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Objectives
After studying this chapter, you should be able to
explain companywide strategic planning and its four steps
discuss how to design business portfolios and develop growth strategies
explain marketing’s role in strategic planning and how marketing works
with its partners to create and deliver customer value
describe the elements of a customer-driven marketing strategy and mix,
and the forces that influence it
list the marketing management functions, including the elements of a
marketing plan, and discuss the importance of measuring and managing
return on marketing investment
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CHAPTER

COMPANY AND
MARKETING STRATEGY:
Partnering to Build Customer
Relationships
Previewing the Concepts

In the first chapter, we explored the marketing process by which companies create value for consumers to capture
value in return. In this chapter, we examine steps two and three of the marketing process—designing customerdriven marketing strategies and constructing marketing programs. To begin, we look at the organization’s overall
strategic planning. Next, we discuss how marketers, guided by the strategic plan, work closely with others inside
and outside the firm to serve customers. We then examine marketing strategy and planning—how marketers
choose target markets, position their market offerings, develop a marketing mix, and manage their marketing
programs. Finally, we look at the important step of measuring and managing return on marketing investment.
Let’s look first at Nike. During the past several decades, Nike has changed the rules of sports marketing
strategy. In the process, it has built the Nike swoosh into one of the world’s best-known brand symbols. But the
Nike we know today is far different from the brash young start-up company of 40 years ago. As Nike has grown
and matured, its marketing strategy has matured as well. To stay on top in the intensely competitive sports
apparel business, Nike will have to keep finding fresh ways to bring value to its customers.
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shoes. To this day, Nike leads the industry
rn tio
e
in R & D spending.
But Nike customers didn’t just wear
their Nikes, they experienced them. As
in
ternati
stated on its Web page (www.nike.com),
“Nike has always known the truth—it’s not so much the
shoes but where they take you.” Beyond shoes, apparel, and
equipment, Nike marketed a way of life, a sports culture,
a just-do-it attitude. Phil Knight once said, “Basically, our
culture and our style is to be a rebel.”The company was built
on a genuine passion for sports, a disregard for convention,
and a belief in hard work and serious sports performance.
Throughout the 1980s and 1990s, Nike sprinted ahead
of its competition. Between 1988 and 1997, Nike’s revenues
grew at an annual rate of 21 percent; while annual return
to investors averaged 47 percent. Nike leveraged its brand
strength, moving aggressively into new product categories
such as sunglasses, soccer balls, batting gloves, and hockey
sticks. Nike invaded a dozen new sports, including baseball,
golf, ice and street hockey, skateboarding, wall climbing,
and hiking. It penetrated new markets worldwide. Nike
Asia Pacific has been in operation since 1977, when it
began selling footwear in the region. In 1997, two major
customer service centers opened outside Seoul and Tokyo,
in•

T

he Nike “swoosh” is everywhere! Through
innovative marketing, Nike has built the
swoosh into one of the best-known brand
symbols on earth. But 40-some years ago, when
young accountant Phil Knight and college track coach Bill
Bowerman cofounded the company, Nike was just a brash,
young upstart in the athletic footwear industry.
In those early days, Knight and Bowerman ran Nike
by gut feel. In 1964, they each contributed $500 to start
Blue Ribbon Sports. In 1970, Bowerman developed up a
new sneaker tread by stuffing a piece of rubber into his
wife’s waffle iron. The Waffle Trainer quickly became the
best-selling training shoe in the U.S. In 1972, the company
became Nike, named after the Greek goddess of victory.
The swoosh was designed by a graduate student for $35.
By 1979, Nike owned 50 percent of the U.S. running shoe
market. It all seemed easy then. Running was in, sneakers
were hot, and Nike had the right stuff.
During the 1980s, Nike revolutionized sports
marketing. To build its brand image and market share,
Nike spent lavishly on big-name endorsements, splashy
promotional events, and in-your-face “Just Do It” ads.
Beyond promotional hype, Nike’s initial success resulted
from the technical superiority of its running and basketball
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and China became both a source country and a vital market
for Nike. The Asia Pacific is Nike’s third largest region in terms
of revenue, and number one in terms of manufacturing.
Almost half of Nike’s sales in the region are from footwear,
with the remainder from apparel and equipment.
However, Nike’s sales slipped in the late 1990s. A “brown
shoe” craze for hiking and outdoor shoe styles ate into the
athletic sneaker business. Moreover, Nike’s creative juices
seemed to run dry. Mundane new sneaker designs collected
dust on retailer shelves as buyers seeking a new look
switched to competing brands. To aggravate matters, Nike
was fighting off allegations that it was overcommercializing
sports and exploiting child labor in Asian sweatshops.
But Nike’s biggest obstacle may have been its own
incredible success. The brand appeared to suffer from bigbrand backlash, and the swoosh may have become too
common to be cool. As sales moved past the $10 billion
mark, Nike moved from maverick to mainstream. Instead
of antiestablishment, Nike was the establishment. Once the
brat of sports marketing, Nike now had to grow up and act
its age.
And grow up it has. In recent years, Nike’s marketing
strategy has matured. The company still spends hundreds
of millions of dollars each year on very creative advertising,
innovative brand-building promotions, and big-name
endorsers. For example, Nike signed basketball phenom
LeBron James to a $90 million endorsement contract a few
years back.
But Nike has toned down its antiestablishment
attitude—its marketing is a bit less edgy. The company is
now devoting much more attention to marketing details.
“Gone are the days when Nike execs, working on little
more than hunches, would do just about anything and

spend just about any amount in the quest for publicity and
market share,” says one Nike observer. “More and more,
Nike is searching for the right balance between its creative
and its business sides, relying on a newfound financial and
managerial discipline to drive growth.”
The new Nike has returned to basics—focusing
on innovation, methodically assessing new market
opportunities, developing new product lines, and reworking
its information and distribution systems. The old Nike also
stumbled with its acquisitions, trying to force its own
marketing culture onto them. The new Nike has learned to
give its acquired brands some independence. As a result,
acquisitions such as Cole Haan dress shoes, Converse retrostyle sneakers, and Bauer in-line and hockey skates now
account for over 13 percent of Nike’s revenues and a quarter
of its sales growth. The old Nike had difficulty going global.
At the new Nike, over half of sales now come from rapidly
growing international markets. However, there are still the
occasional international marketing missteps. In 2004, a
Chinese print ad depicting LeBron James beating cartoon
martial arts masters offended authorities, who called the ad
blasphemous and an insult to national dignity. While it was
initially withdrawn, the ad was later reinstated in 2007.
Overall, the new, more-mature Nike is once again
achieving stunning results. In the past five years, Nike’s sales
have grown more than 50 percent to almost $15 billion;
profits have more than doubled. To stay on top, however,
Nike must keep its marketing strategy fresh, finding new
ways to deliver the kind of innovation and value that built
the brand so powerfully in the past. Says Knight, “Now that
we’ve [grown so large], there’s a fine line between being a
rebel and being a bully. [To our customers,] we have to be
beautiful as well as big.”1

Marketing strategies and programs are guided by broader, companywide strategic plans.
Thus, to understand the role of marketing, we must first understand the organization’s
overall strategic planning process. Like Nike, all companies must look ahead and develop
long-term strategies to meet the changing conditions in their industries and to ensure
long-term survival.

Companywide Strategic Planning:
Defining Marketing’s Role
Strategic planning
The process of developing and
maintaining a strategic fit between the
organization’s goals and capabilities and
its changing marketing opportunities.
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Each company must find the game plan for long-run survival and growth that makes
the most sense given its specific situation, opportunities, objectives, and resources.
This is the focus of strategic planning—the process of developing and maintaining a
strategic fit between the organization’s goals and capabilities and its changing marketing
opportunities.
At the corporate level, the company starts the strategic planning process by defining
its overall purpose and mission (see Figure 2.1). This mission is then turned into detailed
supporting objectives that guide the whole company. Next, headquarters decides what
portfolio of businesses and products is best for the company and how much support
to give each one. In turn, each business and product develops detailed marketing and
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other departmental plans that support the companywide plan. Thus, marketing planning
occurs at the business-unit, product, and market levels. It supports company strategic
planning with more detailed plans for specific marketing opportunities.2

Business unit, product,
and market level

Corporate level
Defining the
company mission

Setting company
objectives and goals

Designing the
business portfolio

Planning marketing
and other functional
strategies
Figure 2.1

Steps in strategic planning

Defining a Market-Oriented Mission
A mission statement is a statement of the organization’s purpose—what it wants to
accomplish in the larger environment. A clear mission statement acts as an “invisible
hand” that guides people in the organization and answers questions such as: What is our
business? Who is the customer? What do consumers value? What should our business
be?
Some companies define their missions myopically in product or technology
terms (“We make and sell furniture” or “We are a chemical-processing firm”). But
mission statements should be market oriented and defined in terms of customer
needs. Products and technologies eventually become outdated, but basic market
needs may last forever.
A market-oriented mission statement defines the business in terms of
satisfying basic customer needs. For example, Nike isn’t just a shoe and apparel
manufacturer—it wants “to bring inspiration and innovation to every athlete* in
the world. (*If you have a body, you are an athlete.)” Likewise, eBay’s mission
isn’t simply to hold online auctions and trading. Its mission is “to provide a global
trading platform where practically anyone can trade practically anything—you
can get it on eBay.” It wants to be a unique Web community in which people
can shop around, have fun, and get to know each other, for example, by chatting
at the eBay Cafe. Table 2.1 provides several other examples of product-oriented
versus market-oriented business definitions,3 while Figure 2.2 summarizes
characteristics of a good mission statement.

Mission statement
A statement of the organization’s
purpose—what it wants to accomplish
in the larger environment.

Mission statements – eBay’s

mission is “to provide a global trading
platform where practically anyone can
trade practically anything—you can
get it on eBay.”

Table 2.1 Market-Oriented Business Definitions
Company

Product-Oriented Definition

Market-Oriented Definition

Amazon.com

We sell books, videos, CDs, toys,
consumer electronics, hardware,
housewares, and other products.

We make the Internet buying experience fast, easy, and
enjoyable—we’re the place where you can find and
discover anything you want to buy online.

Disney

We run theme parks.

We create fantasies—a place where America still works the
way it’s supposed to.

eBay

We hold online auctions.

We provide a global marketplace where practically anyone
can trade practically anything—a unique Web community
in which people can shop around, have fun, and get to
know each other.

Shiseido

We make cosmetics.

We sell lifestyle and self-expression; success and status;
memories, hopes, and dreams.

Ritz-Carlton Hotels

We rent rooms.

We create the Ritz-Carlton experience—one that enlivens
the senses, instills well-being, and fulfills even the
unexpressed wishes and needs of our guests.

Wal-Mart

We run discount stores.

We deliver low prices every day and give ordinary folks the
chance to buy the same things as rich people.

Figure 2.1

Ch02•POM.indd 33

7/18/08 1:49:16 PM

34

Part 1 Deﬁning Marketing and the Marketing Process
Missions should fit the market environment. Thus, with the
growing digital influence, Sony has set forth to integrate
computers with its entertainment products and yet provide a
human touch in these products. Hong Kong’s tom.com, with
the dot-com bust, redefined its mission from a strictly online
company to become more of an Old Economy media company.
The organization should also base its mission on its distinctive
competencies. Finally, mission statements should be motivating.
A company’s mission should not be stated as making more
sales or profits—profits are only a reward for undertaking a
useful activity. A company’s employees need to feel that their
work is significant and that it contributes to people’s lives.
Thus, Samsung’s mission statement incorporates the notion of
improving society: “We will devote our people and technology
to create superior products and services, thereby contributing to
a better global society.”
Hong Kong’s tom.com redefined its mission from a strictly online company
to become more of an old Economy media company. (www.tom.com)

Be market oriented

Figure 2.2

Characteristics of a good mission statement

Mission
statements
should

Fit the market environment
Be based on distinctive competencies
Be motivating

Setting Company Objectives and Goals
The company needs to turn its mission into detailed supporting objectives for each level
of management. Each manager should have objectives and be responsible for reaching
them. For example, Monsanto operates in the agricultural biotechnology business. It
defines its mission as “improving the future of farming … improving the future of food
… abundantly and safely.” It seeks to help feed the world’s exploding population while at
the same time sustaining the environment. Monsanto ads ask us to “Imagine innovative
agriculture that creates incredible things today.”
This mission leads to a hierarchy of objectives, including business objectives and
marketing objectives. Monsanto’s overall objective is to build profitable customer
relationships by developing better agricultural products and getting them to market
faster at lower costs. It does this by researching products that safely help crops produce
more nutrition and higher yields without chemical spraying. But research is expensive
and requires improved profits to plow back into research programs. So improving profits
becomes another major Monsanto objective. Profits can be improved by increasing sales
or reducing costs. Sales can be increased by improving the company’s share of the U.S.
market, by entering new foreign markets, or both. These goals then become the company’s
current marketing objectives.4
Marketing strategies and programs must be developed to support these marketing
objectives. To increase its U.S. market share, Monsanto might increase its products’
availability and promotion. To enter new foreign markets, the company may cut prices and
target large farms abroad. These are its broad marketing strategies. Each broad marketing
strategy must then be defined in greater detail. For example, increasing the product’s
promotion may require more salespeople and more advertising; if so, both requirements
need to be spelled out. In this way, the firm’s mission is translated into a set of objectives
for the current period.
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Designing the Business Portfolio
Guided by the company’s mission statement and objectives, management now must
plan its business portfolio—the collection of businesses and products that make up the
company. The best business portfolio is the one that best fits the company’s strengths and
weaknesses to opportunities in the environment. Business portfolio planning involves
two steps:
Analyzing its current business portfolio and deciding which businesses should
receive more, less, or no investment.
Shaping the future portfolio by developing strategies for growth and downsizing.

Business portfolio
The collection of businesses and
products that make up the company.

Analyzing the Current Business
Portfolio
The major activity in strategic planning is business
portfolio analysis, whereby management evaluates
the products and businesses making up the company.
The company will want to put strong resources into
its more profitable businesses and phase down or
drop its weaker ones.
Management’s first step is to identify the key
businesses making up the company. These can be
called the strategic business units. A strategic business
unit (SBU) is a unit of the company that has a separate
mission and objectives and that can be planned
independently from other company businesses. An
SBU can be a company division, a product line within
a division, or sometimes a single product or brand.
The next step in business portfolio analysis calls
for management to assess the attractiveness of its
various SBUs and decide how much support each
deserves. It is usually a good idea to focus on adding
products and businesses that fit closely with the firm’s
core philosophy and competencies.
The purpose of strategic planning is to find ways
in which the company can best use its strengths to
take advantage of attractive opportunities in the
environment. Most standard portfolio-analysis
methods evaluate SBUs on two important dimensions
(1) the attractiveness of the SBU’s market or industry
and (2) the strength of the SBU’s position in that market
or industry. The best-known portfolio-planning
method was developed by the Boston Consulting
Group, a leading management consulting firm.5

The Boston Consulting Group approach
Using the Boston Consulting Group (BCG) approach, a company classifies all its SBUs
according to the growth-share matrix shown in Figure 2.3. On the vertical axis, market
growth rate provides a measure of market attractiveness. On the horizontal axis, relative
market share serves as a measure of company strength in the market. The growth-share
matrix defines four types of SBUs:
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Monsanto defines its mission as “improving
the future of farming ... improving the
future of food ... abundantly and safely.”
Its ads ask us to “Imagine innovative
agriculture that creates incredible things
today.” This mission leads to specific
business and marketing objectives.

Growth-share matrix
A portfolio-planning method that
evaluates a company’s strategic
business units in terms of their market
growth rate and relative market share.
SBUs are classified as stars, cash cows,
question marks, or dogs.
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Market growth rate
Low
High
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Question mark

$

Dog

Cash cow

Figure 2.3

High

The BCG growth-share matrix

?

Star

Low
Relative market share

Stars

Stars are high-growth, high-share businesses or products. They often need heavy
investment to finance their rapid growth. Eventually their growth will slow down, and
they will turn into cash cows.

Cash cows

Cash cows are low-growth, high-share businesses or products. These established and
successful SBUs need less investment to hold their market share. Thus, they produce a
lot of cash that the company uses to pay its bills and to support other SBUs that need
investment.

Question marks

Question marks are low-share business units in high-growth markets. They require a lot
of cash to hold their share, let alone increase it. Management needs to think hard about
which question marks it should try to build into stars and which should be phased out.

Dogs

Dogs are low-growth, low-share businesses and products. They may generate enough
cash to maintain themselves but do not promise to be large sources of cash.
The ten circles in the growth-share matrix represent a company’s ten current SBUs.
The company has two stars, two cash cows, three question marks, and three dogs. The
areas of the circles are proportional to the SBU’s dollar sales. This company is in fair
shape, although not in good shape. It wants to invest in the more promising question
marks to make them stars and to maintain the stars so that they will become cash cows
as their markets mature. Fortunately, it has two good-sized cash cows. Income from these
cash cows will help finance the company’s question marks, stars, and dogs. The company
should take some decisive action concerning its dogs and its question marks. The picture
would be worse if the company had no stars, if it had too many dogs, or if it had only one
weak cash cow.
Once it has classified its SBUs, the company must determine what role each will play
in the future. One of four strategies can be pursued for each SBU. The company can
invest more in the business unit to build its share. Or it can invest just enough to hold the
SBU’s share at the current level. It can harvest the SBU, milking its short-term cash flow
regardless of the long-term effect. Finally, the company can divest the SBU by selling it or
phasing it out and using the resources elsewhere.
As time passes, SBUs change their positions in the growth-share matrix. Each SBU has
a life cycle. Many SBUs start out as question marks and move into the star category if they
succeed. They later become cash cows as market growth falls, then finally die off or turn
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into dogs toward the end of their life cycle. The company needs to add new products and
units continuously so that some of them will become stars and, eventually, cash cows that
will help finance other SBUs.

Problems with matrix approaches
The BCG and other formal methods revolutionized strategic planning. However, such
centralized approaches have limitations. They can be difficult, time consuming, and costly
to implement. Management may find it difficult to define SBUs and measure market share
and growth. In addition, these approaches focus on classifying current businesses but
provide little advice for future planning.
Formal planning approaches can also place too much emphasis on market-share
growth or growth through entry into attractive new markets. Using these approaches,
many companies plunged into unrelated and new high-growth businesses that they did
not know how to manage—with very bad results. At the same time, these companies were
often too quick to abandon, sell, or milk to death their healthy mature businesses. As a
result, many companies that diversified too broadly in the past have narrowed their focus
and gotten back to the basics of serving one or a few industries that they know best.
Because of such problems, many companies have dropped formal matrix methods in
favor of more customized approaches that are better suited to their specific situations.
Moreover, unlike former strategic-planning efforts, which rested mostly in the hands
of senior managers at company headquarters, today’s strategic planning has been
decentralized. Increasingly, companies are placing responsibility for strategic planning
in the hands of cross-functional teams of divisional managers who are close to their
markets.
For example, consider The Walt Disney Company. Most people think of Disney as
theme parks and wholesome family entertainment. But in the mid-1980s, Disney set up
a powerful, centralized strategic planning group to guide the company’s direction and
growth. Over the next two decades, the strategic planning group turned The Walt Disney
Company into a huge but diverse collection of media and entertainment businesses. The
newly transformed company proved hard to manage and performed unevenly. Recently,
Disney’s chief executive disbanded the centralized strategic planning unit, decentralizing
its functions to divisional managers (see Real Marketing).

Developing Strategies for Growth and Downsizing
Beyond evaluating current businesses, designing the business portfolio involves finding
businesses and products the company should consider in the future. Companies need
profitable growth if they are to compete more effectively, satisfy their stakeholders, and
attract top talent.
Marketing has the main responsibility for achieving profitable growth for the company.
Marketing must identify, evaluate, and select market opportunities and lay down
strategies for capturing them. One useful device for identifying growth opportunities is
the product/market expansion grid, shown in Figure 2.3.6 We apply it here to Starbucks:
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Existing
products

New
products

Existing
markets

Market
penetration

Product
development

New
markets

Market
development

Diversification

Product/market expansion grid
A portfolio-planning tool for
identifying company growth
opportunities through market
penetration, market development,
product development, or
diversification.

Figure 2.4

The product/market expansion grid
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University to learn how Disney does
it. However, theme parks and resorts
account for only about 25 percent of
today’s Disney empire; movies and
entertainment make up another 28
percent. The rest comes from a diverse
portfolio of businesses acquired by
Disney over the past two decades.
The Walt Disney Company has become
a real study in strategic planning. In 1985,
Disney’s then CEO, Michael Eisner, set up
a high-powered, centralized strategic
planning unit, to source and nurture
new growth opportunities and set the
company’s strategic path. Throughout
the late 1980s and the 1990s, the group
engineered a series of major acquisitions,
including that of Capital Cities/ABC,
which almost doubled Disney’s size.
By the early 2000s, the group had
transformed The Walt Disney Company
into a $30 billion international media
and entertainment giant. The company
now owns all or part of hundreds of
companies and divisions, organized into
four major business groups:
Studio Entertainment: Four television
production companies, eight movie
and theatrical production companies,
and a distribution company (including
Walt Disney Pictures, Touchstone
Pictures, Miramax Films, and Buena
Vista Theatrical Productions); and four
music labels (Walt Disney Records,
Hollywood Records, Buena Vista
Records, and Lyric Street Records).
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When you think of The Walt Disney
Company, you probably think first of
theme parks and animated films. Since
the release of its first Mickey Mouse
cartoon over 75 years ago, Disney has
grown to become the undisputed
master of family entertainment. From
pioneering films such as Snow White
and the Seven Dwarfs, Fantasia, and
Pinocchio to more recent movies such
as Monsters, Inc., Finding Nemo, The
Incredibles, Valiant, and Cars, Disney
has brought pure magic to audiences
worldwide.
Perhaps nowhere is the Disney magic
more apparent than at its theme parks.
Each year, some 43 million people
flock to The Walt Disney World Resort
alone, making it the world’s top tourist
attraction. Why? Part of the answer lies
in its many attractions. The resort’s four
major theme parks—Magic Kingdom,
Epcot, Disney-MGM Studios, and
Disney’s Animal Kingdom—brim with
such attractions as the Twilight Zone
Tower of Terror, Soarin’ Over California,
the Kilimanjaro Safaris, and Big Thunder
Mountain Railroad.
But the real “Disney Magic” lies in
the company’s obsessive dedication
to its mission to “make people happy”
and to “make a dream come true.”
Disney goes to extremes to fulfill guests’
expectations. Its theme parks are
so highly regarded for outstanding
customer service that many leading
corporations send managers to Disney
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Media Networks: A major broadcast
television network (ABC, plus ten
company-owned television stations);
a dozen cable television networks
(including the Disney Channel, Toon
Dis-ney, ESPN, the History Channel,
E! Entertainment, and ABC Family);
three radio networks (ESPN Radio,
ABC Radio, and Disney Radio, plus
over 70 radio stations); and the Walt
Disney Internet Group (19 Internet
sites including Disney Online, Disney’s
Daily Blast, ABC.com, ESPN.com,
Family.com, NASCAR.com, and NBA.
com).
Consumer Products: Three Disney
Merchandise Licensing divisions; four
Disney Publishing divisions; the Baby
Einstein Company (developmental
media for infants); four Disney
Retail groups (including Disney
Stores Worldwide and Disney Direct
Marketing); and Buena Vista Games
(Disney content for the interactive
gaming community).
Parks and Resorts: Eleven parks and 35
resort hotels on three continents
(including Disneyland Resort Paris,
Tokyo Disney Resort, and Hong Kong
Disneyland); Disney Cruise Line; Disney
Vacation Club; and ESPN Zone.
However, managing this diverse
portfolio of businesses has become a
major challenge for Disney. During the
last half of the 1980s, the smaller, more
focused Disney had annual average
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For more than 75 years, The Walt Disney
Company has been the undisputed master of
family entertainment. But it will take masterful
strategic planning—along with some big doses of
the famed “Disney Magic”—to give the modern
Disney a happy-ever-after ending.

revenue and net income growth of 23
percent and 50 percent respectively.
In contrast, at least until recently, the
larger, more complex Disney struggled
for consistent profitability and growth.
Disney’s centralized strategic planning
group was frequently blamed for this
uneven performance. Many critics
assert that the company has grown
too large, too diverse, and too distant
from the core strengths that made it
so successful. The strategic planning
group also reviewed and often rejected
the strategies proposed by Disney’s
business unit managers. The group even
came to be called by some “the business
prevention department.”
In 2004, disagreements over Disney’s
long-term strategic direction resulted
in Eisner’s ouster. Tellingly, soon after
replacing Eisner, new CEO Robert Iger
disbanded the centralized strategic
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planning group, returning most of its
functions to Disney’s division managers.
Iger believed that the individual business
units, which are closer to their markets,
can better plan growth strategies than
the centralized unit. Iger is also expected
to take a fresh look at Disney’s disparate
portfolio of businesses.
Thus, for Disney, bigger isn’t
necessarily better. More decentralized
strategic planning seems to make
better sense. Creating the right blend of
businesses for the new Magic Kingdom
won’t be easy. It will take masterful
strategic planning—along with some of
the famed “Disney magic”—to give the
modern Disney story a happy-ever-after
ending.

Sources:

Merissa Marr, “Disney Cuts Strategic-Planning
Unit,” Wall Street Journal, March 28, 2005, p. A3;
Jacqueline Doherty, “Better Days for Disney,”
Barron’s, March 21, 2005, p. 14; Laura M. Holson,
“Disney Intends to Overhaul Planning Unit,” New
York Times, March 26, 2005, p. C2; Robert Niles,
“Disney Slams Universal in 2005 Theme Park
Attendance,” December 27, 2005, accessed at
www.themeparkinsider.com/flume/200512/2/;
Juliana Koranteng, “Parks Persist in the Face of
Calamity,” Amusement Business, January 2006,
pp. 6-7; “The Walt Disney Company,” Hoover
Company Records, June 15, 2006, p. 11603;
and information from www.disney.go.com,
November 2006.
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Strategies for growth –

To maintain its phenomenal growth in an
increasingly overcaffeinated marketplace,
Starbucks has brewed up an ambitious
multipronged growth strategy

Market penetration
A strategy for company growth by
increasing sales of current products
to current market segments without
changing the product.
Market development
A strategy for company growth by
identifying and developing new market
segments for current company products.
Product development
A strategy for company growth by
offering modified or new products to
current market segments.
Diversification
A strategy for company growth through
starting up or acquiring businesses
outside the company’s current products
and markets.
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More than 20 years ago, Howard Schultz hit on the idea of bringing a Europeanstyle coffeehouse to America. People needed to slow down, he believed—to “smell
the coffee” and enjoy life a little more. The result was Starbucks. This coffeehouse
doesn’t sell just coffee, it sells The Starbucks Experience. “There’s the Starbucks
ambience,” notes an analyst, “The music. The comfy velvety chairs. The smells. The
hissing steam.” Says Starbucks Chairman Schultz, “We aren’t in the coffee business,
serving people. We are in the people business, serving coffee.” People around the
globe now flock to Starbucks, making it a powerhouse premium brand. Some 35
million customers now visit the company’s more than 11,000 stores worldwide
each week. Starbucks gives customers what it calls a “third place”—away from
home and away from work.
Growth is the engine that keeps Starbucks perking—the company targets
(and regularly achieves) jaw-dropping revenue growth exceeding 20 percent each
year. Starbucks’ success, however, has drawn a full litter of copycats, ranging from
direct competitors such as Coffee Bean & Tea Leaf to fast-food merchants (such as
McDonald’s McCafé) and even discounters (Wal-Mart’s Kicks Coffee). To maintain
its phenomenal growth in an increasingly overcaffeinated marketplace, Starbucks
must brew up an ambitious, multipronged growth strategy.
First, Starbucks management might consider whether the company can achieve
deeper market penetration—making more sales to current customers without changing
its products. It might add new stores in current market areas to make it easier for more
customers to visit. In fact, Starbucks is adding an average of 34 stores a week, 52 weeks a
year—its ultimate goal is 30,000 stores worldwide. Improvements in advertising, prices,
service, menu selection, or store design might encourage customers to stop by more often,
stay longer, or to buy more during each visit. For example, in the U.S., Starbucks has
added drive-through windows to many of its stores. A Starbucks Card lets customers
prepay for coffee and snacks or give the gift of Starbucks to family and friends. And to get
customers to hang around longer, Starbucks offers wireless Internet access in most of its
stores.
Second, Starbucks management might consider possibilities for market development—
identifying and developing new markets for its current products. For instance, managers
could review new demographic markets. Perhaps new groups—such as seniors or ethnic
groups—could be encouraged to visit Starbucks coffee shops for the first time or to buy
more from them. Managers also could review new geographical markets. Starbucks is
expanding rapidly in new global markets. In 1996, Starbucks had only 11 coffeehouses
outside North America. It now has more than 3,000, with plenty of room to grow. “We’re
just scratching the surface in China,” says Starbucks’s CEO. “We have 150 stores and the
potential for more than 2,000 there.”
Third, management could consider product development—offering modified or
new products to current markets. For example, Starbucks has introduced new reducedcalorie options, such as Frappuccino Light Blended Beverages. It also added Chantico, an
indulgent chocolate beverage, to its menu to draw in more non-coffee drinkers. To capture
consumers who brew their coffee at home, Starbucks has also pushed into America’s
supermarket aisles. It has a co-branding deal with Kraft, under which Starbucks roasts
and packages its coffee and Kraft markets and distributes it. And the company is forging
ahead into new consumer categories. For example, it has brought out a line of Starbucks
coffee liqueurs.
Fourth, Starbucks might consider diversification—starting up or buying businesses
outside of its current products and markets. For example, in 1999, Starbucks purchased
Hear Music, which was so successful that it spurred the creation of the new Starbucks
entertainment division. Beginning with just selling and playing compilation CDs, Hear
Music now has its own XM Satellite Radio station. It is also installing kiosks (called Media
Bars) in select Starbucks stores that let customers download music and burn their own
CDs while sipping their lattes. As a next step, Starbucks is investing in Hear Music retail
outlets, which will be music stores first and coffee shops second.
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In a more extreme diversification, Starbucks has partnered with Lion’s Gate to
coproduce movies and then market them in Starbucks coffee houses. Starbucks supported
the partnership’s first film, Akeelah and the Bee, by sprinkling flashcards around the stores,
stamping the movie’s logo on its coffee cups, and placing spelling-bee caliber words on
the store chalkboards. This new venture has left some analysts asking whether Starbucks
is diversifying too broadly, at the risk of losing its market focus. They are asking, “What
do movies have to do with Starbucks coffee and the Starbucks experience?”7
Companies must not only develop strategies for growing their business portfolios
but also strategies for downsizing them. The market environment might change, making
some of the company’s products or markets less profitable. The firm may have grown
too fast or entered areas where it lacks experience. This can occur when a firm enters too
many foreign markets without the proper research or when a company introduces new
products that do not offer superior customer value. Finally, some products or business
units simply age and die. When a firm finds brands or businesses that are unprofitable
or that no longer fit its overall strategy, it must carefully prune, harvest, or divest them.
Weak businesses usually require a disproportionate amount of management attention.
Managers should focus on promising growth opportunities, not spend energy trying to
salvage fading ones.
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Downsizing
Reducing the business portfolio by
eliminating products of business
units that are not profitable or
that no longer fit the company’s
overall strategy.

Planning Marketing: Partnering to Build
Customer Relationships
After the company’s strategic plan is established, more detailed planning for each
business unit takes place. The major functional departments in each unit—marketing,
finance, accounting, purchasing, operations, information systems, human resources, and
others—must work together to accomplish strategic objectives.
Marketing plays a key role in the company’s strategic planning in several ways. First,
marketing provides a guiding philosophy—the marketing concept—that suggests that
company strategy should revolve around building profitable relationships with important
consumer groups. Second, marketing provides inputs to strategic planners by helping
to identify attractive market opportunities and by assessing the firm’s potential to take
advantage of them. Finally, within individual business units, marketing designs strategies
for reaching the unit’s objectives. Once the unit’s objectives are set, marketing’s task is to
help carry them out profitably.
Customer value and satisfaction are important ingredients in the marketer’s formula
for success. However, as we noted in Chapter 1, marketers alone cannot produce superior
value for customers. Although it plays a leading role, marketing can be only a partner
in attracting, keeping, and growing customers. In addition to customer relationship
management, marketers must also practice partner relationship management. They must
work closely with partners in other company departments to form an effective value chain
that serves the customer. Moreover, they must partner effectively with other companies
in the marketing system to form a competitively superior value-delivery network. We now
take a closer look at the concepts of a company value chain and value-delivery network.

Product development –

Starbucks has introduced to current markets
modified or new products like the Frappucino
Light Blended Beverage, a new reduced calorie
option.

Partnering with Other Company Departments
Each company department can be thought of as a link in the company’s value chain.8
That is, each department carries out value-creating activities to design, produce, market,
deliver, and support the firm’s products. The firm’s success depends not only on how
well each department performs its work but also on how well the activities of various
departments are coordinated.
For example, Wal-Mart’s goal is to create customer value and satisfaction by providing
shoppers with the products they want at the lowest possible prices. Marketers at WalMart play an important role. They learn what customers need and stock the stores’
shelves with the desired products at unbeatable low prices. They prepare advertising
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Value chain
The series of departments that carry
out value-creating activities to design,
produce, market, deliver, and support
a firm’s products.
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The value chain – Wal-Mart’s ability
to offer the right products at low prices
depends on the contributions of people
in all of the company’s departments—
marketing, purchasing, information systems,
and operations.

and merchandising programs and assist shoppers with customer
service. Through these and other activities, Wal-Mart’s marketers
help deliver value to customers.
However, the marketing department needs help from the
company’s other departments. Wal-Mart’s ability to offer the right
products at low prices depends on the purchasing department’s
skill in developing the needed suppliers and buying from them
at low cost. Wal-Mart’s information technology department must
provide fast and accurate information about which products are
selling in each store. And its operations people must provide
effective, low-cost merchandise handling.
A company’s value chain is only as strong as its weakest link.
Success depends on how well each department performs its
work of adding customer value and on how well the activities of
various departments are coordinated. At Wal-Mart, if purchasing
can’t wring the lowest prices from suppliers, or if operations can’t
distribute merchandise at the lowest costs, then marketing can’t
deliver on its promise of lowest prices. Marketing managers need
to work closely with managers of other functions to develop a system of functional plans
under which the different departments can work together to accomplish the company’s
overall strategic objectives.

Partnering with Others in the Marketing System
In its quest to create customer value, the firm needs to look beyond its own value chain
and into the value chains of its suppliers, distributors, and, ultimately, customers.
Consider McDonald’s. Its nearly 32,000 restaurants worldwide serve
more than 50 million customers daily, capturing more than a 40 percent
share of the burger market.9 People do not swarm to McDonald’s only
because they love the chain’s hamburgers. In fact, consumers typically
rank McDonald’s behind Burger King and Wendy’s in taste. Consumers
flock to the McDonald’s system, not just to its food products. Throughout
the world, McDonald’s finely-tuned system delivers a high standard of
what the company calls QSCV—quality, service, cleanliness, and value.
McDonald’s is effective only to the extent that it successfully partners with
its franchisees, suppliers, and others to jointly deliver exceptionally high
customer value.
More companies today are partnering with the other members of the
supply chain to improve the performance of the customer value-delivery
network. For example, Toyota knows the importance of building close
relationships with its suppliers. In fact, it even includes the phrase “achieve
supplier satisfaction” in its mission statement.

Consumers go to McDonald’s not
because of its food but because
it offers QSCV—quality, service,
cleanliness, and value.

Value-delivery network
The network made up of the
company, suppliers, distributors,
and ultimately customers who
“partner” with each other to
improve the performance of the
entire system.
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Achieving satisfying supplier relationships has been a cornerstone of Toyota’s stunning
success. U.S. competitors often alienate their suppliers through self-serving, heavy-handed
dealings. “The [U.S. automakers] set annual cost-reduction targets [for the parts they buy],”
says one supplier. “To realize those targets, they’ll do anything.” Says another, “[Ford] seems
to send its people to “hate school” so that they learn how to hate suppliers.” By contrast,
in survey after survey, auto suppliers rate Toyota as their most preferred customer. Rather
than bullying suppliers, Toyota partners with them and helps them to meet its very high
expectations. It learns about their businesses, conducts joint improvement activities, helps
train their employees, gives daily performance feedback, and actively seeks out supplier
concerns. Says one delighted Toyota supplier, “Toyota helped us dramatically improve our
production system. We started by making one component, and as we improved, [Toyota]
rewarded us with orders for more components. Toyota is our best customer.”
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Such high supplier satisfaction means that Toyota can rely on suppliers to help it improve
its own quality, reduce costs, and develop new products quickly. For example, when Toyota
launched a program to reduce prices by 30 percent on 170 parts that it would buy for its next
generation of cars, suppliers didn’t complain. Instead, they pitched in, trusting that Toyota
would help them achieve the targeted reductions, in turn making them more competitive
and profitable in the future. In all, creating satisfied suppliers helps Toyota to produce lowercost, higher-quality cars, which in turn results in more satisfied customers.10

Toyota partners with its suppliers and
helps them meet its very high expectations.
Creating satisfied suppliers helps Toyota
produce lower-cost, higher-quality cars,
which in turn results in more satisfied
customers.

Increasingly, competition no longer takes place between individual competitors.
Rather, it takes place between the entire value-delivery networks created by these
competitors. Thus, Toyota’s performance against Ford depends on the quality of Toyota’s
overall value-delivery network versus Ford’s. Even if Toyota makes the best cars, it might
lose in the marketplace if Ford’s dealer network provides more customer-satisfying sales
and service.

Marketing Strategy and the Marketing
Mix
The strategic plan defines the company’s overall mission and objectives. Marketing’s role
and activities are shown in Figure 2.5, which summarizes the major activities involved in
managing a customer-driven marketing strategy and the marketing mix.
Consumers stand in the center. The goal is to create value for customers and build
strong and profitable customer relationships. Next comes marketing strategy—the
marketing logic by which the company hopes to create this customer value and achieve
these profitable relationships. The company decides which customers it will serve
(segmentation and targeting) and how it will serve them (differentiation and positioning).
It identifies the total market, then divides it into smaller segments, selects the most
promising segments, and focuses on serving and satisfying customers in these segments.
Guided by marketing strategy, the company designs an integrated marketing mix
made up of factors under its control—product, price, place, and promotion (the four Ps).
To find the best marketing strategy and mix, the company engages in marketing analysis,
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Marketing strategy
The marketing logic by which the
business unit hopes to achieve its
marketing objectives.
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planning, implementation, and control. Through these activities, the company watches
and adapts to the actors and forces in the marketing environment. We will now look
briefly at each activity.
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Customer-Driven Marketing Strategy
Market segmentation
Dividing a market into distinct groups
of buyers who have distinct needs,
characteristics, or behavior and who
might require separate products or
marketing programs.
Market segment
A group of consumers who respond in
a similar way to a given set of marketing
efforts.

As emphasized throughout Chapter 1, companies need to be customer centered. They
must win customers from competitors, then keep and grow them by delivering greater
value. But before it can satisfy consumers, a company must first understand their needs
and wants. Thus, sound marketing requires a careful customer analysis.
Companies cannot profitably serve all consumers in a given market—at least not all
consumers in the same way. There are too many different kinds of consumers with too
many different kinds of needs. Thus, each company must divide up the total market,
choose the best segments, and design strategies for profitably serving chosen segments.
This process involves market segmentation, target marketing, differentiation, and market
positioning.

Market Segmentation

Market segmentation is about capturing
buyers who have different needs,
characteristics, and behaviors. Not every
buyer will pick the same product or brand.
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The market consists of many types of customers, products, and needs. The marketer has
to determine which segments offer the best opportunities. Consumers can be grouped
and served in various ways based on geographic, demographic, psychographic, and
behavioral factors. The process of dividing a market into distinct groups of buyers
who have different needs, characteristics, or behaviors, who might require separate
products or marketing programs is called market segmentation.
Every market has segments, but not all ways of segmenting a market are
equally useful. For example, Panadol would gain little by distinguishing between
low-income and high-income pain reliever users if both respond the same way
to marketing efforts. A market segment consists of consumers who respond in
a similar way to a given set of marketing efforts. In the car market, for example,
consumers who want the biggest, most comfortable car regardless of price make up
one market segment. Consumers who care mainly about price and operating economy
make up another segment. It would be difficult to make one car model that was the first
choice of consumers in both segments.
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Market Targeting
After a company has defined the market segments, it can enter one or many of these
segments. Market targeting involves evaluating each market segment’s attractiveness
and selecting one or more segments to enter. A company should target segments in which
it can profitably generate the greatest customer value and sustain it over time.
A company with limited resources might decide to serve only one or a few special
segments or “market niches.” Such “nichers” specialize in serving customer segments
that major competitors overlook or ignore. For example, Ferrari sells only 1,500 of its very
high-performance cars in the U.S. each year, but at very high prices—from an eye-opening
$287,020 for its Ferrari Superamerica model to an absolutely astonishing $2 million for its
FXX super sports car, which can be driven only on race tracks.
Alternatively, a company might choose to serve several related segments—perhaps
those with different kinds of customers but with the same basic wants. Yakult, the Japanese
health drink, targets kids, teens, and adults with the same healthy lifestyle-themed
products—regular Yakult, Yakult Light, and recently for the more sporty segment, Yakult
Thorpedo. The latter was in collaboration with Olympic swimmer, Ian Thorpe. Or a large
company might decide to offer a complete range of products to serve all market segments.
Most companies enter a new market by serving a single segment, and if this proves
successful, they add segments. Large companies eventually seek full market coverage to
suit every “person, purse, and personality.” The leading company normally has different
products designed to meet the special needs of each segment.

Market targeting
The process of evaluating each market
segment’s attractiveness and selecting
one or more segments to enter.

Market Differentiation and Positioning
After a company has decided which market segments to enter, it must decide how it will
differentiate its market offering for each targeted segment and what positions it wants to
occupy in those segments. A product’s position is the place the product occupies relative to
competitors in consumers’ minds. Marketers want to develop unique market positions for
their products. If a product is perceived to be exactly like others on the market, consumers
would have no reason to buy it.
Positioning is arranging for a product to occupy a clear, distinctive, and desirable
place relative to competing products in the minds of target consumers. As one positioning
expert puts it, positioning is “how you differentiate your product or company—why a
shopper will pay a little more for your brand.”11 Thus, marketers plan positions that
distinguish their products from competing brands and give them the greatest advantage
in their target markets.
BMW makes “the ultimate driving machine”; Ford is “built for the road ahead”; and Kia
promises “the power to surprise.” While Nokia “connects people,” Motorola has a phone
for each personality. Such deceptively simple statements form
the backbone of a product’s marketing strategy.
In positioning its product, the company first identifies
possible customer value differences that provide competitive
advantages upon which to build the position. The company
can offer greater customer value either by charging lower
prices than competitors do or by offering more benefits to
justify higher prices. But if the company promises greater
value, it must then deliver that greater value. Thus, effective
positioning begins with differentiation—differentiating the
company’s market offering so that it gives consumers more
value. Once the company has chosen a desired position,
it must deliver and communicate that position to target
consumers. The company’s entire marketing program should
support the chosen positioning strategy.

Yakult introduced the Thorpedo to appeal to
the sports enthusiasts and fans of Olympic gold
swimming medalist, Ian Thorpe.

Positioning
Arranging for a product to occupy a
clear, distinctive, and desirable place
relative to competing products in the
minds of target consumers.
Differentiation
Actually differentiating the market
offering to create superior customer
value.

Motorola differentiates itself by having different mobile phone models for different
personalities. This phone model was advertised in Hong Kong to appeal to the
rebellious teenage girl.
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Developing an Integrated Marketing Mix
Marketing mix
The set of controllable tactical
marketing tools—product, price,
place, and promotion—that
the firm blends to produce the
response it wants in the target
market.

After deciding on its overall marketing strategy, the company is ready to begin planning
the details of the marketing mix, one of the major concepts in modern marketing. The
marketing mix is the set of controllable, tactical marketing tools that the firm blends to
produce the response it wants in the target market. It is also known as “four Ps”: product,
price, place, and promotion. Figure 2.6 shows the marketing tools under each P.
Product means the goods-and-services combination the company offers to the
target market. Thus, a Hyundai Sonata consists of nuts and bolts, spark plugs, pistons,
headlights, and thousands of other parts. Hyundai offers several Sonata models and
dozens of optional features, and a warranty.
Price is the amount of money customers have to pay to obtain the product. Hyundai
calculates suggested retail prices that its dealers might charge for each Sonata. Hyundai
dealers negotiate the price with each customer, offering discounts, trade-in allowances,
and credit terms.
Place includes company activities that make the product available to target consumers.
Hyundai partners with dealerships that sell the company’s many different models. The
dealers keep an inventory of Hyundai automobiles, demonstrate them to potential buyers,
negotiate prices, close sales, and service the cars after the sale.

Product
Variety
Quality
Design
Features
Brand name
Packaging
Services

Price
List price
Discounts
Allowances
Payment period
Credit terms
Target
customers
Intended
positioning

Promotion
Advertising
Personal selling
Sales promotion
Public relations
Figure 2.6

The four P’s of the marketing mix

Place
Channels
Coverage
Assortments
Locations
Inventory
Transportation
Logistics

Promotion means activities that communicate the merits of the product and persuade
target customers to buy it. Suppose Hyundai Motor Company spends $2 billion each year
on advertising to tell consumers about the company and its many products. Dealership
salespeople assist potential buyers and persuade them that Hyundai is the best car for
them.
An effective marketing program blends all of the marketing mix elements into an
integrated marketing program designed to achieve the company’s marketing objectives
by delivering value to consumers. The marketing mix constitutes the company’s tactical
tool kit for establishing strong positioning in target markets.
One concern of the four Ps concept is that it takes the seller’s view of the market, not
the buyer’s view. From the buyer’s viewpoint, the four Ps might be better described as the
four Cs:12

4Ps
Product
Price
Place
Promotion
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4Cs
Customer solution
Customer cost
Convenience
Communication
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Thus, while marketers see themselves as selling products, customers see themselves
as buying value or solutions to their problems. And customers are interested in more
than just the price; they are interested in the total costs of obtaining, using, and disposing
of a product. Customers want the product and service to be as conveniently available as
possible. Finally, they want two-way communication. Marketers would do well to think
through the four Cs first and then build the four Ps on that platform.

Managing the Marketing Effort
In addition to being good at the marketing in marketing management, companies also
need to pay attention to the management. Managing the marketing process requires
the four marketing management functions shown in Figure 2.7—analysis, planning,
implementation, and control.

Analysis
Planning
Develop strategic
plans

Implementation
Carry out the
plans

Control
Measure results
Evaluate results
Take corrective
action

Develop marketing
plans

Figure 2.7

Marketing analysis, planning,
implementation, and control

Marketing Analysis
Managing the marketing function begins with a complete analysis of the company’s
situation. The marketer should conduct a SWOT analysis, by which it evaluates the
company’s overall strengths (S), weaknesses (W), opportunities (O), and threats (T) (see
Figure 2.8). Strengths include internal capabilities, resources, and positive situational
factors that may help the company to serve its customers and achieve its objectives.
Weaknesses include internal limitations and negative situational factors that may
interfere with the company’s performance. Opportunities are favorable factors or trends
in the external environment that the company may be able to exploit to its advantage.
And threats are unfavorable external factors or trends that may present challenges to
performance.

Internal

Strengths
Internal capabilities that
may help a company
reach its objectives

Weaknesses
Internal limitations
that may interfere with
a company’s ability to
achieve its objectives

External

Opportunities
External factors that
the company may be
able to exploit to its
advantage

Threats
Current and emerging
external factors that
may challenge the
company’s performance

Positive

Negative

SWOT analysis
An overall evaluation of the company’s
strengths (S), weaknesses (W),
opportunities (O), and threats (T).

Figure 2.8

SWOT analysis

plans
Evaluate results
Develop marketing

Take corrective
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The company must analyze its markets and marketing environment to find attractive
opportunities and identify environmental threats. It must analyze company strengths
and weaknesses as well as current and possible marketing actions to determine which
opportunities it can best pursue. The goal is to match the company’s strengths to attractive
opportunities in the environment, while eliminating or overcoming the weaknesses and
minimizing the threats. Marketing analysis provides inputs to each of the other marketing
management functions. We discuss marketing analysis more fully in Chapter 3.

Marketing Planning
Through strategic planning, the company decides what it wants to do with each business
unit. Marketing planning involves deciding on marketing strategies that will help the
company attain its overall strategic objectives. A detailed marketing plan is needed for
each business, product, or brand. What does a marketing plan look like? Our discussion
focuses on product or brand marketing plans.
Table 2.2 outlines the major sections of a typical product or brand marketing plan. (See
Appendix 1 for a sample marketing plan.) The plan begins with an executive summary,
which quickly overviews major assessments, goals, and recommendations. The main
section of the plan presents a detailed SWOT analysis of the current marketing situation
as well as potential threats and opportunities. The plan next states major objectives for the
brand and outlines the specifics of a marketing strategy for achieving them.
A marketing strategy consists of specific strategies for target markets, positioning, the
marketing mix, and marketing expenditure levels. It outlines how the company intends
to create value for target customers to capture value in return. In this section, the planner
explains how each strategy responds to the threats, opportunities, and critical issues
spelled out earlier in the plan. Additional sections of the marketing plan lay out an action
program for implementing the marketing strategy along with the details of a supporting
marketing budget. The last section outlines the controls that will be used to monitor
progress, measure return on marketing investment, and take corrective action.

Marketing Implementation
Marketing implementation
The process that turns marketing
strategies and plans into marketing
actions in order to accomplish strategic
marketing objectives.

Marketers must continually plan their analysis,
implementation, and control activities.
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A brilliant marketing strategy counts for little if the company fails to implement it
properly. Marketing implementation is the process that turns marketing plans into
marketing actions to accomplish strategic marketing objectives. Whereas marketing
planning addresses the what and why of marketing activities, implementation addresses
the who, where, when, and how.
Many managers think that “doing things right” (implementation) is as important as, or
even more important than, “doing the right things” (strategy). Both are critical
to success, and companies can gain competitive advantages through effective
implementation. One firm can have essentially the same strategy as another, yet
win in the marketplace through faster or better execution. Still, implementation
is difficult—it is often easier to think up good marketing strategies than it is to
carry them out.
Successful marketing implementation depends on how well the company
blends its people, organizational structure, decision and reward systems, and
company culture into a cohesive action program that supports its strategies. At
all levels, the company must be staffed by people who have the needed skills,
motivation, and personal characteristics. The company’s formal organization
structure plays an important role in implementing marketing strategy; so do its
decision and reward systems. For example, if a company’s compensation system
rewards managers for short-run profit results, they will have little incentive to
work toward long-run market-building objectives.
Finally, to be successfully implemented, the firm’s marketing strategies
must fit with its company culture, the system of values and beliefs shared by people in the
organization. Research in Asia found that Chinese and Indian companies seemed to be
positioned well to be globally competitive given their entrepreneurial corporate cultures.
In contrast, the consensus culture of Japanese businesses may hinder their future growth.
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Table 2.2   Contents of a Marketing Plan
Section

Purpose

Executive summary

Presents a brief summary of the main goals and recommendations of the plan for
management review, helping top management to find the plan’s major points quickly.
A table of contents should follow the executive summary.

Current marketing
situation

Describes the target market and company’s position in it, including information about
the market, product performance, competition, and distribution. This section includes:
A market description that defines the market and major segments, then reviews
customer needs and factors in the marketing environment that may affect customer
purchasing.
A product review that shows sales, prices, and gross margins of the major products in
the product line.
A review of competition that identifies major competitors and assesses their market
positions and strategies for product quality, pricing, distribution, and promotion.
A review of distribution that evaluates recent sales trends and other developments in
major distribution channels.

Threats and
opportunities analysis

Assesses major threats and opportunities that the product might face, helping
management to anticipate important positive or negative developments that might
have an impact on the firm and its strategies.

Objectives and issues

States the marketing objectives that the company would like to attain during the plan’s
term and discusses key issues that will affect their attainment. For example, if the goal
is to achieve a 15 percent market share, this section looks at how this goal might be
achieved.

Marketing strategy

Outlines the broad marketing logic by which the business unit hopes to achieve its
marketing objectives and the specifics of target markets, positioning, and marketing
expenditure levels. How will the company create value for customers in order to capture
value from customers in return? This section also outlines specific strategies for each
marketing mix element and explains how each responds to the threats, opportunities,
and critical issues spelled out earlier in the plan.

Action programs

Spells out how marketing strategies will be turned into specific action programs that
answer the following questions: What will be done? When will it be done? Who will do it?
How much will it cost?

Budgets

Details a supporting marketing budget that is essentially a projected profit-and-loss
statement. It shows expected revenues (forecasted number of units sold and the average
net price) and expected costs (of production, distribution, and marketing). The difference
is the projected profit. Once approved by higher management, the budget becomes the
basis for materials buying, production scheduling, personnel planning, and marketing
operations.

Controls

Outlines the control that will be used to monitor progress and allow higher management
to review implementation results and spot products that are not meeting their goals. It
includes measures of return on marketing investment.

Reflecting their unique history of melding Asian and European values, Hong Kong firms
did not have a clear profile of corporate culture.13

Marketing Department Organization
The company must design a marketing organization that can carry out marketing
strategies and plans. If the company is very small, one person might do all of the
research, selling, advertising, customer service, and other marketing work. As the
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Organizing the marketing department can
be arranged in several ways—the functional,
geographic, product management, and
customer management organization.

company expands, a marketing department emerges to plan and carry out marketing
activities. In large companies, this department contains many specialists. Thus, GE and
Microsoft have product and market managers, sales managers and salespeople, market
researchers, advertising experts, and many other specialists. To head up such large
marketing organizations, many companies have created a chief marketing officer (or
CMO) position.
Modern marketing departments can be arranged in several ways. The most common
form of marketing organization is the functional organization. Under this organization,
different marketing activities are headed by a functional specialist—a sales manager,
advertising manager, marketing research manager, customer service manager, or newproduct manager. A company that sells across the country or internationally often uses a
geographic organization. Its sales and marketing people are assigned to specific countries,
regions, and districts. Geographic organization allows salespeople to settle into a territory,
get to know their customers, and work with a minimum of travel time and cost.
Companies with many very different products or brands often create a product
management organization. Using this approach, a product manager develops and
implements a complete strategy and marketing program for a specific product or brand.
Product management first appeared at Procter & Gamble in 1929. A new company
soap, Camay, was not doing well, and a young P&G executive was assigned to give his
exclusive attention to developing and promoting this product. He was successful, and
the company soon added other product managers.14 Since then, many firms, especially
consumer products companies, have set up product management organizations.
For companies that sell one product line to many different types of markets and
customers that have different needs and preferences, a market or customer management
organization might be best. A market management organization is similar to the product
management organization. Market managers are responsible for developing marketing
strategies and plans for their specific markets or customers. This system’s main advantage
is that the company is organized around the needs of specific customer segments.
Large companies that produce many different products flowing into many different
geographic and customer markets usually employ some combination of the functional,
geographic, product, and market organization forms. This ensures that each function,
product, and market receives its share of management attention. However, it can also add
costly layers of management and reduce organizational flexibility. Still, the benefits of
organizational specialization usually outweigh the drawbacks.

Marketing Control
Marketing control
The process of measuring and
evaluating the results of marketing
strategies and plans and taking
corrective action to ensure that
objectives are achieved.
Marketing audit
A comprehensive, systematic,
independent, and periodic
examination of a company’s
environment, objectives, strategies,
and activities to determine problem
areas and opportunities and to
recommend a plan of action to
improve the company’s marketing
performance.
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Because many surprises occur during the implementation of marketing plans, the
marketing department must practice constant marketing control. Marketing control
involves evaluating the results of marketing strategies and plans and taking corrective
action to ensure that objectives are attained. There are four steps involved. Management
first sets specific marketing goals. It then measures its performance in the marketplace
and evaluates the causes of any differences between expected and actual performance.
Finally, management takes corrective action to close the gaps between its goals and its
performance. This may require changing the action programs or even changing the
goals.
Operating control involves checking ongoing performance against the annual plan and
taking corrective action when necessary. Its purpose is to ensure that the company achieves
the sales, profits, and other goals set out in its annual plan. It also involves determining
the profitability of different products, territories, markets, and channels.
Strategic control involves looking at whether the company’s basic strategies are well
matched to its opportunities. Marketing strategies and programs can quickly become
outdated, and each company should periodically reassess its overall approach to the
marketplace. A major tool for such strategic control is a marketing audit. The marketing
audit is a comprehensive, systematic, independent, and periodic examination of a
company’s environment, objectives, strategies, and activities to determine problem areas
and opportunities. The audit provides good input for a plan of action to improve the
company’s marketing performance.15
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The marketing audit covers all major marketing areas of a business, not just a few
trouble spots. It assesses the marketing environment, marketing strategy, marketing
organization, marketing systems, marketing mix, and marketing productivity and
profitability. The audit is normally conducted by an objective and experienced outside
party. Based on the findings, management then decides which actions make sense and
how and when to implement them.

Measuring and Managing Return on
Marketing Investment
Marketing managers must ensure that their marketing dollars are being well spent. Hence,
better measures of return on marketing investment are developed. Return on marketing
investment (or marketing ROI) is the net return from a marketing investment divided by
the costs of the marketing investment. It measures the profits generated by investments
in marketing activities.
Marketing returns can be difficult to measure. In measuring financial ROI, both
the R and the I are uniformly measured in dollars. But there is as of yet no consistent
definition of marketing ROI. Instead, a company can assess return on marketing in
terms of standard marketing performance measures, such as brand awareness, sales, or
market share. Campbell Soup uses sales and share data to evaluate specific advertising
campaigns. For example, analysis revealed that its Soup at Hand advertising campaign,
which depicted real-life scenarios of consumers using the portable soup, nearly doubled
both the product’s trial rate and repeat use rate after the first year.16
Many companies are assembling such measures into marketing dashboards—meaningful
sets of marketing performance measures in a single display used to monitor strategic
marketing performance. Just as automobile dashboards present drivers with details on
how their cars are performing, the marketing dashboard gives marketers the detailed
measures they need to assess and adjust their marketing strategies.17

Return on marketing investment (or
marketing ROI)
The net return from a marketing
investment divided by the costs of the
marketing investment.

Marketing dashboards use a single
display to monitor strategic marketing
performance. Courtesy of Dundas Data
Visualization. (www.dundas.com)
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Increasingly, however, marketers are using customer-centered measures of marketing
impact, such as customer acquisition, customer retention, and customer lifetime value.
Figure 2.9 views marketing expenditures as investments that produce returns in the form
of more profitable customer relationships.18 Marketing investments result in improved
customer value and satisfaction, which in turn increases customer attraction and retention.
This increases individual customer lifetime values and the firm’s overall customer equity.
Increased customer equity, in relation to the cost of the marketing investments, determines
return on marketing investment.
Regardless of how it’s defined or measured, the return on marketing investment
concept is here to stay. “Marketing ROI is at the heart of every business,” says an AT&T
marketing executive. “[We’ve added another P to the marketing mix]—for profit and loss
or performance. We absolutely have to … quantify the impact of marketing on the business.
You can’t improve what you can’t measure.”19

Marketing investments
Marketing returns
Improved customer value and satisfaction
Increased customer
attraction

Increased customer
retention

Cost of
marketing
investment

Improved customer lifetime
values and customer equity
Return on marketing investment
Figure 2.9

Return on marketing
Source: Adapted from Roland T. Rust, Katherine N. Lemon, and Valerie A. Zeithamal,
“Return on Marketing: Using Consumer Equity to Focus Marketing Strategy,” Journal
of Marketing, January 2004, p. 112.
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REVIEWING THE CONCEPTS
In Chapter 1, we defined marketing and outlined the steps
in the marketing process. In this chapter, we examined
companywide strategic planning and marketing’s role in the
organization. Then, we looked more deeply into marketing
strategy and the marketing mix and reviewed the major
marketing management functions. So you’ve now had a pretty
good overview of the fundamentals of modern marketing. In
future chapters, we’ll expand on these fundamentals.

1

Explain companywide strategic planning and its
four steps.
Strategic planning sets the stage for the rest of the
company’s planning. Marketing contributes to strategic
planning, and the overall plan defines marketing’s role in
the company. Although formal planning offers a variety of
benefits to companies, not all companies use it or use it well.
Strategic planning involves developing a strategy for longrun survival and growth. It consists of four steps: defining the
company’s mission, setting objectives and goals, designing a
business portfolio, and developing functional plans. Defining
a clear company mission begins with drafting a formal mission
statement, which should be market oriented, realistic, specific,
motivating, and consistent with the market environment.
The mission is then transformed into detailed supporting
goals and objectives to guide the entire company. Based on
those goals and objectives, headquarters designs a business
portfolio, deciding which businesses and products should
receive more or fewer resources. In turn, each business and
product unit must develop detailed marketing plans in line
with the companywide plan.

2

Discuss how to design business portfolios and
develop strategies for growth and downsizing.
Guided by the company’s mission statement and
objectives, management plans its business portfolio, or the
collection of businesses and products that make up the
company. The firm wants to produce a business portfolio that
best fits its strengths and weaknesses to opportunities in the
environment. To do this, it must analyze and adjust its current
business portfolio and develop growth and downsizing
strategies for adjusting the future portfolio. The company
might use a formal portfolio-planning method. But many
companies are now designing more customized portfolioplanning approaches that better suit their unique situations.
The product/market expansion grid suggests four possible
growth paths: market penetration, market development,
product development, and diversification.

3

Assess marketing’s role in strategic planning
and explain how marketers partner with others
inside and outside the firm to build profitable
customerrelationships.
Under the strategic plan, the major functional departments—
marketing, finance, accounting, purchasing, operations,
information systems, human resources, and others—must
work together to accomplish strategic objectives. Marketing
plays a key role in the company’s strategic planning by
providing a marketing-concept philosophy and inputs regarding
attractive market opportunities. Within individual business
units, marketing designs strategies for reaching the unit’s
objectives and helps to carry them out profitably.

Marketers alone cannot produce superior value for
customers. A company’s success depends on how well each
department performs its customer value-adding activities
and how well the departments work together to serve the
customer. Thus, marketers must practice partner relationship
management. They must work closely with partners in other
company departments to form an effective value chain
that serves the customer. And they must partner effectively
with other companies in the marketing system to form a
competitively superior value-delivery network.

4

Describe the elements of a customer-driven
marketing strategy and mix, and the forces that
influence it.
Consumer value and relationships are at the center of marketing
strategy and programs. Through market segmentation,
market targeting, differentiation, and market positioning,
the company divides the total market into smaller segments,
selects segments it can best serve, and decides how it wants to
bring value to target consumers. It then designs an integrated
marketing mix to produce the response it wants in the target
market. The marketing mix consists of product, price, place,
and promotion decisions.

5

List the marketing management functions,
including the elements of a marketing plan, and
discuss the importance of measuring and managing
return on marketing.
To find the best strategy and mix and to put them into
action, the company engages in marketing analysis,
planning, implementation, and control. The main components
of a marketing plan are the executive summary, current
marketing situation, threats and opportunities, objectives
and issues, marketing strategies, action programs, budgets,
and controls. To plan good strategies is often easier than to
carry them out. To be successful, companies must also be
effective at implementation—turning marketing strategies
into marketing actions.
Much of the responsibility for implementation goes to the
company’s marketing department. Marketing departments
can be organized in one or a combination of ways:
functional marketing organization, geographic organization,
product management organization, or market management
organization. In this age of customer relationships, more
and more companies are now changing their organizational
focus from product or territory management to customer
relationship management. Marketing organizations carry
out marketing control, both operating control and strategic
control. They use marketing audits to determine marketing
opportunities and problems and to recommend short-run and
long-run actions to improve overall marketing performance.
Marketing managers must ensure that their marketing
dollars are being well spent. Today’s marketers face growing
pressures to show that they are adding value in line with their
costs. In response, marketers are developing better measures
of return on marketing investment. Increasingly, they are using
customer-centered measures of marketing impact as a key
input into their strategic decision making.

REVIEWING THE CONCEPTS
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REVIEWING THE KEY TERMS
Business portfolio 35
Differentiation 45
Diversification 40
Downsizing 41
Growth-share matrix 35
Market development 40
Market penetration 40
Market segment 44
Market segmentation 44
Market targeting 45
Marketing audit 50
Marketing control 50
Marketing implementation 48

Marketing mix 46
Marketing strategy 43
Mission statement 33
Positioning 45
Product development 40
Product/market expansion grid 37
Return on marketing investment (or marketing ROI) 51
Strategic planning 32
SWOT analysis 47
Value chain 41
Value-delivery network 42

DISCUSSING THE CONCEPTS
1. There are four major steps in strategic planning. Why
is it important for a marketer to perform these steps in
order?
2. The BCG growth-share matrix identifies four
classifications of SBUs: stars, cash cows, question marks,
and dogs. Briefly discuss why management may find it
difficult to dispose of a “question mark.”
3. Discuss the differences between the four growth
strategies identified in the product/market expansion
grid. Which option would a smaller company be pursuing
if it decided to enter an existing market served by many
large, well-known competitors? Assume that the product
being introduced by this smaller company is a new

offering for the organization, but that this new product
offers a number of unique features.
4. Does the “4 Ps” marketing mix framework do an adequate
job of describing marketer responsibilities in preparing
and managing marketing programs? Why? Do you see
any issues with this framework in relation to service
products?
5. What is the importance of marketing implementation?
How might a company have excellent planning and poor
implementation?
6. What is return on marketing investment? Why is it
difficult to measure?

APPLYING THE CONCEPTS
1. In a small group, discuss whether the following statement
from Samsung meets the five criteria of a good mission
statement: “We will devote our people and technology
to create superior products and services, thereby
contributing to a better global society.”
2. A company’s value chain and value-delivery network
are critical to its success. Describe how Reebok relies on
its value chain. Sketch Reebok’s value-delivery network
and highlight the importance of each member in the
network.
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3. Discount retailers sell merchandise at lower prices
with lower margins and higher volumes. Based on your
experience with two such retailers in your country and
visits to each of their Web sites, describe how they differ
in their market segmentation, target marketing, and
market positioning strategies.
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FOCUS ON TECHNOLOGY
Visit the Web sites of several car manufacturers and you will
see the technological innovations and additions offered
in today’s vehicles. From navigation systems to audio
enhancements and DVD systems, these technologies are
enhancing today’s cars. Microsoft, known mostly for its
computer operating systems, has been working with Fiat to
develop a new “infotainment” system known as Blue&Me.
Currently offered only in limited Fiat models, the system
integrates mobile phones, MP3 players, and an Internet
connection through controls on the steering wheel. The new
technology will also contain a navigation system, weather
and traffic forecasts, and antitheft devices.

1. According to the product/market expansion grid, which
strategy best describes Microsoft’s expansion into
automobile applications?
2. Why is Fiat an important member of Microsoft’s valuedelivery network?
3. Describe why this advanced technology is important to
Fiat in terms of positioning its products.

FOCUS ON ETHICS
Tyson Foods Inc. has been a leading provider of poultry
products for more than 60 years. Its corporate mission
statement includes a set of core values that clearly state the
importance of being a faith-friendly company and honoring
God. Internally, Tyson connects with its employees and has
placed 128 part-time chaplains in 78 plants across the United
States. But Tyson also wants to send its faith-friendly message
to consumers. To reinforce its “Powered by Tyson” campaign,
it has recently begun to offer free downloadable prayer books
on its Web site. According to Tyson, it provides these books to
help consumers discover (or rediscover) the joy and power of
saying a word of thanks at mealtime.

1. What do you think of Tyson’s strategy to offer the
downloadable booklets? Is there a reason to believe it is
embracing religion only to make increased profit?
2. In your opinion, does religion belong in a corporate mission
statement? Why or why not?
3. Many consumers see chicken as a commodity product
with no real difference between brands. Does this strategy
make you more or less likely to buy Tyson over another
brand?

VIDEO CASE
Harley-Davidson
Few brands engender such intense loyalty as that found in
the hearts of Harley-Davidson owners. Why? Because the
company’s marketers spend a great deal of time thinking
about customers. They want to know who their customers
are, how they think and feel, and why they buy a Harley. That
attention to detail has helped build Harley-Davidson into a
$5 billion company with more than 900,000 Harley Owners
Group (HOG) members and 1,200 dealerships worldwide.
Harley sells much more than motorcycles. The company
sells a feeling of independence, individualism, and freedom.
To support that lifestyle, Harley-Davidson offers clothes and
accessories both for riders and those who simply like to
associate with the brand. Harley further extends the brand
experience by offering travel adventures. Through Harley’s
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Web site, customers can book a trip to Milwaukee to visit the
Harley factory in the company’s hometown or turn a Las Vegas
vacation into “an authentic Harley-Davidson adventure.”
After viewing the video featuring Harley-Davidson, answer
the following questions about marketing strategy.
1. List several products that are included in Harley-Davidson’s
business portfolio. Analyze the portfolio using the Boston
Consulting Group growth-share matrix.
2. Which strategies in the product/market expansion grid is
Harley-Davidson using to grow sales and profits?
3. List some of the members of Harley’s value-delivery
network.
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COMPANY CASE

Red Bull: Charging into
the Future

Chaleo Yoovidhya, 75, a retiring Thai chemist,
is
responsible for concocting a caffeine-rich energy drink,
Red Bull. For 20 years, Red Bull was popular with Thai
truck drivers and rice farmers to keep them awake
while working long hours. Now, some 1.6 billion cans
of this non-alcoholic drink are consumed annually by
trendy youngsters worldwide. How this happened is
a
story of marketing success. How Red Bull can maintain
its competitive advantage will be one great marketing
challenge.

Background

Dietrich Mateschitz, a toothpaste salesperson from
Austria, discovered Red Bull on a visit to Bangkok.
The firm he worked for had a franchise agreement
with Yoovidhya’s family business, TC Pharmaceutical
Industries. His Thai business partners introduced him to
a sweet, syrupy tonic drink with the uninspiring name
of Krating Daeng, Thai for Red Bull. Mateschitz not only
liked the drink (“one glass and my jet lag was gone,” he
recalls), but he also saw the potential for fashionable
energy drinks among a new generation in Europe. He
persuaded Yoovidhya and his son Chalerm to form
a
separate joint venture in Austria, Red Bull GmbH, in
1984. It took another three years to adapt the bluecollar drink to appeal to a completely different market—
initially, skiers and mountain snowboarders. Mateschitz
made the drink more refreshing by adding carbo
n
dioxide, while retaining the original Thai ingredients of
B-vitamins, caffeine, sugar, and the amino acid taurine.
By 1993, some 35 million cans of Red Bull were sold
annually, a figure that doubled, then quadrupled, as
distribution spread across Europe. Red Bull pursued
a subtle promotion campaign that cost little in cash
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but secured a lot of cult kudos. “We
didn’t bring the product to the people,”
Mateschitz says. “We brought people to
the product. We made it available and
those who loved our style come to us.”
These consumers included all-night disco
dancers, cosmopolitan college students cramming
for
exams, and energy-burning sports enthusiasts across Europ
e
and North America. Its distinctive packaging, 8.3
ounce
silver-and-blue cans with two bulls about to head-butt
each
other, contain a promise of improved performance,“espec
ially
during times of increased stress or strain.” Evidence
of the
drink’s cult status can be found on the Internet, where
such
vintage Red Bull merchandise as jackets, logo sticke
rs, Thai
boxing shorts, and coolers are auctioned on eBay.
As part of its promotion efforts, Red Bull supports over
240 athletes worldwide, mainly in a diverse range of extrem
e
sports, including kiteboarding, windsurfing, motor
cross,
freeskiing, triathlon, mountain biking, hang glidin
g, cliff
diving, beach volleyball, inline skating, and parag
liding.
Red Bull also sponsors athletes of some conventional
sports
like swimming, golf, and sailing. It also engages in
event
marketing. For example, Red Bull Flugtag (German for
“Flying
Day”) has been organized in Austria, Ireland, New Zealan
d,
and the U.S., among other countries. In this comp
etition
in creativity, the amateur who can design and fly
handmade machines furthest wins. While no records are broke
n,
the event draws numerous observers for its unpar
alleled
showmanship of outrageous aircraft.
However, Red Bull’s events are perceived to be hardly
marketed. Take, for example, its kiteboarding exped
ition
to Cuba. Kiteboarding blends elements of windsurfing
and
wakeboarding. Red Bull funded an effort to kiteboard
to a
nation that is subject to a U.S. trade embargo. Yet, the
event
had no advance press release. Nor was there a Red Bull
tent to
attract local news crews or hand out free samples to curiou
s
onlookers.
Such efforts are consistent with the findings of a recent
survey of British marketers which dubbed Red Bull a
“nonmarketed brand” phenomenon during the 1990s. “Steal
th” is
most popularly used to describe Red Bull’s marketing strate
gy.
When it entered the U.S., it did not roll out a big, splash
y ad
campaign or buy massive coast-to-coast distribution. Instea
d,
Red Bull used “street teams” to spread the word to impor
tant,
trend setting Generation Y types. Carefully winnin
g over
these hip influentials set off a grass roots marketing
wave.
Red Bull also deploys “mobile energy teams” to hand out
free
samples at places where people might need an energy
boost
such as in gyms, office buildings, and construction sites.
Red Bull’s mystique has been cited by many marketing
experts. Marc Gobe, author of Emotional Branding and
head
of his own brand consultancy, notes that “Extreme
sports
deliver on the need to vibrate. In a way, Red Bull is
one of
the first products that … delivers on that energy.”
Gobe
thinks Red Bull’s cans are “sexy,” with their small size imply
ing
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that they pack an extra wallop. He deems Red Bull the
“antibrand.”
Red Bull now holds 70 percent of the worldwide energ
y
drink market. In the U.S., it is ranked among the
top ten
carbonated soft drinks. A December 7, 2001 editor
ial in
Beverage Digest noted the buzz generated by Red Bull
at U.S.
convenience stores. Most notably, the brand comm
ands a
huge price premium. Its average price was $69.45 per
288ounce case, compared to $9.41 for Coke Classic, $9.30
for
Pepsi, $13.21 for Mountain Dew Code Red, and $13.08
for
Cherry Coke. Red Bull is one of only ten Asian brands
outside
Japan that have achieved global success. In 2003, it launch
ed
both Mateschitz and Yoovidhya into the Forbes billion
aire list.
The company now employs over 1,200 employees globa
lly.
Red Bull’s success comes despite several health blips.
France banned Red Bull for a time in the 1990s on the groun
ds
that it was a dangerous stimulant. The Swedish and Malay
sian
governments issued a health warning when a woma
n in
Sweden died after allegedly mixing vodka with Red Bull.
The
brand also overcame rumors circulated on the Intern
et in
2000 alleging that it contained an artificial stimulant linked
to
the formation of brain tumors and that it was made from
bull
testicles.

What Next?

Red Bull’s enviable position is changing. Mateschitz conce
des
that the first generation of drinkers he wooed is now
aging.
“We need to get a new generation of 16-year-olds on
board
every year,” he says. To this end, Red Bull is investing over
$400
million in marketing and sports sponsorships. Its
cartoon
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TV commercials (among them, Adam and Eve, Father
, and
Dracula) demonstrate Red Bull’s stimulating effect on
body
and mind in a spirited, fresh, ironic, and witty way. Each
ends
with the tagline, “Red Bull gives you wiings.” Amon
g Red
Bull’s major sponsorship thrusts is the Sauber Formu
la One
Motor Racing team. Other partners include the Malay
sian gas
company Petronas and Swiss bank Credit Suisse.
Red Bull is also cognizant of increased competition from
companies like Coca-Cola, Pepsi Cola, and Anheuser
Busch.
Having seen the success of Red Bull, each is enteri
ng the
market with its own brands. Among them are Gatorade,
which
introduced an energy drink version, PowerAde by CocaCola,
and All Sport by Pepsi Cola. The U.S. market is a partic
ularly
important, and fertile, battle ground. If Americans
can be
induced to drink just half the quantity currently consu
med
in Ireland—11 cans per capita per year—Red Bull would
sell
more than a billion cans annually in the U.S. Hence, accord
ing
to Brandweek, Red Bull spent $100 million in the U.S.
alone in
2000.
Red Bull is also increasing its distribution coverage.
In
Great Britain, where it holds an 80 percent market share,
the
company will be distributing through vending machines.
Red
Bull may also be purchased at and delivered direct
ly from
Internet sites like www.coffeeforless.com, www.slimstore.co
m,
and www.easycoffee.com. At www.downwindsports.com
, Red
Bull is offered at a special case pricing of $43.
Finally, Red Bull is also launching additional produ
ct
variants. It marketed Red Bull Sugar Free as its first
brand
extension in the U.S. using the same packaging but a differe
nt
sweetener. Also marketed is Red Bull Energy Suppl
ement,
the original Thai edition. It comes packaged in a 150m
l glass
bottle and is labeled as a liquid vitamin supplement.

Questions For Discussion
1. How do you think Red Bull would write its mission statement?
How would you write it?
2. Has Red Bull identified the best target market for its product? What
other market segments might the firm target?
3. How has the company positioned Red Bull for its chosen target
market? Could it position the product in other ways?
4. Describe the current marketing mix for Red Bull. Do you recommend
any changes to it?
5. Who is Red Bull’s competition?
6. Would you change Red Bull’s marketing strategy? If so, how? What
kinds of control procedures would you establish for this strategy?
7. What marketing lessons can be drawn from Red Bull’s experience for
other small Asian businesses?
Sources:
Graham Lees, “Charging Ahead,” Asia Inc., November 2003, p. 31;
www.beverage-digest.com/editorial; www.kidsworld.com/site/p192.
htm; www.bevnet.com/reviews/redbull; www.snopes2.com/toxins/
redbull.htm; “The Marketing of Red Bull,” www.robwalker.net; www.
redbull.com; www.redbullflugtagtexas.com; www.sauber.ch; and
www.just-drinks.com; all accessed online on December, 2003.
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Objectives
After studying this chapter, you should be able to
describe the environmental forces that affect the company’s ability to
serve its customers
explain how changes in the demographic and economic environments
affect marketing decisions
identify the major trends in the firm’s natural and technological
environments
explain the key changes in the political and cultural environments
discuss how companies can react to the marketing environment
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CHAPTER

3

THE MARKETING
ENVIRONMENT
Previewing the Concepts
In Part 1 (Chapters 1 and 2), you learned about the basic concepts of marketing and the steps in the marketing
process for building profitable relationships with targeted consumers. In Part 2, we’ll look deeper into the
first step of the marketing process—understanding the marketplace and customer needs and wants. In this
chapter, you’ll discover that marketing operates in a complex and changing environment. Other actors in this
environment—suppliers, intermediaries, customers, competitors, publics, and others—may work with or
against the company. Major environmental forces—demographic, economic, natural, technological, political,
and cultural—shape marketing opportunities, pose threats, and affect the company’s ability to serve customers
and develop lasting relationships with them. To understand marketing, and to develop effective marketing
strategies, you must first understand the environment in which marketing operates.
First, we’ll look at McDonald’s. Over 50 years ago, Ray Kroc spotted an important shift in consumer lifestyles
and bought a small chain of restaurants. He built that chain into the vast McDonald’s fast-food empire. But
although the shifting marketing environment brought opportunities for McDonald’s, it has also created
challenges.

I

n 1955, Ray Kroc, a 52-year-old salesman of milkshake mixing machines, bought a string of seven
restaurants owned by Richard and Maurice McDonald
for $2.7 million. Kroc saw the McDonald brothers’
fast-food concept as a perfect fit for America’s increasingly
on-the-go, time-squeezed, family-oriented lifestyles. The
rest, as they say, is history.
McDonald’s grew quickly to become the world’s largest
fast-feeder. Its more than 31,800 restaurants worldwide
now serve 50 million customers each day, with systemwide sales of almost $60 billion annually. By making
fast food for families, the Golden Arches are one of the
world’s most familiar symbols. Other than Santa Claus, no
character in the world is more recognizable than Ronald
McDonald. Anthropologists have examined the impact of
McDonald’s in East Asia. When it opened in Hong Kong in
1975, McDonald’s was the first restaurant to consistently
offer clean bathrooms, driving customers to demand the
same from other food establishments. McDonald’s also
influenced the easing or elimination of the Japanese taboo
of eating while walking.
But just as the changing marketplace has provided
opportunities for McDonald’s, it has also presented
challenges. By early in this decade, sales growth at
McDonald’s slumped, and its market share fell by over
3 percent between 1997 and 2003. In 2002, the company
posted its first-ever quarterly loss.
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What happened? McDonald’s seemed
a bit out of step with the times as consumers
were looking for fresher, better-tasting
food and more upscale atmospheres.
Result? McDonald’s was losing share to
“fast-casual” restaurants. New competitors such as Panera
Bread and Cosi were offering more imaginative meals in
more fashionable surroundings. And for consumers who’d
rather “eat-out-in,” supermarkets offered pre-prepared,
ready-to-serve gourmet meals to go.
Consumers were also seeking healthier eating options.
Fast-food patrons complained about too few healthy menu
choices. As the market leader, McDonald’s bore the brunt
of much of this criticism. Reacting to these challenges,
McDonald’s announced a turnaround plan in early 2003—
the “Plan to Win”—to better align the company with the
new marketplace realities. The plan included the following
initiatives:
Back to Basics—McDonald’s began refocusing on
what made it successful: consistent products and reliable
service. It began pouring money back into existing stores,
speeding up service, training employees, and monitoring
restaurants to make sure they stay bright and clean. It’s
also “re-imaging” its restaurants, with clean, simple, more
modern interiors and amenities such as wireless Internet
access. McDonald’s now promises to be a “forever young”
brand.
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If You Can’t Lick ’Em, Join ’Em—To find new ways
to compete better with the new breed of fast-casual
competitors, and to expand its customer base, McDonald’s
has experimented with new restaurant and delivery
concepts. For example, it has tested upscale McCafé
coffee shops, which offer leather seating, knowledgeable
staff, and espresso in porcelain cups, along with made-toorder drinks, gourmet sandwiches, and Internet access.
The McCafé concept originated in Australia. Replicating
the success of its pizza rivals, McDonald’s also has a home
delivery service, McDelivery, in Singapore. China’s growing
use of personal vehicles has led McDonald’s to team up
with Chinese oil company Sinopec in opening numerous
drive-through outlets. More outlets are now offering 24hour service.
“It’s what i eat and what i do… i’m lovin’ it”—McDonald’s
recently unveiled a major multifaceted education
campaign to help consumers better understand the
keys to living balanced, active lifestyles. The “it’s what i
eat and what i do… i’m lovin’ it” theme underscores the
important interplay between eating right and staying
active. The company assembled a Global Advisory Council
of outside experts in nutrition, wellness, and activity to
provide input on its menu choice and variety, education
outreach, and promoting physical fitness. A trimmer, fitter
Ronald McDonald is now Chief Happiness Officer, a global
ambassador of fun, fitness, and children’s well-being.
McDonald’s has also refreshed its GoActive.com Web site,

Marketing environment
The actors and forces outside marketing
that affect marketing management’s
ability to build and maintain successful
relationships with target customers.
Microenvironment
The actors close to the company that
affect its ability to serve its customers—
the company, suppliers, marketing
intermediaries, customer markets,
competitors, and publics.
Macroenvironment
The larger societal forces that affect
the microenvironment—demographic,
economic, natural, technological,
political, and cultural forces.
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which offers tips on how to lead a balanced active lifestyle
as well as a Family Fitness Tool Kit. In Singapore, it launched
Veg Out Day, the first day of every month when customers
are encouraged to eat more fruits and vegetables.
Improving the Fare—McDonald’s has worked to provide
more choice and variety on its menu. For example, it offers
Chicken McNuggets made with white meat, Corn Cup, and
a line of Premium Salads. Within a year of introducing its
Premium Salads, McDonald’s became the world’s largest
salad seller. McDonald’s is well-known for localizing its
menu worldwide. McDonald’s India reformulated some of
its products using spices favored by locals, including the
McVeggie Burger, the McAloo Tiki Burger, and the Veg Pizza
McPuff. Even its McShakes are eggless to suit vegetarian
diets.
McDonald’s efforts to realign itself with the changing
marketing environment appear to be paying off. By almost
any measure, the fast-food giant is back in shape. Since
announcing its Plan to Win, McDonald’s has increased its
sales by 33 percent and profits have tripled. It looks like
customers and stockholders alike are humming the chain’s
catchy jingle, “I’m lovin’ it.” A former McDonald’s CEO
summed it up this way: “Ray Kroc used to say he didn’t know
what we would be selling in the year 2000, but whatever it
was we would be selling the most of it. He recognized early
on that consumer needs change and we want to change
with them.”1

Marketers need to be good at building relationships with customers, others in the
company, and external partners. To do this effectively, they must understand the major
environmental forces that surround these relationships. A company’s marketing
environment consists of the actors and forces outside marketing that affect marketing
management’s ability to build and maintain successful relationships with target customers.
Successful companies know the vital importance of constantly watching and adapting to
the changing environment.
As the environment changes, marketers must be the trend trackers to tap on
opportunities. They have disciplined methods—marketing research and marketing
intelligence—for collecting information about the marketing environment. They also
spend more time in the customer and competitor environments. By carefully studying the
environment, marketers can adapt their strategies to meet new marketplace challenges
and opportunities.
The marketing environment is made up of a microenvironment and a macroenvironment.
The microenvironment consists of the actors close to the company that affect its ability
to serve its customers—the company, suppliers, marketing intermediaries, customer
markets, competitors, and publics. The macroenvironment consists of the larger societal
forces that affect the microenvironment—demographic, economic, natural, technological,
political, and cultural forces. We look first at the company’s microenvironment.
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The Company’s Microenvironment
Figure 3.1 shows the major actors in the marketer’s microenvironment.

The Company
In designing marketing plans, marketing management takes other company groups into
account—groups such as top management, finance, research and development (R&D),
purchasing, operations, and accounting. These groups form the internal environment.
Top management sets the company’s mission, objectives, broad strategies, and policies.
Marketing managers make decisions within the strategies and plans made by top
management. As discussed in Chapter 2, marketing managers must work closely with
other company departments to provide superior customer value and satisfaction.
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Figure 3.1
Actors in the microenvironment

Suppliers
Suppliers form an important link in the company’s overall customer value delivery system.
They provide the resources needed by the company to produce its goods and services.
Marketing managers must watch supply availability as supply shortages or delays, labor
strikes, and other events can cost sales in the short run and damage customer satisfaction
in the long run. Marketing managers also monitor the price trends of their key inputs.
Rising supply costs may force price increases that can harm the company’s sales volume.

Marketing intermediaries
Firms that help the company to
promote, sell, and distribute its goods
to final buyers. They include resellers,
physical distribution firms, marketing
service agencies, and financial
intermediaries.

Marketing Intermediaries
Marketing intermediaries help the company to promote, sell, and distribute
its products to final buyers. They include resellers, physical distribution
firms, marketing services agencies, and financial intermediaries.
Resellers are distribution channel firms that help the company find
customers or make sales to them. These include wholesalers and
retailers, who buy and resell merchandise. Some are small while
others are large such as Wal-Mart, Carrefour, and Giant. These large
organizations have enough power to dictate terms or sometimes, even
shut the manufacturer out of large markets.
Physical distribution firms help the company to stock and move
goods from their points of origin to their destinations. Working with
warehouse and transportation firms, a company must determine the
best ways to store and ship goods, balancing factors such as cost,
delivery, speed, and safety.
Marketing services agencies are the marketing research firms, advertising
agencies, media firms, and marketing consulting firms that help the
company target and promote its products to the right markets.
Financial intermediaries include banks, credit companies, insurance companies, and
other businesses that help finance transactions or insure against the risks associated
with the buying and selling of goods.
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Carrefour opened its first hypermarket in
Tokyo, Japan, in 2000. It is a key player in
entering the Asian market.
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Marketers recognize the importance of working with their intermediaries as partners
rather than as channels through which they sell their products. For example, when
Coca-Cola signs on as the exclusive beverage provider for a fast-food chain, such as
McDonald’s or Subway, it provides much more than just soft drinks. It also pledges
powerful marketing support.
Coca-Cola assigns cross-functional teams dedicated to understanding the finer points of
each retail partner’s business. It conducts a staggering amount of research on beverage
consumers and shares these insights with its partners. It analyzes the demographics of
U.S. zip code areas and helps partners to determine which Coke brands are preferred in
their areas. Coca-Cola has even studied the design of drive-through menu boards to better
understand which layouts, fonts, letter sizes, colors, and visuals induce consumers to order
more food and drink. Such intense partnering efforts have made Coca-Cola a run-away
leader in the U.S. fountain soft drink market.2

Customers

Partnering with marketing
intermediaries–Coca-Cola provides

Subway with much more than just soft
drinks. It also pledges powerful
marketing support. (www.coca-cola.com)

The company needs to study five types of customer markets closely.
Consumer markets consist of individuals and households that buy goods and
services for personal consumption.
Business markets buy goods and services for further processing or for use in their
production process.
Reseller markets buy goods and services to resell at a profit.
Government markets are made up of government agencies that buy goods and
services to produce public services or transfer the goods and services to others
who need them.
International markets consist of these buyers in other countries, including consumers,
producers, resellers, and governments.
Each market type has special characteristics that call for careful study by the seller.

Competitors
The marketing concept states that to be successful, a company must provide greater
customer value and satisfaction than its competitors do. Thus, marketers must do more
than adapt to the needs of target consumers. They also must gain strategic advantage
by positioning their offerings strongly against competitors’ offerings in the minds of
consumers.
No single competitive marketing strategy is best for all companies. Each firm should
consider its own size and industry position compared to those of its competitors. Large
firms with dominant positions in an industry can use certain strategies that smaller firms
cannot afford. Small firms can develop strategies that give them better rates of return than
large firms enjoy.

Publics
Public
Any group that has an actual or
potential interest in or impact on an
organization’s ability to achieve its
objectives.
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The company’s marketing environment also includes various publics. A public is any
group that has an actual or potential interest in or impact on an organization’s ability to
achieve its objectives. We can identify seven types of publics.
Financial publics influence the company’s ability to obtain funds. Banks, investment
houses, and stockholders are the major financial publics.
Media publics carry news, features, and editorial opinions. They include newspapers,
magazines, and radio and television stations.
Government publics. Management must take government developments into
account. Marketers must often consult the company’s lawyers on issues of product
safety, truth in advertising, and other matters.
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Citizen-action publics. A company’s marketing decisions may be questioned by
consumer organizations, environmental groups, minority groups, and others. Its
public relations department can help it stay in touch with consumer and citizen
groups.
Local publics include neighborhood residents and community organizations.
Large companies usually appoint a community relations officer to deal with the
community, attend meetings, answer questions, and contribute to worthwhile
causes.
General public. A company needs to be concerned about the general public’s attitude
toward its products and activities. The public’s image of the company affects its
buying.
Internal publics include workers, managers, volunteers, and the board of directors.
Large companies use newsletters and other means to inform and motivate their
internal publics. When employees feel good about their company, this positive
attitude spills over to external publics.

The Company’s Macroenvironment
The company and all of the other actors operate in a larger macroenvironment of forces
that shape opportunities and pose threats to the company. Figure 3.2 shows the six major
forces in the company’s macroenvironment.
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Figure 3.2
Major forces in the company’s
macroenvironment

Demographic Environment
Demography is the study of human populations in terms of size, density, location, age,
gender, race, occupation, and other statistics. The demographic environment is of major
interest to marketers because it involves people, and people make up markets. The world
population is growing at an explosive rate. It now exceeds 6.5 billion people and will
exceed 8.1 billion by the year 2030.3 The world’s large and highly diverse population
poses both opportunities and challenges. Figure 3.3 shows factors in the demographic
environment that influence
Changes in the world demographic environment have major implications for business.
Consider China. More than 25 years ago, the Chinese government passed regulations
limiting families to one child each to curb its population. Result? Chinese children—known
as “little emperors and empresses”—are being showered with attention and luxuries
under what’s known as the “six-pocket syndrome.” As many as six adults—two parents
and four doting grandparents—may be indulging the whims of each “only child.” Parents
in the average Beijing household now spend about 40 percent of their income on their
cherished only child. This trend has created huge market opportunities for educational
products.
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Demography
The study of human populations in
terms of size, density, location, age,
gender, race, occupation, and other
statistics.
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Changing age structure
of the population
Changing household
patterns

Increasing diversity

Demographic
Environment

Figure 3.3
The demographic environment

Better-educated, more
white-collar, more
professional population

Geographic shifts
in population

In China’s increasingly competitive society, parents are desperate
to give their children an early edge. That’s creating opportunities for
companies marketing educational offerings aimed at kids. Disney,
for example, is moving full speed into educational products. Magic
English, a $225 Disney package that includes workbooks, flash cards,
and 26 videodisks, has been phenomenally successful. Disney has
also launched interactive educational CD-ROMs featuring the likes of
Winnie the Pooh and 101 Dalmations’ Cruella DeVille. Time Warner is
testing the waters in Shanghai with an interactive language course
called English Time. The 200-lesson, 40-CD set takes as long as four
years for a child to complete. Time Warner is expecting strong sales,
despite the $3,300 price tag, which equals more than a year’s salary for
many Chinese parents.4

Demographics and business–
Chinese regulations limiting families to one
child have resulted in what’s been known
as the “six-pocket syndrome.” Chinese
children are being showered with attention
and luxuries, creating opportunities for
marketers.

Interestingly, the one-child policy is creating another major Chinese demographic
development—a rapidly aging population. In what some deem a potential “demographic
earthquake,” an estimated 58 percent of the Chinese population will be over age 40 by
2024. Moreover, close to 75 percent of all Chinese households will be childless, either
because they chose to have no children or because their only child has left the nest. The
result is an aging society that will need to be more self-reliant, which in turn will cause
a large growth in service markets such as senior education, leisure clubs, and nursing
homes.5
Thus, marketers keep close track of demographic trends and developments in their
markets, both at home and abroad. They track changing age and family structures,
geographic population shifts, educational characteristics, and population diversity.

Changing Age Structure of the Population
In general, the three largest age groups are the baby boomers, Generation X, and
Generation Y.

The Baby Boomers
Baby boomers
The 78 million people born during the
baby boom following World War II and
lasting until the early 1960s.
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These are people born post-World War II between 1946 and 1964. The baby boomers are
one of the most powerful forces shaping the marketing environment in the U.S. and other
developed economies. They have presented a moving target, creating new markets as
they grew from infancy to mature years.
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Baby boomers cut across all walks of life. But marketers typically have paid the most
attention to the smaller upper crust of boomer generation—its more educated, mobile,
and wealthy segments. The youngest boomers are now in their early forties; the oldest
are entering their sixties. The maturing boomers are rethinking the purpose and value
of their work, responsibilities, and relationships. As they reach their peak earning and
spending years, the boomers constitute a lucrative market for new housing and home
remodeling, financial services, travel and entertainment, eating out, health and fitness
products, and just about everything else. Boomers are also likely to postpone retirement.
Rather than viewing themselves as phasing out, they see themselves as entering new life
phases. Perhaps no one is targeting the baby boomers more fervently than the financial
services industry. Aging boomers are transferring their retirement nest eggs and other
savings into new investments, and need money management advice.
However, not all boomers are an easy sell. They may have more money but they are
also likely to be careful with it. In China, the over-60s have suffered through war and poor
in material. They tend to have little desire for consumer goods and do not like to
indulge in themselves. Thus, one way to interest them is to play on financial security as
many insurers are doing, or on general worries about safety.6
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Generation X
The 45 million people born between 1965
and 1976 in the “birth dearth” following
the baby boom.
Generation Y
The 72 million children of the baby
boomers, born between 1977 and 1994.

Generation X
This is the generation of people born between 1965 and 1976. They are called
Generation X because they lie in the shadow of the boomers and lack obvious
distinguishing characteristics. Others call them the “generation caught in the middle”
(between the larger baby boomers and later Generation Ys).
The Generation Xers are defined as much by their shared experiences as by their age.
Increasing higher employment for their mothers made them the first generation of latchkey
kids. They care about the environment and respond favorably to socially responsible
companies. Although they seek success, they are less materialistic; they prize experience,
not acquisition. They are cautious romantics who want a better quality of life and are
more interested in job satisfaction than in sacrificing personal happiness and growth for
promotion. For many Gen Xers that are parents, family comes first, career second.7
As a result, the Gen Xers are a more skeptical bunch. “Marketing to Gen Xers is
difficult,” says one marketer, “and it’s all about word of mouth. You can’t tell them you’re
good, and they have zero interest in a slick brochure that says so .… They have a lot of
‘filters’ in place.” Another marketer agrees, “Sixty-three percent of this group will research
products before they consider a purchase. [They are also] creating extensive communities
to exchange information. Even though nary a handshake occurs, the information swap is
trusted and thus is more powerful than any marketing pitch ever could be.”8

Generation Xers like the young parents
shown here tend to value quality of life
and family more.

Generation Y
The Generation Y (also called echo boomers) are born between 1977 and 1994. These are
children of the baby boomers. The echo boom has created a large teen and young adult
market.
Generation Y oldsters have now graduated from college and are moving up in their
careers. Like the trailing edge of the Generation Xers ahead of them, one distinguishing
characteristic of Generation Y is their utter fluency and comfort with computer, digital,
and Internet technology. In the U.S., some 87 percent of teens use the Internet, up 24
percent over the past four years. More than half of the 87 percent go online every day, and
84 percent of teens own at least one networked device, such as a mobile phone, Blackberry,
or computer. In all, they are an impatient, now-oriented bunch.9
Generation Y represents an attractive target for marketers. However, reaching this
message-saturated segment effectively requires creative marketing approaches. For
example, the popularity of action sports with Gen Yers has provided creative marketing
opportunities for products ranging from clothes to video games, movies, and beverages.
The automobile industry is also aggressively targeting this future generation of car
buyers. Toyota created a completely new brand—the Scion—targeted to Gen Yers (see
Real Marketing). Scion and other automakers are using a variety of programs and pitches
to lure Generation Y as they move into their key car-buying years.10
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Targeting at the Generation Y who are into
action sports, Billabong uses its champion skaters
in various countries to endorse its products.
This one features Firdaus, a Billabong skater
in Singapore. He won the Asian X Games and
Xtreme Singapore Circuit in 2007.
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Toyota had an unusual virtual promotion of its small, boxy Scion: It paid for the car’s product
placement in Whyville.net, an online interactive community populated almost entirely by
8- to 15-year-olds. Never mind that they cannot actually buy the car. Toyota is counting on
Whyvillians to do two things—influence their parents’ car purchases and maybe grow up with
some Toyota brand loyalty. It may appear counterintuitive, but Toyota says the promotion is
working. Ten days into the campaign, visitors to the site had used the word “Scion” in online
chats more than 78,000 times; hundreds of virtual Scions were purchased, using “clams,” the
currency of Whyville; and the community meeting place, “Club Scion,” was visited 33,741
times. These online Scion owners customized their cars, drove around the virtual Whyville,
and picked up their Scion-less friends for a ride.

Generational marketing
Do marketers need to create separate products and marketing programs for each
generation? Some experts warn that marketers must be careful about turning off one
generation each time they craft a product or message that appeals effectively to another.
Others caution that each generation spans decades of time and many socioeconomic levels.
For example, marketers often split the baby boomers into three smaller groups—leading
boomers, core boomers, and trailing boomers—each with its own beliefs and behaviors.
Similarly, they split Generation Y into Gen Y adults and Gen Y teens. Thus, marketers
need to form more precise age-specific segments within each group. More important,
defining people by their birth date may be less effective than segmenting them by their
lifestyle or life stage.

Geographic Shifts in Population
In 2008, the world will, for the first time, have most of its population living in towns and
cities than in the rural areas. In Asia, there is a migration from the rural to the urban cities,
although much of the shift is to outlying areas around mega-cities and medium-sized
towns rather than major cities.11 In China, the migration of workforces and subsequent rise
in income levels have seen a proliferation of the number of urban households. Between
1950 and 2005, Shanghai saw its population grow by 7.3 million. For the same period,
smaller cities such as Nanjing have seen their population increased more than 10-fold,
while the population of Urumqi in the far west Xinjiang province has increased six-fold.
A major trend emerging from this urban migration is a growing number of single-person
households as families separate to take advantage of opportunities outside their home
town and young people choose to leave home earlier.12

A Better-Educated, More White-Collar, More Professional
Population
The world population is becoming better educated. The rising number of educated
people will increase the demand for quality products, books, magazines, travel, personal
computers, and Internet services. The workforce also is becoming more white-collar. In
Japan, 99 percent of the population is literate, although the rate is much lower in the less
developed countries and rural communities in Asia.

Increasing Diversity
Countries vary in their ethnic and racial makeup. At one extreme is Japan, where almost
everyone is Japanese. At the other extreme is the U.S., with people from virtually all nations.
Marketers are facing increasingly diverse markets,both at home and abroad at their
operations become more international in scope.
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Economic Environment
Markets require buying power as well as people. The economic environment
consists of factors that affect consumer purchasing power and spending patterns (see
Figure 3.4). Nations vary greatly in their levels and distribution of income. Some countries
have subsistence economies—they consume most of their own agricultural and industrial
output. These countries offer few market opportunities. At the other extreme are industrial
economies, which constitute rich markets for many different kinds of goods. Marketers
must pay close attention to major trends and consumer spending patterns both across and
within their world markets.

Economic environment
Factors that affect consumer buying
power and spending patterns.

Economic
Environment

Figure 3.4
Changes in income

Changing consumer
spending patterns

The economic environment

Changes in Income
The recession of the late 1990s and early 2000s that saw consumers seeking value products
have given way to increased consumption since 2006. For instance, Vietnam’s booming
economy has spawned young adults keen on spending than saving.13
Vietnam’s dynamic young population are making up for lost time. They crowd
shopping malls, snapping up Western jeans, slinky dresses, cosmetics, iPods,
and DVDs. They head for cineplexes and throng downtown nightclubs and
coffeeshops. Often, Vietnam’s newly-liberated young professional women are
the ones who set the pace. In Hanoi, Ho Chi Minh City, and Danang, they zip by
on pink Piaggio motorbikes with Nokia mobile phones cupped to their ears as
they head off to check out the latest fashion. Saving is for the old. Says a 27-yearold bank accountant, “Young people have more money and they mostly spend it
on things that can show how stylish they are. They like to show off.” Price is often
less a factor than the desire to get the latest model from a top brand.
Marketers should pay attention to income distribution as well as average
income. At the top are upper-class consumers, whose spending patterns are not
affected by current economic events and who are a major market for luxury
goods. There is a comfortable middle class that is somewhat careful about its
spending but can still afford the good life some of the time. The working class
must stick close to the basics of food, clothing, and shelter and must try hard to save.
Finally, the underclass (persons on welfare and many retirees) must count their pennies
when making even the most basic purchases.
This distribution of income has created a tiered market. Many companies—such as
Takashimaya—aggressively target the affluent. Others—such as the $1.99 stores—target
those with more modest means. Still other companies tailor their marketing offers across
a range of markets, from the affluent to the less affluent. For example, Levi-Strauss
currently markets several different jeans lines. There is the low-priced Signature line,
moderately priced Red Tab line, boutique lines such as Levi’s [Capital E] and Warhol
Factory X Levi’s.14
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Rising affluence – For many
Vietnamese youths new-found wealth
means price is less a factor than the desire
to get the latest model from a top brand.

7/11/08 3:34:44 AM

Part 2 Understanding the Marketplace and Consumers

i n
• i n

REAL MARKETING

i a
a s

t

Toyota’s Scion: Targeting Gen Y
without Shouting “Buy This Car”
In the late 1990s, as Toyota’s management
team peered through the corporate
windshield, it took great pride in the
company’s accomplishments in the
U.S. market. Riding a wave of loyal baby
boomers who had grown up with its
Toyota and Lexus models, the company
had become one of the nation’s most
powerful automobile brands.
However, as the baby boomers aged,
the average age of the Toyota customer
had risen as well. The median Toyota
buyer was 49; the median Lexus buyer,
54. Too few younger customers were
lining up to buy Toyotas. Gen Yers by
the millions were now reaching driving
age, and Toyota wasn’t speaking their
language. In fact, Toyota’s strong
reputation among the baby boomers
for quality, efficiency, and value had
translated to more youthful consumers
as, well, “stodgy.” Toyota tried to appeal
to Gen Y with three vehicles in its
Genesis Project: the frumpy Echo, an
edgy Celica, and a pricey but impractical
MR2 Spider. Each had failed to score
with young people.

So, in the early 2000s, Toyota went
back to the drawing board. The
challenge was to keep Gen Y from
seeing Toyota as “old people trying to
make a young person’s car.” Success
depended on understanding this new
generation of buyers, a segment of
strangers to most car marketers. “They
demand authenticity, respect for their
time, and products built just for them,”
observed a senior Toyota executive.
“They are in their early 20s, new to us,
and have changed every category they
have touched so far. It’s the most diverse
generation ever seen.”
The search for a new, more youthful
model began in Toyota’s own driveway.
Following orders to “loosen up,” Toyota
engineers in Japan had designed and
successfully introduced a boxy microvan,
the bB, and a five-door hatchback, the
“ist” (pronounced “east”). The company
decided to rename these vehicles and
introduce them in the United States.
Thus was born Toyota’s Gen Y brand,
the Scion (Sigh-un). Soon after, Toyota
launched the Scion tC coupe, which
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adds more power and driving pleasure.
In the Scion, Toyota created not just
a new car brand, but new marketing
approaches as well.
In late May 2003, young Toyota reps
sporting goatees and sunglasses have
set up shop near a major intersection in
San Francisco’s Haight-Ashbury district.
Standing under banners heralding the
new Scion brand, with hip-hop music
blaring in the background, the reps
encourage young passersby to test drive
two new models, the Scion xA hatchback
and the Scion xB van.
This was the opening round in a
campaign to finally solve the Gen Y
riddle. It signaled the most unorthodox
new-car campaign in the company’s
70-year history—one that was edgy,
urban, and underground. To speak
to Gen Y, Toyota employed guerrilla
tactics. Its young marketing team put
up posters with slogans such as “No
Clone Zone” and “Ban Normality,” even
projecting those slogans onto buildings
at night. It held “ride-and-drive” events
to generate spontaneous test-drives by

To target Gen Yers with their “built-just-for-them” preferences, Toyota positioned the Scion on
personalization. “Personalization begins here—what moves you?”
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taking its cars to potential customers
instead of waiting for them to find their
way to showrooms. It put brochures in
alternative publications such as Urb and
Tokion, and sponsored events at venues
ranging from hip-hop nightclubs and
urban pubs to library lawns.
Toyota assigned Ahmed and Brian
Bolain, two young members of its
product development staff, to head
the U.S. promotional campaign.
Understanding the “built-just-for-them”
preferences of the Gen Y target market,
Ahmed and Bolain decided to position
the Scion on personalization. They
appealed to the new youth-culture club
of “tuners,” young fans of tricked-out
vehicles (such as BMW’s wildly successful
Mini Cooper) who wanted to customize
their cars from bumper to bumper. “We
saw that the tuner phenomenon was
really spreading, and took that idea
of customization to a totally different
level,” Ahmed notes. “It comes back to
that thing of rational versus emotional,”
observes Bolain. “Scion buyers have all
the rational demands of a Toyota buyer,
but they also want more fun, personality,
and character.”
So, along with all of the traditional
Toyota features—like lots of airbags,
remote keyless entry, and a 160-watt
Pioneer stereo with MP3 capability—the
Scion offers lots of room for individual
self-expression. The staff worked with
after-market auto-parts suppliers to
develop specially designed Scion addons. To create their own one-of-a-kind
cars, customers can select from 40
different accessory products, such as
LED interior lighting and illuminated
cup holders, wake-the-dead stereo
systems, and stiffer shocks. As Bolain
points out, “[We wanted the Scion to be
a] blank canvas on which the consumer
can make the car what they would like it
to be.”
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Toyota dealers who agree to sell
Scions provide special areas in their
showrooms where customers can relax,
check out the cars, and create their own
customized Scions on computers linked
to Scion’s Web site. Scion buyers do,
indeed, customize their cars. The Scion
xA and Scion xB start at “no haggle”
prices around $13,000 and $14,000,
respectively. But 48 percent of Scion
buyers spend another $1,000 to $3,000
to customize their cars. Two-thirds
of buyers use the Scion Web site to
configure the car they want before ever
walking into the dealership.
How is Toyota’s Scion strategy
working? The California launch was so
successful that Toyota quickly rolled out
the Scion across the U.S., finishing the
process in June 2004. Scion blew past
its first-year, 60,000-unit sales target by
mid-2004, selling 100,000 units for the
year. Toyota sold nearly 160,000 Scions
in 2005 and sales remain brisk. Most
important, the Scion is bringing a new
generation of buyers into the Toyota
family. Eighty percent of Scion buyers
have never before owned a Toyota. The
average age of a Scion buyer is 31, the
youngest in the automotive industry.
This may be overstated, given that
many parents are buying the car for
their kids.
However, success brings new
challenges. For example, according to
an industry analyst, Gen Y consumers
“disdain commercialism and don’t really
want ‘their brand’ to be discovered.”
To maintain its appeal to these young
buyers, as the brand becomes more
mainstream, Scion will have to keep
its models and messages fresh and
honest. Says VP Jim Farley, “We want to
[reach out to youthful buyers] without
shouting ‘Buy This Car.’”
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January 6, 2005, p. E34; Karl Greenberg, “Dawn
Ahmed,” Brandweek, April 11, 2005, p. 33; Chris
Woodyard, “Outside-the-Box Scion Scores Big
with Young Drivers,” May 3, 2005, accessed at
www.detnews.com/2005/autosinsider/0505/
03/1auto-170121.htm; Mark Rechtin, “Scion’s
Delimma: Be Hip—But Avoid the Mainstream,”
Automotive News, May 22, 2006, pp. 42-45; and
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Changing Consumer Spending Patterns
Food, housing, and transportation use up the most household income. However,
consumers at different income levels have different spending patterns. As family income
rises, the percentage spent on food declines, the percentage spent on housing remains
about constant (except for such utilities as gas, electricity, and public services, which
decrease), and both the percentage spent on most other categories and that devoted to
savings increase.
Changes in major economic variables such as income, cost of living, interest rates,
and savings and borrowing patterns have a large impact on the marketplace. Companies
watch these variables by using economic forecasting. Businesses do not have to be wiped
out by an economic downturn or caught short in a boom. With adequate warning, they
can take advantage of changes in the economic environment.

Natural Environment

Figure 3.5
The natural environment
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The natural environment involves the natural resources that are needed as inputs by
marketers or that are affected by marketing activities. Environmental concerns have
grown. In many cities around the world, air and water pollution have reached dangerous
levels. World concern continues to mount about the possibilities of global warming.
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inputs by marketers or that are affected
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Natural Environment

In response to ecological concerns, Levi Strauss and Co. has designed the
Levi’s® Eco jeans made of 100% organic cotton. The product tag is made
of 100% recycled paper. (www.levistrauss.com)
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Marketers should be aware of several trends in the natural
environment (see Figure 3.5). The first involves growing shortages of
raw materials. Air pollution chokes many of the world’s large cities,
and water shortages are already a big problem in some parts of the
world. Renewable resources, such as forests and food, also have
to be used wisely. Nonrenewable resources, such as oil, coal, and
various minerals, pose a serious problem. Firms making products
that require these scarce resources face large cost increases, even if
the materials remain available.
A second environmental trend is increased pollution. Industry
will almost always damage the quality of the natural environment.
Consider the disposal of chemical and nuclear wastes; the quantity
of chemical pollutants in the soil and food supply; and the littering
of the environment with nonbiodegradable bottles, plastics, and
other packaging materials.
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A third trend is increased government intervention in natural resource management. The
governments of different countries vary in their concern and efforts to promote a clean
environment. Some, like the German government, vigorously pursue environmental
quality. Others, especially many poorer nations, do little about pollution, largely because
they lack the needed funds or political will.
Concern for the natural environment has spawned the green movement. Today,
enlightened companies develop environmentally sustainable strategies and practices. They
are responding to consumer demands with more environmentally responsible products.
For example, GE is using its “ecomagination” to create products for a better world—
cleaner aircraft engines, cleaner locomotives, cleaner fuel technologies. Levi Strauss and
Co. has Eco jeans made from organic cotton.
Other companies are developing recyclable or biodegradable packaging, recycled
materials and components, better pollution controls, and more energy-efficient operations.
For example, HP is pushing legislation to force recycling of old TVs, computers, and other
electronic gear:15
HP wants your old PCs back. Teaming up with greens and retailers, HewlettPackard took on IBM, Apple Computer, and several major TV manufacturers,
which were resisting recycling programs because of the costs. Aided by HP’s
energetic lobbying, the greens persuaded state lawmakers to adopt a landmark
program that forces electronics companies to foot the bill for recycling their
old equipment. With HP’s help, the movement to recycle electronic refuse, or
“e-waste,” is now spreading across the nation. HP’s efforts have made it the
darling of environmentalists, but its agenda isn’t entirely altruistic. Take-back
laws play to the company’s strategic strengths. For decades the computer maker
has invested in recycling systems, giving it a head start against competitors. Last
year, HP recycled more than 70,000 tons of products, the equivalent of about
10 percent of company sales. And it collected more than 2.5 million units of
hardware to be refurbished for resale or donation. No other electronics maker
has a recycling and resale program on this scale.

Computer manufacturers such as HP and
Apple are now more active in recycling old
gear.

Thus, companies are recognizing the link between a healthy ecology and a healthy
economy. They are learning that environmentally responsible actions can also be good
business.

Technological Environment
The technological environment is perhaps the most dramatic force shaping our destiny.
Technology has released such wonders as antibiotics, robotic surgery, miniaturized
electronics, laptop computers, and the Internet. It also has released such horrors as nuclear
missiles, chemical weapons, and assault rifles. It has released such mixed blessings as the
automobile, television, and credit cards.
Our attitude toward technology depends on whether we are more impressed
with its wonders or its blunders. For example, what would you think about
having tiny little transmitters implanted in the products you buy that would allow
tracking products from their point of production through use and disposal? On
the one hand, it would provide many advantages to both buyers and sellers. On
the other hand, it could be a bit scary. These tiny radio-frequency identification
(RFID) transmitters—or “smart chips”— can be embedded in the products you
buy. Beyond benefits to consumers, the RFID chips also give producers and
retailers an amazing new way to track their products electronically—anywhere in
the world, anytime, automatically—from factories, to warehouses, to retail shelves,
to recycling centers. Procter & Gamble plans to have the chips on products in broad
distribution as soon as 2008. And at the request of mega-retailers such as Wal-Mart,
suppliers have begun placing RFID tags on selected products.16
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Technological environment
Forces that create new technologies,
creating new product and market
opportunities.

RFID tags give producers and retailers a new
way to track their product electronically.
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Figure 3.6 highlights trends in the technological environment that may affect marketing.
New technologies create new markets and opportunities. They replace older technology.
Companies that do not keep up will soon find their products outdated and miss new
product and market opportunities. Thus, marketers should watch the technological
environment closely.

New markets and opportunities
Safety of new, complex products and
technology

TECHNOLOGICAL
ENVIRONMENT

Higher research costs

Figure 3.6

Longer times between ideas and product
introduction

The technological environment

As products and technology become more complex, the public needs to know that
these are safe. Thus, government agencies investigate and ban potentially unsafe products.
Such regulations have resulted in much higher research costs and in longer times between
new-product ideas and their introduction. Marketers should be aware of these regulations
when applying new technologies and developing new products.

Political Environment
Political environment
Laws, government agencies, and pressure
groups that influence and limit various
organizations and individuals in a given
society.

Marketing decisions are strongly affected by developments in the political environment.
The political environment consists of laws, government agencies, and pressure groups
that influence or limit various organizations and individuals in a given society (see
Figure 3.7).

POLITICAL ENVIRONMENT

Increasing legislation
Changing government
agency enforcement
Figure 3.7

More socially
responsible behavior
More cause-related
marketing

The political environment

Legislation Regulating Business
Business legislation has three main purposes: to protect companies from unfair competition,
to protect consumer from unfair business practices, and to protect the interests of society
from unbridled business behavior.
In terms of company protection, regulations on counterfeiting
are particularly pertinent for Asian businesses. Asian exporters are
expected to face tougher European Union customs controls. Popular
counterfeited brands include Christian Dior, Louis Vuitton, Timberland,
and Rolex. At Bangkok’s MBK market, counterfeit products are
easily obtained. Although the production and sale of counterfeits is
illegal, the rules against purchasing them are vague. While it is
technically illegal to buy counterfeits, it is not a crime if a buyer is not
aware or claims not to know the items are fake, or is not buying them for
trade or business.

The popularity of counterfeit brands in Asia has proven to be a
growing problem for companies. Purses and bags like these are
easily available in markets in Asia.
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The second purpose of government regulation is to protect consumers from unfair
business practices. Some firms, if left alone, would make shoddy products, invade
consumer privacy, tell lies in their advertising, and deceive consumers through their
packaging and pricing. Thailand requires food processors selling national brands to also
market low-price brands so that low-income consumers can find economy brands.
The third purpose of government regulation is to protect the interests of society against
unrestrained business behavior. Profitable business activity does not always create a better
quality of life. Regulation arises to ensure that firms take responsibility for the social costs
of their production or products.

Increased Emphasis on Ethics and Socially Responsible
Actions
Written regulations cannot possibly cover all potential marketing abuses, and existing laws
are often difficult to enforce. However, beyond written laws and regulations, business is
also governed by social codes and rules of professional ethics.

Socially responsible behavior
Enlightened companies encourage their managers to look beyond what the
regulatory system allows and simply “do the right thing.” These socially
responsible firms actively seek out ways to protect the long-run interests of
their consumers and the environment.
The recent rash of business scandals and increased concerns about the
environment have created fresh interest in the issues of ethics and social
responsibility. Almost every aspect of marketing involves such issues.
Unfortunately, because these issues usually involve conflicting interests,
well-meaning people can honestly disagree about the right course of action in
a given situation. Thus, many industrial and professional trade associations
have suggested codes of ethics. And more companies are now developing
policies, guidelines, and other responses to complex social responsibility
issues.
The boom in Internet marketing has created a new set of social and
ethical issues. Critics worry most about online privacy issues. There has
been an explosion in the amount of personal digital data available. Users,
themselves, supply some of it. They voluntarily place highly private information on social
networking sites such as MySpace or on genealogy sites, which are easily searched by
anyone with a PC.
However, much of the information is systematically developed by businesses seeking
to learn more about their customers, often without consumers realizing that they are
under the microscope. Legitimate businesses plant cookies on consumers’ PCs and collect,
analyze, and share digital consumer information from every mouse click consumers
make at their Web sites. Critics are concerned that companies may now know too much,
and that some companies might use digital data to take unfair advantage of consumers.
Although most companies fully disclose their Internet privacy policies, and most work to
use data to benefit their customers, abuses do occur. As a result, consumer advocates and
policymakers are taking action to protect consumer privacy.
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Users often voluntarily place information
about themselves on social networking
sites such as MySpace and Facebook, which
are easily searched by anyone with a PC.
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Cause-related marketing

Marigold launched a campaign to help the
tsunami victims in Aceh, Indonesia. For every
empty pack of Marigold UHT Milk brought to
Marigold, it will make a donation to help the
homeless tsunami victims. (www.mdi.com.sg)

Cultural environment
Institutions and other forces that affect
society’s basic values, perceptions,
preferences, and behaviors.

To exercise their social responsibility and build more positive
images, many companies are linking themselves to worthwhile
causes. Cause-related marketing has become a primary form of
corporate giving. It lets companies “do well by doing good” by
linking purchases of the company’s products or services with
fund-raising for worthwhile causes or charitable organizations.
During the tsunamic disaster in Asia, companies such as
McDonald’s and Marigold raised funds to provide relief to
those affected.
Cause-related marketing has stirred some controversy. Critics
worry that cause-related marketing is more a strategy for selling
than a strategy for giving—that “cause-related” marketing is
really “cause-exploitative” marketing. Thus, companies using
cause-related marketing might find themselves walking a fine
line between increased sales and an improved image, and facing
charges of exploitation.

Cultural Environment
The cultural environment is made up of institutions and other forces that affect a
society’s basic values, perceptions, preferences, and behaviors. People grow up in a
particular society that shapes their basic beliefs and values. They absorb a worldview that
defines their relationships with others. The following cultural characteristics can affect
marketing decision making.

Persistence of Cultural Values
People in a given society hold many beliefs and values. Their core beliefs and values
have a high degree of persistence. For example, most people believe in working, getting
married, giving to charity, and being honest. These beliefs shape more specific attitudes
and behaviors found in everyday life. Core beliefs and values are passed on from parents
to children and are reinforced by schools, religious organizations, businesses, and
governments. For instance, Starbucks created a storm when it opened a café in Beijing’s
Forbidden City. A renewed sensitivity to their heritage led consumers to protest that
Starbucks had nothing to do with Chinese tradition and that a tea shop would be more
appropriate. Starbucks has since closed this outlet.
Secondary beliefs and values are more open to change. Believing in marriage is a
core belief; believing that people should get married early in life is a secondary belief.
Marketers have some chance of changing secondary values but little chance of changing
core values. For example, family-planning marketers could argue more effectively that
people should get married later in life than that they should not get married at all.

CULTURAL
ENVIRONMENT
Figure 3.8
The cultural environment
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Shifts in secondary cultural values:
Views of themselves
Views of organizations
View of society
Views of nature
Views of the universe

Persistence of cultural values
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Shifts in Secondary Cultural Values
Although core values are fairly persistent, cultural swings do take place. Consider the
impact of popular music groups, movie personalities, and other celebrities on young
people’s hairstyling and clothing norms. Marketers want to predict cultural shifts in order
to spot new opportunities or threats.
The major cultural values of a society are expressed in people’s views of themselves
and others, as well as in their views of organizations, society, nature, and the universe.

People’s views of themselves
People vary in their emphasis on serving themselves versus serving others. Some people
seek personal pleasure, wanting fun, change, and escape. Others seek self-realization
through religion, recreation, or the avid pursuit of careers or other life goals. People use
products, brands, and services as a means of self-expression, and they buy products and
services that match their views of themselves. Marketers can target their products and
services based on such self-views. Take the example of Levi’s in Japan.
Levi’s found that Japanese teenagers were cynical of advertising and may perceive Levi’s
jeans as just another pair of jeans. Levi’s thus launched its Engineered Jeans with Japanese
pop star Takuya Kimura. This was followed by a campaign involving Japanese teenagers
expressing their creativity, individuality, and originality. A photocopier, big enough to
accommodate a human being, was used. Pop stars and Levi’s customers were invited to hop
onto the copier and create their own completely original poster ad. Each printout became
an instant point-of-sale poster expressing the customer’s and Levi’s view of themselves as
original and unique. The campaign was a success as Levi’s brand image as an “individual”
rose from 29 to 44 percent over the campaign period.

People’s views of others
How people view others and hence, how others view you also influences consumption.
As a collectivistic culture, Asian consumers tend to be particularly susceptible to such
external influences. In Korea, keeping up with the Joneses is a serious business.
In Seoul, a child’s first birthday is too important to be celebrated at home.
Instead, a party at a five-star restaurant is organized with each guest
receiving an expensive door gift. The bill for the birthday bash may cost up
to half a year’s earnings. The lack of money does not deter many Koreans
from trying to keep up with the Kims. It illustrates the Korean obsession
for dressing up, looking good, and giving the impression of being well off.
There is also the obsession with “saving face.” Businesses have exploited
this obsession with stores selling second-hand luxury goods and renting
out expensive gowns and luxury bags. For those who may fret over a small
turnout at a social occasion, there are companies that rent out “friends”
who show up and sit at tables. At one such wedding dinner, the groom’s
father hired 20 “guests” to avert the humiliation of a low turnout.18

People’s views of organizations
People vary in their attitudes toward corporations, government agencies, trade unions,
universities, and other organizations. By and large, people are willing to work for major
organizations and expect them, in turn, to carry out society’s work. Many people today see
work not as a source of satisfaction but as a means to earn money to enjoy their non-work
hours. This trend suggests that organizations need to find new ways to win consumer and
employee confidence.
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Asian consumers tend to be particularly
susceptible to external influences. In Korea,
keeping up with the Joneses is a serious
business, and a child’s first birthday is a major
celebration.
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People’s views of society
People vary in their attitudes toward their society; patriots defend it, reformers want to
change it, malcontents want to leave it. People’s orientation to their society influences
their consumption patterns and attitudes toward the marketplace. For instance, American
patriotism surged following the September 11th terrorist attacks and the Iraq war.

People’s views of nature
People vary in their attitudes toward the natural world.
Some feel ruled by it, others feel in harmony with it, and still
others seek to master it. A long-term trend has been people’s
growing mastery over nature through technology and the
belief that nature is bountiful. More recently, however, people
have recognized that nature is finite and fragile, that it can
be destroyed or spoiled by human activities. Business has
responded by offering more products and services catering to
such interests. For example, food producers have found fastgrowing markets for natural and organic foods. In Asia where
there are frequent food scares such as contaminated baby
foods to pesticides in apples, some Chinese have turned to
organically grown food.

People’s views of the universe

People’s views of nature – Organically
grown products including rice cakes, tea, chili,
fruit, vegetables, and meat are slowly becoming
popular in Asia.

Finally, people vary in their beliefs about the origin of the
universe and their place in it. Although most Asians practice
religion, religious conviction and practice have been dropping
off gradually through the years. There is also a renewed interest in spirituality, perhaps
as a part of a broader search for a new inner purpose. People have been moving away
from materialism and dog-eat-dog ambition to seek more permanent values—family,
community, earth, faith—and a more certain grasp of right and wrong.

Responding to the Marketing
Environment
Someone once observed, “There are three kinds of companies: those who make things
happen, those who watch things happen, and those who wonder what’s happened.”19
Many companies view the marketing environment as an uncontrollable element to which
they must react and adapt. They passively accept the marketing environment and do not
try to change it. They analyze the environmental forces and design strategies that will help
the company avoid the threats and take advantage of the opportunities the environment
provides.
Other companies take a proactive stance toward the marketing environment. Rather
than simply watching and reacting, these firms take aggressive actions to affect the publics
and forces in their marketing environment. Such companies hire lobbyists to influence
legislation affecting their industries and stage media events to gain favorable press
coverage. They run advertorials (ads expressing editorial points of view) to shape public
opinion. They press lawsuits and file complaints with regulators to keep competitors in
line, and they form contractual agreements to better control their distribution channels.
By taking action, companies can often overcome seemingly uncontrollable
environmental events. For example, whereas some companies view the ceaseless online
rumor mill as something over which they have no control, others work proactively to
prevent or counter negative word of mouth:20
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One e-mail said that a former government lawyer knew a guy whose dog
had to be put to sleep because he walked on a floor cleaned with Procter
& Gamble’s Swiffer WetJet, licked his paws and developed liver disease.
Although the claim was proven false by toxicologists, it has been neither
quick nor easy for P&G to squelch the story. But P&G learned long ago that
it was best to face a false rumor head-on. Years before, P&G endured a nasty
rumor that the stars-and-moon trademark the company then displayed
on its packaging was linked with Satanism. The rumor was disseminated
through fliers and, much later, e-mails. P&G officials were even claimed to
have appeared on TV talk shows confirming the rumor. Rather than letting
the rumor lie, P&G reacted strongly by soliciting support from a range of
religious leaders as well as from its employees, who worked to convince
members of their own churches that the rumors were false. It publicized
letters from the TV networks saying that no P&G executives had appeared
on the TV shows. Once P&G identified people it said had spread the rumor—
some of whom it said worked for competitors—it pressed charges to get
them to confess and stop distributing the information. Some did confess,
and litigation is still pending against others.
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Some companies view the rumor mill as
something they cannot control, while
others, like Procter & Gamble, work
proactively to prevent or counter negative
word of mouth.

Marketing management cannot always control environmental forces. In many cases, it
must settle for simply watching and reacting to the environment. For example, a company
would have little success trying to influence geographic population shifts, the economic
environment, or major cultural values. But whenever possible, smart marketing managers
will take a proactive rather than reactive approach to the marketing environment.

REVIEWING THE CONCEPTS
In this chapter and the next two chapters, you’ll examine the
environments of marketing and how companies analyze these
environments to better understand the marketplace and
consumers. Companies must constantly watch and manage
the marketing environment in order to seek opportunities
and ward off threats. The marketing environment consists of
all the actors and forces influencing the company’s ability to
transact business effectively with its target market.

1

Describe the environmental forces that affect the
company’s ability to serve its customers.
The company’s microenvironment consists of other actors
close to the company that combine to form the company’s
value delivery network or that affect its ability to serve its
customers. It includes the company’s internal environment—
its several departments and management levels—as it
influences marketing decision making. Marketing-channel
firms—suppliers and marketing intermediaries, including
resellers, physical distribution firms, marketing services
agencies, and financial intermediaries—cooperate to create
customer value. Five types of customer markets include
consumer, business, reseller, government, and international
markets. Competitors vie with the company in an effort to
serve customers better. Finally, various publics have an actual
or potential interest in or impact on the company’s ability to
meet its objectives.
The macroenvironment consists of larger societal forces that
affect the entire microenvironment. The six forces making up
the company’s macroenvironment include demographic,
economic, natural, technological, political, and cultural
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forces. These forces shape opportunities and pose threats to
the company.

2

Explain how changes in the demographic and
economic environments affect marketing decisions.
Demography is the study of the characteristics of
human populations. Today’s demographic environment shows
a changing age structure, shifting family profiles, geographic
population shifts, a better-educated and more whitecollar population, and increasing diversity. The economic
environment consists of factors that affect buying power and
patterns. The economic environment is characterized by more
consumer concern for value and shifting consumer spending
patterns. Today’s squeezed consumers are seeking greater
value—just the right combination of good quality and service
at a fair price. The distribution of income also is shifting. The
rich have grown richer, the middle class has shrunk, and the
poor have remained poor, leading to a two-tiered market.
Many companies now tailor their marketing offers to two
different markets—the affluent and the less affluent.

3

Identify the major trends in the firm’s natural and
technological environments.
The natural environment shows three major trends:
shortages of certain raw materials, higher pollution levels,
and more government intervention in natural resource
management. Environmental concerns create marketing
opportunities for alert companies. The technological
environment creates both opportunities and challenges.
Companies that fail to keep up with technological change will
miss out on new product and marketing opportunities.
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4

Explain the key changes in the political and cultural
environments.
The political environment consists of laws, agencies,
and groups that influence or limit marketing actions. The
political environment has undergone three changes that
affect marketing worldwide: increasing legislation regulating
business, strong government agency enforcement, and
greater emphasis on ethics and socially responsible actions.
The cultural environment is made up of institutions and forces
that affect a society’s values, perceptions, preferences, and
behaviors. The environment shows trends toward digital
“cocooning,” a lessening trust of institutions, increasing

patriotism, greater appreciation for nature, a new spiritualism,
and the search for more meaningful and enduring values.

5

Discuss how companies can react to the marketing
environment.
Companies can passively accept the marketing
environment as an uncontrollable element to which they must
adapt, avoiding threats and taking advantage of opportunities
as they arise. Or they can take a proactive stance, working to
change the environment rather than simply reacting to it.
Whenever possible, companies should try to be proactive
rather than reactive.
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DISCUSSING THE CONCEPTS
1. Assume you are a marketing manager for an automobile
company. Your job is to reposition an SUV model that
was once identified as a “fuel guzzler.” The model now
comes with a superefficient, nonpolluting hybrid engine.
Which of the seven types of publics discussed in the
chapter would have the greatest impact on your plans to
the more fuel-efficient model?
2. What leading demographic factors must an Internet
portal consider when marketing its products? Why is
each factor important?
3. In response to the depletion of non-renewable resources,
some Asian agri-businesses like Wilmar have begun
producing biofuels derived from palm oil and the like.
On the other hand, several of these firms have also been
criticized for degrading the environment using slash-andburn techniques in clearing land for their plantations.
Discuss how forces in the natural environment have
shaped these agri-businesses and how they can respond
going forward.

4. Is it a certainty that a company will lose out on new
opportunities if it does not keep up with new technology?
Explain. Can you think of an industry segment where
technology may not play an important role?
5. What can a mobile phones marketer do to take a more
proactive approach to the changes in the marketing
environment? Discuss specific forces, including
macroenvironmental and microenvironmental forces.
6. Asian culture has been affected by products from
Hollywood, including movies and television shows.
Choose an American television show airing over a local
station and explain how it might affect the cultural
environment in your country.portal consider when
marketing its products? Why is each factor important?

APPLYING THE CONCEPTS
1. Go to www.shonenjump.com and you will see a Web site
devoted to Japanese anime and manga. In fact, these
products are gaining in popularity. What environmental
forces are involved in the increased demand for this
Japanese entertainment?
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2. Most well-known cause-related marketing campaigns
are launched by companies with substantial resources. In
a small group, discuss how smaller companies with more
limited resources can implement successful cause-related
marketing efforts. How can such organizations help the
charities with which they partner while successfully
promoting their own products and services?

7/11/08 3:36:09 AM

3 The Marketing Environment

79

FOCUS ON TECHNOLOGY
Television shows over the mobile phone. Crazy? In the U.S.,
“mobisodes,” two-minute TV episodes, are being produced
exclusively for mobile phones. Services such as Verizon’s Vcast
let subscribers watch TV or stream content for a monthly
fee. Their target? The younger segment of the Generation Y
demographic—the growing 57 percent of U.S. teens aged
13 to 17 who now own mobile phones. This group displays
the most intense connectivity to their phones and the most
interest in new features.

1. Explain why younger Gen Yers might be more likely to
adapt new mobile phone technologies as compared to
other demographic groups.
2. What other macroenvironmental and microenvironmental
forces might affect the growth of mobile TV?
3. How can other marketers use mobile marketing to
communicate with and promote to consumers?

FOCUS ON ETHICS
In July 2007, Philip Morris launched a Marlboro cigarette
flavored with cloves in Indonesia, seeking to boost sales in
the world’s fifth largest tobacco market behind China, the
U.S., Russia, and Japan. Almost two-thirds of adult males in
this country of 230 million smoke, and growing numbers of
females are joining them. Ninety percent of Indonesian
smokers choose cigarettes blended with cloves called kretek.
Their distinctive sweet aroma permeates cafes, offices,
and public spaces across Indonesia. Philip Morris’ move
underscores the importance of Indonesia and other overseas
markets as government bans and increased awareness of the
health risks of smoking have hit sales in Europe and the U.S.
“A Marlboro kretek makes sense,” says Martin King, president
director of local cigarette manufacturer Sampoerna, which
Philip Morris bought in 2006. “What consumers are telling us

is that they like Marlboro … but they also want kretek.” The
Marlboro Mix 9 is the strongest Marlboro currently on the
market, packing 1.8 milligrams of nicotine and 30 milligrams
of tar. This is comparable to other full-strength kretek sold
in Indonesia, and twice as much as regular Marlboros sold
elsewhere in the world. King notes that no cigarettes were safe,
but there was no evidence that kretek were more dangerous
than regular cigarettes. King was confident Mix 9 would sell
well, even though some 500 new brands were launched in
Indonesia in 2006.21
1. What prominent environmental forces come into play in
this situation?
2. Evaluate Philip Morris’ launch of the Mix 9 in Indonesia
from a commercial and an ethical perspective.

VIDEO CASE
American Express
Understanding consumers and their needs can be a challenge.
As the American population diversifies, and as consumers
redefine their values and preferences, marketers work to
provide relevant products and services that meet consumers’
changing needs and wants. For American Express, keeping
up with environmental shifts translates into creating new
marketing offers. American Express issued its first charge card
in 1958. Within five years, it had more than one million cards
in use. Eight years later, the company introduced the American
Express Gold Card.
The company now offers more than 20 consumer cards
and 14 small-business cards, in addition to its customizable
corporate cards. Some cards target very specific consumers.
For example, the IN:CHICAGO, IN:NYC, and IN:LA cards offer
cardholders special perks, including saving 10 percent at
select retailers, spas, and nightclubs; skipping lines at some
of these cities’ hottest clubs; access to select VIP rooms;
and savings on concert tickets. By targeting such specific
consumers, American Express builds strong relationships with
the right customers.
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After viewing the video featuring American Express,
answer the following questions about the marketing
environment.
1. Visit the American Express Web site (www.americanexpress.
com) to learn more about the different cards that American
Express offers. Select three of the macroenvironmental
forces discussed in the chapter. How do the different card
options reflect the changes in those forces?
2. What sections of the Web site reflect American
Express’s efforts to deal with the various publics in its
microenvironment?
3. Is American Express taking a proactive approach to
managing its marketing environment? How?
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COMPANY CASE

Toyota Prius: Leading a
Wave of Hybrids
Americans love their cars. In a country where SUVs
sell
briskly and the biggest sport is stockcar racing, you would
n’t
expect a small, hybrid, sluggish vehicle to sell well. Despi
te
such expectations, Honda successfully introduced
the
Insight in 1999 as a 2000 model. Toyota closely follow
ed,
bringing the 2001 Prius to market one year later. Introducing
a fuel sipper in a market where vehicle size and horsepowe
r
reigned led one Toyota executive to profess, “Frankly, it
was
one of the biggest crapshoots I’ve ever been involved
in.”
Considering these issues, it is nothing short of amazing
that
a mere five years later, the Prius is such a runaway succe
ss
that former Toyota Motor Sales U.S.A. President Jim
Press
dubbed it “the hottest car we’ve ever had.”

from 0 to 60 in a woeful 14.5 seconds. But it got 42 miles
per
gallon. Although the second-generation Prius, introd
uced
as a 2004 model, benefited from a modest power increa
se,
the car was still hardly a muscle car. But there were count
less
other improvements. The sleek, Asian-inspired design
was
much better looking than the first-generation Prius
and
came in seven colors. The interior was roomy and practi
cal,
with plenty of rear legroom and gobs of storage space
.
The new Prius also provided expensive touch
es
typically found only in luxury vehicles. A single push butto
n
brought the car to life. A seven-inch energy monitor
touch
screen displayed fuel consumption, outside tempe
rature,
and battery charge level. It also indicated when the
car
was running on gas, electricity, regenerated energy,
or a
combination of these. Multiple screens within the monit
or
also provided controls for air conditioning, audio,
and a
satellite navigation system. But perhaps the most impor
tant
improvement was an increase in fuel efficiency to a claime
d
60 miles per gallon in city driving.

A Runaway Success

The Nuts and Bolts of the Prius

Like other hybrids currently available or in developmen
t,
the Prius (pronounced PREE-us, not PRY-us) combines
a
gas engine with an electric motor. Different hybrid vehicl
es
employ this combination of power sources in different
ways
to boost both fuel efficiency and power. The Prius runs
on
only the electric motor when starting up and under initial
acceleration. At roughly 15 mph, the gas engine kicks
in.
This means that the auto gets power from only the batter
y
at low speeds, and from both the gas engine and electr
ic
motor during heavy acceleration. Once up to speed, the
gas
engine sends power directly to the wheels and, throug
h the
generator, to the electric motor or battery. When brakin
g,
energy from the slowing wheels—energy that is waste
d in
a conventional car—is sent back through the electric motor
to charge the battery. At a stop, the gas engine shuts
off,
saving fuel. When starting up and operating at low speed
s,
the auto does not make noise, which seems eerie to
some
drivers and to pedestrians who don’t hear it coming!
The original Prius was a small, cramped compact with
a dull design. It had 114 horsepower—70 from its
fourcylinder gas engine and 44 from the electric motor. It
went
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Apparently, consumers liked the improvements.
In its
inaugural year, the Prius saw moderate sales of just
over
15,000 units—not bad considering Toyota put minim
al
promotional effort into the new vehicle. But for 2005,
more
than 107,000 Priuses were sold in the U.S. alone, makin
g
it Toyota’s third-best-selling passenger car following
the
Camry and Corolla. Perhaps more significantly, Toyota
announced that as of April 2006, the Prius had achiev
ed a
major milestone, having sold over 500,000 units world
wide.
The rapid increase in demand for the Prius has created
a
rare automotive phenomenon. During a period when
most
automotive companies have offered substantial incent
ives
to move vehicles, many Toyota dealers have had no proble
m
getting premiums of up to $5,000 over sticker price for
the
Prius. By June 2004, waiting lists for the Prius stretched
to six
months or more. At one point, spots on dealers’ waitin
g lists
were being auctioned on eBay for $500. By 2006, the
Prius
had become the “hottest” car in the U.S., based on indust
ry
metrics of time spent on dealer lots, sales incentives,
and
average sale price relative to sticker price. In fact, dema
nd
for new Priuses is currently so strong, that the price of
a used
2005 Prius with 20,000 miles is $25,970, more than $4,500
higher than the original sticker price.
There are many reasons for the success of the Prius. For
starters, Toyota’s targeting strategy has been spot-on
from
the beginning. It focused first on early adopters, techie
s
who were attracted by the car’s advanced technology
. Such
buyers not only bought the car, but found ways to modif
y it
by hacking into the Prius’s computer system. Soon, owne
rs
were sharing their hacking secrets through chat rooms
such
as Priusenvy.com, boasting such modifications as using
the
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dashboard display screen to play video games, show
files
from a laptop, watch TV, and look at images taken by
a rearview camera. One savvy owner found a way to plug
the
Prius into a wall socket and boost fuel efficiency to as
much
as 100 miles per gallon.
By 2004, Toyota had skimmed off the market of techie
s
and adopters. It knew that the second-generation
Prius
needed to appeal to a wider market. Toyota anticip
ated
that environmentally conscious consumers as well as
those
desiring more fuel efficiency would be drawn to the vehicl
e.
To launch the new Prius, Toyota spent more than $40 millio
n
spread over media in consumer-oriented magazines
and
TV. Toyota hit the nail right on the head. In the summ
er
of 2004, gasoline prices began to rise—going to over
$2 a
gallon in some locations. By the summer of 2005, gas
prices
had skyrocketed to over $3 a gallon. Result? Buyers move
d
toward smaller SUVs, cars, and hybrids while sales of
fullsized SUVs such as the Ford Expedition, Chevy Tahoe
, and
Hummer H2 fell significantly.
In addition to Toyota’s effective targeting tactics, variou
s
external incentives have helped to spur Prius sales.
For
example, some states allow single-occupant hybrids in
HOV
(High Occupancy Vehicle) lanes. Some cities provid
e free
parking for hybrids. But the biggest incentives contri
bute
real dollars toward the price of the Prius, making it
more
affordable. Currently, the federal government gives
a tax
break of up to $3,150. This relief will expire in 2007, but
there
are various efforts to extend tax incentives for the Prius
and
other hybrid vehicles.
Some state governments are also offering tax incentives
over and above any federal relief. The most gener
ous is
Colorado, giving a tax credit of up to $3,434. If this
isn’t
enough, employees of certain companies can cash
in for
even more. Eco-friendly Timberland contributes $3,000
as well as preferred parking spaces, while Google
gives
employees $5,000 toward hybrids such as the Prius.

Fueling the Hybrid Craze

Although Honda’s Insight was the first to market in the
U.S.,
its sales have been miniscule compared to the Prius.
Thus,
after the 2006 model year, Honda will drop the Insigh
t.
Although Toyota’s Japanese rival has had much
better
results with its Civic hybrid, its sales goal of 25,000
units
for 2006 is less than one-fourth of the Prius’s anticip
ated
sales. The overall category of gas-electric vehicles
in the
U.S. appears to be hotter than ever, with unit sales up
140
percent from 2004 to 2005, to a total of 205,749 units.
The
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Prius alone commands over 50 percent of the market
and is
largely responsible for category growth.
It appears that consumers like their green cars very
green. Whereas sales of the ultra-high-mileage Prius and
Civic
have grown significantly each year since their introduction
s,
less efficient (and more expensive) hybrid models such
as
the Honda Accord, Toyota Highlander, Ford Escap
e, and
Mercury Mariner have had flat or even declining sales.
Some
analysts believe it is because consumers are doing the
math
and realizing that even with better fuel efficiency, they
may
not save money with a hybrid. In fact, a widely public
ized
report by Consumer Reports revealed that of six
hybrid
models studied, the Prius and the Civic were the only
two to
recover the price premium and save consumers mone
y after
five years and 75,000 miles.
However, although car makers are scaling back on some
models, almost every one of them wants a piece
of the
growing pie. Ford blames the lack of success with the Escap
e
and Mariner on a boggled promotional effort. With
a lofty
goal of producing 250,000 hybrids per year by 2010, it
plans
to put more money into campaigns for its existing mode
ls as
well as introduce new models. General Motors also has
big
plans, beginning with the Saturn Vue Greenline, which
will
have the advantage of a low $2,000 price tag for the
hybrid
option. GM plans to extend the Saturn hybrid line to almos
t
every vehicle in the lineup. It also plans to introduce hybrid
s
in other divisions, including full-size trucks and SUVs.
And
while Subaru, Nissan, Hyundai, and Honda are all promo
ting
upcoming hybrid models, Audi, BMW, and numerous
others
are busy developing hybrid vehicles of their own.
Even with all the activity from these automotive brand
s,
Toyota is currently the clear leader in hybrid sales and
will
likely be for some time to come. 2006 Prius sales
have
actually dropped, but only because the company
has
dedicated production capacity to the 2006 Camry hybrid
. The
supply limitation has made demand for the Prius strong
er
than ever. In the past, Toyota Vice Chairman Fujio Cho
had
asserted that the company would not open a second
plant
for the production of hybrids, but he has quickly chang
ed
his tune. “[Given] the way American consumers
have
snapped up the [Prius],” he says, “I have been urging
the
company, almost as a matter of strategy, to produce
[it] in
the U.S.” Given that Toyota plans to offer hybrid versio
ns for
all vehicle classes and quadruple worldwide hybrid sales
to
one million vehicles by 2012, it would seem that Mr.
Cho’s
statement is conservative.
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Questions For Discussion
1. What microenvironmental factors affected the introduction and relaunch of the Toyota Prius?
How well has Toyota dealt with these factors?
2. Outline the major macroenvironmental factors—demographic, economic, natural,
technological, political, and cultural—that affected the introduction and relaunch of the
Toyota Prius. How well has Toyota dealt with each of these factors?
3. Evaluate Toyota’s marketing strategy so far. What has Toyota done well? How might it improve
its strategy?
4. GM’s marketing director for new ventures, Ken Stewart, says, “If you want to get a lot of hybrids
on the road, you put them in vehicles that people are buying now.” This tends to summarize
the U.S. automakers’ approach to hybrids. Would you agree with Mr. Stewart? Why or why
not?
Sources:
David Kushner, “How to Hack a Hybrid,” Business 2.0 Magazine, July 13, 2006; “Toyota Prius
Reaches Sales Milestone,” Car and Driver, June 9, 2006, accessed online at www.caranddriver.
com; Thane Peterson, “Harnessing Hybrid Tax Credits,” Business Week, June 8, 2006, accessed
at www.businessweek.com; Norihiko Shirouzu, “Toyota Seeks to Improve Prius and Plans to
Produce Car in U.S.,” Wall Street Journal, May 22, 2006, p. A2; Peter Valdes-Dapena, “Mad
Market for Used Fuel Sippers,” CNNMoney.com, May 18, 2006; John D. Stoll and Gina Chon,
“Consumer Drive for Hybrid Autos Is Slowing Down,” Wall Street Journal, April 7, 2006, p. A2;
Matt Nauman, “Hybrid Sales Growth Slowing,” San Jose Mercury News, April 14, 2006; “Toyota
to Offer Hybrids for All Vehicle Classes by 2012,” The Wall Street Journal, April 1, 2006, accessed
at www.wsj.com; Peter Valdes-Dapena, “Toyota Tops Hottest Cars in America,” CNNMoney.
com, March 18, 2006; David Kiley and David Welch, “Invasion of the Hybrids,” Business Week,
January 10, 2006, accessed at www.businessweek.com; “Testing Toyota’s Hybrid Car,” GP, June
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