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1.1 Defining Marketing

Learning Objective

1. Define marketing and outline its components.

Marketing is defined by the American Marketing Association as “the activity, set of institutions, and processes
for creating, communicating, delivering, and exchanging offerings that have value for customers, clients, partners,
and society at largel.” If you read the definition closely, you see that there are four activities, or components, of
marketing:
1. Creating. The process of collaborating with suppliers and customers to create offerings that have value.
Communicating. Broadly, describing those offerings, as well as learning from customers.

2.
3. Delivering. Getting those offerings to the consumer in a way that optimizes value.
4,

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

1. Product. Goods and services (creating offerings).

2. Promotion. Communication.

3. Place. Getting the product to a point at which the customer can purchase it (delivering).
4.

Price. The monetary amount charged for the product (exchanging).

Introduced in the early 1950s, the four Ps were called the marketing mix, meaning that a marketing plan is a mix
of these four components.

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

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

Finally, none of the four Ps describes particularly well what marketing people do. However, one of the goals of
this book is to focus on exactly what it is that marketing professionals do.

2



3 Principles of Marketing

Value

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

Figure 1.1

Communicating }

Delivering

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

and exchanging value.

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

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

value = benefits received — [price + hassle]

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

One way to think of value is to think of a meal in a restaurant. If you and three friends go to a restaurant and
order the same dish, each of you will like it more or less depending on your own personal tastes. Yet the dish was
exactly the same, priced the same, and served exactly the same way. Because your tastes varied, the benefits you
received varied. Therefore the value varied for each of you. That’s why we call it a personal value equation.

Value varies from customer to customer based on each customer’s needs. The marketing concept, a philosophy
underlying all that marketers do, requires that marketers seek to satisfy customer wants and needs. Firms operating
with that philosophy are said to be market oriented. At the same time, market-oriented firms recognize that
exchange must be profitable for the company to be successful. A marketing orientation is not an excuse to fail to
make profit.

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

From the 1920s until after World War II, companies tended to be selling orientation, meaning they believed it
was necessary to push their products by heavily emphasizing advertising and selling. Consumers during the Great
Depression and World War II did not have as much money, so the competition for their available dollars was stiff.
The result was this push approach during the selling era. Companies like the Fuller Brush Company and Hoover
Vacuum began selling door-to-door and the vacuum-cleaner salesman (they were always men) was created. Just
as with production, some companies still operate with a push focus.

In the post-World War II environment, demand for goods increased as the economy soared. Some products,
limited in supply during World War II, were now plentiful to the point of surplus. Companies believed that a way
to compete was to create products different from the competition, so many focused on product innovation. This
focus on product innovation is called the product orientation. Companies like Procter & Gamble created many
products that served the same basic function but with a slight twist or difference in order to appeal to a different
consumer, and as a result products proliferated. But as consumers had many choices available to them, companies
had to find new ways to compete. Which products were best to create? Why create them? The answer was to create
what customers wanted, leading to the development of the marketing concept. During this time, the marketing
concept was developed, and from about 1950 to 1990, businesses operated in the marketing era.

So what era would you say we’re in now? Some call it the value era: a time when companies emphasize creating
value for customers. Is that really different from the marketing era, in which the emphasis was on fulfilling the
marketing concept? Maybe not. Others call today’s business environment the one-to-one era, meaning that the
way to compete is to build relationships with customers one at a time and seek to serve each customer’s needs
individually. For example, the longer you are customer of Amazon, the more detail they gain in your purchasing
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habits and the better they can target you with offers of new products. With the advent of social media and the
empowerment of consumers through ubiquitous information that includes consumer reviews, there is clearly
greater emphasis on meeting customer needs. Yet is that substantially different from the marketing concept?

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

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

Creating Offerings That Have Value

Marketing creates those goods and services that the company offers at a price to its customers or clients. That
entire bundle consisting of the tangible good, the intangible service, and the price is the company’s offering.
When you compare one car to another, for example, you can evaluate each of these dimensions—the tangible,
the intangible, and the price—separately. However, you can’t buy one manufacturer’s car, another manufacturer’s
service, and a third manufacturer’s price when you actually make a choice. Together, the three make up a single
firm’s offer.

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

Communicating Offerings

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

Mobile devices, like iPads and Droid smartphones, make mobile marketing possible too. For example, if
consumers check-in at a shopping mall on Foursquare or Facebook, stores in the mall can send coupons and other
offers directly to their phones and pad computers.

Figure 1.2

A BMW X5 costs much more than a Honda CRV, but why is it worth more? What

makes up the complete offering that creates such value?

Wikimedia Commons — 2003 BMW X5 — public domain; Auto Photo — 2008 Honda
CRV - CC BY-SA 3.0.

Figure 1.3
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immediate use.

Sean MacEntee — Foursquare — CC BY 2.0.

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

Delivering Offerings

Marketing can’t just promise value, it also has to deliver value. Delivering an offering that has value is much more
than simply getting the product into the hands of the user; it is also making sure that the user understands how
to get the most out of the product and is taken care of if he or she requires service later. Value is delivered in



1.1 Defining Marketing 8

part through a company’s supply chain. The supply chain includes a number of organizations and functions that
mine, make, assemble, or deliver materials and products from a manufacturer to consumers. The actual group of
organizations can vary greatly from industry to industry, and include wholesalers, transportation companies, and
retailers. Logistics, or the actual transportation and storage of materials and products, is the primary component
of supply chain management, but there are other aspects of supply chain management that we will discuss later.

Exchanging Offerings

In addition to creating an offering, communicating its benefits to consumers, and delivering the offering, there is
the actual transaction, or exchange, that has to occur. In most instances, we consider the exchange to be cash for
products and services. However, if you were to fly to Louisville, Kentucky, for the Kentucky Derby, you could
“pay” for your airline tickets using frequent-flier miles. You could also use Hilton Honors points to “pay” for your
hotel, and cash back points on your Discover card to pay for meals. None of these transactions would actually
require cash. Other exchanges, such as information about your preferences gathered through surveys, might not
involve cash.

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

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

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

Key Takeaway

The focus of marketing has changed from emphasizing the product, price, place, and promotion mix to one that
emphasizes creating, communicating, delivering, and exchanging value. Value is a function of the benefits an individual

receives and consists of the price the consumer paid and the time and effort the person expended making the purchase.

Review Questions

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

3. What is the personal value equation?

! American Marketing Association, “Definition of Marketing,” http://www.marketingpower.com/AboutAMA/
Pages/DefinitionofMarketing.aspx?sq=definition+of+marketing (accessed December 3, 2009).



1.2 Who Does Marketing?

Learning Objective

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

1

The short answer to the question of who does marketing is “everybody!” But that answer is a bit glib and not too

useful. Let’s take a moment and consider how different types of organizations engage in marketing.

For-Profit Companies

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

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

Other ways to categorize companies that engage in marketing is by the functions they fulfill. P&G is a
manufacturer, Walmart is a retailer, and Grocery Supply Company (http://www.grocerysupply.com) is a
wholesaler of grocery items and buys from companies like P&G in order to sell to small convenience store chains.
Though they have different functions, all these types of for-profit companies engage in marketing activities.
Walmart, for example, advertises to consumers. Grocery Supply Company salespeople will call on convenience
store owners and take orders, as well as build in-store displays. P&G might help Walmart or Grocery Supply
Company with templates for advertising or special cartons to use in an in-store display, but all the companies are
using marketing to help sell P&G’s toothpaste.

Similarly, all the companies engage in dialogues with their customers in order to understand what to sell. For
Walmart and Grocery Supply, the dialogue may result in changing what they buy and sell; for P&G, such customer
feedback may yield a new product or a change in pricing strategy.

10



11 Principles of Marketing

Nonprofit Organizations

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

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

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

Similarly, the Environmental Protection Agency (EPA) runs a number of advertising campaigns designed to
promote environmentally friendly activities. One such campaign promoted the responsible disposal of motor oil
instead of simply pouring it on the ground or into a storm sewer.

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

Individuals

If you create a résumé, are you using marketing to communicate the value you have to offer prospective
employers? If you sell yourself in an interview, is that marketing? When you work for a wage, you are delivering
value in exchange for pay. Is this marketing, too?

Some people argue that these are not marketing activities and that individuals do not necessarily engage in
marketing. (Some people also argue that social marketing really isn’t marketing either.) Can individuals market
themselves and their ideas?
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In some respects, the question is a rhetorical one, designed for academics to argue about in class. Our point is
that in the end, it may not matter. If, as a result of completing this book, you can learn how to more effectively
create value, communicate and deliver that value to the receiver, and receive something in exchange, then we’ve
achieved our purpose.

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

marketing.

Review Questions

1. What types of companies engage in marketing?

2. What is the difference between nonprofit marketing and social marketing?

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




1.3 Why Study Marketing?

Products don’t, contrary to popular belief, sell themselves. Generally, the “build it and they will come” philosophy
doesn’t work. Good marketing educates customers so that they can find the products they want, make better
choices about those products, and extract the most value from them. In this way, marketing helps facilitate
exchanges between buyers and sellers for the mutual benefit of both parties. Likewise, good social marketing
provides people with information and helps them make healthier decisions for themselves and for others.

Of course, all business students should understand all functional areas of the firm, including marketing. There is
more to marketing, however, than simply understanding its role in the business. Marketing has tremendous impact
on society.

Marketing Delivers Value

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

Marketing Benefits Society

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

The second way in which marketing improves the quality of life is based on the value delivery function of
marketing, but in a broader sense. When you add all the marketers together who are trying to deliver offerings
of greater value to consumers and are effectively communicating that value, consumers are able to make more
informed decisions about a wider array of choices. From an economic perspective, more choices and smarter
consumers are indicative of a higher quality of life.

13
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Marketing Costs Money

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

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

Marketing Offers People Career Opportunities

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

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

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

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

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

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

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

+ Digital media. Digital media professionals combine advertising, direct marketing, and other areas of
marketing to communicate directly with customers via social media, the Web, and mobile media
(including texts). They also work with statisticians in order to determine which consumers receive
which message and with IT professionals to create the right look and feel of digital media.
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» Event marketing. Some marketing personnel plan special events, orchestrating face-to-face
conversations with potential and current customers in a special setting.

* Nonprofit marketing. Nonprofit marketers often don’t get to do everything listed previously as
nonprofits typically have smaller budgets. But their work is always very important as they try to
change behaviors without having a product to sell.

A career in marketing can begin in a number of different ways. Entry-level positions for new college graduates are
available in many of the positions previously mentioned. A growing number of CEOs are people with marketing
backgrounds. Some legendary CEOs like Ross Perot and Mary Kay Ash got their start in marketing. More
recently, CEOs like Mark Hurd, CEO of Oracle, and Jeffrey Immelt at GE are showing how marketing careers
can lead to the highest pinnacles of the organization.

Criticisms of Marketing

Marketing is not without its critics. We already mentioned that one reason to study marketing is because it
is costly, and business leaders need to understand the cost/benefit ratio of marketing in order to make wise
investments. Yet that cost is precisely why some criticize marketing. If that money could be put into research
and development of new products, perhaps the consumers would be better satisfied. Or, some critics argue, prices
could be lowered. Marketing executives, though, are always on the lookout for less expensive ways to have the
same performance, and do not intentionally waste money on marketing.

Another criticism is that marketing creates wants among consumers for products and services that aren’t really
needed. For example, fashion marketing creates demand for high-dollar jeans when much less expensive jeans
can fulfill the same basic function. Taken to the extreme, consumers may take on significant credit card debt to
satisfy wants created by marketing, with serious negative consequences. When marketers target their messages
carefully so an audience that can afford such products is the only group reached, such extreme consequences can
be avoided.

Key Takeaway

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

Review Questions

Why study marketing?

How does marketing provide value?

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

IFamous Quotes and Authors, “Franklin D. Roosevelt Quotes and Quotations,”
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http://www.famousquotesandauthors.com/authors/franklin_d__roosevelt_quotes.html (accessed December 7,
2009).



1.4 Themes and Organization of This Book

Learning Objective

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

Marketing’s Role in the Organization

We previously discussed marketing as a set of activities that anyone can do. Marketing is also a functional
area in companies, just like operations and accounting are. Within a company, marketing might be the title of
a department, but some marketing functions, such as sales, might be handled by another department. Marketing
activities do not occur separately from the rest of the company, however.

As we have explained, pricing an offering, for example, will involve a company’s finance and accounting
departments in addition to the marketing department. Similarly, a marketing strategy is not created solely by a
firm’s marketing personnel. Instead, it flows from the company’s overall strategy. We’ll discuss strategy much
more completely in Chapter 2 “Strategic Planning”.

Everything Starts with Customers

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

Many companies think about potential markets and customers when they start. John Deere, for example, founded
his company on the principle of serving customers. When admonished for making constant improvements to his
products even though farmers would take whatever they could get, Deere reportedly replied, “They haven’t got
He recognized that if his

»

to take what we make and somebody else will beat us, and we will lose our trade".
company failed to meet customers’ needs, someone else would. The mission of the company then became the one
shown in Figure 1.4 “Mission Statement of Deere and Company”.

Figure 1.4 Mission Statement of Deere and Company

17
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Here are a few mission statements from other companies. Note that they all refer to their customers, either directly
or by making references to relationships with them. Note also how these are written to inspire employees and
others who interact with the company and may read the mission statement.

IBM
IBM will be driven by these values:

Dedication to every client’s success.
Innovation that matters, for our company and for the world.
Trust and personal responsibility in all relationshipsz.

Coca-Cola
Everything we do is inspired by our enduring mission:

To refresh the world...in body, mind, and spirit.
To inspire moments of optimism...through our brands and our actions.
To create value and make a difference...everywhere we engageB.

McDonald’s
To be our customers’ favorite place and way to eat™.

Merck
To provide innovative and distinctive products and services that save and improve lives and satisfy customer
needs, to be recognized as a great place to work, and to provide investors with a superior rate of return®.

Not all companies create mission statements that reflect a marketing orientation. Note Apple’s mission statement:
“Apple ignited the personal computer revolution in the 1970s with the Apple II and reinvented the personal
computer in the 1980s with the Macintosh. Today, Apple continues to lead the industry in innovation with
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its award-winning computers, OS X operating system and iLife and professional applications. Apple is also
spearheading the digital media revolution with its iPod portable music and video players and iTunes online store,
and has entered the mobile phone market with its revolutionary iPhone.” This mission statement reflects a product
orientation, or an operating philosophy based on the premise that Apple’s success is due to great products and
that simply supplying them will lead to demand for them. The challenge, of course, is how to create a “great”
product without thinking too much about the customer’s wants and needs. Apple, and for that matter, many other
companies, have fallen prey to thinking that they knew what a great product was without asking their customers.
In fact, Apple’s first attempt at a graphic user interface (GUI) was the LISA, a dismal failure.

The Marketing Plan

The marketing plan is the strategy for implementing the components of marketing: creating, communicating,
delivering, and exchanging value. Once a company has decided what business it is in and expressed that in
a mission statement, the firm then develops a corporate strategy. Marketing strategists subsequently use the
corporate strategy and mission and combine that with an understanding of the market to develop the company’s
marketing plan. This is the focus of Chapter 2 “Strategic Planning”. Figure 1.5 “Steps in Creating a Marketing
Plan” shows the steps involved in creating a marketing plan.

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

Figure 1.5 Steps in Creating a Marketing Plan
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Once this information is gathered and digested, the planners can then work to create the right offering. Products
and services are developed, bundled together at a price, and then tested in the market. Decisions have to be made
as to when to alter the offerings, add new ones, or drop old ones. These decisions are the focus of the next set of
chapters and are the second step in marketing planning.

Following the material on offerings, we explore the decisions associated with building the value chain. Once an
offering is designed, the company has to be able to make it and then be able to get it to the market. This step,
planning for the delivery of value, is the third step in the marketing plan.

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

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

The Changing Marketing Environment

At the beginning of this chapter, we mentioned that the view of marketing has changed from a static set of four
Ps to a dynamic set of processes that involve marketing professionals as well as many other employees in an
organization. The way business is being conducted today is changing, too, and marketing is changing along with
it. There are several themes, or important trends, that you will notice throughout this book.

» Ethics and social responsibility. Businesses exist only because society allows them to. When
businesses begin to fail society, society will punish them or revoke their license. The crackdown on
companies in the subprime mortgage-lending industry is one example. These companies created and
sold loans (products) that could only be paid back under ideal circumstances, and when consumers
couldn’t pay these loans back, the entire economy suffered greatly. Scandals such as these illustrate
how society responds to unethical business practices. However, whereas ethics require that you only
do no harm, the concept of social responsibility requires that you must actively seek to improve the lot
of others. Today, people are demanding businesses take a proactive stance in terms of social
responsibility, and they are being held to ever-higher standards of conduct.

+ Sustainability. Sustainability is an example of social responsibility and involves engaging in practices
that do not diminish the earth’s resources. Coca-Cola, for example, is working with governments in
Africa to ensure clean water availability, not just for manufacturing Coke products but for all
consumers in that region. Further, the company seeks to engage American consumers in participating
by offering opportunities to contribute to clean water programs. Right now, companies do not have to
engage in these practices, but because firms really represent the people behind them (their owners and
employees), forward-thinking executives are seeking ways to reduce the impact their companies are
having on the planet.

» Service-dominant logic. You might have noticed that we use the word offering a lot instead of the
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term product. That’s because of service-dominant logic, the approach to business that recognizes that
consumers want value no matter how it is delivered—whether through a tangible product or through
intangible services. That emphasis on value is what drives the functional approach to value that we’ve
taken—that is, creating, communicating, delivering, and exchanging value.

» Metrics. Technology has increased the amount of information available to decision makers. As such,
the amount and quality of data for evaluating a firm’s performance is increasing. Earlier in our
discussion of the marketing plan, we explained that customers communicate via transactions. Although
this sounds both simple and obvious, better information technology has given us a much more
complete picture of each exchange. Cabela’s, for example, combines data from Web browsing activity
with purchase history in order to determine what the next best offer is likely to be. Using data from
many sources, we can build more effective metrics that can then be used to create better offerings,
better communication plans, and so forth.

+ A global environment. Every business is influenced by global issues. The price of oil, for example, is
a global concern that affects everyone’s prices and even the availability of some offerings. We already
mentioned Coke’s concern for clean water. But Coke also has to be concerned with distribution
systems in areas with poor or nonexistent roads, myriads of government policies and regulations,
workforce availability, and so many different issues in trying to sell and deliver Coke around the
world. Even companies with smaller markets source some or all their offerings from companies in
other countries or else face some sort of direct competition from companies based in other countries.
Every business professional, whether marketing or otherwise, has to have some understanding of the

global environment in which companies operate.

Key Takeaway

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

. J

1. Why does everything start with customers? Or is it only marketing that starts with customers?

2. What are the key parts of a marketing plan?

3. What is the relationship between social responsibility, sustainability, service-dominant logic, and the global
business environment? How does the concept of metrics fit?

. J

John Deere, “John Deere: A Biography,” https://www.deere.com/en_US/corporate/our_company/about_us/
strategy/strategy.page (accessed October 12, 2015).

’IBM, “About IBM,” http://www.ibm.com/ibm/us/en (accessed December 3, 2009).
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1.5 Discussion Questions and Activities

Discussion Questions

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

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

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

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

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

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

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

8. Why is service-dominant logic important?

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

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

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

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

13. Explain how Apple employed the marketing concept in designing, promoting, and supplying the iPhone.
Identify the key benefit(s) for consumers relative to comparable competitive offerings.

. J

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

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

23
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N

and markets for the nonprofit differ from a for-profit organization.

Think about the last time you ate at McDonald’s. Evaluate your experience using the personal value
equation.

Marketing benefits organizations, customers, and society. Explain how an organization like DuPont benefits
the community in which it operates as well as society at large.




Chapter 2: Strategic Planning

2.1 The Value Proposition

2.2 Components of the Strategic Planning Process

2.3 Developing Organizational Objectives and Formulating Strategies
2.4 Where Strategic Planning Occurs within Firms

2.5 Strategic Portfolio Planning Approaches

2.6 Discussion Questions and Activities
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2.1 The Value Proposition

Learning Objectives

1. Explain what a value proposition is.

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

What Is a Value Proposition?

Individual buyers and organizational buyers both evaluate products and services to see if they provide desired
benefits. For example, when you’re exploring your vacation options, you want to know the benefits of each
destination and the value you will get by going to each place. Before you (or a firm) can develop a strategy
or create a strategic plan, you first have to develop a value proposition. A value proposition is a thirty-second
“elevator speech” stating the specific benefits a product or service offering provides a buyer. It shows why the
product or service is superior to competing offers. The value proposition answers the questions, “Why should I
buy from you or why should I hire you?” As such, the value proposition becomes a critical component in shaping
strategy.

The following is an example of a value proposition developed by a sales consulting firm: “Our clients grow their
business, large or small, typically by a minimum of 30-50% over the previous year. They accomplish this without
working 80 hour weeks and sacrificing their personal lives” (Lake, 2009).

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

Figure 2.1

26
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3.

votep TOP 5 CARIBBEAN RESORT FOR FAMILIES

by TripAdvisor® Reviewers

LEARN MORE .

Like any other company, Beaches, an all-inclusive chain of resorts for families, must explain what its value proposition is to

customers. In other words, why does a Beaches resort provide more value to vacationing families than do other resorts?

Beaches

Firms typically segment markets and then identify different target markets, or groups of customers, they want
to reach when they are developing their value propositions. Target markets will be discussed in more detail
in Chapter 5 “Market Segmenting, Targeting, and Positioning”. For now, be aware that companies sometimes
develop different value propositions for different target markets just as individuals may develop a different value
proposition for different employers. The value proposition tells each group of customers (or potential employers)
why they should buy a product or service, vacation to a particular destination, donate to an organization, hire you,
and so forth.

Once the benefits of a product or service are clear, the firm must develop strategies that support the value
proposition. The value proposition serves as a guide for this process. In the case of our sales consulting firm,
the strategies it develops must help clients improve their sales by 30-50 percent. Likewise, if a company’s value
proposition states that the firm is the largest retailer in the region with the most stores and best product selection,
opening stores or increasing the firm’s inventory might be a key part of the company’s strategy. Looking at
Amazon’s value proposition, “Low price, wide selection with added convenience anytime, anywhere,” one can
easily see how Amazon has been so successful®.

Individuals and students should also develop their own personal value propositions. Tell companies why they
should hire you or why a graduate school should accept you. Show the value you bring to the situation. A value
proposition will help you in different situations. Think about how your internship experience and/or study abroad
experience may help a future employer. For example, you should explain to the employer the benefits and value
of going abroad. Perhaps your study abroad experience helped you understand customers that buy from Company
X and your customer service experience during your internship increased your ability to generate sales, which
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improved your employer’s profit margin. Thus you may be able to quickly contribute to Company X, something
that they might very much value.

Key Takeaway

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

should hire you.

Review Questions

1. What is a value proposition?

2. You are interviewing for an internship. Create a value proposition for yourself that you may use as your
thirty-second “elevator speech” to get the company interested in hiring you or talking to you more.

l“How Do You Develop a Unique Value Proposition?,” http://www.infomarketerszone.com/public/182.cfm
(accessed February 12, 2012).

References

Lake, L., “Develop Your Value Proposition,” http://marketing.about.com/od/marketingplanandstrategy/a/
valueprop.htm (accessed December 7, 2009).



2.2 Components of the Strategic Planning Process

Learning Objectives

1. Explain how a mission statement helps a company with its strategic planning.

2. Describe how a firm analyzes its internal environment.

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

Strategic planning is a process that helps an organization allocate its resources to capitalize on opportunities in the
marketplace. Typically, it is a long-term process. The strategic planning process includes conducting a situation
analysis and developing the organization’s mission statement, objectives, value proposition, and strategies. Figure
2.2 “The Strategic Planning Process” shows the components of the strategic planning process. Let’s now look at
each of these components.

Figure 2.2 The Strategic Planning Process

29
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Conducting a Situation Analysis

As part of the strategic planning process, a situation analysis must be conducted before a company can decide on
specific actions. A situation analysis involves analyzing both the external (macro and micro factors outside the
organization) and the internal (company) environments. Figure 2.2 “The Strategic Planning Process” and Figure
2.3 “Elements of a SWOT Analysis” show examples of internal and external factors and in a SWOT analysis. The
firm’s internal environment—such as its financial resources, technological resources, and the capabilities of its
personnel and their performance—has to be examined. It is also critical to examine the external macro and micro
environments the firm faces, such as the economy and its competitors. The external environment significantly
affects the decisions a firm makes, and thus must be continuously evaluated. For example, during the economic
downturn in 2008-2009, businesses found that many competitors cut the prices of their products drastically. Other
companies reduced package sizes or the amount of product in packages. Firms also offered customers incentives
(free shipping, free gift cards with purchase, rebates, etc.) to purchase their goods and services online, which
allowed businesses to cut back on the personnel needed to staff their brick-and-mortar stores. While a business
cannot control things such as the economy, changes in demographic trends, or what competitors do, it must decide
what actions to take to remain competitive—actions that depend in part on their internal environment.
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Conducting a SWOT Analysis

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

You can conduct a SWOT analysis of yourself to help determine your competitive advantage. Perhaps your
strengths include strong leadership abilities and communication skills, whereas your weaknesses include a lack
of organization. Opportunities for you might exist in specific careers and industries; however, the economy and
other people competing for the same position might be threats. Moreover, a factor that is a strength for one person
(say, strong accounting skills) might be a weakness for another person (poor accounting skills). The same is true
for businesses. See Figure 2.3 “Elements of a SWOT Analysis” for an illustration of some of the factors examined
in a SWOT analysis.

Figure 2.3 Elements of a SWOT Analysis

Internal Factors External Factors

Strengths Opportunities

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

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

Assessing the Internal Environment

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

PepsiCo’s brand awareness, profitability, and strong presence in global markets are also strengths. Especially in
foreign markets, the loyalty of a firm’s employees can be a major strength, which can provide it with a competitive
advantage. Loyal and knowledgeable employees are easier to train and tend to develop better relationships with
customers. This helps organizations pursue more opportunities.

Although the brand awareness for PepsiCo’s products is strong, smaller companies often struggle with weaknesses
such as low brand awareness, low financial reserves, and poor locations. When organizations assess their internal
environments, they must look at factors such as performance and costs as well as brand awareness and location.
Managers need to examine both the past and current strategies of their firms and determine what strategies
succeeded and which ones failed. This helps a company plan its future actions and improves the odds they will
be successful. For example, a company might look at packaging that worked very well for a product and use the
same type of packaging for new products. Firms may also look at customers’ reactions to changes in products,
including packaging, to see what works and doesn’t work. When PepsiCo changed the packaging of major brands
in 2008, customers had mixed responses. Tropicana switched from the familiar orange with the straw in it to a
new package and customers did not like it. As a result, Tropicana changed back to their familiar orange with a
straw after spending $35 million for the new package design.

Video Clip
Tropicana’s Recent Ad

" href="http://www.youtube.com/watch?v=LDnkqlnhGGI" class="replaced-iframe" data-
url="http://www.youtube.com/watch?v=LDnkqlnhGGI">(click to see video)

Tropicana’s recent ad left out the familiar orange with a straw.

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

Assessing the External Environment

Analyzing the external environment involves tracking conditions in the macro and micro marketplace that,
although largely uncontrollable, affect the way an organization does business. The macro environment includes
economic factors, demographic trends, cultural and social trends, political and legal regulations, technological
changes, and the price and availability of natural resources. Each factor in the macro environment is discussed
separately in the next section. The micro environment includes competition, suppliers, marketing intermediaries
(retailers, wholesalers), the public, the company, and customers. We focus on competition in our discussion of the
external environment in the chapter. Customers, including the public will be the focus of Chapter 3 “Consumer
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Behavior: How People Make Buying Decisions” and marketing intermediaries and suppliers will be discussed in
Chapter 8 “Using Marketing Channels to Create Value for Customers” and Chapter 9 “Using Supply Chains to
Create Value for Customers”.

When firms globalize, analyzing the environment becomes more complex because they must examine the external
environment in each country in which they do business. Regulations, competitors, technological development,
and the economy may be different in each country and will affect how firms do business. To see how factors in
the external environment such as technology may change education and lives of people around the world, watch
the videos “Did You Know 2.0?” and “Did You Know 3.0?” which provide information on social media sites
compared to populations in the world. Originally created in 2006 and revised in 2007, the video has been updated
and translated into other languages. Another edition of “Did You Know?” (4.0) focused on changing media and
technology and showed how information may change the world as well as the way people communicate and
conduct business.

Video Clip

Did You Know 2.0?

href="http://www.youtube.com/watch?v=pMcfrLY Dm2U" class="replaced-iframe" data-
url="http://www.youtube.com/watch?v=pMcfrLY Dm2U">(click to see video)

To see how the external environment and world are changing and in turn affecting marketing strategies, check out
“Did You Know 2.0?”

Video Clip
Did You Know 4.0?

" href="http://www.youtube.com/watch?v=6ILQrUrEWe8" class="replaced-iframe" data-
url="http://www.youtube.com/watch?v=6ILQrUrEWe8">(click to see video)

To see how fast things change and the impact of technology and social media, visit “Did You Know 4.0?”

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

The Competitive Environment

All organizations must consider their competition, whether it is direct or indirect competition vying for the
consumer’s dollar. Both nonprofit and for-profit organizations compete for customers’ resources. Coke and Pepsi
are direct competitors in the soft drink industry, Hilton and Sheraton are competitors in the hospitality industry,
and organizations such as United Way and the American Cancer Society compete for resources in the nonprofit
sector. However, hotels must also consider other options that people have when selecting a place to stay, such as
hostels, dorms, bed and breakfasts, or rental homes.
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A group of competitors that provide similar products or services form an industry. Michael Porter, a professor
at Harvard University and a leading authority on competitive strategy, developed an approach for analyzing
industries. Called the five forces model (Porter, 1980) and shown in Figure 2.5 “Five Forces Model”, the
framework helps organizations understand their current competitors as well as organizations that could become
competitors in the future. As such, firms can find the best way to defend their position in the industry.

Figure 2.5 Five Forces Model (Porter, 1980)
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Competitive Analysis

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

According to Porter, in addition to their direct competitors (competitive rivals), organizations must consider the
strength and impact the following could have (Porter, 1980):

* Substitute products

» Potential entrants (new competitors) in the marketplace

* The bargaining power of suppliers

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

Figure 2.6

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

mpclemens — Smith-Corona Classic 12 — CC BY 2.0.

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

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

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

Figure 2.7

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

made in mid-2000.

U.S. Consumer Product Safety Commission — public domain.

As we have explained, when organizations conduct business in multiple markets, they must understand that
regulations vary across countries and across states. Many states and countries have different laws that affect
strategy. For example, suppose you are opening up a new factory because you cannot keep up with the demand
for your products. If you are considering opening the factory in France (perhaps because the demand in Europe
for your product is strong), you need to know that it is illegal for employees in that country to work more than
thirty-five hours per week.
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The Economic Environment

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

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

The demographic and social and cultural environments—including social trends, such as people’s attitudes toward
fitness and nutrition; demographic characteristics, such as people’s age, income, marital status, education, and
occupation; and culture, which relates to people’s beliefs and values—are constantly changing in the global
marketplace. Fitness, nutrition, and health trends affect the product offerings of many firms. For example, PepsiCo
produces vitamin water and sports drinks. More women are working, which has led to a rise in the demand
for services such as house cleaning and daycare. U.S. baby boomers are reaching retirement age, sending their
children to college, and trying to care of their elderly parents all at the same time. Firms are responding to the time
constraints their buyers face by creating products that are more convenient, such as frozen meals and nutritious
snacks.

The composition of the population is also constantly changing. Hispanics are the fastest-growing minority in the
United States. Consumers in this group and other diverse groups prefer different types of products and brands. In
many cities, stores cater specifically to Hispanic customers.

Technology

The technology available in the world is changing the way people communicate and the way firms do business.
Everyone is affected by technological changes. Self-scanners and video displays at stores, ATMs, the Internet, and
mobile phones are a few examples of how technology is affecting businesses and consumers. Many consumers
get information, read the news, use text messaging, and shop online. As a result, marketers have begun allocating
more of their promotion budgets to online ads and mobile marketing and not just to traditional print media such
as newspapers and magazines. Applications for telephones and electronic devices are changing the way people
obtain information and shop, allowing customers to comparison shop without having to visit multiple stores. As
you saw in “Did You Know 4.0?” technology and social media are changing people’s lives. Many young people
may rely more on electronic books, magazines, and newspapers and depend on mobile devices for most of their
information needs. Organizations must adapt to new technologies in order to succeed.
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Figure 2.9
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first direct — first direct Banking ‘on the go’ iPhone App — front — CC BY-NC-ND 2.0; Paul Domenick — Lasered — CC BY-NC-ND 2.0.

Natural Resources

Natural resources are scarce commodities, and consumers are becoming increasingly aware of this fact. Today,
many firms are doing more to engage in “sustainable” practices that help protect the environment and conserve
natural resources. Green marketing involves marketing environmentally safe products and services in a way that
is good for the environment. Water shortages often occur in the summer months, so many restaurants now only
serve patrons water upon request. Hotels voluntarily conserve water by not washing guests’ sheets and towels
every day unless they request it. Reusing packages (refillable containers) and reducing the amount of packaging,
paper, energy, and water in the production of goods and services are becoming key considerations for many
organizations, whether they sell their products to other businesses or to final users (consumers). Construction
companies are using more energy efficient materials and often have to comply with green building solutions.
Green marketing not only helps the environment but also saves the company, and ultimately the consumer, money.
Sustainability, ethics (doing the right things), and social responsibility (helping society, communities, and other
people) influence an organization’s planning process and the strategies they implement.

Although environmental conditions change and must be monitored continuously, the situation analysis is a critical
input to an organization’s or an individual’s strategic plan. Let’s look at the other components of the strategic
planning process.
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The Mission Statement

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

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

»

partners and the communities in which we operate. And in everything we do, we strive for honesty, fairness and integrity~.

The United Way’s Mission Statement

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

Sometimes SBUs develop separate mission statements. For example, PepsiCo Americas Beverages, PepsiCo
Americas Foods, and PepsiCo International might each develop a different mission statement.

Key Takeaway

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

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

1. What factors in the external environment are affecting the “Big Three” U.S. automobile manufacturers?
2. What are some examples of Walmart’s strengths?

3. Suppose you work for a major hotel chain. Using Porter’s five forces model, explain what you need to
consider with regard to each force.

1PepsiCo, Inc., “PepsiCo Brands,” http://www.pepsico.com/Company/Our-Brands.html (accessed December 7,
2009).

2PepsiCo, Inc., “Our Mission and Vision,” http://www.pepsico.com/Company/Our-Mission-and-Vision.html
(accessed December 7, 2009).

3United Way Worldwide, “Mission and Vision,” http://www.liveunited.org/about/missvis.cfm (accessed
December 7, 2009).
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2.3 Developing Organizational Objectives and Formulating Strategies

Learning Objectives

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

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

Developing Objectives

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

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

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

Formulating Strategies

Strategies are the means to the ends, the game plan, or what a firm is going to do to achieve its objectives.
Successful strategies help organizations establish and maintain a competitive advantage that competitors cannot
imitate easily. Tactics include specific actions, such as coupons, television commercials, banner ads, and so on,
taken to execute the strategy. PepsiCo attempts to sustain its competitive advantage by constantly developing new
products and innovations, including “mega brands,” which include nineteen individual brands that generate over
$1 billion in sales each. The tactics may consist of specific actions (commercials during the Super Bowl; coupons;
buy one, get one free, etc.) to advertise each brand.

Firms often use multiple strategies to accomplish their objectives and capitalize on marketing opportunities. For

41
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example, in addition to pursuing a low cost strategy (selling products inexpensively), Walmart has simultaneously
pursued a strategy of opening new stores rapidly around the world. Many companies develop marketing strategies
as part of their general, overall business plans. Other companies prepare separate marketing plans. We’ll look at
marketing plans here and discuss them more completely in Chapter 16 “The Marketing Plan”.

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

Figure 2.10 Product and Market Entry Strategies
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The different types of product and market entry strategies a firm can pursue in order to meet their

objectives.

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

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

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

New markets can include any new groups of customers such as different age groups, new geographic areas,
or international markets. Many companies, including PepsiCo and Hyundai, have entered—and been successful
in—rapidly emerging markets such as Russia, China, and India. Decisions to enter foreign markets are based
on a company’s resources as well as the complexity of factors such as the political environmental, economic
conditions, competition, customer knowledge, and probability of success in the desired market. As Figure 2.10
“Product and Market Entry Strategies” shows, there are different ways, or strategies, by which firms can enter
international markets. The strategies vary in the amount of risk, control, and investment that firms face. Firms can
simply export, or sell their products to buyers abroad, which is the least risky and least expensive method but also
offers the least amount of control. Many small firms export their products to foreign markets.

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

Figure 2.11

The front of a KFC franchise in Asia may be much larger than KFC stores in the United States. Selling

franchises is a popular way for firms to enter foreign markets.

Christopher — Vietnamese KFC — CC BY-SA 2.0.

Franchising is a longer-term (and thus riskier) form of licensing that is extremely popular with service firms, such
as restaurants like McDonald’s and Subway, hotels like Holiday Inn Express, and cleaning companies like Stanley
Steamer. Franchisees pay a fee for the franchise and must adhere to certain standards; however, they benefit from
the advertising and brand recognition the franchising company provides.
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Contract manufacturing allows companies to hire manufacturers to produce their products in another country. The
manufacturers are provided specifications for the products, which are then manufactured and sold on behalf of
the company that contracted the manufacturing. Contract manufacturing may provide tax incentives and may be
more profitable than manufacturing the products in the home country. Examples of products in which contract
manufacturing is often used include cell phones, computers, and printers.

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

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

Figure 2.12 Market Entry Methods
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Diversification strategies involve entering new markets with new products or doing something outside a firm’s
current businesses. Firms that have little experience with different markets or different products often diversify
their product lines by acquiring other companies. Diversification can be profitable, but it can also be risky if a
company does not have the expertise or resources it needs to successfully implement the strategy. Warner Music

Group’s purchase of the concert promoter Bulldog Entertainment is an example of a diversification attempt that
failed.

Key Takeaway

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

Review Questions

How do product development strategies differ from market development strategies?

1

2. Explain why some strategies work for some companies but not others.
3. What factors do firms entering foreign markets need to consider?
4

How do franchising and licensing strategies differ?




2.4 Where Strategic Planning Occurs within Firms

Learning Objectives

1. Identify the different levels at which strategic planning may occur within firms.

2. Understand how strategic planning that occurs at multiple levels in an organization helps a company achieve
its overall corporate objectives.

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

Figure 2.13 “Strategic Planning Levels in an Organization” shows an example of different strategic planning
levels that can exist within an organization’s structure. The number of levels can vary, depending on the size and
structure of an organization. Not every organization will have every level or have every type of plan. An overview
of the marketing (or functional) plan is presented briefly at the end of this chapter but will be discussed in detail
in Chapter 16 “The Marketing Plan” so you can see how the information discussed throughout the text may be
used in developing a marketing plan.

Figure 2.13 Strategic Planning Levels in an Organization
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Figure 2.14
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Many consumers recognize the Goodyear blimp. Goodyear’s strategic business units are North American

Tire; Latin American Tire; Asia Pacific Tire; and Europe, Middle East, and Africa Tire. Goodyear’s SBUs

are set up to satisfy customers’ needs in different worldwide markets’.

Tmxv4128 — Goodyear Blimp — public domain.

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

For example, take PepsiCo, which has committed itself to achieving business and financial success while leaving
a positive imprint on society. PepsiCo identifies its three divisions (business units) as (1) PepsiCo Americas
Beverages, which is responsible for products such as Pepsi soft drinks, Aquafina waters, Tropicana juices, and
Gatorade products; (2) PepsiCo Americas Foods, which is responsible for Frito-Lay and Quaker Oats products;
and (3) PepsiCo International, which consists of PepsiCo’s businesses in Asia, Africa, Europe, and Australia®. To
support PepsiCo’s overall corporate strategy, all three business units must develop strategic plans to profitably
produce offerings while demonstrating that they are committed to society and the environment.

Figure 2.15
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These Aquafina bottles uses less plastic and have a smaller label, reducing waste and helping the

environment.

Mike Mozart — Aquafina Eco-Fina Bottle — CC BY 2.0

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

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

Key Takeaway

Strategic planning can occur at different levels (corporate, business, and functional) in an organization. The number of
levels may vary. However, if a company has multiple planning levels, the plans must be consistent, and all must help
achieve the overall goals of the corporation.

Review Questions

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

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

2PepsiCo, Inc., “The PepsiCo Family,” http://www.pepsico.com/Company/The-Pepsico-Family.html (accessed
December 7, 2009).



2.5 Strategic Portfolio Planning Approaches

Learning Objectives

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

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

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

The Boston Consulting Group Matrix

Figure 2.16 The Boston Consulting Group (BCG) Matrix
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The Boston Consulting Group (BCG) matrix helps companies evaluate each of its strategic business units based
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on two factors: (1) the SBU’s market growth rate (i.e., how fast the unit is growing compared to the industry in
which it competes) and (2) the SBU’s relative market share (i.e., how the unit’s share of the market compares
to the market share of its competitors). Because the BCG matrix assumes that profitability and market share are
highly related, it is a useful approach for making business and investment decisions. However, the BCG matrix is
subjective and managers should also use their judgment and other planning approaches before making decisions.
Using the BCG matrix, managers can categorize their SBUs (products) into one of four categories, as shown in
Figure 2.16 “The Boston Consulting Group (BCG) Matrix”.

Stars

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

Cash Cows

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

Question Marks or Problem Children

Did you ever hear an adult say they didn’t know what to do with a child? The same question or problem arises
when a product has a low share of a high-growth market. Managers classify these products as question marks or
problem children. They must decide whether to invest in them and hope they become stars or gradually eliminate
or sell them. For example, as the price of gasoline soared in 2008, many consumers purchased motorcycles and
mopeds, which get better gas mileage. However, some manufacturers have a very low share of this market. These
manufacturers now have to decide what they should do with these products.

Dogs

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

The BCG matrix helps managers make resource allocation decisions once different products are classified.
Depending on the product, a firm might decide on a number of different strategies for it. One strategy is to build
market share for a business or product, especially a product that might become a star. Many companies invest
in question marks because market share is available for them to capture. The success sequence is often used as
a means to help question marks become stars. With the success sequence, money is taken from cash cows (if
available) and invested into question marks in hopes of them becoming stars.
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Holding market share means the company wants to keep the product’s share at the same level. When a firm
pursues this strategy, it only invests what it has to in order to maintain the product’s market share. When a
company decides to harvest a product, the firm lowers its investment in it. The goal is to try to generate short-
term profits from the product regardless of the long-term impact on its survival. If a company decides to divest
a product, the firm drops or sells it. That’s what Procter & Gamble did in 2008 when it sold its Folgers coffee
brand to Smuckers. Proctor & Gamble also sold Jif peanut butter brand to Smuckers. Many dogs are divested, but
companies may also divest products because they want to focus on other brands they have in their portfolio.

As competitors enter the market, technology advances, and consumer preferences change, the position of a
company’s products in the BCG matrix is also likely to change. The company has to continually evaluate the
situation and adjust its investments and product promotion strategies accordingly. The firm must also keep in mind
that the BCG matrix is just one planning approach and that other variables can affect the success of products.

The General Electric Approach

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

Companies evaluate their strengths and the attractiveness of industries as high, medium, and low. The firms then
determine their investment strategies based on how well the two correlate with one another. As Figure 2.17 “The
General Electric (GE) Approach” shows, the investment options outlined in the GE approach can be compared
to a traffic light. For example, if a company feels that it does not have the business strengths to compete in an
industry and that the industry is not attractive, this will result in a low rating, which is comparable to a red light. In
that case, the company should harvest the business (slowly reduce the investments made in it), divest the business
(drop or sell it), or stop investing in it, which is what happened with many automotive manufacturers.

Figure 2.17 The General Electric (GE) Approach
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o

v/ Red: Harvest or divest products;
stop investing in new products,
markets, or technology

V' Yellow: Hold market share

v/ Green: Build market share; invest
in new products, market, or
technology

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

Key Takeaway

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

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

1. How would you classify a product that has a low market share in a growing market?
2. What does it mean to hold market share?

3. What factors are used as the basis for analyzing businesses and brands using the BCG and the GE
approaches?




2.6 Discussion Questions and Activities

Discussion Questions

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

2. Explain how an organization like McDonald’s can use licensing to create value for the brand.
3. How has PepsiCo employed a product development strategy?
4

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

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

. J

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

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

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

4. The Web site “My M&Ms” (http://www.mymms.com) allows customers to personalize M&M candies with
words, faces, and colors and select from multiple packaging choices. Identify and explain the product
market or market development strategies Mars pursued when it introduced personalized M&Ms.

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

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

7. Break up into teams. Come up with as many real-world examples as you can of companies that pursued
market penetration, market development, product development, or diversification strategies. Explain what
the company did and how successful you think each strategy will be.
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Chapter 3: Consumer Behavior: How People Make Buying
Decisions

3.1 Factors That Influence Consumers’ Buying Behavior
3.2 Low-Involvement Versus High-Involvement Buying Decisions and the Consumer’s Decision-Making Process
3.3 Discussion Questions and Activities
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Learning Objectives

1. Describe the personal and psychological factors that may influence what consumers buy and when they buy
it.
Explain what marketing professionals can do to influence consumers’ behavior.

Explain how looking at lifestyle information helps firms understand what consumers want to purchase.

Explain how Maslow’s hierarchy of needs works.

u ok~ N

Explain how culture, subcultures, social classes, families, and reference groups affect consumers’ buying
behavior.

You’ve been a consumer with purchasing power for much longer than you probably realize—since the first
time you were asked which cereal or toy you wanted. Over the years, you’ve developed rules of thumb or
mental shortcuts providing a systematic way to choose among alternatives, even if you aren’t aware of it.
Other consumers follow a similar process, but different people, no matter how similar they are, make different
purchasing decisions. You might be very interested in purchasing a Smart Car, but your best friend might want to
buy a Ford F-150 truck. What factors influenced your decision and what factors influenced your friend’s decision?

As we mentioned earlier in the chapter, consumer behavior is influenced by many things, including environmental
and marketing factors, the situation, personal and psychological factors, family, and culture. Businesses try to
figure out trends so they can reach the people most likely to buy their products in the most cost-effective way
possible. Businesses often try to influence a consumer’s behavior with things they can control such as the layout
of a store, music, grouping and availability of products, pricing, and advertising. While some influences may be
temporary and others are long lasting, different factors can affect how buyers behave—whether they influence
you to make a purchase, buy additional products, or buy nothing at all. Let’s now look at some of the influences
on consumer behavior in more detail.

Situational Factors

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

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

Physical factors that firms can control, such as the layout of a store, music played at stores, the lighting,
temperature, and even the smells you experience are called atmospherics. Perhaps you’ve visited the office of an
apartment complex and noticed how great it looked and even smelled. It’s no coincidence. The managers of the
complex were trying to get you to stay for a while and have a look at their facilities. Research shows that “strategic
fragrancing” results in customers staying in stores longer, buying more, and leaving with better impressions of the
quality of stores’ services and products. Mirrors near hotel elevators are another example. Hotel operators have
found that when people are busy looking at themselves in the mirrors, they don’t feel like they are waiting as long
for their elevators (Moore, 2008).

Not all physical factors are under a company’s control, however. Take weather, for example. Rainy weather can be
a boon to some companies, like umbrella makers such as Totes, but a problem for others. Beach resorts, outdoor
concert venues, and golf courses suffer when it is raining heavily. Businesses such as automobile dealers also have
fewer customers. Who wants to shop for a car in the rain?

Firms often attempt to deal with adverse physical factors such as bad weather by offering specials during
unattractive times. For example, many resorts offer consumers discounts to travel to beach locations during
hurricane season. Having an online presence is another way to cope with weather-related problems. What could
be more comfortable than shopping at home? If it’s raining too hard to drive to the GAP, REI, or Abercrombie &
Fitch, you can buy products from these companies and many others online. You can shop online for cars, too, and
many restaurants take orders online and deliver.

Crowding is another situational factor. Have you ever left a store and not purchased anything because it was
just too crowded? Some studies have shown that consumers feel better about retailers who attempt to prevent
overcrowding in their stores. However, other studies have shown that to a certain extent, crowding can have a
positive impact on a person’s buying experience. The phenomenon is often referred to as “herd behavior” (Gaumer
& Leif, 2005).

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

Social Situation

The social situation you’re in can significantly affect your purchase behavior. Perhaps you have seen Girl Scouts
selling cookies outside grocery stores and other retail establishments and purchased nothing from them, but what
if your neighbor’s daughter is selling the cookies? Are you going to turn her down or be a friendly neighbor and
buy a box (or two)?

Video Clip

Thin Mints, Anyone?
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" href="http://www.youtube.com/watch?v=GJHN4eutKjY" class="replaced-iframe" data-
url="http://www.youtube.com/watch?v=GJHN4eutKjY">(click to see video)

Are you going to turn down cookies from this cute Girl Scout? What if she’s your neighbor’s daughter? Pass the
milk, please!

Companies like Pampered Chef that sell their products at parties understand that the social situation makes a
difference. When you’re at a friend’s Pampered Chef party, you don’t want to look cheap or disappoint your friend
by not buying anything. Certain social situations can also make you less willing to buy products. You might spend
quite a bit of money each month eating at fast-food restaurants like McDonald’s and Subway. Where do you take
someone for your first date? Some people might take a first date to Subway, but other people would perhaps
choose a restaurant that’s more upscale. Likewise, if you have turned down a drink or dessert on a date because
you were worried about what the person you were with might have thought, your consumption was affected by
your social situation (Matilla & Wirtz, 2008).

Time

The time of day, time of year, and how much time consumers feel like they have to shop affect what they buy.
Researchers have even discovered whether someone is a “morning person” or “evening person” affects shopping
patterns. Have you ever gone to the grocery store when you are hungry or after pay day when you have cash in
your pocket? When you are hungry or have cash, you may purchase more than you would at other times. Seven-
Eleven Japan is a company that’s extremely in tune to time and how it affects buyers. The company’s point-of-sale
systems at its checkout counters monitor what is selling well and when, and stores are restocked with those items
immediately—sometimes via motorcycle deliveries that zip in and out of traffic along Japan’s crowded streets.
The goal is to get the products on the shelves when and where consumers want them. Seven-Eleven Japan also
knows that, like Americans, its customers are “time starved.” Shoppers can pay their utility bills, local taxes, and
insurance or pension premiums at Seven-Eleven Japan stores, and even make photocopies (Bird, 2002).

Companies worldwide are aware of people’s lack of time and are finding ways to accommodate them. Some
doctors’ offices offer drive-through shots for patients who are in a hurry and for elderly patients who find it
difficult to get out of their cars. Tickets.com allows companies to sell tickets by sending them to customers’
mobile phones when they call in. The phones’ displays are then read by barcode scanners when the ticket
purchasers arrive at the events they’re attending. Likewise, if you need customer service from Amazon.com,
there’s no need to wait on the telephone. If you have an account with Amazon, you just click a button on the
company’s Web site and an Amazon representative calls you immediately.

Reason for the Purchase

The reason you are shopping also affects the amount of time you will spend shopping. Are you making an
emergency purchase? What if you need something for an important dinner or a project and only have an hour
to get everything? Are you shopping for a gift or for a special occasion? Are you buying something to complete
a task/project and need it quickly? In recent years, emergency clinics have sprung up in strip malls all over the
country. Convenience is one reason. The other is sheer necessity. If you cut yourself and you are bleeding badly,
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you’re probably not going to shop around much to find the best clinic. You will go to the one that’s closest to you.
The same thing may happen if you need something immediately.

Purchasing a gift might not be an emergency situation, but you might not want to spend much time shopping for it
either. Gift certificates have been popular for years. You can purchase gift cards for numerous merchants at your
local grocery store or online. By contrast, suppose you need to buy an engagement ring. Sure, you could buy one
online in a jiffy, but you probably wouldn’t do that. What if the diamond was fake? What if your significant other
turned you down and you had to return the ring? How hard would it be to get back online and return the ring?
(Hornik & Miniero, 2009)

Mood

Have you ever felt like going on a shopping spree? At other times wild horses couldn’t drag you to a mall. People’s
moods temporarily affect their spending patterns. Some people enjoy shopping. It’s entertaining for them. At the
extreme are compulsive spenders who get a temporary “high” from spending.

A sour mood can spoil a consumer’s desire to shop. The crash of the U.S. stock market in 2008 left many
people feeling poorer, leading to a dramatic downturn in consumer spending. Penny pinching came into vogue,
and conspicuous spending was out. Costco and Walmart experienced heightened sales of their low-cost Kirkland
Signature and Great Value brands as consumers scrimpedl. Saks Fifth Avenue wasn’t so lucky. Its annual release
of spring fashions usually leads to a feeding frenzy among shoppers, but spring 2009 was different. “We’ve
definitely seen a drop-off of this idea of shopping for entertainment,” says Kimberly Grabel, Saks Fifth Avenue’s
senior vice president of marketing (Rosenbloom, 2009). To get buyers in the shopping mood, companies resorted
to different measures. The upscale retailer Neiman Marcus began introducing more mid-priced brands. By
studying customer’s loyalty cards, the French hypermarket Carrefour hoped to find ways to get its customers to
purchase nonfood items that have higher profit margins.

The glum mood wasn’t bad for all businesses though. Discounters like Half-Priced books saw their sales surge.
So did seed sellers as people began planting their own gardens. Finally, what about those products (Aqua Globes,
Snuggies, and Ped Eggs) you see being hawked on television? Their sales were the best ever. Apparently,
consumers too broke to go on vacation or shop at Saks were instead watching television and treating themselves
to the products (Ward, 2009).

Personal Factors

Personality and Self-Concept

Personality describes a person’s disposition, helps show why people are different, and encompasses a person’s
unique traits. The “Big Five” personality traits that psychologists discuss frequently include openness or how
open you are to new experiences, conscientiousness or how diligent you are, extraversion or how outgoing or
shy you are, agreeableness or how easy you are to get along with, and neuroticism or how prone you are to
negative mental states.

Do personality traits predict people’s purchasing behavior? Can companies successfully target certain products to
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people based on their personalities? How do you find out what personalities consumers have? Are extraverts wild
spenders and introverts penny pinchers?

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

Marketers have had better luck linking people’s self-concepts to their buying behavior. Your self-concept is how
you see yourself—be it positive or negative. Your ideal self is how you would like to see yourself—whether it’s
prettier, more popular, more eco-conscious, or more “goth,” and others’ self-concept, or how you think others see
you, also influences your purchase behavior. Marketing researchers believe people buy products to enhance how
they feel about themselves—to get themselves closer to their ideal selves.

The slogan “Be All That You Can Be,” which for years was used by the U.S. Army to recruit soldiers, is an
attempt to appeal to the self-concept. Presumably, by joining the U.S. Army, you will become a better version of
yourself, which will, in turn, improve your life. Many beauty products and cosmetic procedures are advertised in
a way that’s supposed to appeal to the ideal self people seek. All of us want products that improve our lives.

Gender, Age, and Stage of Life

While demographic variables such as income, education, and marital status are important, we will look at gender,
age, and stage of life and how they influence purchase decisions. Men and women need and buy different products
(Ward & Thuhang, 2007). They also shop differently and in general, have different attitudes about shopping. You
know the old stereotypes. Men see what they want and buy it, but women “try on everything and shop ‘til they
drop.” There’s some truth to the stereotypes. That’s why you see so many advertisements directed at one sex
or the other—beer commercials that air on ESPN and commercials for household products that air on Lifetime.
Women influence fully two-thirds of all household product purchases, whereas men buy about three-quarters of
all alcoholic beverages (Schmitt, 2008). The shopping differences between men and women seem to be changing,
though. Younger, well-educated men are less likely to believe grocery shopping is a woman’s job and would be
more inclined to bargain shop and use coupons if the coupons were properly targeted at them (Hill & Harmon,
2007). One survey found that approximately 45 percent of married men actually like shopping and consider it
relaxing.

One study by Resource Interactive, a technology research firm, found that when shopping online, men prefer sites
with lots of pictures of products and women prefer to see products online in lifestyle context—say, a lamp in a
living room. Women are also twice as likely as men to use viewing tools such as the zoom and rotate buttons and
links that allow them to change the color of products.

Video Clip
What Women Want versus What Men Want

href="http://www.youtube.com/watch?v=ylutgtzwhAc" class="replaced-iframe" data-
url="http://www.youtube.com/watch?v=ylutgtzwhAc">(click to see video)
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Check out this Heineken commercial, which highlights the differences between “what women want” and “what
men want” when it comes to products.

Figure 3.2

Marketing to men is big business. Some advertising agencies specialize in

advertisements designed specifically to appeal to male consumers.

Kimberly — Grandpa Reading — CC BY-NC 2.0.

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

You have probably noticed that the things you buy have changed as you age. Think about what you wanted and
how you spent five dollars when you were a child, a teenager, and an adult. When you were a child, the last thing
you probably wanted as a gift was clothing. As you became a teen, however, cool clothes probably became a
bigger priority. Don’t look now, but depending on the stage of life you’re currently in, diapers and wrinkle cream
might be just around the corner.

If you’re single and working after graduation, you probably spend your money differently than a newly married
couple. How do you think spending patterns change when someone has a young child or a teenager or a child in
college? Diapers and day care, orthodontia, tuition, electronics—regardless of the age, children affect the spending
patterns of families. Once children graduate from college and parents are empty nesters, spending patterns change
again.

Empty nesters and baby boomers are a huge market that companies are trying to tap. Ford and other car companies
have created “aging suits” for young employees to wear when they’re designing automobiles?. The suit simulates
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the restricted mobility and vision people experience as they get older. Car designers can then figure out how to
configure the automobiles to better meet the needs of these consumers.

Video Clip
Car Makers Design Special Aging Suit

" href="http://www.youtube.com/watch?v=_hcw17EsE7A" class="replaced-iframe" data-
url="http://www.youtube.com/watch?v=_hcw17EsE7A">(click to see video)

The “aging suit” has elastic bindings that hamper a car designer’s movement and goggles that simulate
deteriorating eyesight. The suit gives the designer an idea what kinds of car-related challenges older consumers
face.

Lisa Rudes Sandel, the founder of Not Your Daughter’s Jeans (NYDJ), created a multimillion-dollar business by
designing jeans for baby boomers with womanly bodies. Since its launch seven years ago, NYDJ has become
the largest domestic manufacturer of women’s jeans under $100. “The truth is,” Rudes Sandel says, “I’ve never
forgotten that woman I’ve been aiming for since day one.” Rudes Sandel “speaks to” every one of her customers
via a note tucked into each pair of jean that reads, “NYDJ (Not Your Daughter’s Jeans) cannot be held responsible
for any positive consequence that may arise due to your fabulous appearance when wearing the Tummy Tuck
jeans. You can thank me later” (Saffian, 2009).

Figure 3.3

You’re only as old as you feel—and the things you buy.

Viola Ng — — CC BY-ND 2.0.

Your chronological age, or actual age in years, is one thing. Your cognitive age, or how old you perceive yourself
to be, is another. A person’s cognitive age affects his or her activities and sparks interests consistent with his or her
perceived age (Barak & Gould, 1985). Cognitive age is a significant predictor of consumer behaviors, including
people’s dining out, watching television, going to bars and dance clubs, playing computer games, and shopping



3.1 Factors That Influence Consumers’ Buying Behavior 64

(Barak & Gould, 1985). Companies have found that many consumers feel younger than their chronological age
and don’t take kindly to products that feature “old folks” because they can’t identify with them.

Lifestyle

If you have ever watched the television show Wife Swap, you can see that despite people’s similarities (e.g., being
middle-class Americans who are married with children), their lifestyles can differ radically. To better understand
and connect with consumers, companies interview or ask people to complete questionnaires about their lifestyles
or their activities, interests, and opinions (often referred to as AIO statements). Consumers are not only asked
about products they like, where they live, and what their gender is but also about what they do—that is, how they
spend their time and what their priorities, values, opinions, and general outlooks on the world are. Where do they
go other than work? Who do they like to talk to? What do they talk about? Researchers hired by Procter & Gamble
have gone so far as to follow women around for weeks as they shop, run errands, and socialize with one another
(Berner, 2006). Other companies have paid people to keep a daily journal of their activities and routines.

A number of research organizations examine lifestyle and psychographic characteristics of consumers.
Psychographics combines the lifestyle traits of consumers and their personality styles with an analysis of their
attitudes, activities, and values to determine groups of consumers with similar characteristics. One of the most
widely used systems to classify people based on psychographics is the VALS (Values, Attitudes, and Lifestyles)
framework. Using VALS to combine psychographics with demographic information such as marital status,
education level, and income provide a better understanding of consumers.

Psychological Factors

Motivation

Motivation is the inward drive we have to get what we need. In the mid-1900s, Abraham Maslow, an American
psychologist, developed the hierarchy of needs shown in Figure 3.4 “Maslow’s Hierarchy of Needs”.

Figure 3.4 Maslow’s Hierarchy of Needs
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Esteem Needs

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

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

Physiological Needs

(needing food, water, and sleep)

Maslow theorized that people have to fulfill their basic needs—food, water, and sleep—before they can begin
fulfilling higher-level needs. Have you ever gone shopping when you were tired or hungry? Even if you were
shopping for something that would make you the envy of your friends (maybe a new car) you probably wanted to
sleep or eat even more. (Forget the car. Just give me a nap and a candy bar.)

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

Following the economic crisis that began in 2008, the sales of new automobiles dropped sharply virtually
everywhere around the world—except the sales of Hyundai vehicles. Hyundai understood that people needed to
feel secure and safe and ran an ad campaign that assured car buyers they could return their vehicles if they couldn’t
make the payments on them without damaging their credit. Seeing Hyundai’s success, other carmakers began
offering similar programs. Likewise, banks began offering “worry-free” mortgages to ease the minds of would-be
homebuyers. For a fee of about $500, First Mortgage Corp., a Texas-based bank, offered to make a homeowner’s
mortgage payment for six months if he or she got laid off (Jares, 2010).

While achieving self-actualization may be a goal for many individuals in the United States, consumers in Eastern
cultures may focus more on belongingness and group needs. Marketers look at cultural differences in addition
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to individual needs. The importance of groups affects advertising (using groups versus individuals) and product
decisions.

Perception

Perception is how you interpret the world around you and make sense of it in your brain. You do so via stimuli that
affect your different senses—sight, hearing, touch, smell, and taste. How you combine these senses also makes a
difference. For example, in one study, consumers were blindfolded and asked to drink a new brand of clear beer.
Most of them said the product tasted like regular beer. However, when the blindfolds came off and they drank the
beer, many of them described it as “watery” tasting (Ries, 2009).

Consumers are bombarded with messages on television, radio, magazines, the Internet, and even bathroom walls.
The average consumer is exposed to about three thousand advertisements per day (Lasn, 1999). Consumers are
surfing the Internet, watching television, and checking their cell phones for text messages simultaneously. Some,
but not all, information makes it into our brains. Selecting information we see or hear (e.g., television shows or
magazines) is called selective exposure.

Have you ever read or thought about something and then started noticing ads and information about it popping
up everywhere? Many people are more perceptive to advertisements for products they need. Selective attention
is the process of filtering out information based on how relevant it is to you. It’s been described as a “suit of
armor” that helps you filter out information you don’t need. At other times, people forget information, even if it’s
quite relevant to them, which is called selective retention. Often the information contradicts the person’s belief.
A longtime chain smoker who forgets much of the information communicated during an antismoking commercial
is an example. To be sure their advertising messages get through to you and you remember them, companies use
repetition. How tired of iPhone commercials were you before they tapered off? How often do you see the same
commercial aired during a single television show?

Another potential problem that advertisers (or your friends) may experience is selective distortion or
misinterpretation of the intended message. Promotions for weight loss products show models that look slim and
trim after using their products, and consumers may believe they will look like the model if they use the product.
They misinterpret other factors such as how the model looked before or how long it will take to achieve the
results. Similarly, have you ever told someone a story about a friend and that person told another person who told
someone else? By the time the story gets back to you, it is completely different. The same thing can happen with
many types of messages.

Video Clip
A Parody of an iPhone Commercial

href="http://www.youtube.com/watch?v=4vle73VqtHw" class="replaced-iframe" data-
url="http://www.youtube.com/watch?v=4vle73VqtHw">(click to see video)

Check out this parody on Apple’s iPhone commercial.

Using surprising stimuli or shock advertising is also a technique that works. One study found that shocking
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content increased attention, benefited memory, and positively influenced behavior among a group of university
students (Dahl, et. al., 2003).

Subliminal advertising is the opposite of shock advertising and involves exposing consumers to marketing stimuli
such as photos, ads, and messages by stealthily embedding them in movies, ads, and other media. Although
there is no evidence that subliminal advertising works, years ago the words Drink Coca-Cola were flashed for
a millisecond on a movie screen. Consumers were thought to perceive the information subconsciously and to be
influenced to buy the products shown. Many people considered the practice to be subversive, and in 1974, the
Federal Communications Commission condemned it. Much of the original research on subliminal advertising,
conducted by a researcher trying to drum up business for his market research firm, was fabricated (Crossen, 2007).
People are still fascinated by subliminal advertising, however. To create “buzz” about the television show The
Mole in 2008, ABC began hyping it by airing short commercials composed of just a few frames. If you blinked,
you missed it. Some television stations actually called ABC to figure out what was going on. One-second ads
were later rolled out to movie theaters (Adalian, 2008).

Different consumers perceive information differently. A couple of frames about The Mole might make you want
to see the television show. However, your friend might see the ad, find it stupid, and never tune in to watch the
show. One man sees Pledge, an outstanding furniture polish, while another sees a can of spray no different from
any other furniture polish. One woman sees a luxurious Gucci purse, and the other sees an overpriced bag to hold
keys and makeup (Chartrand, 2009).

Learning

Learning refers to the process by which consumers change their behavior after they gain information or
experience. It’s the reason you don’t buy a bad product twice. Learning doesn’t just affect what you buy; it affects
how you shop. People with limited experience about a product or brand generally seek out more information than
people who have used a product before.

Companies try to get consumers to learn about their products in different ways. Car dealerships offer test drives.
Pharmaceutical reps leave samples and brochures at doctor’s offices. Other companies give consumers free
samples. To promote its new line of coffees, McDonald’s offered customers free samples to try. Have you ever
eaten the food samples in a grocery store? While sampling is an expensive strategy, it gets consumers to try the
product and many customers buy it, especially right after trying in the store.

Another kind of learning is operant or instrumental conditioning, which is what occurs when researchers are able
to get a m