divisions along market lines and holding marketing management training seminars
for thousands of managers and employees. The company also established a marketing
excellence recognition program and honored employees from around the world who
had developed innovative marketing strategies and service improvements.? It takes a
great deal of planning and patience to get managers to accept customers as the foun-
dation and future of the business—but it can be done, as the DuPont example shows.

MarKketing Implementation

Organization is one factor contributing to effective marketing implementation, the
process that turns marketing plans into action assignments and ensures that such
assighments are executed in a manner that accomplishes the plan’s stated objectives.?
This part of the marketing process is critical, because a brilliant strategic marketing
plan counts for little if it is not implemented properly. Whereas strategy addresses the
what and why of marketing activities, implementation addresses the who, where, when,
and how. Strategy and implementation are closely related in that one layer of strategy
implies certain tactical implementation assignments at a lower level. For example, top
management’s strategic decision to “harvest” a product must be translated into spe-
cific actions and assignments.
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Bonoma identified four sets of skills for implementing marketing programs:
(1) diagnostic skills (the ability to determine what went wrong); (2) identification of
company level (the ability to discern whether problems occurred in the marketing
function, the marketing program, or the marketing policy); (3) implementation skills
(the ability to budget resources, organize effectively, motivate others); and (4) evalua-
tion skills (the ability to evaluate results).2” These skills are as vital for nonprofits as
they are for businesses, as the Alvin Ailey Dance Theater has discovered.

Like many nonprofit cultural organizations, the company founded by Alvin
Ailey in 1958 always seemed to be operating in the red—despite its ability to attract
full houses—because of the high costs of mounting a production. But Judith
Jameson, the principal dancer who succeeded Ailey as director after his death, has
been able to keep the company in the black, thanks largely to her skill at motivating
others to carry out marketing efforts. The nonprofit implements its marketing plan
through a high-powered board of directors and a group of businesses that want to
associate with the Ailey company for their own marketing purposes. For example,
Healthsouth Corporation provides free physical therapy to the dancers and benefits
from the association when marketing its sports medicine clinics. With an audience
that is almost half African American and 43 percent of which is between the ages of
19 and 39, Ailey provides access to an important market for its corporate partners,
earning their enthusiastic support.?®

Evaluating and Controlling the Marketing Process

To deal with the many surprises that occur during the implementation of marketing
plans, the marketing department has to monitor and control marketing activities con-
tinuously. Table 1.1 lists four types of marketing control needed by companies: annual-
plan control, profitability control, efficiency control, and strategic control.

Annual-Plan Control

The purpose of annual-plan control is to ensure that the company achieves the sales,
profits, and other goals established in its annual plan. The heart of annual-plan con-
trol is the four-step management by objectives process in which management (1) sets
monthly or quarterly goals; (2) monitors the company’s marketplace performance;
(3) determines the causes of serious performance deviations; and (4) takes corrective
action to close the gaps between goals and performance.

This control model applies to all levels of the organization. Top management
sets sales and profit goals for the year that are elaborated into specific goals for each
lower level. In turn, each product manager commits to attaining specified levels of
sales and costs; each regional district and sales manager and each sales representative
also commits to specific goals. Each period, top management reviews and interprets
performance results at all levels, using these five tools:

»  Sales analysis. Sales analysis consists of measuring and evaluating actual sales in
relation to goals, using two specific tools. Sales-variance analysis measures the relative
contribution of different factors to a gap in sales performance. Microsales analysis
looks at specific products, territories, and other elements that failed to produce
expected sales. The point of these analyses is to determine what factors (pricing,
lower volume, specific territories, etc.) contributed to a failure to meet sales goals.

»  Market-share analysis. Company sales do not reveal how well the company is
performing relative to competitors. To do this, management needs to track its
market share. Overall market share is the company’s sales expressed as a percentage
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Prime
Responsibility
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Approaches

I. Annual-plan control

Il. Profitability control

lll. Efficiency control

IV. Strategic control

Top management

Middle management

Marketing
controller

Line and staff
management
Marketing
controller

Top management
Marketing auditor

To examine whether
the planned results
are being achieved

To examine where the
company is making
and losing money

To evaluate and
improve the spending
efficiency and impact
of marketing
expenditures

To examine whether
the company is
pursuing its best
opportunities in
markets, products, and
channels

= Sales analysis

= Market-share
analysis

= Marketing expense-
to-sales analysis

= Financial analysis

= Market-based
scorecard analysis

Profitability by:
= product

= territory

= customer

= segment

= trade channel
= order size

Efficiency of:

= sales force

= advertising

= sales promotion
= distribution

= Marketiing-
effectiveness review

= Marketing audit

= Marketing
excellence review

= Company ethical
and social
responsibility review

of total market sales. Served market share is its sales expressed as a percentage of
the total sales to its served market—all of the buyers who are able and willing to buy
the product. Relative market share can be expressed as market share in relation to
the largest competitor; a rise in relative market share means a company is gaining
on its leading competitor. A useful way to analyze market-share movements is in
terms of customer penetration, customer loyalty, customer selectivity, and price

selectivity.

Marketing expense-to-sales analysis. This is a key ratio because it allows management to

be sure that the company is not overspending to achieve sales goals. Minor
fluctuations in the expense-to-sales ratio can be ignored, but major fluctuations are

cause for concern.
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>

Financial analysis. Management uses financial analysis to identify the factors that
affect the company’s rate of return on net worth.2? The main factors are shown in
Figure 1-10, along with illustrative numbers for a large chain-store retailer. To
improve its return on net worth, the company must increase its ratio of net profits
to its assets or increase the ratio of its assets to its net worth. The company should
analyze the composition of its assets (i.e., cash, accounts receivable, inventory, and
plant and equipment) and see if it can improve its asset management.3

Market-based scorecard analysis. Companies should also prepare two market-based
scorecards that reflect performance and provide possible early warning signals of
problems. A customer-performance scorecard records how well the company is doing on
such customer-based measures as new customers, dissatisfied customers, lost customers,
target market awareness, target market preference, relative product quality, and
relative service quality. A stakeholder-performance scorecard tracks the satisfaction of
constituencies who have a critical interest in and impact on the company’s
performance: employees, suppliers, banks, distributors, retailers, and stockholders.?!

Profitability Control
Successful companies also measure the profitability of their products, territories, cus-
tomer groups, segments, trade channels, and order sizes. This information helps man-
agement determine whether any products or marketing activities should be expanded,
reduced, or eliminated. The first step in marketing-profitability analysis is to identify
the functional expenses (such as advertising and delivery) incurred for each activity.
Next, the firm measures how much functional expense was associated with selling
through each type of channel. Third, the company prepares a profit-and-loss state-
ment for each type of channel.

In general, marketing-profitability analysis indicates the relative profitability of
different channels, products, territories, or other marketing entities. However, it does
not prove that the best course of action is to drop the unprofitable marketing entities,

Figure 1-10 Financial Model of Return on Net Worth

Profit margin

1.5% =
Financial Rate of return
Return on assets leverage on net worth
Net profits
Net sal
e Sues > | 48 | «x 26 = | 125%
Asset turnover
Net profits Total assets Net profits
39 L] Total assets Net worth Net worth
Net sales

Total assets
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nor does it capture the likely profit improvement if these marginal marketing entities
are dropped. Therefore, the company must examine its alternatives closely before tak-
ing corrective action.

Efficiency Control

Suppose a profitability analysis reveals poor profits for certain products, territories, or
markets. This is when management must ask whether there are more efficient ways to
manage the sales force, advertising, sales promotion, and distribution in connection
with these marketing entities. Some companies have established a marketing controller
position to work on such issues and improve marketing efficiency.

Marketing controllers work out of the controller’s office but specialize in the
marketing side of the business. At companies such as General Foods, DuPont, and
Johnson & Johnson, they perform a sophisticated financial analysis of marketing
expenditures and results, analyzing adherence to profit plans, helping prepare brand
managers’ budgets, measuring the efficiency of promotions, analyzing media produc-
tion costs, evaluating customer and geographic profitability, and educating marketing
personnel on the financial implications of marketing decisions.3?

Strategic Control

From time to time, companies need to undertake a critical review of overall marketing
goals and effectiveness. Each company should periodically reassess its strategic approach
to the marketplace with marketing-effectiveness reviews and marketing audits.

»  The marketing-effectiveness review. Marketing effectiveness is reflected in the degree to
which a company or division exhibits the five major attributes of a marketing
orientation: customer philosophy (serving customers’ needs and wants), integrated
marketing organization (integrating marketing with other key departments), adequate
marketing information (conducting timely, appropriate marketing research), strategic
orientation (developing formal marketing plans and strategies), and operational efficiency
(using marketing resources effectively and flexibly). Unfortunately, most companies

and divisions score in the fair-to-good range on measures of marketing effectiveness.>?

»  The marketing audit. Companies that discover marketing weaknesses should
undertake a marketing audit, a comprehensive, systematic, independent, and
periodic examination of a company’s (or SBU’s) marketing environment, objectives,
strategies, and activities to identify problem areas and opportunities and
recommend a plan of action for improving the company’s marketing
performance.?! The marketing audit examines six major marketing components:
(1) the macroenvironment and task environment, (2) marketing strategy,

(8) marketing organization, (4) marketing systems, (5) marketing productivity, and
(6) marketing function (the 4 Ps).

Highly successful companies also perform marketing excellence reviews and ethical-
social responsibility reviews to gain an outside-in perspective on their marketing activities.

»  The marketing excellence review. This best-practices excellence review rates a firm’s
performance in relation to the best marketing and business practices of high-
performing businesses. The resulting profile exposes weaknesses and strengths and
highlights where the company might change to become a truly outstanding player
in the marketplace.

»  The ethical and social responsibility review. In addition, companies need to evaluate
whether they are truly practicing ethical and socially responsible marketing.
Business success and continually satisfying customers and other stakeholders are
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intimately tied to adoption and implementation of high standards of business and
marketing conduct. The most admired companies abide by a code of serving
people’s interests, not only their own. Thus, the ethical and social responsibility
review allows management to determine how the firm is grappling with ethical
issues and exhibiting a “social conscience” in its business dealings.

Effective control of the marketing process ultimately depends on accurate,
timely, and complete information about markets, demand, and the marketing envi-
ronment—the subject of the next chapter.

EXECUTIVE SUMMARY

Market-oriented strategic planning is the managerial process of developing and main-
taining a viable fit among the organization’s objectives, skills, and resources and its
changing market opportunities. The aim of strategic planning is to shape the com-
pany’s businesses and products to yield the targeted profits and growth. Strategic plan-
ning takes place at four levels: corporate, division, business unit, and product.

The corporate strategy establishes the framework within which the divisions and
business units prepare their strategic plans. Setting a corporate strategy entails defin-
ing the corporate mission; establishing strategic business units (SBUs), assigning
resources to each SBU based on its market attractiveness and business strength, and
planning new businesses and downsizing older businesses. Strategic planning for SBUs
entails defining the business mission, analyzing external opportunities and threats,
analyzing internal strengths and weaknesses, formulating goals, formulating strategy,
formulating programs, implementing the programs, and gathering feedback and
exercising control.

The marketing process consists of four steps: analyzing market opportunities,
developing marketing strategies, planning marketing programs, and managing mar-
keting effort. Each product level within a business unit must develop a marketing plan
for achieving its goals. The marketing plan is one of the most important outputs of the
marketing process. It should contain an executive summary and table of contents, an
overview of the marketing situation, an analysis of opportunities and threats, a sum-
mary of financial and marketing objectives, an overview of marketing strategy, a
description of action programs, a projected profit-and-loss statement, and a summary
of the controls for monitoring the plan’s progress.

In managing the marketing process, companies can organize the marketing
department according to function, geographic area, products, or customer markets.
Companies that market in other countries can create an export department, an inter-
national division, or a global organization. Marketing implementation is the process
that turns marketing plans into action assignments and ensures that such assignments
are executed in a manner that accomplishes the plan’s stated objectives. To manage
the marketing process, companies can apply four types of control: annual-plan con-
trol, profitability control, efficiency control, and strategic control.
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he marketing environment is changing at an accelerating rate. Given the following
changes, the need for real-time market information is greater than at any time in the
past:

From local to national to global marketing: As companies expand their geographical mar-
ket coverage, their managers need more information more quickly.

From buyer needs to buyer wants: As incomes improve, buyers become more selective in
their choice of goods. To predict buyers’ responses to different features, styles, and
other attributes, sellers must turn to marketing research.

From price to nonprice competition: As sellers increase their use of branding, product dif-
ferentiation, advertising, and sales promotion, they require information on these mar-
keting tools’ effectiveness.

Fortunately, the exploding information requirements have given rise to impressive new
information technologies: computers, microfilm, cable television, copy machines, fax ma-
chines, tape recorders, video recorders, videodisc players, CD-ROM drives, the Internet.!
Some firms have developed marketing information systems that provide company man-
agement with rapid and incredible detail about buyer wants, preferences, and behavior.
For example, the Coca-Cola Company knows that we put 3.2 ice cubes in a glass, see 69
of its commercials every year, and prefer cans to pop out of vending machines at a tem-
perature of 35 degrees. Kimberly-Clark, which makes Kleenex, has calculated that the av-
erage person blows his or her nose 256 times a year. Hoover learned that we spend about

35 minutes each week vacuuming, sucking up about 8 pounds of dust each year and us-
ing 6 bags to do so.? Marketers also have extensive information about consumption pat-
terns in other countries. On a per capita basis within Western Europe, for example, the
Swiss consume the most chocolate, the Greeks eat the most cheese, the Irish drink the
most tea, and the Austrians smoke the most cigarettes.>

Nevertheless, many business firms lack information sophistication. Many lack a mar-
keting research department. Others have departments that limit work to routine forecast-
ing, sales analysis, and occasional surveys. In addition, many managers complain about not
knowing where critical information is located in the company; getting too much informa-
tion that they can’t use and too little that they really need; getting important information
too late; and doubting the information’s accuracy. In today’s information-based society,
companies with superior information enjoy a competitive advantage. The company can
choose its markets better, develop better offerings, and execute better marketing planning.

N HE COMPONENTS OF A MODERN MARKETING
% INFORMATION SYSTEM
Every firm must organize a rich flow of information to its marketing managers. Com-

petitive companies study their managers’ information needs and design marketing in-
formation systems (MIS) to meet these needs.

® A marketing information system (MIS) consists of people, equipment,
and procedures to gather, sort, analyze, evaluate, and distribute needed,
timely, and accurate information to marketing decision makers.

To carry out their analysis, planning, implementation, and control responsibilities,
Analyzing marketing managers need information about developments in the marketing envi-
Marketing ronment. The role of the MIS is to assess the manager’s information needs, develop
Opportunities the needed information, and distribute that information in a timely fashion. The in-



formation is developed through internal company records, marketing intelligence ac-
tivities, marketing research, and marketing decision support analysis.

| NTERNAL RECORDS SYSTEM
—

Marketing managers rely on internal reports on orders, sales, prices, costs, inventory
levels, receivables, payables, and so on. By analyzing this information, they can spot
important opportunities and problems.

THE ORDER-TO-PAYMENT CYCLE

The heart of the internal records system is the order-to-payment cycle. Sales represen-
tatives, dealers, and customers dispatch orders to the firm. The sales department pre-
pares invoices and transmits copies to various departments. Out-of-stock items are
back ordered. Shipped items are accompanied by shipping and billing documents that
are sent to various departments.

Today’s companies need to perform these steps quickly and accurately. Customers
favor those firms that can promise timely delivery. Customers and sales representa-
tives fax or e-mail their orders. Computerized warehouses fulfill these orders quickly.
The billing department sends out invoices as quickly as possible. An increasing num-
ber of companies are using electronic data interchange (EDI) or intranets to improve the
speed, accuracy, and efficiency of the order-to-payment cycle. Retail giant Wal-Mart
tracks the stock levels of its products and its computers send automatic replenishment
orders to its vendors.*

SALES INFORMATION SYSTEMS

Marketing managers need up-to-the-minute reports on current sales. Armed with lap-
top computers, sales reps can access information about prospects and customers and
provide immediate feedback and sales reports. An ad for SalesCTRL, a sales force au-
tomation software package, boasts, “Your salesperson in St. Louis knows what Cus-
tomer Service in Chicago told their customer in Atlanta this morning. Sales managers
can monitor everything in their territories and get current sales forecasts anytime.”

Sales force automation (SFA) software has come a long way. Earlier versions mainly
helped managers track sales and marketing results or acted as glorified datebooks. Re-
cent editions have put even more knowledge at marketers’ fingertips, often through
internal “push” or Web technology, so they can give prospective customers more in-
formation and keep more detailed notes. Here are three companies that are using com-
puter technology to design fast and comprehensive sales reporting systems:

m  AscomTimeplex,Inc. Before heading out on a call, sales reps at this telecom-
munications equipment company use their laptop computers to dial into the
company’s worldwide data network. They can retrieve the latest price lists,
engineering and configuration notes, status reports on previous orders, and
e-mail from anywhere in the company. And when deals are struck, the lap-
top computers record each order, double-check the order for errors, and send
it electronically to Timeplex headquarters in Woodcliff Lake, New Jersey.®

m  Alliance Health Care Formerly called Baxter, Alliance supplies hospital pur-
chasing departments with computers so that the hospitals can electronically
transmit orders directly to Alliance. The timely arrival of orders enables Al-
liance to cut inventories, improve customer service, and obtain better terms
from suppliers for higher volumes. Alliance has achieved a great advantage
over competitors, and its market share has soared.

m  Montgomery Security In 1996, San Francisco-based Montgomery Security
was in a bind. To remain competitive in the financial sector, this Nations
Banks subsidiary had to find a way for more than 400 finance, research, and
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sales or trading employees to share information about companies whose stock
they were considering taking public. Yet all of the departments at Mont-
gomery had different database formats for their records; some even kept files
on notepads. The company solved the problem with Sales Enterprise Software
from Siebel Systems. It gave Montgomery significant gains in productivity.
With a common database format, everyone could share information and keep
confidential information secure.®

The company’s marketing information system should represent a cross between
what managers think they need, what managers really need, and what is economi-
cally feasible. An internal MIS committee can interview a cross-section of marketing
managers to discover their information needs. Some useful questions are:

=

What decisions do you regularly make?

What information do you need to make these decisions?

What information do you regularly get?

What special studies do you periodically request?

What information would you want that you are not getting now?

What information would you want daily? Weekly? Monthly? Yearly?

What magazines and trade reports would you like to see on a regular basis?
What topics would you like to be kept informed of?

XN RN

What data analysis programs would you want?

[y
e

What are the four most helpful improvements that could be made in the pres-
ent marketing information system?

M ARKETING INTELLIGENCE SYSTEM

Whereas the internal records system supplies results data, the marketing intelligence
system supplies happenings data.

m A marketing intelligence system is a set of procedures and sources used
by managers to obtain everyday information about developments in the mar-
keting environment.

Marketing managers collect marketing intelligence by reading books, newspapers, and
trade publications; talking to customers, suppliers, and distributors; and meeting with
other company managers. A company can take several steps to improve the quality
of its marketing intelligence.

First, it can train and motivate the sales force to spot and report new develop-
ments. Sales representatives are the company’s “eyes and ears”; they are positioned
to pick up information missed by other means. Yet they are very busy and often fail
to pass on significant information. The company must “sell” its sales force on their
importance as intelligence gatherers. Sales reps should know which types of infor-
mation to send to which managers. For instance, the Prentice Hall sales reps who sell
this textbook let their editors know what is going on in each discipline, who is do-
ing exciting research, and who plans to write cutting-edge textbooks.

Second, the company can motivate distributors, retailers, and other intermediaries
to pass along important intelligence. Consider the following example:’

m  Parker Hannifin Corporation A major fluid-power-products manufacturer,
Parker Hannifin has asked each of its distributors to forward to Parker’s mar-
keting research division a copy of all invoices containing sales of its prod-
ucts. Parker analyzes these invoices to learn about end users and shares its
findings with the distributors.

Many companies hire specialists to gather marketing intelligence. Retailers often
send mystery shoppers to their stores to assess how employees treat customers. The city
of Dallas recently hired Feedback Plus, a professional-shopper agency, to see how car-



pound employees treat citizens picking up their cars. Neiman Marcus employs the
same agency to shop at its 26 stores nationwide. “Those stores that consistently score
high on the shopping service,” says a Neiman Marcus senior VP, “not so coinciden-
tally have the best sales.” The stores will tell salespeople that they’'ve “been shopped”
and give them copies of the mystery shopper’s report. Typical questions on the report
are: How long before a sales associate greeted you? Did the sales associate act as if he
or she wanted your business? Was the sales associate knowledgeable about products
in stock?®

Third, companies can learn about competitors by purchasing their products; at-
tending open houses and trade shows; reading competitors’ published reports; at-
tending stockholders’ meetings; talking to employees, dealers, distributors, suppliers,
and freight agents; collecting competitors’ ads; and reading the Wall Street Journal, the
New York Times, and trade association papers.

Fourth, the company can set up a customer advisory panel made up of representa-
tive customers or the company’s largest customers or its most outspoken or sophisti-
cated customers. For example, Hitachi Data Systems holds a three-day meeting with
its customer panel of 20 members every 9 months. They discuss service issues, new
technologies, and customers’ strategic requirements. The discussion is free-flowing,
and both parties gain: The company gains valuable information about customer needs;
and the customers feel more bonded to a company that listens closely to their com-
ments.’

Fifth, the company can purchase information from outside suppliers such as the
A. C. Nielsen Company and Information Resources, Inc. (see Table 1.2, part D). These
research firms gather and store consumer-panel data at a much lower cost than the
company could do on its own.

Sixth, some companies have established a marketing information center to collect
and circulate marketing intelligence. The staff scans the Internet and major publica-
tions, abstracts relevant news, and disseminates a news bulletin to marketing man-
agers. It collects and files relevant information and assists managers in evaluating new
information.

M ARKETING RESEARCH SYSTEM

-

Marketing managers often commission formal marketing studies of specific problems
and opportunities. They may request a market survey, a product-preference test, a sales
forecast by region, or an advertising evaluation. We define marketing research as follows:

B Marketing research is the systematic design, collection, analysis, and re-
porting of data and findings relevant to a specific marketing situation facing
the company.

SUPPLIERS OF MARKETING RESEARCH

A company can obtain marketing research in a number of ways. Most large compa-
nies have their own marketing research departments.'®

m Procter & Gamble P&G assigns marketing researchers to each product op-
erating division to conduct research for existing brands. There are two sepa-
rate in-house research groups, one in charge of overall company advertising
research and the other in charge of market testing. Each group’s staff consists
of marketing research managers, supporting specialists (survey designers, sta-
tisticians, behavioral scientists), and in-house field representatives to conduct
and supervise interviewing. Each year, Procter & Gamble calls or visits over
1 million people in connection with about 1,000 research projects.

m Hewlett-Packard At HP, marketing research is handled by the Market Re-
search & Information Center (MRIC), located at HP headquarters. The MRIC
is a shared resource for all HP divisions worldwide and is divided into three
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TABLE 1.2
A. Internal Sources

Secondary-Data Sources Company profit...loss statements, balance sheets, sales figures, sales-call reports, invoices, in-
ventory records, and prior research reports.

B. Government Publications

Statistical Abstract of the United States
County and City Data Book

Industrial Outlook

Marketing Information Guide

Other government publications include thenual Survey of Manufacturers; Business Statis-
tics; Census of Manufacturers; Census of Population; Census of Retail Trade, Wholesale Trade, and
Selected Service Industries; Census of Transportation; Federal Reserve Bulletin; Monthly Labor Re-
view; Survey of Current Business; andVital Statistics Report.

C. Periodicals and Books

Business Periodicals Index
Standard and Poor’s Industry
Moody’s Manuals
Encyclopedia of Associations

Marketing journals include thieurnal of Marketing, Journal of Marketing Research, andJour-
nal of Consumer Research.

Useful trade magazines includevertising Age, Chain Store Age, Progressive Grocer, Sales &
Marketing Management, andStores.

Useful general business magazines incBudi@ess Week, Fortune, Forbes, The Economist, Inc.,
and Harvard Business Review.

D. Commercial Data

Nielsen Company: Data on products and brands sold through retail outlets (Retail Index Ser-
vices), supermarket scanner data (Scantrack), data on television audiences (Media Research
Services), magazine circulation data (Neodata Services, Inc.), and others.

MRCA Information Services: Data on weekly family purchases of consumer products (Na-
tional Consumer Panel) and data on home food consumption (National Menu Census).

Information Resources, Inc.: Supermarket scanner data (InfoScan) and data on the impact of
supermarket promotions (PromotioScan).

SAMI/Burke: Reports on warehouse withdrawals to food stores in selected market areas
(SAMI reports) and supermarket scanner data (Samscam).

Simmons Market Research Bureau (MRB Group): Annual reports covering television markets,
sporting goods, and proprietary drugs, with demographic data by sex, income, age, and
brand preferences (selective markets and media reaching them).

Other commercial research houses selling data to subscribers includefttBreau of
Circulation; Arbitron, Audits and Surveys; Dun & Bradstreet; National Family Opinion; Standard
Rate & Data Service; andStarch.

groups. The Market Information Center provides background information on
industries, markets, and competitors using syndicated and other information
services. Decision Support Teams provide research consulting services. Re-
gional Satellites in specific locales worldwide support regional HP initiatives.!!

Small companies can hire the services of a marketing research firm or conduct re-
search in creative and affordable ways, such as:

Analyzing m Engaging students or professors to design and carry out projects: One Boston Univer-
Marketing sity MBA project helped American Express develop a successful advertising cam-
Opportunities paign geared toward young professionals. The cost: $15,000.



m Using the Internet: A company can collect considerable information at very little
cost by examining competitors’” Web sites, monitoring chat rooms, and accessing
published data.

m Checking out rivals: Many small companies routinely visit their competitors. Tom
Coohill, a chef who owns two Atlanta restaurants, gives managers a food al-
lowance to dine out and bring back ideas. Atlanta jeweler Frank Maier Jr., who
often visits out-of-town rivals, spotted and copied a dramatic way of lighting dis-
plays.!?

Companies normally budget marketing research at 1 percent to 2 percent of com-
pany sales. A large percentage is spent buying the services of outside firms. Market-
ing research firms fall into three categories:

m Syndicated-service research firms: These firms gather consumer and trade informa-
tion, which they sell for a fee. Examples: Nielsen Media Research, SAMI/Burke.

m Custom marketing research firms: These firms are hired to carry out specific proj-
ects. They design the study and report the findings.

m Specialty-line marketing research firms: These firms provide specialized research
services. The best example is the field-service firm, which sells field interviewing
services to other firms.

THE MARKETING RESEARCH PROCESS

Effective marketing research involves the five steps shown in Figure 1-11. We will il-
lustrate these steps with the following situation:

American Airlines is constantly looking for new ways to serve its passengers. One
manager came up with the idea of offering phone service. The other managers got
excited about this idea. The marketing manager volunteered to do some preliminary
research. He contacted a major telecommunications company to find out the cost
of providing this service on B747 coast-to-coast flights. The telecommunications
company said that the equipment would cost the airline about $1,000 a flight. The
airline could break even if it charged $25 a phone call and at least 40 passengers
made calls during the flight. The marketing manager then asked the company’s mar-
keting research manager to find out how air travelers would respond to this new
service.

Step 1: Define the Problem and Research Objectives

Management must not define a problem too broadly or too narrowly. A marketing
manager who tells the marketing researcher, “Find out everything you can about air
travelers’ needs,” will collect a lot of unnecessary information. Similarly, a marketing
manager who says, “Find out if enough passengers aboard a B747 flying between the
East Coast and West Coast would be willing to pay $25 to make a phone call so that
American Airlines would break even on the cost of offering this service,” is taking too
narrow a view of the problem. To get the information she needs, the marketing re-
searcher could say: “Why does a call have to be priced at $25? Why does American
have to break even on the cost of the service? The new service might attract enough
new passengers to American so that even if they don’t make enough phone calls,
American will make money out of attracting new passengers.”

In discussing the problem, American’s managers discovered another issue. If the
new service were successful, how fast could other airlines copy it? Airline marketing
competition is replete with examples of new services that were so quickly copied by
competitors that no airline gained a competitive advantage. How important is it to
be first and how long could the lead be sustained?

The marketing manager and marketing researcher agreed to define the problem as
follows: “Will offering an in-flight phone service create enough incremental prefer-
ence and profit for American Airlines to justify its cost against other possible invest-
ments American might make?” They then agreed on the following specific research
objectives:

Define the
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Secondary Sources of
Data On-Line

The number of on-line government
and business information sources is truly
overwhelming. Here is a sample of several
that should prove useful when conducting
on-line market research, and many offer in-
formation for free or a reasonable fee. Note
that because the Web is changing at such a
rapid rate, the addresses may change.
Associations
W American Marketing Association

(www.ama.org/hmpage.htm)

m  The American Society of Association
Executives (www.asaenet.org)

m  CommerceNet—industry association
for Internet commerce (www.com-
merce.net)

m  Gale'’s Encyclopedia of Associations
(www.gale.com)

Business Information

W A Business Compass (ABC)—selec-
tively describes and links to key busi-
ness sites on the Web
(www.abcompass.com)

W A Business Researcher’s Interests—
provides links to business directories,
media sites, marketing-related re-
sources, and much more
(www.brint.com)

| Bloomberg Personal—timely news
and financial services
(www.bloomberg.com)

| (/Net—journalistic coverage of high
technology, computers, and the Inter-
net (www.cnet.com)

m  (ompany Link—free basic directory
data, press releases, stock prices, and
SEC data on 45,000 U.S. firms and
more information available to sub-
scribers (www.companylink.com)

W EDGAR—public company financial fil-
ings (www.sec.gov/edgarhp.htm)

m  Hoover's—directory of company in-
formation (www.hoovers.com)

(continued)
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1. What are the main reasons that airline passengers place phone calls while
flying?

2. What kinds of passengers would be the most likely to make calls?

3. How many passengers are likely to make calls, given different price levels?

4. How many extra passengers might choose American because of this new
service?

5. How much long-term goodwill will this service add to American Airlines’ im-
age?

6. How important is phone service relative to improving other factors such as
flight schedules, food quality, and baggage handling?

Not all research projects can be this specific. Some research is exploratory—its goal
is to shed light on the real nature of the problem and to suggest possible solutions or
new ideas. Some research is descriptive—it seeks to ascertain certain magnitudes, such
as how many people would make an in-flight phone call at $25 a call. Some research
is causal—its purpose is to test a cause-and-effect relationship. For example, would
passengers make more calls if the phone were located next to their seat rather than
in the aisle near the lavatory?

Step 2: Develop the Research Plan

The second stage of marketing research calls for developing the most efficient plan
for gathering the needed information. The marketing manager needs to know the cost
of the research plan before approving it. Suppose the company estimates that launch-
ing the in-flight phone service would yield a long-term profit of $50,000. The man-
ager believes that doing the research would lead to an improved pricing and
promotional plan and a long-term profit of $90,000. In this case, the manager should
be willing to spend up to $40,000 on this research. If the research would cost more
than $40,000, it is not worth doing.'® Designing a research plan calls for decisions on
the data sources, research approaches, research instruments, sampling plan, and contact
methods.

Data Sources. The researcher can gather secondary data, primary data, or both.
Secondary data are data that were collected for another purpose and already exist some-
where. Primary data are data gathered for a specific purpose or for a specific research
project.

Researchers usually start their investigation by examining secondary data to see
whether their problem can be partly or wholly solved without collecting costly pri-
mary data. (Table 1.2 shows the rich variety of secondary-data sources available in the
United States.)'* Secondary data provide a starting point for research and offer the ad-
vantages of low cost and ready availability.

The Internet, or more particularly, the World Wide Web, is now the greatest repos-
itory of information the world has seen. In an incredibly short span of time, the Web
has become a key tool for sales and marketing professionals to access competitive in-
formation or conduct demographic, industry, or customer research. See the Market-
ing Memo “Secondary Sources of Data On-line” for a minidirectory of sites where you
can conduct free or at least inexpensive market research.

When the needed data do not exist or are dated, inaccurate, incomplete, or un-
reliable, the researcher will have to collect primary data. Most marketing research
projects involve some primary-data collection. The normal procedure is to interview
some people individually or in groups to get a sense of how people feel about the
topic in question and then develop a formal research instrument, debug it, and carry
it into the field.

When stored and used properly, the data collected in the field can form the back-
bone of later marketing campaigns. Direct marketers such as record clubs, credit-card
companies, and catalog houses have long understood the power of database marketing.

B A customer or prospect database is an organized collection of compre-
hensive data about individual customers, prospects, or suspects that is cur-
rent, accessible, and actionable for marketing purposes such as lead



generation, lead qualification, sale of a product or service, or maintenance of
customer relationships.

Some techniques that are becoming increasingly popular are data warehousing
and data mining—but they are not without risks. See the Marketing for the Millen-
nium box, “Companies Turn to Data Warehousing and Data Mining: Exercise Care.”

Research Approaches. Primary data can be collected in five ways: observation,
focus groups, surveys, behavioral data, and experiments.

m Observational research: Fresh data can be gathered by observing the relevant ac-
tors and settings. The American Airlines researchers might meander around air-
ports, airline offices, and travel agencies to hear how travelers talk about the
different carriers. The researchers can fly on American and competitors’ planes to
observe the quality of in-flight service. This exploratory research might yield
some useful hypotheses about how travelers choose air carriers.

m Focus-group research: A focus group is a gathering of six to ten people who are in-
vited to spend a few hours with a skilled moderator to discuss a product, service,
organization, or other marketing entity. The moderator needs to be objective,
knowledgeable on the issue, and skilled in group dynamics. Participants are nor-
mally paid a small sum for attending. The meeting is typically held in pleasant
surroundings and refreshments are served.

In the American Airlines research, the moderator might start with a broad
question, such as “How do you feel about air travel?” Questions then move to
how people regard the different airlines, different services, and in-flight tele-
phone service. The moderator encourages free and easy discussion, hoping that
the group dynamics will reveal deep feelings and thoughts. At the same time,
the moderator “focuses” the discussion. The discussion, recorded through note
taking or on audiotape or videotape, is subsequently studied to understand con-
sumer beliefs, attitudes, and behavior.

Focus-group research is a useful exploratory step. Consumer-goods companies
have been using focus groups for many years, and an increasing number of
newspapers, law firms, hospitals and public-service organizations are discovering

(continued)

National Trade Data Bank—free access
to over 18,000 market research reports
analyzing trends and competition in
scores of industries and for hundreds of
products (www.stat-usa.gov)

Public Register’s Annual Report Ser-
vice—allows searches of 3,200 public
companies by company name or in-
dustry and offers annual reports via
e-mail (www.prars.com/index.html)
Quote.Com—access to a wide range
of business wires, companies’ directo-
ries, and stock quotes
(www.quote.com)

Government Information

Census Bureau (www.census.gov)
FedWorld—a clearinghouse for over
100 federal government agencies
(www.fedworld.gov)
Thomas—indexes federal govern-
ment sites (thomas.loc.gov)
Trade/Exporting/business:Stat-USA
(www.stat-usa.gov)

US Business Advisor
(www.business.gov)

International Information

(IA World Factbook—a comprehen-
sive statistical and demographic direc-
tory covering 264 countries around the
world (www.odic.gov/cia/publications)
The Electronic Embassy (www.em-
bassy.org)

|-Trade—free and fee-based informa-
tion services for firms wishing to do
business internationally (www.i-
trade.com)

The United Nations (www.un.org)

Sources: Based on information from Robert . Berk-
man, find It fast: How to Uncover Expert Information
on Any Subject in Print or Onfine (New York: Harper-
Collins, 1997); Christine Galea, “Surf City: The Best
Places for Business on the Web," Sales & Marketing
Management, January 1997, pp.69—73; David Curle,
“Out-of-the-Way Sources of Market Research on the
\Web," Onfine, January—February 1998, pp.63—68.5ee
also Jan Davis Tudor,"Brewing Up:A Web Approach to
Industry Research,” Online, July—August 1996, p.12.
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Companies Turn to Data Warehousing and Here are some examples of the uses of database marke
Data Mining: Exercise Care m MCI Communications Corporation, the long-distance car

) . L sifts through 1 trillion bytes of customer phoning data fto
Companies are using data mining, a set of methods that extracts, ..« new discount calling plans for different types of clis-

patterns from large masses of data organized in what is Ca”eqomers‘f

a data warehouse. Banks and credit-card companies, telephone . ) )

companies, catalog marketers, and many other companies ha,é\/larrlott-s Vacathn Club Intgrnatlona! has managed to red
a great deal of information about their customers, including not tS volume of mail and yet increase its response rate by
only their addresses but also their transactions and enhanced'€/0Ping & model showing which customers in its databg
data on age, family size, income, and other demographic infor-aré most likely to respond to specific vacation offerings.

mation. By carefully mining this data, a company could benafit Tesco, the British supermarket chain, notifies different gro
in several ways: such as wine buyers or cheese buyers, when there will
m Knowing which customers may be ready for a product up- SPecial sale of wine or cheese.
grade offer m Landse End can tell which of its 2 million customers shq
m Knowing which customers might buy other products of the receive special mailings of specific clothing items that wo
company fit their wardrobe needs.
m Knowing which customers would make the best prospects These benefits donet come without heavy cost, not only
for a special offer collecting the original customer data but also in maintaining
. | - d mining it. Yet when it works, it yields more than it cost
m Knowing which customers have the most lifetime value ari‘%1 . !
9 96 study by DWI estimated that the average return on

giving them more attention and perks
vestment for a data warehouse over the course of three yea

® Knowing which customers might tend to exit and takingyore than 400 percent. The data has to be in good conditi

steps to prevent this and the discovered relationships must be valid. Mistakes ar

Some observers believe that a proprietary database can pvays possible: British Columbia Telecom wanted to invite 10
vide a company with a significant competitive advantage. Itssitbest customers to a Vancouver Grizzlies basketball game
wonder that at a secret location in Phoenix, security guards wagelfiected customers who were heavy 900-number users. Th
over American Expresses 500 billion bytes of data on how its vitetions were already at the printer when the marketing s
tomers have used the companyes 35 million green, gold, and pthscovered that heavy 900-number users included sex-line
inum charge cards. Amex uses the database to include precitfahgiasts. They quickly added other criteria to mine for a ne
targeted offers in its monthly mailing of millions of customer bilié.guests.

2John Verity, A Trillion-Byte Weap@wsjdess Week, July 31, 1995, pp. 80...81.

Sources: Peter R. Peacock, *Data Mining in Marketing: Pelttrkezhg Management, Winter 1998, pp. 9...18, and sData Mining in Marketing: Plarke2y Management,
Spring 1998, pp. 15...25; Ginger Conlon,*What the !@#!*?!! Is a Data Waweh&ugeR2ting Management, April 1997, pp. 41...48; Skip Press,+Foolss Gold? As g
nies Rush to Mine Data, They May Dig Up Real Gems,or False Fegnds(darketing Management, April 1997, pp. 58, 60, 62.
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their value. However, researchers must avoid generalizing the reported feelings of
the focus-group participants to the whole market, because the sample size is too
small and the sample is not drawn randomly."

With the development of the World Wide Web, many companies are now con-
ducting on-line focus groups:'®

Janice Gjersten of WPStudio, an on-line entertainment company, found that on-line
focus-group respondents could be much more honest than those in her traditional
in-person focus groups. Gjersten contacted Cyber Dialogue, which provided focus-
group respondents drawn from its 10,000-person database. The focus group was
held in a chat room that Gjersten “looked in on” from her office computer. Gjersten
could interrupt the moderator at any time with flash e-mails unseen by the respon-

Ana\yzilmg dents. Although the on-line focus group lacked voice and body cues, Gjersten says
Markeung , she will never conduct a traditional focus group again. Not only were respondents
Opportunities more honest, but the cost for the on-line group was one third that of a traditional

focus group, and a full report came to her in one day, compared to four weeks.



m Survey research: Surveys are best suited for descriptive research. Companies
undertake surveys to learn about people’s knowledge, beliefs, preferences,
and satisfaction, and to measure these magnitudes in the general popula-
tion. American Airlines researchers might want to survey how many peo-
ple know American, have flown it, prefer it, and would like telephone
availability.

m Behavioral data: Customers leave traces of their purchasing behavior in store
scanning data, catalog purchase records, and customer databases. Much can
be learned by analyzing this data. Customers’ actual purchases reflect re-
vealed preferences and often are more reliable than statements they offer to
market researchers. People often report preferences for popular brands, and
yet the data show them actually buying other brands. For example, grocery
shopping data show that high-income people do not necessarily buy the
more expensive brands, contrary to what they might state in interviews;
and many low-income people buy some expensive brands. Clearly Ameri-
can Airlines can learn many useful things about its passengers by analyzing
ticket purchase records.

m Experimental research: The most scientifically valid research is experimental
research. The purpose of experimental research is to capture cause-and-effect
relationships by eliminating competing explanations of the observed find-
ings. To the extent that the design and execution of the experiment elimi-
nate alternative hypotheses that might explain the results, the research and
marketing managers can have confidence in the conclusions. It calls for se-
lecting matched groups of subjects, subjecting them to different treatments,
controlling extraneous variables, and checking whether observed response
differences are statistically significant. To the extent that extraneous factors
are eliminated or controlled, the observed effects can be related to the varia-
tions in the treatments.

American Airlines might introduce in-flight phone service on one of its regular
flights from New York to Los Angeles at a price of $25 a phone call. On the same
flight the following day, it announces the availability of this service at $15 a phone
call. If the plane carried the same number and type of passengers on each flight, and
the day of the week made no difference, any significant difference in the number of
calls made could be related to the price charged. The experimental design could be
elaborated further by trying other prices, replicating the same prices on a number of
flights, and including other air routes in the experiment.
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Types of Questions
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A.Closed-end Questions

Name Description

Dichotomous A question with two

possible answers.

Example

In arranging this trip, did you personally
phone American?
Yes No

Multiple choice A question with three or

more answers.

With whom are you traveling on this flight?
[J No one
0 Spouse
[ Spouse and children
[ Children only
[J Business associates/friends/relatives
[J An organized tour group

Likert scale A statement with which the Small airlines generally give better
respondent shows the service than large ones.
amount of agreement/ Strongly Disagree Neither  Agree Strongly
disagreement. disagree agree nor agree
disagree
1 2 3_ 4 5
Semantic A scale connecting two American Airlines
differential bipolar words. The respon- Large  _ Small
dent selects the point that Experienced__ Inexperienced
represents his or her Modern Old-fashioned

opinion.

Importance scale A scale that rates the impor-

tance of some attribute.

Airline food service to me is
Extremely Very Some  Notvery Not

important impor- what impor- at all
tant impor-  tant impor-
tant tant
1 2 3 4 5

Americaness food service is
Excellent Very Good Good Fair Poor
1 2 3 4 5

Rating scale A scale that rates some
attribute from spoorZto
«excellent.Z
Intention-to-buy A scale that describes the
scale respondentes intention to
buy.

If an in-flight telephone were available on a
long flight, | would
Definitely Probably Not Probably Definitely
buy buy sure notbuy not buy
1 2 3 4 5

(continued)

Research Instruments. Marketing researchers have a choice of two main re-
search instruments in collecting primary data: questionnaires and mechanical devices.

m Questionnaires: A questionnaire consists of a set of questions presented to re-
spondents for their answers. Because of its flexibility, the questionnaire is by
far the most common instrument used to collect primary data. Question-
naires need to be carefully developed, tested, and debugged before they are

administered on a large scale.

In preparing a questionnaire, the professional marketing researcher care-
fully chooses the questions and their form, wording, and sequence. The form
of the question asked can influence the response. Marketing researchers dis-
tinguish between closed-end and open-end questions. Closed-end questions
prespecify all the possible answers. Open-end questions allow respondents to
answer in their own words. Closed-end questions provide answers that are
easier to interpret and tabulate. Open-end questions often reveal more be-
cause they do not constrain respondents’ answers. Open-end questions are
especially useful in exploratory research, where the researcher is looking for
insight into how people think rather than in measuring how many people
think a certain way. Table 1.3 provides examples of both types of questions.



B.Open-end Questions

TABLE 1.3(continued)

Name Description
Completely A question that respondents
unstructured can answer in an almost

unlimited number of ways.

Example Types of Questions

What is your opinion of American Airlines?

Word association
a time, and respondents
mention the first word that
comes to mind.

Words are presented, one at

What is the first word that comes to your
mind when you hear the following?
Airline
American

Travel

Sentence
completion

An incomplete sentence is

complete the sentence.

presented and respondents

When | choose an airline, the most impor-
tant consideration in my decision
is

Story completion An incomplete story is
presented, and respon-
dents are asked to com-

plete it.

«| flew American a few days ago. | noticed

that the exterior and interior of the plane

had very bright colors. This aroused in me the
following thoughts and feelings . . Now com-
plete the story.Z

Picture A picture of two characters
is presented, with one
making a statement. Re-
spondents are asked to
identify with the other and

fill in the empty balloon.

Thematic
Apperception
Test (TAT)

A picture is presented and
respondents are asked to
make up a story about

what they think is hap-
pening or may happen
in the picture.

Finally, the questionnaire designer should exercise care in the wording
and sequencing of questions. The questionnaire should use simple, direct,
unbiased wording and should be pretested with a sample of respondents
before it is used. The lead question should attempt to create interest. Diffi-
cult or personal questions should be asked toward the end so that respon-
dents do not become defensive early. Finally, the questions should flow in
a logical order.

Mechanical Instruments: Mechanical devices are occasionally used in market-
ing research. Galvanometers measure the interest or emotions aroused by
exposure to a specific ad or picture. The tachistoscope flashes an ad to a
subject with an exposure interval that may range from less than one hun-
dredth of a second to several seconds. After each exposure, the respondent
describes everything he or she recalls. Eye cameras study respondents’ eye
movements to see where their eyes land first, how long they linger on a
given item, and so on. An audiometer is attached to television sets in par-
ticipating homes to record when the set is on and to which channel it is
tuned."”

Sampling Plan. After deciding on the research approach and instruments, the

marketing researcher must design a sampling plan. This plan calls for three decisions:

1. Sampling unit: Who is to be surveyed? The marketing researcher must define
the target population that will be sampled. In the American Airlines survey,
should the sampling unit be business travelers, vacation travelers, or both?
Should travelers under age 21 be interviewed? Should both husbands and
wives be interviewed? Once the sampling unit is determined, a sampling

Gathering Information
and Measuring
Market Demand



frame must be developed so that everyone in the target population has an
equal or known chance of being sampled.

2. Sample size: How many people should be surveyed? Large samples give more reli-
able results than small samples. However, it is not necessary to sample the
entire target population or even a substantial portion to achieve reliable re-
sults. Samples of less than 1 percent of a population can often provide good
reliability, given a credible sampling procedure.

3. Sampling procedure: How should the respondents be chosen? To obtain a representa-
tive sample, a probability sample of the population should be drawn. Probabil-
ity sampling allows the calculation of confidence limits for sampling error. Thus
one could conclude after the sample is taken that “the interval 5 to 7 trips per
year has 95 chances in 100 of containing the true number of trips taken annu-
ally by air travelers in the Southwest.” Three types of probability sampling are
described in Table 4.3, part A. When the cost or time involved in probability
sampling is too high, marketing researchers will take nonprobability samples.
Table 4.3, part B, describes three types of nonprobability sampling. Some market-
ing researchers feel that nonprobability samples are very useful in many cir-
cumstances, even though they do not allow sampling error to be measured.

Contact Methods. Once the sampling plan has been determined, the market-
ing researcher must decide how the subject should be contacted: mail, telephone, per-
sonal, or on-line interviews.

The mail questionnaire is the best way to reach people who would not give per-
sonal interviews or whose responses might be biased or distorted by the interviewers.
Mail questionnaires require simple and clearly worded questions. Unfortunately, the
response rate is usually low or slow. Telephone interviewing is the best method for gath-
ering information quickly; the interviewer is also able to clarify questions if respon-
dents do not understand them. The response rate is typically higher than in the case
of mailed questionnaires. The main drawback is that the interviews have to be short
and not too personal. Telephone interviewing is getting more difficult because of an-
swering machines and people becoming suspicious of telemarketing.

Personal interviewing is the most versatile method. The interviewer can ask more
questions and record additional observations about the respondent, such as dress and
body language. Personal interviewing is the most expensive method and requires more
administrative planning and supervision than the other three. It is also subject to in-
terviewer bias or distortion. Personal interviewing takes two forms. In arranged inter-
views, respondents are contacted for an appointment. Often a small payment or
incentive is offered. Intercept interviews involve stopping people at a shopping mall or
busy street corner and requesting an interview. Intercept interviews have the draw-

Probability and Nonprobability
Samples
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A. Probability Sample

Simple random sample

Stratified random sample

Cluster (area) sample

B. Nonprobability Sample
Convenience sample
Judgment sample

Quota sample

Every member of the population has an equal chance of selec-
tion.

The population is divided into mutually exclusive groups (such
as age groups), and random samples are drawn from each
group.

The population is divided into mutually exclusive groups (such
as city blocks), and the researcher draws a sample of the
groups to interview.

The researcher selects the most accessible population members.

The researcher selects population members who are good
prospects for accurate information.

The researcher finds and interviews a prescribed number of peo-
ple in each of several categories.



back of being nonprobability samples, and the interviews must not require too much
time.

There is increased use of on-line interviewing. A company can include a question-
naire at its Web page and offer an incentive to answer the questionnaire. Or it can
place a banner on some frequently visited site inviting people to answer some ques-
tions and possibly win a prize. Or the company can enter a target chat room and seek
volunteers for a survey. In collecting data on-line, however, the company must rec-
ognize the data’s limitations. The company cannot assume that the data are repre-
sentative of a target population, because the respondents are self-selected. People in
the target market who do not use the Internet or who don’t want to answer a ques-
tionnaire can bias the results. Still the information can be useful for exploratory re-
search in suggesting hypotheses that might be investigated in a more scientific
subsequent survey.

Many companies are now using automated telephone surveys to solicit market re-
search information. MetroHealth Systems in Cleveland used to have a dismal return
rate of 50 percent on its paper patient-satisfaction surveys. Then the company teamed
up with Sprint Healthcare systems of Overland Park, Kansas, to deliver an interactive
phone survey. Under the pilot project, patients who left the hospital received a phone
card with a toll-free number. When they dialed, a recording asked them several ques-
tions about their hospital experience. Results that once took months to sort now came
back in a few days, and more patients completed the survey.'®

And how do you provide incentives for customers to answer your automated sur-
vey? One popular approach is to use prepaid phone cards as an incentive. A survey
is programmed into an interactive call system that not only administers the survey
but also sorts the results virtually any way the client wants them. Then the client dis-
tributes the calling cards to its selected market segment. When the call users place
their free calls, a voice prompt asks them if they would like to gain additional min-
utes by taking a short survey. NBC, Coca-Cola, and Amoco are some of the compa-
nies that have used prepaid phone cards to survey their customers.'’

Step 3: Collect the Information

The data collection phase of marketing research is generally the most expensive and
the most prone to error. In the case of surveys, four major problems arise. Some re-
spondents will not be at home and must be recontacted or replaced. Other respon-
dents will refuse to cooperate. Still others will give biased or dishonest answers. Finally,
some interviewers will be biased or dishonest.

Yet data collection methods are rapidly improving thanks to computers and
telecommunications. Some research firms interview from a centralized location. Pro-
fessional interviewers sit in booths and draw telephone numbers at random. When
the phone is answered, the interviewer reads a set of questions from a monitor and
types the respondents’ answers into a computer. This procedure eliminates editing
and coding, reduces errors, saves time, and produces all the required statistics. Other
research firms have set up interactive terminals in shopping centers. Persons willing
to be interviewed sit at a terminal, read the questions from the monitor, and type in
their answers. Most respondents enjoy this form of “robot” interviewing.*

Several recent technical advances have permitted marketers to research the sales
impact of ads and sales promotion. Information Resources, Inc. recruits a panel of
supermarkets equipped with scanners and electronic cash registers. Scanners read
the universal product code on each product purchased, recording the brand, size,
and price for inventory and ordering purposes. Meanwhile, the firm has recruited
a panel of these stores’ customers who have agreed to charge their purchases with
a special Shopper’s Hotline ID card, which holds information about household char-
acteristics, lifestyle, and income. These same customers have also agreed to let their
television-viewing habits be monitored by a black box. All consumer panelists re-
ceive their programs through cable television, and Information Resources controls
the advertising messages being sent to their houses. The firm can then capture
through store purchases which ads led to more purchasing and by which cus-
tomers.?!
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Step 4: Analyze the Information

The next-to-last step in the marketing research process is to extract findings from the
collected data. The researcher tabulates the data and develops frequency distributions.
Averages and measures of dispersion are computed for the major variables. The re-
searcher will also apply some advanced statistical techniques and decision models in
the hope of discovering additional findings. (Techniques and models are described
later.)

Step 5: Present the Findings
As the last step, the researcher presents the findings to the relevant parties. The re-
searcher should present major findings that are relevant to the major marketing de-
cisions facing management.

The main survey findings for the American Airlines case show that:

1. The chief reasons for using in-flight phone service are emergencies, urgent
business deals, and mix-ups in flight times. Making phone calls to pass the
time would be rare. Most of the calls would be made by businesspeople on
expense accounts.

2. About 20 passengers out of every 200 would make in-flight phone calls at a
price of $25 a call; about 40 would make calls at $15. Thus a charge of $15
would produce more revenue (40 X $15 = $600) than $25 (20 X $25 = $500).
Still, this is far below the in-flight break-even cost of $1,000.

3. The promotion of in-flight phone service would win American about two ex-
tra passengers on each flight. The net revenue from these two extra passen-
gers would be about $400, and the airline would be able to break even.

4. Offering in-flight service would strengthen the public’s image of American
Airlines as an innovative and progressive airline. American would break even
and gain some new passengers and customer goodwill.

The Seven Characteristics of Good
Marketing Research
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1.Scientific method: Effective marketing research uses the principles of the scientific
method: careful observation, formulation of hypotheses, predic-
tion, and testing.

2.Research creativity: At its best, marketing research develops innovative ways to solve
a problem: a clothing company catering to teenagers gave sev-
eral young men video cameras, then used the videos for focus
groups held in restaurants and other places teens frequent.

3.Multiple methods: Good marketing researchers shy away from overreliance on any
one method. They also recognize the value of using two or three
methods to increase confidence in the results.

4.Interdependence of Good marketing researchers recognize that data are interpreted
models and data: from underlying models that guide the type of information
sought.
5.Value and cost of Good marketing researchers show concern for estimating the
information: value of information against its cost. Costs are typically easy to

determine, but the value of research is harder to quantify. It de-
pends on the reliability and validity of the findings and man-
agementes willingness to accept and act on those findings.

6.Healthy skepticism: Good marketing researchers show a healthy skepticism toward
glib assumptions made by managers about how a market works.
They are alert to the problems caused by smarketing myths.Z

7 .Ethical marketing: Good marketing research benefits both the sponsoring com-
pany and its customers. The misuse of marketing research can
harm or annoy consumers. Increasing resentment at what con-
sumers regard as an invasion of their privacy or a sales pitch has
become a major problem for the research industry.
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Marketing Researchers Challenge 3. The effectiveness of advertising is revealed by how memorable

Conventional Marketing Wisdom and persuasive it is. Actually, the best ads, when measured
recall and persuasion scores, are not necessarily the mo
Kevin Clancy and Robert Shulman charge that too many com{ective ads. A much better predictor of an ades effectiven

panies build their marketing plans on smarketing myths.Z Web-s the buyerss attitude toward the advertising,specificall

by

5t ef-
ess
Y,

steres dictionary defines a myth as +an ill-founded belief heldvhether the buyer feels he or she received useful informa-

uncritically, especially by an interested group.Z Clancy and Shution and whether the buyer liked the advertising.
man list the following myths that have led marketing managejs

A company is wise to spend the major portion of its research
down the wrong path:

budget on focus groups and qualitative research. FOcus groups

1. Abrand’s best prospects are the heavy buyers in the category. Al- and qualitative research are useful but the major part of
though most companies pursue heavy buyers, these people research budget should be spent on quantitative resea
may not be the best target of marketing efforts. Many heavy and surveys.

users are highly committed to specific competitors, anglyme marketers will undoubtedly present counterexamp

those who are not are often willing to switch products whefjhere these smythsZ have actually yielded positive results.

a competitor offers them a better deal.
2. The more appealing a new product is, the more likely it will be a  think their basic assumptions.

success. This philosophy can lead the company to give away

too much to the customer and result in lower profitability.

Source: Kevin J. Clancy and Robert S. Shulthanjarketing Revolution: A Radical Manifesto for Dominating the Marketplace (New York: HarperBusiness, 1991).
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ertheless, the authors deserve credit for forcing marketers to re-

Of course, these findings could suffer from a variety of errors, and management may
want to study the issues further. (See Table 1.5 and the Marketing Insight box, “Mar-
keting Researchers Challenge Conventional Marketing Wisdom."”). But American could
now have more confidence in launching the telephone service.

OVERCOMING BARRIERS TO THE USE OF MARKETING RESEARCH

In spite of the rapid growth of marketing research, many companies still fail to use
it sufficiently or correctly, for several reasons:

A narrow conception of marketing research: Many managers see marketing research
as a fact-finding operation. They expect the researcher to design a questionnaire,
choose a sample, conduct interviews, and report results, often without a careful
definition of the problem or of the decision alternatives facing management.
When fact-finding fails to be useful, management’s idea of the limited usefulness
of marketing research is reinforced.

Uneven caliber of marketing researchers: Some managers view marketing research as
little more than a clerical activity and reward it as such. Less competent market-
ing researchers are hired, and their weak training and deficient creativity lead to
unimpressive results. The disappointing results reinforce management’s prejudice
against marketing research. Management continues to pay low salaries to its
market researchers, thus perpetuating the basic problem.

Late and occasionally erroneous findings by marketing research: Managers want quick
results that are accurate and conclusive. Yet good marketing research takes time
and money. Managers are disappointed when marketing research costs too much
or takes too much time. They also point to well-known cases where the marketing
research predicted the wrong result, as when Coca-Cola introduced the New Coke.

Personality and presentational differences: Differences between the styles of line Gathering Information
managers and marketing researchers often get in the way of productive relation- and Measuring
ships. To a manager who wants concreteness, simplicity, and certainty, a Market Demand
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marketing researcher’s report may seem abstract, complicated, and tentative. Yet
in the more progressive companies, marketing researchers are increasingly being
included as members of the product management team, and their influence on
marketing strategy is growing.

M ARKETING DECISION SUPPORT SYSTEM

e

A growing number of organizations are using a marketing decision support system to
help their marketing managers make better decisions. Little defines an MDSS as follows:

B A marketing decision support system (MDSS) is a coordinated collec-
tion of data, systems, tools, and techniques with supporting software and
hardware by which an organization gathers and interprets relevant informa-
tion from business and environment and turns it into a basis for marketing
action.?

Table 1.6 describes the major statistical tools, models, and optimization routines
that comprise a modern MDSS. Lilien and Rangaswamy recently published Marketing
Engineering: Computer-Assisted Marketing Analysis and Planning, which provides a pack-
age of widely used modeling software tools.?

The April 13, 1998, issue of Marketing News lists over 100 current marketing and
sales software programs that assist in designing marketing research studies, segment-
ing markets, setting prices and advertising budgets, analyzing media, and planning
sales force activity. Here are examples of decision models that have been used by mar-
keting managers:

BRANDAID: A flexible marketing-mix model focused on consumer packaged goods
whose elements are a manufacturer, competitors, retailers, consumers, and the gen-
eral environment. The model contains submodels for advertising, pricing, and com-
petition. The model is calibrated with a creative blending of judgment, historical
analysis, tracking, field experimentation, and adaptive control.*

CALLPLAN: A model to help salespeople determine the number of calls to make per
period to each prospect and current client. The model takes into account travel
time as well as selling time. The model was tested at United Airlines with an ex-
perimental group that managed to increase its sales over a matched control group
by 8 percentage points.?®

DETAILER: A model to help salespeople determine which customers to call on and
which products to represent on each call. This model was largely developed for
pharmaceutical detail people calling on physicians where they could represent no
more than three products on a call. In two applications, the model yielded strong
profit improvements.?

GEOLINE: A model for designing sales and service territories that satisfies three prin-
ciples: the territories equalize sales workloads; each territory consists of adjacent
areas; and the territories are compact. Several successful applications were re-

27
ported.

MEDIAC: A model to help an advertiser buy media for a year. The media planning
model includes market-segment delineation, sales potential estimation, diminish-
ing marginal returns, forgetting, timing issues, and competitor media schedules.?

Some models now claim to duplicate the way expert marketers normally make
their decisions. Some recent expert system models include:

PROMOTER evaluates sales promotions by determining baseline sales (what sales
would have been without promotion) and measuring the increase over baseline as-
sociated with the promotion.?

ADCAD recommends the type of ad (humorous, slice of life, and so on) to use given the
marketing goals, product characteristics, target market, and competitive situation.*
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1.Multiple regression: A stgtistical technique for estimating a _-best fit_tingZ_ equation Quantitative Tools Used in
showing how the value of a dependent variable varies with chang- parketing Decision Support
ing values in a number of independent varialilesnple: A com- Systems
pany can estimate how unit sales are influenced by changes in
the level of company advertising expenditures, sales force size,and
price.

2.Discriminant analysis: A statistical technique for classifying an object or persons into two
or more categoriesxample: A large retail chain store can deter-
mine the variables that discriminate between successful and un-
successful store locatiohs.

3.Factor analysis: A statistical technique used to determine the few underlying di-
mensions of a larger set of intercorrelated variablesple: A
broadcast network can reduce a large set of TV programs down
to a small set of basic program types.

4.Cluster analysis: A statistical technique for separating objects into a specified num-
ber of mutually exclusive groups such that the groups are rela-
tively homogeneougxample: A marketing researcher might want
to classify a set of cities into four distinct groups.

5.Conjoint analysis: A statistical technique whereby respondentse ranked preferences
for different offers are decomposed to determine the persones in-
ferred utility function for each attribute and the relative impor-
tance of each attributéxample: An airline can determine the total
utility delivered by different combinations of passenger services.

6.Multidimensional scaling: A variety of techniques for producing perceptual maps of com-
petitive products or brands. Objects are represented as points in
a multidimensional space of attributes where their distance from
one another is a measure of dissimilafiynple: A computer
manufacturer wants to see where his brand is positioned in rela-
tion to competitive brands.

Models

1.Markov-process model: ~ This model shows the probability of moving from a current state
to any future statéxample: A branded packaged-goods manu-
facturer can determine the period-to-period switching and stay-
ing rates for her brand and, if the probabilities are stable, the
brandes ultimate brand share.

2.Queuing model: This model shows the waiting times and queue lengths that can
be expected in any system, given the arrival and service times and
the number of service channélgample: A supermarket can use
the model to predict queue lengths at different times of the day
given the number of service channels and service speed.

3.New-product pretest This model involves estimating functional relations between
buyer states of awareness, trial, and repurchase based on con-
models: sumer preferences and actions in a pretest situation of the mar-

keting offer and campaign. Among the well-known models are
ASSESSOR, COMP, DEMON, NEWS, and SPRINTER.

4.Sales-response models:  This is a set of models that estimate functional relations between
one or more marketing variables,such as sales force size, adver-
tising expenditure, sales-promotion expenditure, and so forth,,
and the resulting demand level.

Optimization Routines
1.Differential calculus: This technique allows finding the maximum or minimum value

along a well-behaved function. Gathering Information

and Measuring

(continued) Market Demand
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2.Mathematical This technique allows finding the values that would optimize
programming: some objective function that is subject to a set of constraints.

3.Statistical decision This technique allows determining the course of action that pro-
theory: duces the maximum expected value.

4.Game theory: This technique allows determining the course of action that will

minimize the decision makeress maximum loss in the face of the
uncertain behavior of one or more competitors.

5.Heuristics: This involves using a set of rules of thumb that shorten the time
or work required to find a reasonably good solution in a complex

system.

3. Sands, *Store Site Selection by Discriminant Analysis|2f the Market Research Society, 1981, pp. 40...51.

°V. R. Rao,*Taxonomy of Television Programs Based on Viewing Behawiar,Zarketing Research, August 1975, pp.
355...58.

‘See Kevin J. Clancy, Robert Shulman, and Marianngalfed Test Marketing (New York: Lexington Books, 1994).

COVERSTORY examines a mass of syndicated sales data and writes an English-lan-
guage memo reporting the highlights.3!

The first decade of the twenty-first century will undoubtedly usher in further soft-
ware programs and decision models.

N OVERVIEW OF FORECASTING AND
DEMAND MEASUREMENT

One major reason for undertaking marketing research is to identify market opportuni-
ties. Once the research is complete, the company must measure and forecast the size,
growth, and profit potential of each market opportunity. Sales forecasts are used by fi-
nance to raise the needed cash for investment and operations; by the manufacturing
department to establish capacity and output levels; by purchasing to acquire the right
amount of supplies; and by human resources to hire the needed number of workers.
Marketing is responsible for preparing the sales forecasts. If its forecast is far off the mark,
the company will be saddled with excess inventory or have inadequate inventory.

Sales forecasts are based on estimates of demand. Managers need to define what
they mean by market demand.

THE MEASURES OF MARKET DEMAND

Companies can prepare as many as 90 different types of demand estimates (see Fig-
ure 1-12. Demand can be measured for six different product levels, five different space
levels, and three different time levels.

Each demand measure serves a specific purpose. A company might forecast short-
run demand for a particular product for the purpose of ordering raw materials, plan-
ning production, and borrowing cash. It might forecast regional demand for its major
product line to decide whether to set up regional distribution.

WHICH MARKET TO MEASURE?

Marketers talk about potential markets, available markets, served markets, and pene-
trated markets. Let us start with the definition of market:

m A market is the set of all actual and potential buyers of a market offer.

The size of a market hinges on the number of buyers who might exist for a particu-
lar market offer. The potential market is the set of consumers who profess a sufficient
level of interest in a market offer.
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Consumer interest is not enough to define a market. Potential consumers must
have enough income and must have access to the product offer. The available market
is the set of consumers who have interest, income, and access to a particular offer.

For some market offers, the company or government may restrict sales to certain
groups. For example, a particular state might ban motorcycle sales to anyone under
21 years of age. The eligible adults constitute the qualified available market—the set of
consumers who have interest, income, access, and qualifications for the particular
market offer.

A company can go after the whole available market or concentrate on certain seg-
ments. The target market (also called the served market) is the part of the qualified avail-
able market the company decides to pursue. The company, for example, might decide
to concentrate its marketing and distribution effort on the East Coast.

The company will end up selling to a certain number of buyers in its target
market. The penetrated market is the set of consumers who are buying the company’s
product.

These market definitions are a useful tool for market planning. If the company is
not satisfied with its current sales, it can take a number of actions. It can try to at-
tract a larger percentage of buyers from its target market. It can lower the qualifica-
tions of potential buyers. It can expand its available market by opening distribution
elsewhere or lowering its price. Ultimately, the company can try to expand the po-
tential market by advertising the product to less interested consumers or ones not pre-
viously targeted.

Some retailers have been successful at retargeting their market with new ad cam-
paigns. Consider the case of Target Stores.

m Target Facing stiff competition from top retailers Wal-Mart and Kmart, Tar-
get Stores decided to reach more affluent shoppers and woo them away from
department stores. The midwestern discount retailer ran an unusual adver-
tising campaign in some unusual spots: the Sunday magazines of the New
York Times, the Los Angeles Times, and the San Francisco Examiner. One ad
showed a woman riding a vacuum cleaner through the night sky. The ad sim-
ply said “Fashion and Housewares” with the Target logo in the lower right-
hand corner. With the look of department store ads, these hip spots have
now gained Target Stores a reputation as the “upstairs” mass retailer. It's the
place where folks who normally shop in a department store wouldn'’t feel
they were slumming by purchasing clothing along with staples like house-
wares, both at good prices.*?

Ninety Types of Demand
Measurement (6 X 5 X 3)

Gathering Information
and Measuring
Market Demand
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A VOCABULARY FOR DEMAND MEASUREMENT

The major concepts in demand measurement are market demand and company demand.
Within each, we distinguish among a demand function, a sales forecast, and a po-
tential.

Market Demand
As we've seen, the marketer’s first step in evaluating marketing opportunities is to es-
timate total market demand.

m  Market demand for a product is the total volume that would be bought by
a defined customer group in a defined geographical area in a defined time
period in a defined marketing environment under a defined marketing pro-
gram.

Market demand is not a fixed number but rather a function of the stated condi-
tions. For this reason, it can be called the market demand function. The dependence of
total market demand on underlying conditions is illustrated in Figure 1-13. The hor-
izontal axis shows different possible levels of industry marketing expenditure in a
given time period. The vertical axis shows the resulting demand level. The curve rep-
resents the estimated market demand associated with varying levels of industry mar-
keting expenditure. Some base sales (called the market minimum, labeled Q; in the
figure) would take place without any demand-stimulating expenditures. Higher lev-
els of industry marketing expenditures would yield higher levels of demand, first at
an increasing rate, then at a decreasing rate. Marketing expenditures beyond a cer-
tain level would not stimulate much further demand, thus suggesting an upper limit
to market demand called the market potential (1abeled Q, in the figure).

The distance between the market minimum and the market potential shows the
overall marketing sensitivity of demand. We can think of two extreme types of markets,
the expansible and the nonexpansible. An expansible market, such as the market for
racquetball playing, is very much affected in its total size by the level of industry mar-
keting expenditures. In terms of Figure 1-13(a), the distance between Q; and Q, is rel-
atively large. A nonexpansible market—for example, the market for opera—is not much
affected by the level of marketing expenditures; the distance between Q; and Q, is
relatively small. Organizations selling in a nonexpansible market must accept the mar-
ket’s size (the level of primary demand for the product class) and direct their efforts to
winning a larger market share for their product (the level of selective demand for the
company’s product).

It is important to emphasize that the market demand function is not a picture of
market demand over time. Rather, the curve shows alternative current forecasts of
market demand associated with alternative possible levels of industry marketing ef-
fort in the current period.

Market Forecast
Only one level of industry marketing expenditure will actually occur. The market de-
mand corresponding to this level is called the market forecast.

Market Potential

The market forecast shows expected market demand, not maximum market demand.
For the latter, we have to visualize the level of market demand resulting from a “very
high” level of industry marketing expenditure, where further increases in marketing
effort would have little effect in stimulating further demand.

m  Market potential is the limit approached by market demand as industry
marketing expenditures approach infinity for a given marketing environment.

The phrase “for a given market environment” is crucial. Consider the market poten-
tial for automobiles in a period of recession versus a period of prosperity. The market
potential is higher during prosperity. The dependence of market potential on the en-
vironment is illustrated in Figure 1-13(b). Market analysts distinguish between the po-
sition of the market demand function and movement along it. Companies cannot do
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anything about the position of the market demand function, which is determined by

the marketing environment. However, companies influence their particular location Market Demand Functions

on the function when they decide how much to spend on marketing.

Company Demand
We are now ready to define company demand.

m  Company demand is the company’s estimated share of market demand at
alternative levels of company marketing effort in a given time period.

The company’s share of market demand depends on how its products, services, prices,
communications, and so on are perceived relative to the competitors’. If other things
are equal, the company’s market share would depend on the size and effectiveness of
its market expenditures relative to competitors. Marketing model builders have de-
veloped sales-response functions to measure how a company’s sales are affected by its
marketing expenditure level, marketing mix, and marketing effectiveness.*

Company Sales Forecast
Once marketers have estimated company demand, their next task is to choose a level
of marketing effort. The chosen level will produce an expected level of sales.

m  The company sales forecast is the expected level of company sales based
on a chosen marketing plan and an assumed marketing environment.

The company sales forecast is represented graphically with company sales on the ver-
tical axis and company marketing effort on the horizontal axis, as in Figure 1-13. Too
often the sequential relationship between the company forecast and the company
marketing plan is confused. One frequently hears that the company should develop
its marketing plan on the basis of its sales forecast. This forecast-to-plan sequence is
valid if “forecast” means an estimate of national economic activity or if company de-
mand is nonexpansible. The sequence is not valid, however, where market demand
is expansible or where “forecast” means an estimate of company sales. The company
sales forecast does not establish a basis for deciding what to spend on marketing. On
the contrary, the sales forecast is the result of an assumed marketing expenditure plan.

Two other concepts are worth mentioning in relation to the company sales forecast.

m A sales quota is the sales goal set for a product line, company division, or
sales representative. It is primarily a managerial device for defining and stim-
ulating sales effort.

Management sets sales quotas on the basis of the company sales forecast and the psy- Gathering Information
chology of stimulating its achievement. Generally, sales quotas are set slightly higher and Measuring
than estimated sales to stretch the sales force’s effort. Market Demand
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m A sales budget is a conservative estimate of the expected volume of sales
and is used primarily for making current purchasing, production, and cash-
flow decisions.

The sales budget considers the sales forecast and the need to avoid excessive risk. Sales
budgets are generally set slightly lower than the sales forecast.

Company Sales Potential

Company sales potential is the sales limit approached by company demand as company
marketing effort increases relative to competitors. The absolute limit of company de-
mand is, of course, the market potential. The two would be equal if the company
achieved 100 percent of the market. In most cases, company sales potential is less
than market potential, even when company marketing expenditures increase consid-
erably relative to competitors’. The reason is that each competitor has a hard core of
loyal buyers who are not very responsive to other companies’ efforts to woo them.

ESTIMATING CURRENT DEMAND

We are now ready to examine practical methods for estimating current market de-
mand. Marketing executives want to estimate total market potential, area market po-
tential, and total industry sales and market shares.

Total Market Potential

Total market potential is the maximum amount of sales that might be available to all
the firms in an industry during a given period under a given level of industry mar-
keting effort and given environmental conditions. A common way to estimate total
market potential is as follows: Estimate the potential number of buyers times the av-
erage quantity purchased by a buyer times the price.

If 100 million people buy books each year, and the average book buyer buys three
books a year, and the average price of a book is $10, then the total market potential
for books is $3 billion (100 million X 3 X $10). The most difficult component to es-
timate is the number of buyers in the specific product or market. One can always start
with the total population in the nation, say 261 million people. The next step is to
eliminate groups that obviously would not buy the product. Let us assume that illit-
erate people and children under 12 do not buy books, and they constitute 20 percent
of the population. This means that only 80 percent of the population, or approxi-
mately 209 million people, would be in the suspect pool. We might do further research
and find that people of low income and low education do not read books, and they
constitute over 30 percent of the suspect pool. Eliminating them, we arrive at a prospect
pool of approximately 146.3 million book buyers. We would use this number of po-
tential buyers to calculate total market potential.

A variation on this method is the chain-ratio method. It involves multiplying a base
number by several adjusting percentages. Suppose a brewery is interested in estimat-
ing the market potential for a new light beer. An estimate can be made by the fol-
lowing calculation:**

Demand for the new light beer = Population X personal discretionary income
per capita X average percentage of discre-
tionary income spent on food X average per-
centage of amount spent on food that is spent
on beverages X average percentage of amount
spent on beverages that is spent on alcoholic
beverages X average percentage of amount
spent on alcoholic beverages that is spent on
beer X expected percentage of amount spent
on beer that will be spent on light beer

Area Market Potential
Companies face the problem of selecting the best territories and allocating their mar-
keting budget optimally among these territories. Therefore, they need to estimate the



market potential of different cities, states, and nations. Two major methods of as-
sessing area market potential are available: the market-buildup method, which is used
primarily by business marketers, and the multiple-factor index method, which is used
primarily by consumer marketers.

Market-Buildup Method. The market-buildup method calls for identifying all
the potential buyers in each market and estimating their potential purchases. This
method produces accurate results if we have a list of all potential buyers and a good
estimate of what each will buy. Unfortunately, this information is not always easy to
gather.

Consider a machine-tool company that wants to estimate the area market poten-
tial for its wood lathe in the Boston area. Its first step is to identify all potential buy-
ers of wood lathe in the area. The buyers consist primarily of manufacturing
establishments that have to shape or ream wood as part of their operation, so the
company could compile a list from a directory of all manufacturing establishments
in the Boston area. Then it could estimate the number of lathes each industry might
purchase based on the number of lathes per thousand employees or per $1 million
of sales in that industry.

An efficient method of estimating area market potentials makes use of the Stan-
dard Industrial Classification (SIC) System developed by the U.S. Bureau of the Census.
The SIC classifies all manufacturing into 20 major industry groups, each with a two-
digit code. Thus number 25 is furniture and fixtures, and number 35 is machinery ex-
cept electrical. Each major industry group is further subdivided into about 150 industry
groups designated by a three-digit code (number 251 is household furniture, and num-
ber 252 is office furniture). Each industry is further subdivided into approximately
450 product categories designated by a four-digit code (number 2521 is wood office
furniture, and number 2522 is metal office furniture). For each four-digit SIC num-
ber, the Census of Manufacturers provides the number of establishments subclassified
by location, number of employees, annual sales, and net worth. The SIC System is
currently being changed over to the new North American Industry Classification Sys-
tem (NAICS), which was developed by the United States, Canada, and Mexico to pro-
vide statistics that are comparable across the three countries. It includes 350 new
industries, and it uses 20 instead of the SIC’s 10 broad sectors of the economy, changes
reflecting how the economy has changed. Industries are identified by a six-digit rather
than a four-digit code, with the last digit changing depending on the country. The
first information based on the new system will be published in early 1999 in the new
Economic Census data.®

To use the SIC, the lathe manufacturer must first determine the four-digit SIC
codes that represent products whose manufacturers are likely to require lathe ma-
chines. For example, lathes will be used by manufacturers in SIC number 2511 (wood
household furniture), number 2521 (wood office furniture), and so on. To get a full
picture of all four-digit SIC industries that might use lathes, the company can use
three methods: (1) It can determine past customers’ SIC codes; (2) it can go through
the SIC manual and check off all the four-digit industries that, in its judgment, would
have an interest in lathes; (3) it can mail questionnaires to a wide range of compa-
nies inquiring about their interest in wood lathes.

The company’s next task is to determine an appropriate base for estimating the
number of lathes that will be used in each industry. Suppose customer industry sales
are the most appropriate base. For example, in SIC number 2511, ten lathes may be
used for every $1 million worth of sales. Once the company estimates the rate of lathe
ownership relative to the customer industry’s sales, it can compute the market po-
tential.

Table 1.7 shows a hypothetical computation for the Boston area involving two SIC
codes. In number 2511 (wood household furniture), there are six establishments with
annual sales of $1 million and two establishments with annual sales of $5 million. It
is estimated that 10 lathes can be sold in this SIC code for every $1 million in cus-
tomer sales. The six establishments with annual sales of $1 million account for $6
million in sales, which is a potential of 60 lathes (6 X 10). Altogether, it appears that
the Boston area has a m