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	What's Ahead


The "swoosh"—it's everywhere! Just for fun, try counting the swooshes whenever you pick up the sports pages or watch a pickup basketball game or tune into a televised golf match. Nike has built the ubiquitous swoosh (which represents the wing of Nike, the Greek goddess of victory) into one of the best-known brand symbols on the planet.

The power of its brand and logo speaks loudly of Nike's superb marketing skills. The company's strategy of building superior products around popular athletes and its classic "Just do it!" ad campaign have forever changed the face of sports marketing. Nike spends hundreds of millions of dollars each year on big-name endorsements, splashy promotional events, and lots of attention-getting ads. Over the years, Nike has associated itself with some of the biggest names in sports. No matter what your sport, chances are good that one of your favorite athletes wears the Nike swoosh.

Nike knows, however, that good marketing is more than promotional hype and promises—it means consistently delivering real value to customers. Nike's initial success resulted from the technical superiority of its running and basketball shoes, pitched to serious athletes who were frustrated by the lack of innovation in athletic equipment. To this day, Nike leads the industry in product development and innovation.

Nike gives its customers more than just good athletic gear. As the company notes on its Web page, "Nike has always known the truth—it's not so much the shoes but where they take you." Beyond shoes, apparel, and equipment, Nike markets a way of life, a sports culture, a "just do it" attitude. Phil Knight, Nike's founder and chief executive, says, "Basically, our culture and our style is to be a rebel." The company was built on a genuine passion for sports, a maverick disregard for convention, hard work, and serious sports performance. Ask anyone at Nike and that person will tell you: Nike is athletes, athletes are sports, Nike is sports.
Nike seems to care as much about its customers' lives as their bodies. It doesn't just promote sales, it promotes sports for the benefit of all. For example, a recent series of "Nike: Just do it" ads provided strong support to women's sports and the many benefits of sports participation for girls and young women. Nike also invests in a wide range of lesser known sports, even though they provide less lucrative marketing opportunities. Such actions establish Nike as not just a producer of good athletic gear but also as a good and caring company.

Taking care of customers has paid off handsomely for Nike. Over the decade ending in 1997, Nike's revenues grew at an incredible annual rate of 21 percent; annual return to investors averaged 47 percent. Nike flat-out dominates the world's athletic footwear market. It currently captures an eye-popping 47 percent share of the U.S. market—twice that of its nearest competitor, Reebok—and a 27 percent share internationally. Nike moved aggressively into new product categories, sports, and regions of the world. In only a few years, Nike's sports apparel business grew explosively to account for nearly a quarter of Nike's $9.5 billion in yearly sales. And Nike slapped its familiar swoosh logo on everything from sunglasses and soccer balls to batting gloves and hockey sticks. It invaded a dozen new sports, including baseball, golf, ice and street hockey, in-line skating, wall climbing, and hiking.

In 1998, however, Nike stumbled and its sales slipped. Many factors contributed to the company's sales woes. The "brown shoe" craze for hiking and outdoor styles such as Timberland's ate into the athletic sneaker business. Competition improved: A revitalized Adidas saw its U.S. sales surge as Nike's sales declined. To make matters worse, college students on many campuses protested against Nike for its alleged exploitation of child labor in Asia and its commercialization of sports.

But Nike's biggest obstacle may be its own incredible success—it may have overswooshed America. The brand now appears to be suffering from big-brand backlash, and the swoosh is becoming too common to be cool. According to one analyst, "When Tiger Woods made his debut in Nike gear, there were so many logos on him that he looked as if he'd got caught in an embroidering machine." A Nike executive admits, "There has been a little bit of backlash about the number of swooshes that are out there." Moreover, with sales of more than $9 billion, Nike has moved from maverick to mainstream. Today, rooting for Nike is like rooting for Microsoft.

To address these problems, Nike returned to the basics—focusing on innovation, developing new product lines, creating subbrands (such as the Michael Jordan line with its "jumping man" logo), and deemphasizing the swoosh. For example, recent advertising focuses once again on product performance and concludes with the Nike script logo name—not a swoosh in sight. The sports giant is also trimming its costs, including substantial cuts in its formerly lavish advertising budget. These moves appear to be working, and Nike's profits and stock price are once again on the rise.

Nike is also entering new markets aggressively, especially overseas markets. Nike sales outside the United States now represent about 38 percent of total sales. However, to dominate globally as it does in the United States, Nike must dominate in soccer, the world's most popular sport. The multibillion-dollar world soccer market currently accounts for only 3 percent of its sales. Now, soccer is Nike's top priority. In typical fashion, Nike has set World Cup 2002 as its deadline for becoming the world's number-one supplier of soccer footwear, apparel, and equipment.
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Elbowing its way to the top by 2002 won't be easy. World soccer has long been dominated by Adidas, which claims an 80 percent global market share in soccer gear. Nike will have to build in just a few years what Adidas has built over the past 50. Employing classic in-your-face marketing tactics, Nike is spending hundreds of millions of dollars in an all-out assault on competitors. Nike's open-wallet spending has dazzled the soccer world, and its vast resources are rapidly changing the economics of the game. For example, it paid a record-setting $200 million over 10 years to snatch sponsorship of the World Cup champion Brazil national team from Umbro. Similarly, it paid $130 million for sponsorship of the U.S. soccer team.

Competitors can hope that Nike's slump will continue, but few are counting on it. Most can only sit back and marvel at Nike's marketing prowess. One market analyst comments, "Nike remains one of the great American brands, as well known around the world as Coke or McDonald's." Says Fila's advertising vice president, "They are so formidable, no matter how well we may execute something, our voice will never be as loud as theirs." As for soccer, the president of Puma North America sees Nike's tactics as heavy-handed but has little doubt that Nike's superb marketing will prevail. He states flatly, "Nike will control the soccer world."

Still, winning in worldwide soccer, or in anything else Nike does, will take more than just writing fat checks. To stay on top, Nike will have to deliver worldwide the same kind of quality, innovation, and value that built the brand so powerfully in the United States. It will have to earn respect on a country-by-country basis and become a part of the cultural fabric of each new market. No longer the rebellious, anti-establishment upstart, huge Nike must continually reassess its relationships with customers. 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
Today's successful companies at all levels have one thing in common: Like Nike they are strongly customer focused and heavily committed to marketing. These companies share an absolute dedication to understanding and satisfying the needs of customers in well-defined target markets. They motivate everyone in the organization to produce superior value for their customers, leading to high levels of customer satisfaction. As Bernie Marcus of Home Depot asserts, "All of our people understand what the Holy Grail is. It's not the bottom line. It's an almost blind, passionate commitment to taking care of customers."
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	What Is Marketing?</< td> 


Marketing, more than any other business function, deals with customers. Understanding, creating, communicating, and delivering customer value and satisfaction are at the very heart of modern marketing thinking and practice. Although we will explore more detailed definitions of marketing later in this chapter, perhaps the simplest definition is this one: Marketing is the delivery of customer satisfaction at a profit. The twofold goal of marketing is to attract new customers by promising superior value and to keep current customers by delivering satisfaction.

Wal-Mart has become the world's largest retailer by delivering on its promise, "Always low prices—always." FedEx dominates the U.S. small-package freight industry by consistently making good on its promise of fast, reliable small-package delivery. Ritz-Carlton promises and delivers truly "memorable experiences" for its hotel guests. Coca-Cola, long the world's leading soft drink, delivers on the simple but enduring promise, "Always Coca-Cola"—always thirst-quenching, always good with food, always cool, always a part of your life. These and other highly successful companies know that if they take care of their customers, market share and profits will follow.

Sound marketing is critical to the success of every organization—large or small, for-profit or not-for-profit, domestic or global. Large for-profit firms such as Microsoft, Sony, FedEx, Wal-Mart, IBM, and Marriott use marketing. But so do not-for-profit organizations such as colleges, hospitals, museums, symphony orchestras, and even churches. Moreover, marketing is practiced not only in the United States but also in the rest of the world. Most countries in North and South America, Western Europe, and Asia have well-developed marketing systems. Even in Eastern Europe and other parts of the world where marketing has long had a bad name, dramatic political and social changes have created new opportunities for marketing. Business and government leaders in most of these nations are eager to learn everything they can about modern marketing practices.

You already know a lot about marketing—it's all around you. You see the results of marketing in the abundance of products in your nearby shopping mall. You see marketing in the advertisements that fill your TV, spice up your magazines, stuff your mailbox, or enliven your Internet pages. At home, at school, where you work, and where you play, you are exposed to marketing in almost everything you do. Yet, there is much more to marketing than meets the consumer's casual eye. Behind it all is a massive network of people and activities competing for your attention and purchasing dollars.

This book will give you a more complete and formal introduction to the basic concepts and practices of today's marketing. In this chapter, we begin by defining marketing and its core concepts, describing the major philosophies of marketing thinking and practice, and discussing some of the major new challenges that marketers face as we whirl into the new millennium.

Marketing Defined

What does the term marketing mean? Many people think of marketing only as selling and advertising. It is no wonder—every day we are bombarded with television commercials, newspaper ads, direct-mail campaigns, Internet pitches, and sales calls. However, selling and advertising are only the tip of the marketing iceberg. Although they are important, they are only two of many marketing functions and are often not the most important ones.

Today, marketing must be understood not in the old sense of making a sale—"telling and selling"—but in the new sense of satisfying customer needs. Selling occurs only after a product is produced. By contrast, marketing starts long before a company has a product. Marketing is the homework that managers undertake to assess needs, measure their extent and intensity, and determine whether a profitable opportunity exists. Marketing continues throughout the product's life, trying to find new customers and keep current customers by improving product appeal and performance, learning from product sales results, and managing repeat performance. If the marketer does a good job of understanding consumer needs, develops products that provide superior value, and prices, distributes, and promotes them effectively, these products will sell very easily. Thus, selling and advertising are only part of a larger "marketing mix"—a set of marketing tools that work together to affect the marketplace.

We define marketing as a social and managerial process whereby individuals and groups obtain what they need and want through creating and exchanging products and value with others.2 To explain this definition, we will examine the following important terms: needs, wants, and demands; products and services; value, satisfaction, and quality; exchange, transactions, and relationships; and markets. Figure 1.1 shows that these core marketing concepts are linked, with each concept building on the one before it.
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	Figure 1.1
	Core marketing concepts


Needs, Wants, and Demands

The most basic concept underlying marketing is that of human needs. Human needs are states of felt deprivation. They include basic physical needs for food, clothing, warmth, and safety; social needs for belonging and affection; and individual needs for knowledge and self-expression. These needs were not invented by marketers; they are a basic part of the human makeup.

Wants are the form human needs take as they are shaped by culture and individual personality. An American needs food but wants a hamburger, French fries, and a soft drink. A person in Mauritius needs food but wants a mango, rice, lentils, and beans. Wants are shaped by one's society and are described in terms of objects that will satisfy needs.

People have almost unlimited wants but limited resources. Thus, they want to choose products that provide the most value and satisfaction for their money. When backed by buying power, wants become demands. Consumers view products as bundles of benefits and choose products that give them the best bundle for their money. A Honda Civic means basic transportation, affordable price, and fuel economy; a Lexus means comfort, luxury, and status. Given their wants and resources, people demand products with the benefits that add up to the most satisfaction.

Outstanding marketing companies go to great lengths to learn about and understand their customers' needs, wants, and demands. They conduct consumer research about consumer likes and dislikes. They analyze customer inquiry, warranty, and service data. They observe customers using their own and competing products and train salespeople to be on the lookout for unfulfilled customer needs.

In these outstanding companies, people at all levels—including top management—stay close to customers. For example, top executives from Wal-Mart spend two days each week visiting stores and mingling with customers. At Disney World, at least once in his or her career, each manager spends a day touring the park in a Mickey, Minnie, Goofy, or other character costume. Moreover, all Disney World managers spend a week each year on the front line—taking tickets, selling popcorn, or loading and unloading rides. At AT&T, CEO C. Michael Armstrong often visits one of the company's customer service centers, dons a headset, and fields orders to get a better sense of the problems and frustrations that AT&T business customers face.3 At Marriott, to stay in touch with customers, Chairman of the Board and President Bill Marriott personally reads some 10 percent of the 8,000 letters and 2 percent of the 750,000 guest comment cards submitted by customers each year. Understanding customer needs, wants, and demands in detail provides important input for designing marketing strategies.

Products and Services

People satisfy their needs and wants with products and services. A product is anything that can be offered to a market to satisfy a need or want. The concept of product is not limited to physical objects—anything capable of satisfying a need can be called a product. In addition to tangible goods, products include services, which are activities or benefits offered for sale that are essentially intangible and do not result in the ownership of anything. Examples include banking, airline, hotel, tax preparation, and home repair services.

More broadly defined, products also include other entities such as experiences, persons, places, organizations, information, and ideas. For example, by orchestrating several services and goods, companies can create, stage, and market experiences. Disneyland is an experience; so is a visit to Nikeworld or Barnes & Noble. In fact, as products and services increasingly become commodities, experiences have emerged for many firms as the next step in differentiating the company's offer. In recent years, for example, a rash of theme stores and restaurants have burst onto the scene offering much more than just merchandise or food:

Stores such as Niketown, Cabella's, and Recreational Equipment Incorporated draw consumers in by offering fun activities, fascinating displays, and promotional events (sometimes labeled "shoppertainment" or "entertailing"). At theme restaurants such as the Hard Rock Cafe, Planet Hollywood, or the House of Blues, the food is just a prop for what's known as "eatertainment." [One] entrepreneur in Israel has entered the experience economy with the opening of Cafe Ke'ilu, which roughly translates as "Cafe Make Believe." Manager Nir Caspi told a reporter that people come to cafes to be seen and to meet people, not for the food; Cafe Ke'ilu pursues that observation to its logical conclusion. The establishment serves its customers empty plates and mugs and charges guests $3 during the week and $6 on weekends for the social experience.4
Thus, the term product includes much more than just physical goods or services. Consumers decide which events to experience, which entertainers to watch on television, which places to visit on vacation, which organizations to support through contributions, and which ideas to adopt. To the consumer, these are all products. If at times the term product does not seem to fit, we could substitute other terms such as satisfier, resource, or marketing offer.
Many sellers make the mistake of paying more attention to the specific products they offer than to the benefits produced by these products. They see themselves as selling a product rather than providing a solution to a need. A manufacturer of drill bits may think that the customer needs a drill bit, but what the customer really needs is a hole. These sellers may suffer from "marketing myopia"—they are so taken with their products that they focus only on existing wants and lose sight of underlying customer needs.5 They forget that a product is only a tool to solve a consumer problem. These sellers will have trouble if a new product comes along that serves the customer's need better or less expensively. The customer with the same need will want the new product.
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	Take a moment to consider how two firms approach the challenge of service marketing.
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Value, Satisfaction, and Quality

Consumers usually face a broad array of products and services that might satisfy a given need. How do they choose among these many products and services? Consumers make buying choices based on their perceptions of the value that various products and services deliver.

Customer value is the difference between the values the customer gains from owning and using a product and the costs of obtaining the product. For example, FedEx customers gain a number of benefits. The most obvious are fast and reliable package delivery. However, when using FedEx, customers also may receive some status and image values. Using FedEx usually makes both the package sender and the receiver feel more important. When deciding whether to send a package via FedEx, customers will weigh these and other values against the money, effort, and psychic costs of using the service. Moreover, they will compare the value of using FedEx against the value of using other shippers—UPS, Airborne, the U.S. Postal Service—and select the one that gives them the greatest delivered value.

Customers often do not judge product values and costs accurately or objectively. They act on perceived value. For example, does FedEx really provide faster, more reliable delivery? If so, is this better service worth the higher prices FedEx charges? The U.S. Postal Service argues that its express service is comparable, and its prices are much lower. However, judging by market share, most consumers perceive otherwise. FedEx dominates with more than a 45 percent share of the U.S. express-delivery market, compared with the U.S. Postal Service's 8 percent. The Postal Service's challenge is to change these customer value perceptions.6
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	Products do not have to be physical objects. Here the product is an idea: Smoking bothers others.


Customer satisfaction depends on a product's perceived performance in delivering value relative to a buyer's expectations. If the product's performance falls short of the customer's expectations, the buyer is dissatisfied. If performance matches expectations, the buyer is satisfied. If performance exceeds expectations, the buyer is delighted. Outstanding marketing companies go out of their way to keep their customers satisfied. Satisfied customers make repeat purchases, and they tell others about their good experiences with the product. The key is to match customer expectations with company performance. Smart companies aim to delight customers by promising only what they can deliver, then delivering more than they promise.7
Customer satisfaction is closely linked to quality. In recent years, many companies have adopted total quality management (TQM) programs, designed to constantly improve the quality of their products, services, and marketing processes. Quality has a direct impact on product performance and hence on customer satisfaction.

In the narrowest sense, quality can be defined as "freedom from defects." But most customer-centered companies go beyond this narrow definition of quality. Instead, they define quality in terms of customer satisfaction. For example, the vice president of quality at Motorola, a company that pioneered total quality efforts in the United States, says that "Quality has to do something for the customer. . . . Our definition of a defect is 'if the customer doesn't like it, it's a defect.' "8 Similarly, the American Society for Quality Control defines quality as the totality of features and characteristics of a product or service that bear on its ability to satisfy customer needs. These customer-focused definitions suggest that a company has achieved total quality only when its products or services meet or exceed customer expectations. Thus, the fundamental aim of today's total quality movement has become total customer satisfaction. Quality begins with customer needs and ends with customer satisfaction. We will examine customer satisfaction, value, and quality more fully in chapter 18.
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	Take a moment to explore one company's success in delivering value and satisfaction.
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Exchange, Transactions, and Relationships

Marketing occurs when people decide to satisfy needs and wants through exchange. Exchange is the act of obtaining a desired object from someone by offering something in return. Exchange is only one of many ways that people can obtain a desired object. For example, hungry people could find food by hunting, fishing, or gathering fruit. They could beg for food or take food from someone else. Or they could offer money, another good, or a service in return for food.

As a means of satisfying needs, exchange has much in its favor. People do not have to prey on others or depend on donations, nor must they possess the skills to produce every necessity for themselves. They can concentrate on making things that they are good at making and trade them for needed items made by others. Thus, exchange allows a society to produce much more than it would with any alternative system.

Whereas exchange is the core concept of marketing, a transaction, in turn, is marketing's unit of measurement. A transaction consists of a trade of values between two parties: One party gives X to another party and gets Y in return. For example, you pay Sears $350 for a television set. This is a classic monetary transaction, but not all transactions involve money. In a barter transaction, you might trade your old refrigerator in return for a neighbor's secondhand television set.

In the broadest sense, the marketer tries to bring about a response to some offer. The response may be more than simply buying or trading goods and services. A political candidate, for instance, wants votes, a church wants membership, and a social action group wants idea acceptance. Marketing consists of actions taken to obtain a desired response from a target audience toward some product, service, idea, or other object.

Transaction marketing is part of the larger idea of relationship marketing. Beyond creating short-term transactions, marketers need to build long-term relationships with valued customers, distributors, dealers, and suppliers. They want to build strong economic and social connections by promising and consistently delivering high-quality products, good service, and fair prices. Increasingly, marketing is shifting from trying to maximize the profit on each individual transaction to building mutually beneficial relationships with consumers and other parties. In fact, ultimately, a company wants to build a unique company asset called a marketing network. A marketing network consists of the company and all its supporting stakeholders: customers, employees, suppliers, distributors, retailers, ad agencies, and others with whom it has built mutually profitable business relationships. Increasingly, competition is not between companies but rather between whole networks, with the prize going to the company that has built the better network. The operating principle is simple: Build a good network of relationships with key stakeholders and profits will follow.9
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	Relationship marketing: Saturn builds lasting relationships with customers. Many dealers post "pinups" of customers in their service areas to help employees place customer faces with cars. "Hey you is not exactly the most endearing greeting, especially to someone who took the time to shop at your place and who spent hard-earned money on one of your cars."


Markets

The concepts of exchange and relationships lead to the concept of a market. A market is the set of actual and potential buyers of a product. These buyers share a particular need or want that can be satisfied through exchanges and relationships. Thus, the size of a market depends on the number of people who exhibit the need, have resources to engage in exchange, and are willing to offer these resources in exchange for what they want.

Originally the term market stood for the place where buyers and sellers gathered to exchange their goods, such as a village square. Economists use the term market to refer to a collection of buyers and sellers who transact in a particular product class, as in the housing market or the grain market. Marketers, however, see the sellers as constituting an industry and the buyers as constituting a market. The relationship between the industry and the market is shown in Figure 1.2. Sellers and the buyers are connected by four flows. The sellers send products, services, and communications to the market; in return, they receive money and information. The inner loop shows an exchange of money for goods; the outer loop shows an exchange of information.
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	Figure 1.2
	A simple marketing system


Modern economies operate on the principle of division of labor, whereby each person specializes in producing something, receives payment, and buys needed things with this money. Thus, modern economies abound in markets. Producers go to resource markets (raw material markets, labor markets, money markets), buy resources, turn them into goods and services, and sell them to intermediaries, who sell them to consumers. The consumers sell their labor, for which they receive income to pay for the goods and services that they buy. The government is another market that plays several roles. It buys goods from resource, producer, and intermediary markets; it pays them; it taxes these markets (including consumer markets); and it returns needed public services. Thus, each nation's economy and the whole world economy consist of complex, interacting sets of markets that are linked through exchange processes.

Marketers are keenly interested in markets. Their goal is to understand the needs and wants of specific markets and to select the markets that they can serve best. In turn, they can develop products and services that will create value and satisfaction for customers in these markets, resulting in sales and profits for the company.

Marketing

The concept of markets finally brings us full circle to the concept of marketing. Marketing means managing markets to bring about exchanges and relationships for the purpose of creating value and satisfying needs and wants. Thus, we return to our definition of marketing as a process by which individuals and groups obtain what they need and want by creating and exchanging products and value with others.

Exchange processes involve work. Sellers must search for buyers, identify their needs, design good products and services, set prices for them, promote them, and store and deliver them. Activities such as product development, research, communication, distribution, pricing, and service are core marketing activities. Although we normally think of marketing as being carried on by sellers, buyers also carry on marketing activities. Consumers do marketing when they search for the goods they need at prices they can afford. Company purchasing agents do marketing when they track down sellers and bargain for good terms.

Figure 1.3 shows the main elements in a modern marketing system. In the usual situation, marketing involves serving a market of end users in the face of competitors. The company and the competitors send their respective products and messages to consumers either directly or through marketing intermediaries to the end users. All of the actors in the system are affected by major environmental forces (demographic, economic, physical, technological, political–legal, social–cultural).
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	Figure 1.3
	Main actors and forces in a modern marketing system


Each party in the system adds value for the next level. Thus, a company's success depends not only on its own actions but also on how well the entire system serves the needs of final consumers. Wal-Mart cannot fulfill its promise of low prices unless its suppliers provide merchandise at low costs. Ford cannot deliver high quality to car buyers unless its dealers provide outstanding service.

	Marketing Management


We define marketing management as the analysis, planning, implementation, and control of programs designed to create, build, and maintain beneficial exchanges with target buyers for the purpose of achieving organizational objectives. Thus, marketing management involves managing demand, which in turn involves managing customer relationships.

Demand Management

Some people think of marketing management as finding enough customers for the company's current output but this view is too limited. The organization has a desired level of demand for its products. At any point in time, there may be no demand, adequate demand, irregular demand, or too much demand, and marketing management must find ways to deal with these different demand states. Marketing management is concerned not only with finding and increasing demand but also with changing or even reducing it.

For example, the Golden Gate Bridge sometimes carries an unsafe level of traffic, and Yosemite National Park is badly overcrowded in the summer. Power companies sometimes have trouble meeting demand during peak usage periods. In these and other cases of excess demand, demarketing may be required to reduce demand temporarily or permanently. The aim of demarketing is not to destroy demand but only to reduce or shift it.10 Thus, marketing management seeks to affect the level, timing, and nature of demand in a way that helps the organization achieve its objectives. Simply put, marketing management is demand management.
Building Profitable Customer Relationships

Managing demand means managing customers. A company's demand comes from two groups: new customers and repeat customers. Traditionally, marketers have focused on attracting new customers and creating transactions with them. In today's marketing environment, however, changing demographic, economic, and competitive factors mean that there are fewer new customers to go around. The costs of attracting new customers are rising. Thus, although finding new customers remains very important, the emphasis is shifting toward retaining profitable customers and building lasting relationships with them.

Companies have also discovered that losing a customer means losing not just a single sale but also a lifetime's worth of purchases and referrals. For example, the customer lifetime value of a Taco Bell customer exceeds $12,000. For Lexus, one satisfied customer is worth $600,000 in lifetime purchases. Thus, working to keep profitable customers makes good economic sense.11 The key to customer retention is superior customer value and satisfaction. With this in mind, many companies are going to extremes to keep their customers satisfied.

Marketing Management Practice

All kinds of organizations use marketing, and they practice it in widely varying ways. Many large firms apply standard marketing practices in a formalized way. However, other companies use marketing in a less formal and orderly fashion. A recent book, Radical Marketing, praises companies such as Harley-Davidson, Virgin Atlantic Airways, and Boston Beer for succeeding by breaking many of the rules of marketing.12 Instead of commissioning expensive marketing research, spending huge sums on mass advertising, and operating large marketing departments, these companies stretched their limited resources, lived close to their customers, and created more satisfying solutions to customer needs. They formed buyer's clubs, used creative public relations, and focused on delivering high product quality and winning long-term customer loyalty. It seems that not all marketing must follow in the footsteps of marketing giants such as Procter & Gamble.

In fact, marketing practice often passes through three stages: entrepreneurial marketing, formulated marketing, and intrepreneurial marketing.

· Entrepreneurial marketing: Most companies are started by individuals who live by their wits. They visualize an opportunity and knock on every door to gain attention. Jim Koch, founder of Boston Beer Company, whose Samuel Adams beer has become a top-selling "craft" beer, started out in 1984 carrying bottles of Samuel Adams beer from bar to bar to persuade bartenders to carry it. He would coax them into adding Samuel Adams beer to their menus. For 10 years, he couldn't afford advertising; he sold his beer through direct selling and grassroots public relations. Today, however, his business pulls in $210 million, making it the leader in the craft beer market.

· Formulated marketing: As small companies achieve success, they inevitably move toward more formulated marketing. Boston Beer recently opted to spend more than $15 million on television advertising in selected markets. The company now employs more than 175 salespeople and has a marketing department that carries out market research. Although Boston Beer is far less sophisticated than its arch-competitor, Anheuser-Busch, it has adopted some of the tools used in professionally run marketing companies.

· Intrepreneurial marketing: Many large and mature companies get stuck in formulated marketing, poring over the latest Nielsen numbers, scanning market research reports, and trying to fine-tune dealer relations and advertising messages. These companies sometimes lose the marketing creativity and passion that they had at the start. They now need to reestablish within their companies the entrepreneurial spirit and actions that made them successful in the first place. They need to encourage more initiative and "intrepreneurship" at the local level. Their brand and product managers need to get out of the office, start living with their customers, and visualize new and creative ways to add value to their customers' lives. 

The bottom line is that effective marketing can take many forms. There will be a constant tension between the formulated side of marketing and the creative side. It is easier to learn the formulated side of marketing, which will occupy most of our attention in this book. But we will also see how real marketing creativity and passion operate in many companies—whether small or large, new or mature—to build and retain success in the marketplace.

	Marketing Management Philosophies


We describe marketing management as carrying out tasks to achieve desired exchanges with target markets. What philosophy should guide these marketing efforts? What weight should be given to the interests of the organization, customers, and society? Very often these interests conflict.

There are five alternative concepts under which organizations conduct their marketing activities: the production, product, selling, marketing, and societal marketing concepts.

The Production Concept

The production concept holds that consumers will favor products that are available and highly affordable. Therefore, management should focus on improving production and distribution efficiency. This concept is one of the oldest philosophies that guides sellers.

The production concept is still a useful philosophy in two types of situations. The first occurs when the demand for a product exceeds the supply. Here, management should look for ways to increase production. The second situation occurs when the product's cost is too high and improved productivity is needed to bring it down. For example, Henry Ford's whole philosophy was to perfect the production of the Model T so that its cost could be reduced and more people could afford it. He joked about offering people a car of any color as long as it was black.

For many years, Texas Instruments (TI) followed a philosophy of increased production and lower costs in order to bring down prices. It won a major share of the American handheld calculator market using this approach. However, companies operating under a production philosophy run a major risk of focusing too narrowly on their own operations. For example, when TI used this strategy in the digital watch market, it failed. Although TI's watches were priced low, customers did not find them very attractive. In its drive to bring down prices, TI lost sight of something else that its customers wanted—namely, affordable, attractive digital watches.

The Product Concept

Another major concept guiding sellers, the product concept, holds that consumers will favor products that offer the most in quality, performance, and innovative features. Thus, an organization should devote energy to making continuous product improvements. Some manufacturers believe that if they can build a better mousetrap, the world will beat a path to their door.13 But they are often rudely shocked. Buyers may well be looking for a better solution to a mouse problem but not necessarily for a better mousetrap. The solution might be a chemical spray, an exterminating service, or something that works better than a mousetrap. Furthermore, a better mousetrap will not sell unless the manufacturer designs, packages, and prices it attractively; places it in convenient distribution channels; brings it to the attention of people who need it; and convinces buyers that it is a better product.

The product concept also can lead to marketing myopia. For instance, railroad management once thought that users wanted trains rather than transportation and overlooked the growing challenge of airlines, buses, trucks, and automobiles. Many colleges have assumed that high school graduates want a liberal arts education and thus have overlooked the increasing challenge of vocational schools.

The Selling Concept

Many organizations follow the selling concept, which holds that consumers will not buy enough of the organization's products unless it undertakes a large-scale selling and promotion effort. The concept is typically practiced with unsought goods—those that buyers do not normally think of buying, such as encyclopedias or insurance. These industries must be good at tracking down prospects and selling them on product benefits.

Most firms practice the selling concept when they have overcapacity. Their aim is to sell what they make rather than make what the market wants. Such marketing carries high risks. It focuses on creating sales transactions rather than on building long-term, profitable relationships with customers. It assumes that customers who are coaxed into buying the product will like it. Or, if they don't like it, they will possibly forget their disappointment and buy it again later. These are usually poor assumptions to make about buyers. Most studies show that dissatisfied customers do not buy again. Worse yet, whereas the average satisfied customer tells three others about good experiences, the average dissatisfied customer tells ten others about his or her bad experiences.14
The Marketing Concept

The marketing concept holds that achieving organizational goals depends on determining the needs and wants of target markets and delivering the desired satisfactions more effectively and efficiently than competitors do. The marketing concept has been stated in colorful ways, such as "We make it happen for you" (Marriott); "To fly, to serve" (British Airways); "We're not satisfied until you are" (GE); and "Let us exceed your expectations" (Celebrity Cruise Lines).

The selling concept and the marketing concept are sometimes confused. Figure 1.4 compares the two concepts. The selling concept takes an inside-out perspective. It starts with the factory, focuses on the company's existing products, and calls for heavy selling and promotion to obtain profitable sales. It focuses primarily on customer conquest—getting short-term sales with little concern about who buys or why.
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	Figure 1.4
	the selling and marketing concepts contrasted


In contrast, the marketing concept takes an outside-in perspective. As Herb Kelleher, Southwest Airlines's colorful CEO, puts it, "We don't have a Marketing Department; we have a Customer Department." The marketing concept starts with a well-defined market, focuses on customer needs, coordinates all the marketing activities affecting customers, and makes profits by creating long-term customer relationships based on customer value and satisfaction. Thus, under the marketing concept, customer focus and value are the paths to sales and profits. In the words of one Ford executive, "If we're not customer driven, our cars won't be either."

Many successful and well-known companies have adopted the marketing concept. Procter & Gamble, Disney, Wal-Mart, Marriott, Nordstrom, Dell Computer, and Southwest Airlines follow it faithfully. The goal is to build customer satisfaction into the very fabric of the firm. L.L. Bean, the highly successful catalog retailer, was founded on the marketing concept. In 1912, in his first circulars, L.L. Bean included the following notice: "I do not consider a sale complete until goods are worn out and the customer still is satisfied. We will thank anyone to return goods that are not perfectly satisfactory. . . . Above all things we wish to avoid having a dissatisfied customer."
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	Notice 

I do not consider a sale complete until goods are worn out and the customer is still satisfied. We will thank anyone to return goods that are not perfectly satisfactory.

Should the person reading this notice know of anyone who is not satisfied with our goods, I will consider it a favor to be notified.

Above all things we wish to avoid having a dissatisfied customer.



	The marketing concept: L.L. Bean and its reps dedicate themselves to delivering the promise first spelled out in a 1916 L.L. Bean circular and still practiced today.


Today, L.L. Bean dedicates itself to giving "perfect satisfaction in every way." To inspire its employees to practice the marketing concept, L.L. Bean has for decades displayed posters around its offices that proclaim the following:

What is a customer? A customer is the most important person ever in this company—in person or by mail. A customer is not dependent on us, we are dependent on him. A customer is not an interruption of our work, he is the purpose of it. We are not doing a favor by serving him, he is doing us a favor by giving us the opportunity to do so. A customer is not someone to argue or match wits with—nobody ever won an argument with a customer. A customer is a person who brings us his wants—it is our job to handle them profitably to him and to ourselves.

In contrast, many companies claim to practice the marketing concept but do not. They have the forms of marketing, such as a marketing vice president, product managers, marketing plans, and marketing research, but this does not mean that they are market-focused and customer-driven companies. The question is whether they are finely tuned to changing customer needs and competitor strategies. Formerly great companies—General Motors, Sears, Zenith—all lost substantial market share because they failed to adjust their marketing strategies to the changing marketplace.

Implementing the marketing concept often means more than simply responding to customers' stated desires and obvious needs. Customer-driven companies research current customers to learn about their desires, gather new product and service ideas, and test proposed product improvements. Such customer-driven marketing usually works well when a clear need exists and when customers know what they want. In many cases, however, customers don't know what they want or even what is possible. Such situations call for customer-driving marketing—understanding customer needs even better than customers themselves do, and creating products and services that will meet existing and latent needs now and in the future.

Customers are notoriously lacking in foresight. Ten or 15 years ago, how many of us were asking for cellular telephones, fax machines, and copiers at home, 24-hour discount brokerage accounts, multivalve automobile engines, compact disk players, cars with onboard navigation systems, handheld global satellite positioning receivers, MTV, or the Home Shopping Network? As Akio Morita, Sony's visionary leader puts it: "Our plan is to lead the public with new products rather than ask them what kinds of products they want. The public does not know what is possible, but we do. So instead of doing a lot of market research, we refine our thinking on a product and its use and try to create a market for it by educating and communicating with the public."15
Several years of hard work are needed to turn a sales-oriented company into a marketing-oriented company. Customer satisfaction is no longer a fad. As one marketing analyst notes, "It's becoming a way of life in corporate America . . . as embedded into corporate cultures as information technology and strategic planning."16
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	Take a moment to consider how these marketing concepts apply to the work of an actual company.


[image: image26.png]


The Societal Marketing Concept

The societal marketing concept holds that the organization should determine the needs, wants, and interests of target markets. It should then deliver superior value to customers in a way that maintains or improves the consumer's and the society's well being. The societal marketing concept is the newest of the five marketing management philosophies.

The societal marketing concept questions whether the pure marketing concept is adequate in an age of environmental problems, resource shortages, rapid population growth, worldwide economic problems, and neglected social services. It asks if the firm that senses, serves, and satisfies individual wants is always doing what's best for consumers and society in the long run. According to the societal marketing concept, the pure marketing concept overlooks possible conflicts between consumer short-run wants and consumer long-run welfare.
Consider the fast-food industry. Most people see today's giant fast-food chains as offering tasty and convenient food at reasonable prices. Yet many consumer and environmental groups have voiced concerns. Critics point out that hamburgers, fried chicken, French fries, and most other foods sold by fast-food restaurants are high in fat and salt. The products are wrapped in convenient packaging, but this leads to waste and pollution. Thus, in satisfying consumer wants, the highly successful fast-food chains may be harming consumer health and causing environmental problems.

Such concerns and conflicts led to the societal marketing concept. As Figure 1.5 shows, the societal marketing concept calls on marketers to balance three considerations in setting their marketing policies: company profits, consumer wants, and society's interests. Originally, most companies based their marketing decisions largely on short-run company profit. Eventually, they began to recognize the long-run importance of satisfying consumer wants, and the marketing concept emerged. Now many companies are beginning to think of society's interests when making their marketing decisions.
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	Figure 1.5
	Three considerations underlying the societal marketing concept


One such company is Johnson & Johnson, rated each year in a Fortune magazine poll as one of America's most admired companies, especially for its community and environmental responsibility. Johnson & Johnson's concern for societal interests is summarized in a company document called "Our Credo," which stresses honesty, integrity, and putting people before profits. Under this credo, Johnson & Johnson would rather take a big loss than ship a bad batch of one of its products. The company supports many community and employee programs that benefit its consumers and workers and the environment. Johnson & Johnson's chief executive puts it this way: "If we keep trying to do what's right, at the end of the day we believe the marketplace will reward us."17
The company backs these words with actions. Consider the tragic tampering case in which eight people died from swallowing cyanide-laced capsules of Tylenol, a Johnson & Johnson brand. Although Johnson & Johnson believed that the pills had been altered in only a few stores, not in the factory, it quickly recalled all of its product. The recall cost the company $240 million in earnings. In the long run, however, the company's swift recall of Tylenol strengthened consumer confidence and loyalty, and Tylenol remains the nation's leading brand of pain reliever. In this and other cases, Johnson & Johnson management has found that doing what's right benefits both consumers and the company. Says the chief executive, "The Credo should not be viewed as some kind of social welfare program . . . it's just plain good business."18 Thus, over the years, Johnson & Johnson's dedication to consumers and community service has made it one of America's most admired companies and one of the most profitable.

	[image: image29.png]Qur Credo

Wo betove ou s responsioy s the doctors. uses ond patients,
o mofhers gl falhers anc ol ofners who se o Proccts oG servicss.
Inmosiing ook needs everying we o st 0@ of Hoh Guoly.

o st onstontlsive fo recuce ourcosts
i rd Tomainon sosonatio priccs
Cusiomers ciders mis! b serviced pompily s ccuralely.

‘O suwpers ond dislbulorsmust have an opporturily
fomoko a/arprof

Wo oreresponsie 0 out empoyees,
1 men and women who workwit us 1YOUGhou! e word
Everyone must be consdered os on ol
Wo mustrespect es ity ond ecognize e mert,
Ty must hove G sense of secult e jobs
Compenolonmust be tair and odequste.
‘ancwerking condifions clecn, rcely onG sfe.

Wo must be minaiul of ways fohelp cur smployees
hei fomiy respors biltes.

Employess must e ffse 10 make suggesions ond compiais
‘Thore sl 50 66U CppOrTunly ot mplaymer developmen!
‘ond ochoncemen for Ihoso cuciod.

o mustprovide compelen! management,

‘andihel octons must bo ket and eftial.

Wo ore responsini o ho communics n which wo o and work
ancito e word community Ge wall
We must be good cifzens — spor! Good works and charies
‘andiber ourfar shore of s
o must encouscge chic mprovaments ond el fer ealih ond educaon.
Wo must moinfain n Good crde”
he pioperty we oxe pivieged o we.
protecting fhe envionment and raturalesourcss.

‘Cufinal esponsiolty s fo our sockhaicers.
Business sl moko 05013 Ll
Wo must oxperment wihnew idocs.
Resoorch must b6 caniod 01 FNovaivG Drogiarms csveloped
ondmitaies poid for
Now oquipment must be putchased new facifies provdod
‘ondnew products kunchod.
Reserves must be crecled fo provide for Gdvorse tmes.
Wnenwe operafs accoiding fo hese principks.
e stocknoiders shoud 100170 0 10 .

(olmonfofmon





	Johnson & Johnson's concern for society is summarized in its credo and in the company's actions over the years. Says one executive, "It's just plain good business."

	Marketing Challenges in the New "Connected" Millennium


As the world spins into the first decade of the twenty-first century, dramatic changes are occurring in the marketing arena. Richard Love of Hewlett-Packard observes, "The pace of change is so rapid that the ability to change has now become a competitive advantage." Yogi Berra, the legendary New York Yankees catcher, summed it up more simply when he said, "The future ain't what it used to be." Technological advances, rapid globalization, and continuing social and economic shifts—all are causing profound changes in the marketplace. As the marketplace changes, so must those who serve it.

The major marketing developments today can be summed up in a single theme: connectedness. Now, more than ever before, we are all connected to each other and to things near and far in the world around us. Moreover, we are connecting in new and different ways. Where it once took weeks or months to travel across the United States, we can now travel around the globe in only hours or days. Where it once took days or even weeks to receive news about important world events, we now see them as they are occurring through live satellite broadcasts. Where it once took days or weeks to correspond with others in distant places, they are now only moments away by phone or the Internet.

In this section, we examine the major trends and forces that are changing the marketing landscape and challenging marketing strategy in this new, connected millennium. As shown in Figure 1.6 and discussed in the following pages, sweeping changes in connecting technologies are causing marketers to redefine how they connect with the marketplace—with their customers, with marketing partners inside and outside the company, and with the world around them. We first look at the dramatic changes that are occurring in the connecting technologies. Then, we examine how these changes are affecting marketing connections.
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	Figure 1.6
	Today's marketing connections


Technologies for Connecting

The major force behind the new connectedness is technology. Explosive advances in computer, telecommunications, information, transportation, and other connecting technologies has had a major impact on the way companies bring value to their customers. The technology boom has created exciting new ways to learn about and track customers, create products and services tailored to meet customer needs, distribute products more efficiently and effectively, and communicate with customers in large groups or one-to-one. For example, through videoconferencing, marketing researchers at a company's headquarters in New York can look in on focus groups in Chicago or Paris without ever stepping onto a plane. With only a few clicks of a mouse button, a direct marketer can tap into online data services to learn anything from what car you drive to what you read to what flavor of ice cream you prefer.

Using today's vastly more powerful computers, marketers create detailed databases and use them to target individual customers with offers designed to meet their specific needs and buying patterns. With a new wave of communication and advertising tools—ranging from cell phones, fax machines, and CD-ROM to interactive TV and video kiosks at airports and shopping malls—marketers can zero in on selected customers with carefully targeted messages. Through electronic commerce, customers can design, order, and pay for products and services without ever leaving home. Then, through the marvels of express delivery, they can receive their purchases in less than 24 hours.

From virtual reality displays that test new products to online virtual stores that sell them, the boom in computer, information, telecommunication, and transportation technology is affecting every aspect of marketing. Consider the rapidly changing face of personal selling. Many companies now equip their salespeople with the latest sales automation tools, including the capacity to develop individualized multimedia presentations and to develop customized market offerings and contracts. Many buyers now prefer to meet salespeople on their computer screens rather than in the office. An increasing amount of personal selling is occurring through videoconferences or live Internet presentations, where buyers and sellers can interact across great distances without the time, costs, or delays of travel.

The Internet

Perhaps the most dramatic new technology driving the connected age is the Internet. The Internet is a vast and burgeoning global web of computer networks with no central management or ownership. It was created during the late 1960s by the U.S. Department of Defense, initially to link government labs, contractors, and military installations. Today, the Internet links computer users of all types around the world. Anyone with a PC, a modem, and the right software—or a TV with a set-top "Web box"—can browse the Internet to obtain or share information on almost any subject and to interact with other users.

The Internet has been hailed as the technology behind a new model for doing business. It allows anytime, anywhere connections to information, entertainment, and communication. Companies are using the Internet to build closer relationships with customers and marketing partners and to sell and distribute their products more efficiently and effectively. They are rapidly converting from "snail mail" and the telephone to the Internet (connecting with customers), intranets (connecting with others in the company), and extranets (connecting with strategic marketing partners, suppliers, and dealers). Beyond competing in traditional marketplaces, they now have access to exciting new marketspaces.
Internet usage surged in the early 1990s with the development of the user-friendly World Wide Web. The U.S. Internet population grew from only 6 million households in 1994 to more than 40 million today; it will grow to a projected 60 million households by the year 2003. The Internet is truly a worldwide phenomenon. Forrester Research projects that U.S. Internet purchasing will grow from only about $21.5 billion in 1995 to more than $1.4 trillion in 2003.19 Notes one analyst, "In just [a few short years], the Net has gone from a playground for nerds into a vast communications and trading center where . . . people swap information and do deals around the world. . . . More than 400,000 companies have hung www.single.com atop their digital doorways with the notion that being anywhere on the Net means selling virtually everywhere."20
Companies of all types are now attempting to snare new customers on the Web. Many traditional "brick-and-mortar" companies have now ventured online in an effort to snare new customers and build stronger customer relationships. For example:

· Car makers such as Toyota use the Internet to develop relationships with owners as well as to sell cars. Its site offers product information, dealer services and locations, leasing information, and much more. For example, visitors to the site can view any of seven lifestyle magazines—alt.Terrain, A Man's Life, Women's Web Weekly, Sportzine, Living Arts, Living Home, and Car Culture—designed to appeal to Toyota's well-educated, above-average-income target audience. 

· Sports fans can cozy up with Nike by logging onto Nike.com, where they can check out the latest Nike products, explore the company's history, or download their favorite athlete's stats. Through its Web page, in addition to its mass-media presence, Nike relates with customers in a more personal, one-to-one way. 

The Internet has also spawned an entirely new breed of companies—the so-called "dot coms"—which operate only online. For example:

Fast-growing eToys is quickly becoming an indispensable ally to time-starved parents looking for a fast and convenient way to buy toys for their children. The three-year-old Web-only retailer pioneered in selling everything from teddy bears to Barbies online. Now the site offers more than 100,000 toys, books, software, videos, and other kid items. Twenty-four hours a day, seven days a week, shoppers can click onto eToys, search for a specific item or browse one of several categories, drop their selections into a virtual shopping cart, pay for them with a credit card, and have them delivered within a day or two by express shipping. The eToys Web site also offers recommendations by age groups, a gift registry, a bestsellers list, and features on the latest children's products. Is the site successful? After only three years, eToys has won some 600,000 customers and almost $30 million of their purchases. "There is tremendous competition," says eToys CEO Toby Lenk. "The difference is we are just kids and we are just the Web."21 

It seems that almost every business—from garage-based start-ups to established giants such as IBM, GE, Marriott Hotels, JCPenney, and American Airlines—is setting up shop on the Internet. All are racing to explore and exploit the Web's marketing possibilities. However, for all its potential, the Internet does have drawbacks. Despite growing use of the Web for shopping, in a recent survey 54 percent of Web users said that they were not likely to use the Internet for online purchases ever in the future. Although the value of a Web site is difficult to measure, the actuality is that few companies have made much money from their Internet efforts.22
Thus, changes in connecting technologies are providing exciting new opportunities for marketers. We now look at the ways these changes are affecting how companies connect with their customers, marketing partners, and the world around us (see Figure 1.6).

Connections with Customers

The most profound new developments in marketing involve the ways in which today's companies are connecting with their customers. Yesterday's companies focused on mass marketing to all comers at arm's length. Today's companies are selecting their customers more carefully and building more lasting and direct relationships with these carefully targeted customers.

Connecting with More Carefully Selected Customers

Few firms today still practice true mass marketing—selling in a standardized way to any customer who comes along. Today, most marketers are realizing that they don't want to connect with just any customers. Instead, most are targeting fewer, potentially more profitable customers.

The United States—in fact, the world—has become more of a "salad bowl" of diverse ethnic, cultural, social, and locational groups. Although these diverse groups have mixed together, they maintain diversity by keeping and valuing important differences. Moreover, customers themselves are connecting in new ways to form specific "consumer communities," in which buyers connect with each other by common interests, situations, and activities.

Greater diversity and these new consumer connections have meant greater market fragmentation. In response, most firms have moved from mass marketing to segmented marketing, in which they target carefully chosen submarkets or even individual buyers. "One-to-one marketing" has become the order of the day for some marketers. They build extensive customer databases containing rich information on individual customer preferences and purchases. Then, they mine these databases to gain segment and customer insights by which they can "mass-customize" their offerings to deliver greater value to individual buyers.

At the same time that companies are finding imaginative new ways to deliver more value to customers, they are also beginning to assess carefully the value of customers to the firm. They want to connect only with customers that they can serve profitably. Once they identify profitable customers, firms can create attractive offers and special handling to capture these customers and earn their loyalty. The banking industry has led the way in assessing customer profitability. After decades of casting a wide net to lure as many customers as possible, many banks are now mining their vast databases to identify winning customers and weed out losing ones. Take First Union as an example:

Fielding phone calls at First Union's huge customer service center [in Charlotte, NC], Amy Hathcock is surrounded by reminders to deliver the personal touch. Televisions hang from the ceiling so she can glance at the Weather Channel to see if her latest caller just came in from the rain; a bumper sticker in her cubicle encourages, "Practice random kindness and senseless acts of beauty." But when it comes to answering yes or no to a customer who wants a lower credit-card interest rate or to escape the bank's $28 bounced-check fee, there is nothing random about it. The service all depends on the color of a tiny square—green, yellow, or red—that pops up on Ms. Hathcock's computer screen next to the customer's name. For customers who get a red pop-up, Ms. Hathcock rarely budges; these are the ones whose accounts lose money for the bank. Green means the customers generate hefty profits for First Union and should be granted waivers. Yellow is for in-between customers: There's a chance to negotiate. The bank's computer system, called "Einstein," takes just 15 seconds to pull up the ranking on a customer, using a formula that calculates [customer value based on the account's] minimum balances, account activity, branch visits, and other variables. "Everyone isn't all the same anymore," says Steven G. Boehm, general manager of First Union's customer-information center.23
Connecting for a Customer's Lifetime
At the same time that companies are being more selective about which customers they choose to serve, they are serving those they choose in a deeper, more lasting way. In the past, many companies have focused on finding new customers for their products and closing sales with them. In recent years, this focus has shifted toward keeping current customers and building lasting relationships based on superior customer satisfaction and value. Increasingly, the goal is shifting from making a profit on each sale to making long-term profits by managing the lifetime value of a customer.

In turn, as businesses do a better and better job of keeping old customers, competitors find it increasingly difficult to acquire new customers. As a result, marketers now spend less time figuring out how to increase "share of market" and more time trying to grow "share of customer." They offer greater variety to current customers and train employees to cross-sell and up-sell in order to market more products and services to existing customers. For example, Amazon.com began as an online bookseller, but now offers music, videos, gifts, toys, consumer electronics, home improvement items, and even an online auction as well, increasing per-customer sales. In addition, based on each customer's purchase history, the company recommends related books, CDs, or videos that might be of interest. In this way, Amazon.com captures a greater share of each customer's leisure and entertainment budget.

Connecting Directly

Today, beyond connecting more deeply, many companies are also taking advantage of new technologies that let them connect more directly with their customers. In fact, direct marketing is booming. Virtually all products are now available without going to a store—by telephone, mail-order catalogs, kiosks, and electronic commerce. For example, customers surfing the Internet can view pictures of almost any product, read the specs, shop among online vendors for the best prices and terms, speak with online vendors' shopping consultants, and even place and pay for their orders—all with only a few mouse clicks. Business-to-business purchasing over the Internet has increased even faster than online consumer buying. Business purchasing agents routinely shop on the Web for items ranging from standard office supplies to high-priced, high-tech computer equipment.

Some companies sell only via direct channels—firms such as Dell Computer, Lands' End, 1-800-Flowers, and Amazon.com, to name only a few. Other companies use direct connections as a supplement to their other communications and distribution channels. For example, Procter & Gamble sells Pampers disposable diapers through retailers, supported by millions of dollars of mass-media advertising. However, P&G uses its Web site to build relationships with young parents by providing information and advice on everything from diapering to baby care and child development. Similarly, you can't buy crayons from the Crayola Web site. However, you can find out how to remove crayon marks from your prize carpeting or freshly painted walls.

Direct marketing is redefining the buyer's role in connecting with sellers. Instead of being the targets of a company's one-way marketing efforts, customers have now become active participants in shaping the marketing offer and process. Many companies now let customers design their own desired products online. For example, shoppers at the Lands' End site can build a "personal model" with their own hair color, height, and shape. They then visit an online dressing room, where they can try clothes on the model to see how they would look in them. The site also gives buyers tips on how best to dress given their individual body styles.

Some marketers have hailed direct marketing as the "marketing model of the next millennium." They envision a day when all buying and selling will involve direct connections between companies and their customers. Others, although agreeing that direct marketing will play a growing and important role, see it as just one more way to approach the marketplace. We will examine the exploding world of direct marketing in more detail in chapter 8.
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	Take a moment to explore how a few companies have responded to the challenge of connecting with customers in our technological age.
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Connections with Marketing Partners

In these ever more connected times, major changes are occurring in how marketers connect with others inside and outside the company to jointly bring greater value to customers.

Connecting Inside the Company

Traditionally, marketers have played the role of intermediary, charged with understanding customer needs and representing the customer to different company departments, which then acted upon these needs. The old thinking was that marketing is done only by marketing, sales, and customer support people. However, in today's connected world, every functional area can interact with customers, especially electronically. Marketing no longer has sole ownership of customer interactions. The new thinking is that every employee must be customer focused. David Packard, cofounder of Hewlett-Packard, wisely said: "Marketing is far too important to be left only to the marketing department."24
Today's forward-looking companies are reorganizing their operations to align them better with customer needs. Rather than letting each department pursue its own objectives, firms are linking all departments in the cause of creating customer value. Rather than assigning only sales and marketing people to customers, they are forming cross-functional customer teams. For example, Procter & Gamble assigns "customer development teams" to each of its major retailer accounts. These teams—consisting of sales and marketing people, operations and logistics specialists, market and financial analysts, and others—coordinate the efforts of many P&G departments toward serving the retailer and helping it to be more successful.

Connecting with Outside Partners

Rapid changes are also occurring in how marketers connect with their suppliers, channel partners, and even competitors. Most companies today are networked companies, relying heavily on partnerships with other firms.

Supply Chain Management

Marketing channels consist of distributors, retailers, and others who connect the company to its buyers. The supply chain describes a longer channel, stretching from raw materials to components to final products that are carried to final buyers. For example, the supply chain for personal computers consists of suppliers of computer chips and other components, the computer manufacturer, and the distributors, retailers, and others who sell the computers to businesses and final customers. Each member of the supply chain creates and captures only a portion of the total value generated by the supply chain.

Through supply chain management, many companies today are strengthening their connections with partners all along the supply chain. They know that their fortunes rest not only on how well they perform but also on how well their entire supply chain performs against competitors' supply chains. Rather than treating suppliers as vendors and distributors as customers, it treats both as partners in delivering value to consumers. For example, Wal-Mart works with suppliers like Procter & Gamble, Rubbermaid, and Black & Decker to streamline logistics and reduce joint distribution costs, resulting in lower prices to consumers. Saturn, on the one hand, works closely with carefully selected suppliers to improve quality and operations efficiency. On the other hand, it works with its franchise dealers to provide top-grade sales and service support that will bring customers in the door and keep them coming back.

Strategic Alliances

Beyond managing the supply chain, today's companies are also discovering that they need strategic partners if they hope to be effective. In the new global environment, with greater competition from more and more products and choices, going it alone is going out of style. Strategic alliances are booming across the entire spectrum of industries and services. A recent study found that one in every four dollars earned by the top 1,000 U.S. companies flows from alliances, double the rate in the early 1990s.25 As Jim Kelly, CEO at UPS puts it, "the old adage 'If you can't beat 'em, join 'em,' is being replaced by 'Join 'em and you can't be beat.' " Notes another analyst

[Think about] how Home Depot and other large retailers operate behind the scenes. They might sell do-it-yourself to consumers, but their own business proposition is do-it-together. Increasingly, enlightened companies are forming strategic alliances with customers, suppliers, and other venture partners. . . . They are replacing go-it-alone strategies with reliance on partnering. . . . Do-it-together means leveraging the strengths of a business partner to create more value and build more sales than either company could do alone. . . . Large companies often count on technological breakthroughs from tiny focused partners who, in turn, need large partners to reach international markets and build credibility. Every search for ways to build sales should include a search for partners who can help reach that goal faster.26
Many strategic alliances take the form of marketing alliances. These may be product or service alliances in which one company licenses another to produce its product, or two companies jointly market their complementary products. For instance, Apple Computer joined with Digital Vax to codesign, comanufacture, and comarket a new product. Through promotional alliances, one company agrees to join in a promotion for another company's product or service. For example, McDonald's teamed up with Ty to offer an incredibly successful Beanie Babies promotion for its value meals. Companies may form logistics alliances in which one company offers distribution services for another company's product. Abbott Laboratories warehouses and delivers all of 3M's medical and surgical products to hospitals across the United States. Finally, one or more companies may join in special pricing alliances, as when hotel and rental car companies join forces to offer mutual price discounts.

Companies need to give careful thought to finding partners who might complement their strengths and offset their weaknesses. Well-managed alliances can have a huge impact on sales and profits. Corning, the $5-billion-a-year glass and ceramics maker, is renowned for making partnerships. It has derived half of its profits from joint ventures that apply its glass technology to various products in many countries, and even defines itself as a "network of organizations." That network includes German and Korean electronics giants, Seimens and Samsung, and Mexico's biggest glassmaker, Vitro. Another good example is AT&T and Sovintel, a Russian telephone company. The two joined forces to offer high-speed ISDN services for digitized voice, data, and video communication between the two countries. By joining together, the two telecommunications companies can offer new services for more business customers than either could do alone.27
Connections with the World Around Us

Beyond redefining their relationships with customers and partners, marketers are taking a fresh look at the ways in which they connect with the broader world around them. Here we look at trends toward increasing globalization, more concern for social environmental responsibility, and greater use of marketing by nonprofit and public-sector organizations.

Global Connections

In an increasingly smaller world, many marketers are now connected globally with their customers and marketing partners. The world economy has undergone radical change during the past two decades. Geographical and cultural distances have shrunk with the advent of jet planes, fax machines, global computer and telephone hookups, world television satellite broadcasts, and other technical advances. This has allowed companies to greatly expand their geographical market coverage, purchasing, and manufacturing. The result is a vastly more complex marketing environment for both companies and consumers.

Today, almost every company, large or small, is touched in some way by global competition—from the neighborhood florist that buys its flowers from Mexican nurseries to the U.S. electronics manufacturer that competes in its home markets with giant Japanese rivals; from the fledgling Internet retailer that finds itself receiving orders from all over the world to the large American consumer goods producer that introduces new products into emerging markets abroad.

American firms have been challenged at home by the skillful marketing of European and Asian multinationals. Companies such as Toyota, Seimens, Nestlé, Sony, and Samsung have often outperformed their U.S. competitors in American markets. Similarly, U.S. companies in a wide range of industries have found new opportunities abroad. Coca-Cola, General Motors, Exxon, IBM, General Electric, DuPont, Motorola, and dozens of other American companies have developed truly global operations, making and selling their products worldwide.

Today, companies are not only trying to sell more of their locally produced goods in international markets, they also are buying more components and supplies abroad. For example, Bill Blass, one of America's top fashion designers, may choose cloth woven from Australian wool with designs printed in Italy. He will design a dress and fax the drawing to a Hong Kong agent, who will place the order with a Chinese factory. Finished dresses will be air-freighted to New York, where they will be redistributed to department and specialty stores around the country.

Thus, managers in countries around the world are increasingly taking a global, not just local, view of the company's industry, competitors, and opportunities. They are asking: What is global marketing? How does it differ from domestic marketing? How do global competitors and forces affect our business? To what extent should we "go global?" Many companies are forming strategic alliances with foreign companies, even competitors, who serve as suppliers or marketing partners. Winning companies in the future may well be those that have built the best global networks.

Connections with Our Values and Social Responsibilities

Marketers are reexamining their connections with social values and responsibilities and with the very Earth that sustains us. As the worldwide consumerism and environmentalism movements mature, today's marketers are being called upon to take greater responsibility for the social and environmental impact of their actions. Corporate ethics and social responsibility have become hot topics in almost every business arena, from the corporate boardroom to the business school classroom. And few companies can ignore the renewed and very demanding environmental movement.

The social responsibility and environmental movements will place even stricter demands on companies in the future. Some companies resist these movements, budging only when forced by legislation or consumer outcries. More forward-looking companies, however, readily accept their responsibilities to the world around them. They view socially responsible actions as an opportunity to do well by doing good—to profit by serving the best long-run interests of their customers and communities. Some companies—such as Ben & Jerry's, Saturn, The Body Shop, and others—are practicing "caring capitalism" and distinguishing themselves by being more civic-minded and caring. They are building social responsibility and action into their company value and mission statements. For example, Ben & Jerry's mission statement challenges all employees, from top management to ice cream scoopers in each store, to include concern for individual and community welfare in their day-to-day decisions.28
Broadening Connections

More and more different kinds of organizations are using marketing to connect with customers and other important constituencies. In the past, marketing has been most widely applied in the for-profit business sector. In recent years, however, marketing also has become a major component in the strategies of many nonprofit organizations, such as colleges, hospitals, museums, symphony orchestras, and even churches. Consider the following examples:

· Siskin Hospital, a rehabilitation facility in the southeastern United States, has developed a marketing Web site. The purpose of the site is to position the hospital as a leader in the rehabilitation field. It provides information and education to the hospital's 14 distinct target audiences, ranging from current and potential patients to health care professionals, hospital staff, job seekers, and the general public. Visitors to the Web site can browse through an online newsletter to learn more about physical rehabilitation and Suskin's programs; review case histories of past patients and their successes; ask questions of the hospital's doctors, nurses, and therapists; and link to other information sources on the Web or in the hospital's "Patient's Library." Siskin regularly markets the Web site through events, specialty advertising items with the imprinted Web site address, and high-impact, direct-mail pieces sent to key prospective users. How has the effort paid off? The site receives more than 400 hits per day and averages 10 to 15 inquiries weekly from potential employees or individuals seeking information on specific rehabilitation-related conditions or treatment programs.29
· At the Sausalito Presbyterian Church, an affluent congregation just across the Golden Gate Bridge from San Francisco, worshipers who'd rather watch football or go to the beach on Sunday morning do church on Saturday evening, at a rock and gospel music service called "Saturday Night Alive." What's particularly revealing about this gathering is the way it's advertised on the church's Web site. Saturday night worship, it seems, is very user-friendly. "Following the service," the Web page reads, "there is plenty of time to go to dinner, the movies, attend a party or other activities." It's a small but significant disclaimer, revealing how worship must now be marketed as just another diversion in the busy lives of folks in northern California. Church leaders across the nation are using computerized demographic studies and other sophisticated marketing techniques to fill their pews. "Mainline churches don't have to die," says church marketing consultant Richard Southern. "Anyone can learn these marketing and outreach techniques. You don't have to change your theology or your political stance." Southern encourages "an essential . . . shift in the way church is done," putting the needs of potential "customers" before the needs of the institutional church. "Baby boomers think of churches like they think of supermarkets," Southern observes. "They want options, choices, and convenience. Imagine if Safeway was only open one hour a week, had only one product, and didn't explain it in English."30 

Similarly, many private colleges, facing declining enrollments and rising costs, are using marketing to compete for students and funds. They are defining target markets, improving their communication and promotion, and responding better to student needs and wants. Many performing arts groups—even the Lyric Opera Company of Chicago, which has seasonal sellouts—face huge operating deficits that they must cover by more aggressive donor marketing. Finally, many long-standing nonprofit organizations—the YMCA, the Salvation Army, the Girl Scouts—have lost members and are now modernizing their missions and "products" to attract more members and donors.31
Even government agencies have shown an increased interest in marketing. For example, the U.S. Army has a marketing plan to attract recruits, and various government agencies are now designing social marketing campaigns to encourage energy conservation and concern for the environment or to discourage smoking, excessive drinking, and drug use. Even the once-stodgy U.S. Postal Service has developed innovative marketing to sell commemorative stamps, promote its priority mail services against those of its competitors, and lift its image. It has invested heavily in its "Fly Like an Eagle" image advertising campaign. Roxanne Symko, the USPS's manager of advertising and promotion, comments, "We want to position ourselves in a new light, as innovative and looking forward."32
Thus, it seems that every type of organization can connect through marketing. The continued growth of nonprofit and public-sector marketing presents new and exciting challenges for marketing managers.
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	Take a moment to consider what some American Internet firms have accomplished abroad.
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The New Connected World of Marketing

So, today, smart marketers of all kinds are taking advantage of new opportunities for connecting with their customers, their marketing partners, and the world around them. Table 1.1 compares the old marketing thinking to the new. The old marketing thinking saw marketing as little more than selling or advertising. It viewed marketing as customer acquisition rather than customer care. It emphasized trying to make a profit on each sale rather than trying to profit by managing customer lifetime value. It also concerned itself with trying to sell products rather than to understand, create, communicate, and deliver real value to customers.
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	Table 1.1
	Marketing Connections in Transition

	The Old Marketing Thinking
The New Marketing Thinking
Connections with Customers
Be sales and product centered 
Practice mass marketing 
Focus on products and sales 
Make sales to customers 
Get new customers 
Get new customers 
Grow share of market 
Serve any customer 
Communicate through mass media 
Make standardized products 

Be market and customer centered 
Target selected market segments or individuals 
Focus on customer satisfaction and value 
Develop customer relationships 
Keep old customers 
Grow share of customer 
Serve profitable customers, "fire" losing ones 
Connect with customers directly 
Develop customized products 

Connections with Marketing Partners
Leave customer satisfaction and value to sales and marketing 
Go it alone 

Enlist all departments in the cause of customer satisfaction and value 
Partner with other firms

Connections with the World Around Us
Market locally 
Assume profit responsibility 
Market for profits 
Conduct commerce in marketplaces
Market locally and globally 
Assume social and environmental responsibility 
Market for nonprofits 
Conduct e-commerce in marketspaces



Fortunately, this old marketing thinking is now giving way to newer ways of thinking. Today's smart marketing companies are improving their customer knowledge and customer connections. They are targeting profitable customers, then finding innovative ways to capture and keep these customers. They are forming more direct connections with customers and building lasting customer relationships. They are using more targeted media and integrating their marketing communications to deliver meaningful and consistent messages through every customer contact. They are employing more technologies such as videoconferencing, sales automation software, and the Internet, intranets, and extranets. They see their suppliers and distributors as partners, not adversaries. In sum, they are forming new kinds of connections for delivering superior value to their customers.

We will explore all of these developments in more detail in future pages. For now, we must recognize that marketing will continue to change dramatically as we move into the twenty-first century. The new millennium offers many exciting opportunities for forward-thinking marketers.

Key Terms
marketing 

A social and managerial process whereby individuals and groups obtain what they need and want through creating and exchanging products and value with others. 

need 

A state of felt deprivation. 

want 

The form taken by a human need as shaped by culture and individual personality. 

demands 

Human wants that are backed by buying power. 

product 

Anything that can be offered to a market for attention, acquisition, use, or consumption that might satisfy a want or need. It includes physical objects, services, persons, places, organizations, and ideas. 

service 

Any activity or benefit that one party can offer to another that is essentially intangible and does not result in the ownership of anything. 

customer value 

The difference between the values the customer gains from owning and using a product and the costs of obtaining the product. 

customer satisfaction 

The extent to which a product's perceived performance matches a buyer's expectations. If the product's performance falls short of expectations, the buyer is dissatisfied. If performance matches or exceeds expectations, the buyer is satisfied or delighted. 

total quality management (TQM) 

Programs designed to constantly improve the quality of products, services, and marketing processes. 

exchange 

The act of obtaining a desired object from someone by offering something in return. 

transaction 

A trade between two parties that involves at least two things of value, agreed-upon conditions, a time of agreement, and a place of agreement. 

relationship marketing 

The process of creating, maintaining, and enhancing strong, value-laden relationships with customers and other stakeholders. 

market 

The set of all actual and potential buyers of a product or service. 

marketing management 

The analysis, planning, implementation, and control of programs designed to create, build, and maintain beneficial exchanges with target buyers for the purpose of achieving organizational objectives. 

demarketing 

Marketing to reduce demand temporarily or permanently; the aim is not to destroy demand, but only to reduce or shift it. 

production concept 

The philosophy that consumers will favor products that are available and highly affordable and that management should therefore focus on improving production and distribution efficiency. 

product concept 

The idea that consumers will favor products that offer the most quality, performance, and features and that the organization should therefore devote its energy to making continuous product improvements. A detailed version of the new-product idea stated in meaningful consumer terms. 

selling concept 

The idea that consumers will not buy enough of the organization's products unless the organization undertakes a large-scale selling and promotion effort. 

marketing concept 

The marketing management philosophy that holds that achieving organizational goals depends on determining the needs and wants of target markets and delivering the desired satisfactions more effectively and efficiently than competitors do. 

societal marketing concept 

The idea that the organization should determine the needs, wants, and interests of target markets and deliver the desired satisfactions more effectively and efficiently than do competitors in a way that maintains or improves the consumer's and society's well being. 

internet (or the Net) 

The vast and burgeoning global web of computer networks with no central management or ownership. 

Review of Concept Connections
Today's successful companies—whether large or small, for-profit or nonprofit, domestic or global—share a strong customer focus and a heavy commitment to marketing. Many people think of marketing as only selling or advertising. But marketing combines many activities—marketing research, product development, distribution, pricing, advertising, personal selling, and others—designed to sense, serve, and satisfy consumer needs while meeting the organization's goals. Marketing seeks to attract new customers by promising superior value and to keep current customers by delivering satisfaction.

Marketing operates within a dynamic global environment. Rapid changes can quickly make yesterday's winning strategies obsolete. Marketers face many new challenges and opportunities. To be successful, companies will have to be strongly market focused.

1. Define what marketing is and discuss its core concepts. 
Marketing is a social and managerial process whereby individuals and groups obtain what they need and want through creating and exchanging products and value with others. The core concepts of marketing are needs, wants, and demands; products and services; value, satisfaction, and quality; exchange, transactions, and relationships; and markets. Wants are the form assumed by human needs when shaped by culture and individual personality. When backed by buying power, wants become demands. People satisfy their needs, wants, and demands with products and services. A product is anything that can be offered to a market to satisfy a need or want. Products also include services and other entities such as experiences, persons, places, organizations, information, and ideas. 

2. Explain the relationships between customer value, satisfaction, and quality. 
In deciding which products and services to buy, consumers rely on their perception of relative value. Customer value is the difference between the values the customer gains from owning and using a product and the costs of obtaining and using the product.Customer satisfaction depends on a product's perceived performance in delivering value relative to a buyer's expectations. Customer satisfaction is closely linked to quality, leading many companies to adopt total quality management (TQM) practices. Marketing occurs when people satisfy their needs and wants through exchange. Beyond creating short-term exchanges, marketers need to build long-term relationships with valued customers, distributors, dealers, and suppliers. 

3. Define marketing management and examine how marketers manage demand and build profitable customer relationships. 
Marketing management is the analysis, planning, implementation, and control of programs designed to create, build, and maintain beneficial exchanges with target buyers for the purpose of achieving organizational objectives. It involves more than simply finding enough customers for the company's current output. Marketing is at times also concerned with changing or even reducing demand. Managing demand means managing customers. Beyond designing strategies to attract new customers and create transactions with them, today's companies are focusing on retaining current customers and building lasting relationships through offering superior customer value and satisfaction. 

4. Compare the five marketing management philosophies. 
Marketing management can be guided by five different philosophies. The production concept holds that consumers favor products that are available and highly affordable; management's task is to improve production efficiency and bring down prices. The product concept holds that consumers favor products that offer the most in quality, performance, and innovative features; thus, little promotional effort is required. The selling concept holds that consumers will not buy enough of the organization's products unless it undertakes a large-scale selling and promotion effort. The marketing concept holds that achieving organizational goals depends on determining the needs and wants of target markets and delivering the desired satisfactions more effectively and efficiently than competitors do. The societal marketing concept holds that generating customer satisfaction and long-run societal well-being are the keys to achieving both the company's goals and its responsibilities. 

5. Analyze the major challenges for future marketers. 
Dramatic changes in the marketplace are creating many marketing opportunities and challenges. Major marketing developments can be summed up in a single theme: connections. The explosive growth in connecting technologies—computer, telecommunications, information, and transportation technologies—has created exciting new ways for marketers to learn about and serve consumers, in large groups or one-to-one. Marketers are rapidly redefining how they connect with their customers, with their marketing partners, and with the world around them. They are choosing their customers more carefully and developing closer, more lasting, and more direct connections with them. Realizing that going it alone is going out of style, they are connecting more closely with other company departments and with other firms in an integrated effort to bring more value to customers. They are taking a fresh look at the ways in which they connect with the broader world, resulting in increased globalization, growing attention to social and environmental responsibilities, and greater use of marketing by nonprofit and public-sector organizations. The new, connected millennium offers exciting possibilities for forward-thinking marketers. 

