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Customer-Driven Marketing

Learning Goals
1

Summarize the ways in which marketing creates utility.

2

Explain the marketing concept and relate how customer satisfaction contributes to added value.

3

Describe the components of a market and distinguish between B2B and B2C marketing.

4

Outline the basic steps in developing a marketing strategy.

5

Describe the marketing research function.

6

Identify each of the methods available for segmenting consumer and business markets.

7

Distinguish between buyer behavior and consumer behavior.

8

Discuss the benefits of relationship marketing.

A New Age of Banking: Convenient and Personal

At first, it seemed like a great idea: automate as much of the customer’s banking experience as possible. The installation of ATMs meant that consumers could make deposits and withdrawals anytime they wanted, and banks could cut staffing costs.

The same theory applied to Internet banking; consumers could sit at the computer in their jammies at 4 in the morning and pay bills or balance their checking accounts, while banks didn’t need to pay people to accept checks or hand out cash. In some respects, this automated era of banking, which took hold in the late 1990s, did add convenience to the banking experience. But it also began to erode the relationship that banks could have been building with their customers. Then, when the economy began to take a nosedive, managing these relationships became increasingly important.

“When Internet banking started a few years ago, everyone was saying ‘more automation, less human interaction,’” notes Avivah Litan, a banking industry analyst with the Gartner Group. “Now [bankers] have learned that their bread and butter is more human interaction.” Much of this shift is due to the fact that consumer confidence was battered during a series of events: a sluggish economy; the stock market plunge; the collapse of large companies like Enron, HealthSouth, and WorldCom; the 9/11 terrorist attacks; the global outbreak of a deadly pneumonia-like virus called SARS; and the brief war with Iraq. “For the first time in a decade, American consumers are no longer looking for capital gains from the stock market,” explains Richard Bove, managing director for analyst Hoefer & Arnett. “A whole generation of investors has been destroyed. [Several] years ago, nobody knew it was going to happen. But it happened—and bang-o, the money started pouring in.” Consumers began plunking their hard-earned dollars into savings accounts in local banks—and taking home premiums from toasters to tote bags.

The change presents a golden marketing opportunity for banks—in particular, the regional and community banks trying to compete with global giants like Bank of America and Citibank—to develop strong relationships with their customers. New Haven Savings Bank held a contest in which the winner—a bank customer—would receive the services of the bank’s CEO to help with household chores such as walking the dog or cooking. Washington Mutual’s branches have kids’ play areas and roaming tellers. Many branch banks around the country are receiving a total makeover to create a relaxed, personal atmosphere in which people feel more comfortable. “I call it simplicity marketing,” says Brad Davis, chief marketing officer at Washington Mutual. “People are looking for something honest, direct, and real.”

Not that automation or convenience is gone—far from it. ATMs are here to stay, and customers can look up mortgage rates online, but many banks now have real people staffing the phone lines to cement a relationship with the first call. This is an essential element for the so-called community banks—those small operations whose entire market typically consists of several branches located within a single metro area. A recent survey of community banks conducted by the American Bankers Association and the ABA Banking Journal revealed that 91 percent offer debit cards, 79 percent are open on Saturday, 70 percent offer or plan to offer telephone banking, and 65 percent offer or plan to offer online banking. Meanwhile, 96 percent say that a staff member answers all calls to their bank’s main number during banking hours, and more than 60 percent report that they require employees to respond to customer e-mails, voice mails, and messages the same day they are received. “This year’s survey helps illustrate why community banking remains such a popular choice,” observes Steve Cocheo, executive editor of the ABA Banking Journal. “It also shows us that community banks are operating in an increasingly competitive environment.”

Competition means that banks continually need to find new ways to serve their customers. At Commerce New York, branches are open seven days a week, and on rainy days, employees with umbrellas guide customers back and forth to their cars. If this trend toward enhanced retail service keeps up, perhaps banks will consider restocking their ATMs with bills in denominations other than just twenties. If not, there’s always the free lollipop.1
Business success in the 21st century is directly tied to a company’s ability to identify and serve its target markets. In fact, all organizations—profit-oriented and not-for-profit, manufacturing and retailing—must serve customer needs to succeed, just as the banks described in the opening vignette are attempting to do. Marketing is the link between the organization and the people who buy and use its goods and services. It is the way organizations determine buyer needs and inform potential customers that their firms can meet those needs by supplying a quality product at a reasonable price. And it is the path to developing loyal, long-term customers.


Although final consumers who purchase goods for their own use and enjoyment or business purchasers seeking products to use in their firm’s operation may seem to be massive, formless markets, marketers see different wants and needs for each group. To understand buyers, from huge manufacturers to Web surfers to shoppers in the grocery aisles, companies are gathering mountains of data on every aspect of lifestyles and buying behaviors. Marketers use the data to understand the needs and wants of both final customers and business buyers so that they can better satisfy them.


This chapter begins with an examination of the marketing concept and the way businesspeople develop a marketing strategy. We then turn to marketing research techniques, leading to an explanation of how businesses apply marketing research data to market segmentation and understanding customer behavior. The chapter closes with a detailed look at the important role played by customer relationships in today’s highly competitive business world.

What Is Marketing?

Every organization—from profit-seeking firms like BestBuy and Coach to such not-for-profits as Easter Seals and Make-A-Wish—must serve customer needs to succeed. Perhaps retail pioneer J. C. Penney best expressed this priority when he told his store managers, “Either you or your replacement will greet the customer within the first 60 seconds.”

Marketing is the process of determining customer wants and needs and then providing the goods and services that meet or exceed expectations. In addition to selling goods and services, marketing techniques help people to advocate ideas or viewpoints and to educate others. The American Diabetes Association mails out questionnaires that ask, “Are you at risk for diabetes?” The documents help educate the general public about this widespread disease by listing its risk factors and common symptoms and describing the work of the association.

marketing process of planning and executing the conception, distribution, promotion, and pricing of ideas, goods, services, organizations, and events to create and maintain relationships that satisfy individual and organizational objectives.
Department store founder Marshall Field explained marketing quite clearly when he advised one employee to “give the lady what she wants.” The phrase became the company motto, and it remains a business truism that reflects the importance of a customer orientation to an organization. This orientation may permit marketers to respond to customer wants that the customers themselves have not yet identified. Moretti Polegato, founder of an Italian shoe company called Geox, identified a need for shoes that increase comfort by keeping feet dry. He developed a sole made of perforated rubber that allows air to circulate, combined with a membrane inside the sole to keep water out. Geox shoes, which combine this modern technology with sophisticated Italian design, are available at shops in Europe, North and South America, Asia, Australia, and South Africa. Geox informs customers about its products with a message that emphasizes the shoes’ high-tech soles.2
As these examples illustrate, marketing is more than just selling. It is a process that begins with discovering unmet customer needs and continues with researching the potential market; producing a good or service capable of satisfying the targeted customers; and promoting, pricing, and distributing that good or service. Throughout the entire marketing process, a successful organization focuses on building customer relationships.

When two or more parties benefit from trading things of value, they have entered into an exchange process. If you decide to purchase the pack of Wrigley’s Spearmint gum shown in Figure 12.1, you will engage in an exchange process. The other party may be a convenience food store clerk, a person operating the checkout counter at your local supermarket, a gas station attendant, or even a surrogate human in the form of a vending machine. In exchange for a few coins paid to the retail employee or inserted in the vending machine, you receive the gum. But the exchange process is more complex than that; it could not occur if Wrigley’s did not market its product and if you were not aware of it and did not have the coins required to purchase it. Because of marketing, your need for a certain flavor—and brand—of gum is satisfied, and the manufacturer’s business is successful. This example suggests how marketing can contribute to the continuing improvement of a society’s overall standard of living.

FIGURE 12.1

The Exchange Process

Courtesy of WM. WRIGLEY JR. COMPANY. Photographer Darran Rees—Doug Brown, Agent.
How Marketing Creates Utility

Marketing is a complex activity that affects many aspects of an organization and its dealings with customers. The ability of a good or service to satisfy the wants and needs of customers is called utility. A company’s production function creates form utility by converting raw materials, component parts, and other inputs into finished goods and services. But the marketing function creates time, place, and ownership utility. Time utility is created by making a good or service available when customers want to purchase it. Place utility is created by making a product available in a location convenient for customers. Ownership utility refers to an orderly transfer of goods and services from the seller to the buyer. Starbucks, which creates form utility by converting coffee plants into coffee beans and ground coffee, attempts to create time, place, and ownership utility by offering its gourmet coffee beans in selected grocery stores. The upscale coffee marketer creates time utility by offering the coffee beans in a store where consumers can make their purchase while grocery shopping; place utility by offering them in a convenient location that consumers visit anyway; and ownership utility by making the transaction between consumer and seller a smooth, simple one. And there’s an extra bonus: once consumers get the coffee beans home, they don’t have to make an extra trip outside each time they want a cup of Starbucks coffee.

utility want-satisfying power of a good or service.
1. What is the exchange process?

2. What is utility?
Evolution of the Marketing Concept

Marketing has always been a part of business, from the earliest village traders to large 21st-century organizations producing and selling complex goods and services. Over time, however, marketing activities evolved through the four eras shown in Figure 12.2: the production, sales, and marketing eras, and now the relationship era. Note that these eras parallel some of the business eras discussed in Chapter 1.

FIGURE 12.2

Four Eras in the History of Marketing

They Said It

Before you build a better mousetrap, it helps to know if there are any mice out there.

—Mortimer B. Zuckerman (b. 1937)
editor in chief, U.S. News & World Report
For centuries, organizations of the production era stressed efficiency in producing quality products. Their philosophy could be summed up by the remark, “A good product will sell itself.” Although this production orientation continued into the 20th century, it gradually gave way to the sales era, in which businesses assumed that consumers would buy as a result of energetic sales efforts. Organizations didn’t fully recognize the importance of their customers until the marketing era of the 1950s, when they began to adopt a consumer orientation. This focus has intensified in recent years, leading to the emergence of the relationship era in the 1990s, which continues to this day. In the relationship era, companies emphasize customer satisfaction and building long-term relationships with customers.

Emergence of the Marketing Concept

The term marketing concept refers to a companywide customer orientation with the objective of achieving long-run success. The basic idea of the marketing concept is that marketplace success begins with the customer. In other words, a firm should analyze each customer’s needs and then work backward to offer products that fulfill them. The emergence of the marketing concept can be explained best by the shift from a seller’s market—one with a shortage of goods and services—to a buyer’s market—one with an abundance of goods and services. During the 1950s, the U.S. became a strong buyer’s market, forcing companies to satisfy customers rather than just producing and selling goods and services.

marketing concept companywide consumer orientation to promote long-run success.
Delivering Added Value through Customer Satisfaction and Quality

What is the most important sale for a company? Some assume that it’s the first, but many marketers argue that the second sale is the most important, since repeat purchases are concrete evidence of customer satisfaction. The concept of a good or service pleasing buyers because it has met or exceeded their needs and expectations is crucial to an organization’s continued operation. A company that fails to match the customer satisfaction that its competitors provide will not stay in business for very long. In contrast, increasing customer loyalty by just 5 percent translates into significant increases in lifetime profits per customer. In the wake of unsettling times in the telecommunications industry, BellSouth set out to distinguish itself from troubled competitors WorldCom and Qwest by launching a marketing campaign aimed at placing customer satisfaction first. “Listening. Answering” was the advertising slogan, as BellSouth described the kinds of services that real customers had requested—and that BellSouth was offering. Steve Centrillo, executive vice president and managing partner at BellSouth’s advertising agency, darkGrey, noted that the customer-first approach differed from those of BellSouth’s largest rivals. “Usually I get the sense that [telcos] are saying, ‘You should buy this because we have it,’” he explained. BellSouth, on the other hand, made an effort to find out what its customers wanted and tries give it to them.3

customer satisfaction result of a good or service meeting or exceeding the buyer’s needs and expectations.
The best way to keep a customer is to offer more than just products. Customers today want value, their perception that the quality of goods or services is in balance with the prices charged. When a company exceeds value expectations by adding features, lowering its price, enhancing customer service, or making other improvements that increase customer satisfaction, it provides a value-added good or service. As long as customers believe they have received value—good quality for a fair price—they are likely to remain satisfied with the company and continue their relationships. Providing superior customer service can generate long-term success. FedEx, United Parcel Service, Hewlett-Packard, and Target are all firms noted for superior customer service. “When a company provides great service, its reputation benefits from a stronger emotional connection with its customers, as well as from increased confidence that it will stand behind its products,” notes Joy Sever, a senior vice president at Harris Interactive Inc., which developed a survey of companies with the Reputation Institute.4 Table 12.1 shows the 30 top-ranked companies for customer service in the annual Harris Interactive and Reputation Institute survey.

Table 12.1  The Top 30 Companies for Customer Service

Rank
Company
Rank
Company
Rank
Company


 1
Johnson & Johnson
11
Disney
21
Target


 2
Microsoft
12
General Electric
22
Honda


 3
Coca-Cola
13
Dell
23
Boeing


 4
Intel
14
Procter & Gamble
24
Southwest Airlines


 5
3M
15
UPS
25
General Motors


 6
Sony
16
Anheuser-Busch
26
Pfizer


 7
Hewlett-Packard
17
Wal-Mart
27
Nordstrom


 8
FedEx
18
Toyota
28
DuPont


 9
Maytag
19
Home Depot
29
Merck


10
IBM
20
Cisco Systems
30
Nike

Source: Ronald Alsop, “Reputations Rest on Good Service,” The Wall Street Journal, January 16, 2002, p. B4.
Business Tool Kit

The Value of Customer Service

You read about it everywhere—customer service is king. But what exactly constitutes good customer service and how do you go about providing it? Customer service can be defined as providing the needed goods or services to the customer in an efficient manner. Good customer service goes beyond that, though; it involves doing it right the first time, communicating well, making on-time deliveries, responding to individual customer needs, and providing customers with knowledge. Customer service means being a team player in developing the appropriate goods and services. Here are three important principles to remember about customer service.

1.
Customer service is about establishing relationships. Any store can offer a good deal on pricing to get customers in the door. Superior customer service means going beyond the price tag to establish an ongoing relationship with the customer. Some online companies do this by maintaining e-mail communications throughout the buying process. Other companies remember a customer’s birthday and provide discount coupons as a gift. Amazon.com tracks customers’ purchases and makes recommendations based on those purchases.

2.
Meet or exceed your customers’ expectations. Soliciting customer feedback, offering additional incentives for customers to return, and hosting special events or programs are a few ways to meet and exceed your customers’ expectations. Competing on price alone is a very short-term strategy. To gain repeat customers, companies need to provide incentives that appeal to their customers’ needs. Delta Air Lines now provides self-service check-in kiosks, virtual check-in via its Web site, and electronic gate-information screens to shorten the wait at the 
airport.

3.
Providing knowledge can be more valuable to customers than price savings. The increased popularity of home improvement warehouses has demonstrated this principle. Businesses such as Lowe’s or Home Depot don’t just sell plumbing fixtures or tools; they sell knowledge, workshops, and expertise for every question the novice may have. Having your questions answered by a professional every time is great customer service.

Sources: Rob Hof with Peter Burrows, “Meet EBay’s Auctioneer-in-Chief: Meg Whitman Has Taken the Site to the Top of the Net Heap by Listening to Customers—and Getting to Know the Selling Process from the Inside,” Business Week Online, June 12, 2003; Terry G. Vavra, “The Advantages of Aftermarketing,” American Salesman, June 2003, p. 24; Taimi Dunn Gorman, “Reality: Customers Are More Demanding Than Ever,” Bellingham Business Journal, May 2003, p. B16; “Delta Air Lines Wins the Brand Keys Customer Loyalty Award for the Second Consecutive Year; Customer Poll Recognizes Delta for Exceeding Customer Expectations,” M2 Presswire, July 1, 2002, p. 1.

They Said It

A sign at Dell headquarters reads “Think Customer.” A full 90 percent of employees deal directly with customers. What are the universal attributes of the Dell brand? Customer advocacy.

—Mike George
chief marketing officer, Dell, Inc.
Quality—the degree of excellence or superiority of an organization’s goods and services—is another way firms enhance customer satisfaction. Germany has long been associated with top-quality auto manufacturing, from luxury cars made by Mercedes-Benz to well-engineered workhorses produced by Volkswagen. These companies recently launched ultraluxury models with price tags of more than $300,000. Spokespeople for the firms note that they aren’t worried about making a profit on these autos; rather, they are seeking to reinforce their reputation for superior quality.5 While a reputation for high quality enhances a firm’s competitiveness, a slip in quality can damage a firm’s image. In addition to inroads made by competitors, McDonald’s has suffered from quality slips in the past few years, despite its rank as the most recognizable corporate logo and one of the most socially responsible companies in the world. And the complaints haven’t consisted solely of the drive-thru customer complaints of incorrect orders. A customer from upstate New York recently discovered his Big Mac was burgerless, just one of several service mishaps he experienced at his local McDonald’s. “It’s gotten so bad that we have to double check the bags before leaving the restaurant,” he said.6

Customer satisfaction is the goal of every marketing effort. It may be achieved through quality, customer service, or both.

Courtesy of Hewlett Packard
Although quality relates to physical product traits, such as durability and reliability, it also includes customer service. A Boston-headquartered concierge service called Circles seeks to provide a level of service that makes the company indispensable, whether customers need help making restaurant reservations or, in one case, hunting for a circular staircase to fit a dollhouse. After receiving permission from its customers, Circles gathers as much data about its frequent purchasers as it can, from the types of car they drive to the food they eat for dinner. When a customer calls, employees can look up the data to help them tailor their services to individual tastes.7

They Said It

We view a customer who is complaining as a real blessing in disguise. He or she is someone we can resell.

—Louis Carbone
vice president, National Car Rental
Customer Satisfaction and Feedback

Successful companies share an important characteristic: They make every effort to ensure the satisfaction of their customers. Customer satisfaction is critical for building long-lasting relationships. One of the best ways to find out whether customers are satisfied with the goods and services provided by a company is to obtain customer feedback through toll-free telephone hot lines, customer satisfaction surveys, Web site message boards, or written correspondence. Some firms find out how well they have satisfied their customers by calling them or making personal visits to their businesses or residences.

Customer complaints are excellent sources of customer feedback, since they present companies with an opportunity to overcome problems and improve their services. Customers often feel greater loyalty after a conflict has been resolved than if they had never complained at all. Complaints can also allow firms to gather innovative ideas for improvement.

1. How does the relationship era of marketing differ from the sales era?

2. Why is customer satisfaction important to businesses?
Expanding Marketing’s 
Traditional Boundaries

The marketing concept has traditionally been associated with products of profit-seeking organizations. Today, however, it is also being applied to not-for-profit sectors and other nontraditional areas ranging from religious organizations to political campaigns.

Not-for-Profit Marketing

Residents of every continent benefit in various ways from the approximately 20 million not-for-profit organizations currently operating around the globe. Some 1.5 million of them are located in the U.S., generating combined revenues of $1 trillion per year and all sharing a common bottom line—the lives they are able to change through their good works.8 The largest not-for-profit organization in the world is the Red Cross/Red Crescent, but a multitude of others offer services for their members and clients. They range from the Salvation Army, Appalachian Mountain Club, Childreach, the Museum of Natural History, and the Audubon Society to Yellowstone National Park, the National Science Foundation, and the World Food Program. These organizations all benefit by applying many of the strategies and business concepts used by profit-seeking firms. They apply marketing tools to reach audiences, secure funding, improve their images, and accomplish their overall missions. Note the advertisement for the American Kennel Club (AKC) in Figure 12.3, which supplies a Web address where dog lovers can learn more about breeds, receive advice on how to choose a dog, get a schedule of AKC events, be informed about legislative issues—and, of course, join an AKC-affiliated club.

FIGURE 12.3

Not-for-Profit Marketing

Courtesy of the American Kennel Club, http://www.akc.org. Photographer—David Radler
Marketing strategies are important for not-for-profit organizations because they are all competing for dollars—from individuals, foundations, and corporations—just as commercial businesses are. In the U.S., more than $200 billion is donated to not-for-profits each year. Religious causes and organizations receive the biggest share of the contributions, averaging about two of every five dollars donated to not-for-profits. Health and social services organizations rank second, receiving almost one in five dollars contributed. The other three organizations in the top five are, in order, education, gifts to foundations, and contributions to the arts.9
Not-for-profit organizations operate in both public and private sectors. Public groups include federal, state, and local government units as well as agencies that receive tax funding. A state’s department of natural resources, for instance, regulates land conservation and environmental programs; the local animal-control officer enforces ordinances protecting people and animals; a city’s public health board ensures safe drinking water for its citizens. The private not-for-profit sector comprises many different types of organizations, including labor unions, hospitals, California State University–Fullerton’s baseball team, art museums, and local youth organizations. Although some private not-for-profits generate surplus revenue, their primary goals are not earning profits. If they earn funds beyond their expenses, they invest the excess in their organizational missions.

In some cases, not-for-profit organizations form a partnership with a profit-seeking company to promote the firm’s message or distribute its goods and services. This partnership usually benefits both organizations. Figure 12.4 illustrates Toyota’s partnership with the Kids Foundation for Developmental Disabilities, in which Toyota sponsors local “hole in one” golf tournaments to raise money for the foundation.

FIGURE 12.4

Toyota Dealerships and The Kids Foundation for Developmental Disabilities: Partnership between Profit and Not-for-Profit Organizations
Courtesy of Toyota Motor Sales, U.S.A., Inc. © 2003 Stanley Brick. All rights reserved.
Nontraditional Marketing

Growth in the number of not-for-profit organizations has forced their executives to adopt businesslike strategies and tactics to reach diverse audiences and successfully compete with other nontraditional organizations. Figure 12.5 summarizes the five major categories of nontraditional marketing. Although most involve not-for-profit organizations, profit-seeking organizations conduct special events like FanFests linked with major sporting events and person marketing involving celebrities.

FIGURE 12.5

Categories of Nontraditional Marketing
Person Marketing  Efforts designed to attract the attention, interest, and preference of a target market toward a person are called person marketing. Campaign managers for a political candidate conduct marketing research, identify groups of voters and financial supporters, and then design advertising campaigns, fund-raising events, and political rallies to reach them. Celebrities ranging from Texas Rangers shortstop Alex Rodriguez—arguably baseball’s best player—to Grammy-winning songstress Norah Jones and rapper Eminem also engage in person marketing to expand their audiences; improve sales of tickets to games and concerts, books, licensed merchandise, and CDs; and enhance their images among fans.

Many successful job seekers apply the tools of person marketing. They research the wants and needs of prospective employers, and they identify ways they can meet them. They seek employers through a variety of channels, sending messages that emphasize how they can benefit the employer.

Place Marketing  As the term suggests, place marketing attempts to attract people to a particular area, such as a city, state, or nation. It may involve appealing to consumers as a tourist destination or to businesses as a desirable business location. A strategy for place marketing often includes advertising. 

Event Marketing  Marketing or sponsoring short-term events such as athletic competitions and cultural and charitable performances is known as event marketing. Event marketing often forges partnerships between not-for-profit and profit-seeking organizations. Many businesses sponsor fund-raising events like 10K runs to raise funds for health-related charities. These events require a marketing effort to plan the event and attract participants and sponsors. Fund-raising concerts, including singer Willie Nelson’s annual Farm Aid concert, are another example of event marketing. Organizations also might combine event marketing and place marketing, as described in the Hits and Misses box.

Hits & Misses

The World’s Largest Yard Sale

If you’re a bargain hunter, picture the biggest yard sale you can imagine: 450 miles long, with 5,000 vendors. For nearly a week each August, you can drive along the Lookout Mountain Parkway and the corridor of Highway 127 from Covington, Kentucky, to Gadsden, Alabama, sorting through literally millions of items—all of which have a price. If you’re looking for antique furniture or glassware, you’ll find it. If you’re on the hunt for a genuine suit of armor or a box of discarded light sockets, you’ll find those, too. If you get hungry during your adventure, you can pick up fresh produce, homemade jams and jellies, and plenty of other treats. You can stay in a motel or campground along the way and even enjoy live entertainment at some of your stops.


Although the yard sale isn’t centrally organized, everyone involved cooperates. From its beginnings in 1987, when tourism officials in states along the highway drummed up the idea in an effort to lure vacationers back to the “blue highways”—secondary roads—from the interstates, civic leaders, vendors, and townspeople have pitched in to make it a hit. The strategy worked. Each year, more and more treasure hunters have ventured south in the heat of summer—some from as far away as Alaska. In recent years, the sale has attracted 50,000 visitors annually, each looking for their own prize at a bargain-basement price. And many of them found what they were looking for—an entire tub full of toys for $7, a pig-shaped vase, a snapping turtle skull. Of course, serious items are also offered—antique tables and chairs, lamps, quilts, dolls, fine china. But most of the fun was in the oddities. “It’s a great thing,” said Bill Marshall, former president of the Chamber of Commerce in Dade County, Florida. “They come from all over the country to get out and rummage through people’s junk.” And that’s good business for many small towns along the blue highways.

Questions for Critical Thinking

1.
The “world’s biggest yard sale” is a combination of event and place marketing. What features of each do you recognize?

2.
Do you think the strategy of attracting customers to the region by staging the yard sale is an effective one? Why or why not? What might be some long-term effects?

Sources: “The Endless Yard Sale,” HGTV, http://www.hgtv.com, accessed January 18, 2004; Tammy Jones, “Yard Sale Crafts,” HGTV, http://www.hgtv.com, accessed January 18, 2004; Yard Sale Web site, http://www.127sale.com, accessed January 6, 2004; DeKalb County Tourist Association Web site, http://www.tourdekalb.com; accessed January 6 2004; “Junkapalooza,” People, September 2, 2002, pp. 108–109; Rachel Brown, “Long Sale Is Thursday,” The Dade County Sentinel, August 15, 2001, http://www.dadesentinel.com.
Cause Marketing  Marketing that promotes a cause or social issue, such as the prevention of child abuse, antilittering efforts, and antismoking campaigns, is cause marketing. Special fund-raising programs for charities and causes range from the annual Jerry Lewis Labor Day Telethon for the Muscular Dystrophy Association to the American Red Cross’s “Fit for Life” relay races. Profit-seeking companies attempting to enhance their public images often join forces with charities and causes, providing financial, marketing, and human resources, as Toyota does with the Kids Foundation for Developmental Disabilities. The National Football League builds goodwill by airing advertisements for the United Way during its broadcasts and by encouraging its teams to support causes in their local communities. The San Diego Chargers have adopted Children’s Hospital as the focus of their community. They also sponsor a blood drive considered to be the nation’s largest. Similarly, well-known entertainers and individual athletes in various professional sports volunteer as banquet speakers and play in celebrity golf tournaments. The classic approach to a cause-related promotion ties a donation to a consumer purchase, such as a company’s promise to donate $1 for each item it sells.

Organization Marketing  The final category of nontraditional marketing, organization marketing, influences consumers to accept the goals of, receive the services of, or contribute in some way to an organization. Many groups employ this practice, including mutual-benefit organizations like political groups, churches, and labor unions; service organizations such as community colleges, museums, and hospitals; and government organizations like police and fire departments, military services, and the U.S. National Park Service. Many charitable organizations mail greeting cards with donation requests enclosed to raise awareness of their groups and explain their objectives.

1. Why are marketing strategies and marketing tools used by not-for-profit organizations as well as by profit-seeking businesses?

2. What type of marketing do political candidates usually engage in?
Developing a Marketing Strategy

Decision makers in any successful organization, for-profit or not-for-profit, follow a two-step process to develop a marketing strategy: First, they study and analyze potential target markets and then choose among them. Second, they create a marketing mix to satisfy the chosen market. Figure 12.6 shows the relationship among the target market, the marketing mix variables, and the marketing environment. Later discussions will refer back to this figure as they cover each topic. This section describes the development of a marketing strategy.

FIGURE 12.6

Target Market and Marketing Mix within the Marketing Environment
Earlier chapters introduced many of the environmental factors that affect the success or failure of a firm’s business strategy, including today’s rapidly changing and highly competitive world of business, a vast array of social-cultural factors, economic challenges, political and legal factors, and technological innovations. Although these external forces frequently operate outside managers’ control, marketers must still consider the impact of environmental factors on their decisions.

A marketing plan is a key component of the firm’s overall business plan. The marketing plan outlines its marketing strategy and includes information about the target market, sales and revenue goals, the marketing budget, and the timing for implementing the elements of the marketing mix.

Selecting a Target Market

The expression “find a need and fill it” is perhaps the simplest explanation of the two elements of a marketing strategy. A firm’s marketers find a need through careful and continuing study of the individuals and business decision makers in its potential market. A market consists of people with purchasing power, willingness to buy, and authority to make purchase decisions.

Markets can be classified by type of product. Consumer products—often known as business-to-consumer (B2C) products—are goods and services, such as DVDs, shampoo, and dental care, that are purchased by end users. Business products—or business-to-business (B2B) products—are goods and services purchased to be used, either directly or indirectly, in the production of other goods for resale. Some products can fit either classification depending on who buys them and why. A computer or checking account, for example, can be either a consumer or business product.

An organization’s target market is the group of potential customers toward whom it directs its marketing efforts. Customer needs and wants vary considerably, and no single organization has the resources to satisfy everyone. Music Playground is a music technology and entertainment company geared toward rock-star wannabes. With the company’s technology, a musician can take a step beyond karaoke and become a “virtual guitarist, drummer, bassist, or form virtual bands with other players.” Music Playground’s system is often featured in pubs, restaurants, at outdoor events, and anywhere else music lovers who want to try performing might gather.10

target market group of people toward whom an organization markets its goods, services, or ideas with a strategy designed to satisfy their specific needs and preferences.

They Said It

Every company’s greatest assets are its customers, because without customers, there is no company.

—Michael LeBoeuf (b. 1942)
American business writer
Developing a Marketing Mix

Decisions about marketing involve strategies for four areas of marketing activity: product, distribution, promotion, and pricing. A firm’s marketing mix blends the four strategies to fit the needs and preferences of a specific target market. Marketing success depends not on the four individual strategies but on their unique combination.

marketing mix blending the four elements of marketing strategy—product, distribution, promotion, and price—to satisfy chosen customer segments.
Product strategy involves more than just designing a good or service with needed attributes. It also includes decisions about package design, a brand name, trademarks, warranties, product image, new-product development, and customer service. Think, for instance, about your favorite fruit drink. Do you like it for its taste alone, or do other attributes, such as clever ads, attractive packaging, and overall image, also contribute to your brand preference? Distribution strategy, the second marketing mix variable, ensures that customers receive their purchases in the proper quantities at the right times and locations. Promotional strategy, the third marketing mix element, utilizes effective blending of advertising, personal selling, sales promotion, and public relations in achieving its goals of informing, persuading, and influencing purchase decisions.

Pricing strategy, the final mix element, is also one of the most difficult areas of marketing decision making in setting profitable and justifiable prices for the firm’s product offerings. Such actions are sometimes subject to government regulation and considerable public scrutiny. They also represent a powerful competitive weapon and frequently produce responses by the other firms in the industry who match price changes to avoid losing customers.

Consider how the elements of the marketing mix allow one California firm to reach its target market. Mrs. Beasley’s is a bakery business whose marketing strategy includes premium quality and prices to match, coupled with highly targeted promotion and convenient distribution. Mrs. Beasley’s started as two sisters’ home-based business in Tarzana, California. The women chose the name to sound homey, and they set high quality standards, insisting on top ingredients and plenty of human touches, like placing M&Ms on cookies by hand. Even though they built the business into a chain of stores with $2 million in sales, they were unable to turn a profit, so they sold it to another company. The new management then modified several elements to convert Mrs. Beasley’s into a profitable marketing operation.
Mrs. Beasley’s continues offering top quality at top prices—$30 to $200 for a basket of goodies. Instead of relying on advertising to reach individual consumers, marketers now focus on building relationships with corporate buyers who order gift baskets for their clients. Mrs. Beasley’s places links to its Web site at sites such as 1-800-Flowers.com and Staples.com, where business buyers often are already making purchases. These sites provide the links in exchange for a share of Mrs. Beasley’s sales generated through the links. The company also arranges links to its site from corporate intranets, offering discounts to employees at companies including AOL Time Warner and Barnes & Noble.

Although corporate customers account for the biggest bite of Mrs. Beasley’s total business, individual consumers can also find tasty treats at the company Web site, which offers a wide selection of gifts, wedding cakes, photo cookies, and gift baskets. Customers can order gifts by occasion—to say thank you, get well, congratulations on a new baby, welcome home, happy birthday, even I’m sorry. Particularly contrite individuals might want to send a basket of cookies with an FAO Schwarz teddy bear. Brides and grooms can order their wedding cake at Mrs. Beasley’s, and the budget minded can shop the entire site according to price. Meanwhile, corporate customers can conveniently place multiple orders, sending orders to as many as 500 recipients. To back up the site, Mrs. Beasley’s operates a call center located at its factory and uses an automated order-processing system to fill orders accurately and get them out the door on schedule.11

They Said It

The USO [tours] taught me 
to say Kaopectate in seven different languages.

—Bob Hope (1903–2003)
American comedian and frequent USO entertainer
Developing a Marketing Mix 
for International Markets

Marketing a good or service in foreign markets means deciding whether to offer the same marketing mix in every market—standardization—or to develop a unique mix to fit each market—adaptation. The advantages of standardizing the marketing mix include reliable marketing performance and low costs. This approach works best with business goods, such as steel, chemicals, and aircraft, with little sensitivity to a nation’s culture.

Adaptation, on the other hand, lets marketers vary their marketing mix to suit local competitive conditions, consumer preferences, and government regulations. Consumer tastes are often shaped by local cultures. Because consumer products generally tend to be more culture dependent than business products, they more often require adaptation. Nestlé S.A. is truly a global corporation, operating in dozens of countries as diverse as Australia, Argentina, Germany, China, South Africa, and Thailand. The company produces hundreds of food products, including baby foods, dairy goods, breakfast cereals, ice cream, bottled water, and chocolate products. Sometimes the products themselves are adapted for particular cultures; other times the packaging or advertising is adapted.12 The advertisement for Nestlé’s La Lechera in Figure 12.7 promotes a familiar product—condensed milk—adapted for U.S. Spanish-speaking consumers.

FIGURE 12.7

Adapting to a Spanish-Speaking Market

This advertisement reprinted by permission of Nestlé.
Increasingly, marketers are trying to build adaptability into the designs of standardized goods and services for international and domestic markets. Mass customization allows a firm to mass-produce goods and services while adding unique features to individual orders. This technique seeks to retain enough flexibility to satisfy a wide segment of the population without losing a product’s identity and brand awareness. Oshkosh Truck Corp. applies mass customization to the business of making and marketing its construction, fire, and emergency trucks. Buyers of fire trucks can choose from among 19,000 options such as compartments, ladders, and foam systems for hard-to-extinguish fires. Buyers of concrete mixers can select options like the placement of the discharge chute from which the concrete pours. By catering to customer needs, Oshkosh has tripled sales at a time when the industry as a whole has been slowing.13

Business Tool Kit

Marketing Research

Marketing research plays a valuable role in the development and marketing of goods and services. It focuses on understanding customers and their buying habits, and consists of both primary and secondary research. Primary research is research that doesn’t exist yet—professional marketing research firms are often used to gather and analyze this data once an objective has been formulated by an organization. Here are a few common sources of secondary research that may be helpful to you in your marketing career.


•  Federal, state, and local government agencies and publications


•  Competitors’ annual reports


•  Competitors’ employment ads


•  Professional associations


•  Newspaper, magazine, and journal reports


•  Existing marketing research available online or in libraries


•  Online marketing research databases such as Dialog/DataStar, Factiva, and LexisNexis


•  Trade journals, associations, and trade fairs


•  Public exhibitions, conferences, or seminars (search for published reports or papers)


•  Statistics from nongovernmental organizations


•  Trade literature, brochures, and newsletters


•  Trade and industry publications


•  Census and statistical information


•  Industry directories and databases


•  Internet sites of companies and organizations

Sources: Judy Guido, “Relief Is Spelled R-E-S-E-A-R-C-H: The Benefits of Market Research,” Landscape Management, June 2003, p. 11; Sylvia James, “Compiling Global Market Research: A Tried and True Approach,” Business Information Alert, April 2003, p. 1; Kate Maddox, “Marketers Re-Evaluate Research; Expensive Methods Such as Surveying Are First to Go,” B to B, February 10, 2003, p. 1.

They Said It

We are all internationalists now, whether we like it or not.

—Tony Blair (b. 1953)
British prime minister

1. Distinguish between consumer products and business products.

2. Define marketing mix.

3. What are the two methods for designing a marketing mix for international markets?
Marketing Research for Improved Marketing Decisions

Marketing research involves more than just collecting data. Researchers must decide how to collect the data, interpret the results, convert the data into decision-oriented information, and communicate those results to managers for use in decision making. Marketing research is the process of collecting and evaluating information to help marketers make effective decisions. It links marketing decision makers to the marketplace by providing data about potential target markets that help them design effective marketing mixes. Marketers conduct research for five basic reasons:

1.
To identify marketing problems and opportunities

2.
To analyze competitors’ strategies

3.
To evaluate and predict customer behavior

4.
To gauge the performance of existing products and package designs and assess the potential of new ones

5.
To develop price, promotion, and distribution plans

marketing research collection and use of information to support marketing decision making.
Obtaining Marketing Research Data

Marketing researchers are concerned with both internal and external data. They generate internal data within their organizations. Financial records provide a tremendous amount of useful information, such as changes in unpaid bills, inventory levels, sales generated by different categories of customers or product lines, profitability of particular divisions, or comparisons of sales by territories, salespeople, customers, or product lines.

Researchers gather external data from sources outside their firms, including previously published data. Trade associations publish reports on activities in particular industries. Advertising agencies collect information on the audiences reached by various media. National marketing research firms offer information through subscription services. Some of these professional research firms specialize in specific markets, such as Teenage Research Unlimited, which recently reported that American teenagers spend $155 billion on goods and services each year—valuable information for firms interested in reaching these consumers.14
The low costs involved and easy access to previously published data lead marketing researchers to begin their search for needed information by exhausting all possible sources of previously collected secondary data before investing the time and money required to collect firsthand data. Federal, state, and local government publications are among the marketing researcher’s most important data sources. The most frequently used government statistics include census data, containing such population characteristics as age, gender, ethnic background, education level, household size and composition, occupation, employment status, and income. Such information helps marketers assess the buying behavior of certain segments of the population, anticipate changes in the marketplace, and identify markets with above-average growth potential. Most government data can now be accessed over the Internet.

Even though secondary data represent a quick and inexpensive resource, marketing researchers often discover that previously published information gives insufficient insight into some marketing problems. In some cases, the secondary data may be too old for current purposes. Previously collected data may also be in an inappropriate format for a current marketing research investigation. A researcher may need data divided by city blocks but might find only data for the city as a whole. Other data—particularly data about consumer attitudes or intentions—may be impossible to find. Facing these obstacles, researchers may conclude they must collect primary data—data collected for the first time through observation or surveys.

Marketing researchers sometimes collect primary data through observational studies, in which they view the actions of selected subjects either directly or through mechanical devices. Once Famous, the retail laboratory described in the Best Business Practices box, observes the actions of shoppers in a “real” store setting. For other marketers, Internet sites measure traffic, typically by counting the number of unique visitors to a Web site during a given period. Web-based data collection can also track what links each visitor clicks while at a Web site, as well as what a visitor orders and how much money the visitor spends. But online data collection has its drawbacks, particularly in a global setting. For instance, the Internet is not readily accessible in many countries, including parts of Latin America and Central and Eastern Europe as well as much of Asia, so it is difficult to use online interviews to gain information about goods and services. “We can’t send [consumers] an e-mail and expect them to participate,” observes Van Terradot, general manager of Novatest, a marketing research firm based in Paris.15

Best Business Practices

At Once Famous, Consumers Are Stars

A picture is worth a thousand words. Nowhere is this expression truer than at Once Famous, a retail lab in downtown Minneapolis that watches consumers pick through merchandise as they decide which goods to purchase and which to leave on the shelf. This is the Candid Camera version of marketing research, in which marketers watch shoppers shop. But there aren’t any tricks or funny scenarios to trip them up; this is serious business.


Once Famous is the brainchild of Tina Wilcox, whose retail-focused advertising agency is right next door. She decided that the best way to understand why consumers buy—or don’t buy—was to put them in a buying situation and watch what they do. Retail clients pay from $40,000 to $200,000 to place their goods on shelves and hangers at Once Famous, where Wilcox and her colleagues watch, listen, and record consumers as they browse. Sales staff, who are also professional interviewers, are trained to ask all the right questions of customers, such as “What is the most you would pay for a T-shirt?” or “Do you like the scent of these candles?” Once Famous stocks whatever Wilcox’s clients want to test, whether it’s a candle set for $11.99 or a European hutch for $14,880.


Not surprisingly, Once Famous has its critics, mostly because of privacy issues. But Wilcox takes pains to make sure consumers who visit the store understand that it is a retail lab and they are likely to be recorded. A large sign with a blinking light at the store entrance reads, “Once Famous is a retail lab store ... We are currently in test mode ... If you prefer not to be video or audio recorded, kindly visit us when this sign has been removed.” However, not everyone reads the sign, and Wilcox admits that the shop is “purposely cluttered [with merchandise] so that shoppers get into the merchandise ... [and] shopping behavior sets in.” Wilcox insists that she has never received a complaint from a shopper about being observed and says that her research helps retailers understand what consumers want.


Still, marketing research is only as valuable as its interpretation, and Wilcox continues to fine-tune what she learns from all those hours of video and audio tape. Once, she used a video of male and female shoppers to illustrate to a chair maker how each gender shops for a chair. Men stand back and study it, whereas women tend to run their hands over it. That information alone could have a bearing on finishes, colors, and advertising. She notes that listening to consumers’ reactions to her clients’ goods is sometimes painful. “There’s a range of communication from consumers—from constructive [criticism] to really mean comments,” she says. “Sometimes, it’s heartbreaking because you hear what they are really thinking—but it’s so valuable.”

Questions for Critical Thinking

1.
Once Famous is an ongoing observational study. Do you think this method is effective for collecting information about consumers? Why or why not?

2.
What questions might a Once Famous sales clerk ask consumers who are considering a collection of clothes with a retro look?

Sources: Erik Baard, “Going Retail with Market Research,” http://www.wired .com/news/privacy, accessed February 4, 2004; “Retail Intelligence,” ABCNews, December 12, 2002, http://abcnews.go.com/sections/primetime; Bruce Horovitz, “Shop, You’re on Candid Camera,” USA Today, November 6, 2002, pp. B1, B2; Nichole L. Torres and Gisela M. Pedroza, “Marketing Buzz,” Entrepreneur, July 2002, http://www.entrepreneur.com.
Simply observing customers cannot provide some types of information. When researchers need information about attitudes, opinions, and motives, they must ask questions by conducting surveys. Survey methods include telephone interviews; mail, fax, and online questionnaires; personal interviews; and focus groups. A focus group brings together 8 to12 people in a room or over the Internet to discuss a particular topic. Ideas generated during focus group interviews can be especially helpful to marketers in developing new products, improving existing products, and creating effective advertising campaigns. In the case of traditional phone interviews, marketers are discovering that they must find innovative ways to reach consumers, who are increasingly putting up barriers by using caller ID to screen their calls or who just hang up out of frustration with frequent calls from telemarketers. Veteran pollster Richard Wirthlin reports that 20 years ago, two-thirds of American citizens were willing to accept calls from interviewers and participate in surveys. Today, only about one-third are willing.16
Applying Marketing Research Data

As the accuracy of information collected by researchers increases, so does the effectiveness of resulting marketing strategies. Heinz applied research data when it was looking for ways to expand sales of its ketchup, which already is the best-selling brand in a mature product category. The company talked to mothers and learned that many are reluctant to let their children handle bottles of ketchup for fear of a big, red mess. So Heinz researchers watched children wield bottles of ketchup, and they agreed that the traditional plastic bottles were difficult for small hands to manipulate. The company launched new kid-friendly bottle called EZ Squirt, which is designed to be easy to hold with two little hands and offers a nozzle to aim at fries or a burger. Further research showed that kids like foods with different colors, so Heinz introduced its ketchup in two new colors—green and purple—but with the same flavor. Those colors were so successful that the company recently launched EZ Squirt Mystery Color ketchup—consumers won’t know which color they’ve bought until they open the bottle. Choices include Passion Pink, Awesome Orange, and Totally Teal. The only potential drawback to this idea is that kids tend to have definite preferences and may refuse a color that they don’t want. Why is Heinz fooling around with its traditional tomato red ketchup? “Kids love colorful things and things that turn colors,” explains Lisa Allen, a spokeswoman for the Grocery Manufacturers of America. Interestingly, Phil Lempert, editor of The Lempert Report business newsletter, conducted his own survey of parents on his Web site to see if they liked the idea of alternative food colors; they didn’t. “Parents were concerned about their kids’ nutrition and felt the colored foods wouldn’t benefit them,” he reports.17
Computer-Based Marketing Research Systems

Computer technology helps many businesses create a strategic advantage in collecting and analyzing research data. Companies can gather detailed data with the universal product code (UPC) symbols that appear on most packaging. After scanning the information carried in the fine lines of the bar code, a computer identifies the product, its manufacturer, and its price. Managers use the data to schedule inventory, ordering, and delivery; track sales; and test the effectiveness of promotions and new-product introductions.

Marketing research firms, such as AC Nielsen and Data General, store consumer data in commercially available databases. AC Nielsen operates in more than 100 countries worldwide. Businesses subscribe to these databases to obtain data on sales and promotions of their products. Subscribing to the databases typically is more efficient than doing similar research in house. Using information from the databases, consulting firms such as Inter-Act Systems, Retail Systems Consulting, and Stratmar Systems work with firms to develop programs that reward their best customers.

Ice cream maker Ben & Jerry’s uses an Oracle database and software from a company called Business Objects to conduct computer-based marketing research. Before a pint of ice cream leaves the plant, a special tracking number is stamped on its carton, and the number is logged into the Oracle database. From there, the research software tells the company’s sales team which flavors are selling best—so far, Cherry Garcia is the No. 1 flavor. The consumer affairs staff can match pint numbers with the 225 phone calls and e-mails Ben & Jerry’s receives each week and find out whether there are any complaints. If there are, they can even trace which suppliers contributed eggs, milk, or cherries to the pint to correct the problem.

The Business Objects software is a type of “business intelligence” software, which crunches enormous amounts of data looking for trends, problems, and even new opportunities for companies. Using the software, Ben & Jerry’s learned that consumers thought its beloved Cherry Garcia ice cream pops had too few cherries. Once marketers traced the problem to its root—again, using the software—they discovered that the photo on the product box depicted frozen yogurt, not ice cream, and thus differed from what customers expected to find in the box. So they changed the photo on the box—and the complaints disappeared.18
Data Mining

Using a computer to search through massive amounts of customer data to detect patterns and relationships is referred to as data mining. These patterns may suggest predictive models of real-world business activities. Accurate data mining can help researchers forecast recessions, weed out credit card fraud, and pinpoint sales prospects.

data mining computer search of massive amounts of customer data to detect patterns and relationships.
Data mining uses data warehouses, which are sophisticated customer databases that allow managers to combine data from several different organizational functions. Wal-Mart’s data warehouse, considered the largest in the private sector, contains over 500 terabytes (trillions of characters) of data. The retail giant uses data mining to assess local preferences for merchandise so that it can tailor the inventory of each store to the tastes of its neighborhood. The number of data warehouses containing at least a terabyte of data is only in the hundreds, but many companies are applying data-mining tools on a smaller scale.19 By identifying patterns and connections, marketers can increase the accuracy of their predictions about the effectiveness of their strategy options. One researcher has demonstrated that data mining can show marketers how satisfied customers would be if certain changes were made in products.20

1. What is marketing research?

2. What is the difference between primary data and secondary data?

3. Explain how data warehouses are related to data mining.
They Said It

Consumers are statistics. Customers are people.

—Stanley Marcus (1905–2002)
American merchant
Market Segmentation

The information collected by marketing researchers is valuable only when it helps managers make better decisions. Improving the accuracy of information being collected also increases the effectiveness of resulting marketing strategies. Marketing research can cover a broad range, perhaps an entire industry or nation, or it can focus on highly specific details, such as individual purchase patterns. Identifying the characteristics of a target market is a crucial step toward creating a successful marketing strategy. Market segmentation is the process of dividing a market into several relatively homogeneous groups. Both profit-seeking and not-for-profit organizations use market segmentation to help them reach desirable target markets.

market segmentation process of dividing a total market into several relatively homogeneous groups.
The television broadcast industry is an excellent example of the process of market segmentation. During the 1960s, most American viewers watched programming from the three major television networks—ABC, CBS, and NBC—and only a few tuned in to the UHF stations. Today, cable networks and direct-broadcast satellites have increased the number of channels to the hundreds; soon, digital broadcasting services and Internet channels will offer more than 1,000 channels. This explosion in offerings means that broadcasters must find some way to target their markets, and they are doing so. Individuals who want to watch programs on cooking, gardening, gender issues, sports, and movies—to name just a few—may do so. There’s even a cable TV channel called BirdSight, aimed at bird lovers, and channels called Classic Cars, Club Vegetarian, and Inside Weddings. These channels are all operated by Rainbow Media Group, which targets specific market segments.21
Market segmentation attempts to isolate the traits that distinguish a certain group of customers from the overall market. However, segmentation does not always promote marketing success. Table 12.2 lists several criteria that marketers should consider. The effectiveness of a segmentation strategy depends on how well the market meets these criteria. Once marketers identify a market segment to target, they can create an appropriate marketing strategy.

Table 12.2  Criteria for Market Segmentation

Criterion
Example

A segment must be a measurable 
Data can be collected on the dollar amount and number of purchases
group.
by preteens.

A segment must be accessible for 
A growing number of seniors are going online, so they can be reached
communications.
through Internet marketing channels.

A segment must be large enough to 
In a small community, a store carrying only large-size shoes might
offer profit potential.
not be profitable. Similarly, a specialty retail chain may not locate in a small market.
How Market Segmentation Works

An immediate segmentation distinction involves whether the firm is offering goods and services to customers for their own use (the consumer, or B2C, market) or to purchasers who will use them directly or indirectly in providing other products for resale (the business, or B2B, market). Depending on whether their firms offer consumer or business products, marketers segment their target markets differently. Four common bases for segmenting consumer markets are geographical segmentation, demographic segmentation, psychographic segmentation, and product-related segmentation. Business markets are segmented on only three criteria: customer-based segmentation, end-use segmentation, and geographical segmentation. Figure 12.8 illustrates the segmentation methods for these two types of markets.

FIGURE 12.8

Methods of Segmenting Consumer and Business Markets
Segmenting Consumer Markets

Market segmentation has been practiced since people first produced surpluses and resold the unneeded products to others. Garment producers made some items for men and others for women. Some specialized in producing shoes or clothing for children. A millennium ago, Europeans fell in love with exotic spices and luxurious silk fabrics. Merchants began to serve this untapped market by bringing these precious items thousands of miles by land and sea from production sites in Asia and the Pacific islands to a waiting market in Europe. In addition to demographic and geographical segmentation, today’s marketers also define customer groups based on psychographic criteria as well as product-related distinctions.
Geographical Segmentation  Perhaps the oldest segmentation method is geographical segmentation—dividing a market into homogeneous groups on the basis of population locations. While geographical location does not ensure that consumers in a particular area will always make the same kinds of buying decisions, this segmentation approach is useful when consumer preferences and purchase patterns for a good or service differ between regions. Suburbanites predictably purchase more lawn-care products than do their urban counterparts. Also, residents of northern states purchase snowblowers and car windshield ice scrapers and spray deicers, products generally not necessary in warmer climates. Besides looking at patterns of product use, marketers may base geographical segmentation on other regional differences such as the ethnicity of populations. For instance, larger U.S. cities such as New York, Los Angeles, and Chicago, as well as southwestern cities in general, have bigger Hispanic populations, so products targeted to Latinos work well there.

Population size, a common geographical segmentation factor, helps define target markets as urban, suburban, and rural. However, businesses also need to consider a wide variety of other variables, such as job growth and migration patterns, before deciding to expand into new areas. Some businesses may decide to combine areas or even entire countries that share similar population and product-use patterns instead of treating each as an independent segment.

Demographic Segmentation  By far the most common method of market segmentation, demographic segmentation distinguishes markets on the basis of various demographic or socioeconomic characteristics. Common demographic measures include income, age, occupation, household size, stage in the family life cycle, education, ethnic group, and gender. The U.S. Census Bureau is one of the best sources of demographic information for the domestic market.

Gender has traditionally been a simple way to define markets for certain products—perfume and cosmetics for women and hammers and drills for men. However, many products have spread beyond such gender stereotypes. Men no longer dominate purchases of sporting goods, exercise equipment, or automobiles. Women’s participation in sports such as running and tennis has resulted in big revenues for smart marketers. Automobile manufacturers know that over half of all auto purchase decisions are made by women. In fact, women control an estimated 85 percent of the $7 trillion spent each year on personal consumption items.22
But rather than completely eliminating gender segmentation, marketers often develop different marketing mixes for their male and female customers. Home improvement retailer Home Depot has been running “Ladies Night” clinics at some of its stores, offering hands-on instruction for women in woodworking, laying ceramic tile, and repairing faucets or toilets. These events translate into real dollars because, according to the National Association of Realtors, women represent the second-largest group of homebuyers after couples. After taking a few of the Home Depot classes, Lawanda Green of Pensacola, Florida, says she is comfortable shopping for the tools she needs. “I’ve bought bits for my drill and some sawhorses,” she reports. “Some day I’m going to get a router. I’d like to get into cabinetry.”23
Some firms actually develop new products—or at least, new packaging—for women. Sherwin-Williams has designed a new Dutch Boy “Twist and Pour” paint can specifically for women. The Coca-Cola Co. has been researching a bottle that doesn’t require drinkers to tilt their heads back while drinking—a position that marketing research has revealed makes women uncomfortable. Gillette has launched a Venus women’s razor, which is ergonomically designed to fit more easily in a woman’s hand. Quaker Foods, a division of PepsiCo, now offers a line of cereals called Nutrition for Women, which contains ingredients such as calcium, soy, and folic acid.24

Seventeen was one of the first publications for teens. Recently many other publishers have created magazines for this rapidly growing market segment.

© AP/Wide World Photos
Age is perhaps the most volatile factor in demographic segmentation in the U.S., with our rapidly aging population. By 2020, one of every three Americans will be over 50 years old—still active and with money to spend—and smart companies will focus their attention on reaching this growing part of the market. According to Age Wave Impact, consultants on mature consumers, seniors control three- fourths of consumer wealth, wielding $1.7 trillion in annual buying power. They make 80 percent of luxury travel purchases, 48 percent of luxury auto purchases, and 77 percent of prescription drug purchases.25 Recognizing this potential gold mine, firms as diverse as L’Oréal and Toyota have begun targeting seniors with advertising as well as new products. In one ad campaign, 80-something Sir Edmund Hillary, who made the first recorded ascent of Mt. Everest with his Nepalese partner Tenzing Norgay, touts the strength of Toyota trucks and SUVs. L’Oréal has developed an entire line of skin care called Age Perfect and hired 50-something Dale Haddon to represent the products in its ads.26
Teens are another rapidly growing market. According to Teenage Research Unlimited, the purchases that the average teen makes—or influences—add up to about $116 a week.27 Note that this figure includes family purchases, such as a DVD player or a dinner out, that the teen may influence. Marketers are recognizing that this crop of teens, unlike the teens of a decade ago, actually likes to receive marketing messages. “They like being marketed to,” notes Anne Zehren, publisher of Teen People. “They like that someone’s paying attention to them.” It’s not surprising that companies like Old Navy, Abercrombie & Fitch, and the Gap—along with all the major snack and beverage manufacturers—have marketing campaigns aimed at teens. But so do Ford, DaimlerChrysler, General Motors, Honda, and Toyota—despite the fact that the legal driving age varies from state to state around the country and few teens can afford to purchase a car on their own. Why do these automakers sink millions into programs designed to attract this age group? “All brands recognize it’s important to get them early because they’re already starting to formulate their own opinions,” explains Melisa Wolfson, president of Brains, Beauty, and BOB, a teen marketing agency based in Santa Monica, California.28 Avon is another company traditionally associated with consumers over the age of 25, but it has recently made efforts to reach teens. Avon has come out with a new line of cosmetics called Mark for teens and is recruiting teens as sales reps for the products.29
Minority groups hold a combined purchasing power of more than $1 trillion a year in the U.S. alone, an amount that marketers must not overlook. The three largest minority groups—Hispanic Americans, African Americans, and Asian Americans—number almost one out of every three U.S. residents. The fastest-growing segment, Hispanic Americans, had grown to 40 million by 2005, and African Americans, historically the nation’s largest ethnic group, ranked second in population at 37.5 million. Asian Americans, the third largest U.S. minority group, saw their numbers grow rapidly during the first years of this century, due largely to immigration.30 Clearly, these populations represent important opportunities for marketers.

Although Hispanic Americans typically speak English as a first or second language, many view the Spanish language as part of their cultural identity. So companies like banking firm JP Morgan Chase are developing Spanish-language promotions for Hispanic TV, magazines, and newspapers. Morgan Chase, which focuses on relationship marketing, has translated its slogan, “The right relationship is everything,” into Spanish and created a TV commercial featuring a 30-something couple talking in a cozy restaurant. The bank is planning a similar advertisement for the Asian American market.31
Entrepreneurs who are members of minority groups may start their own businesses out of frustration at not being able to find foods, clothing, entertainment, or other goods and services that fit their tastes and needs. Parry Singh did exactly that. He established a series of Web sites to cater to the demand for ethnic foods. The first site, Namaste.com, came about because of his sister’s inability to find Indian groceries. Later sites have included Gongshee.com for Chinese products; QueRico.com for items from Mexico, Cuba, and South America; and EthnicGrocer.com, an English- language site that educates visitors about different international cuisines, offers recipes, and sells ingredients.32
Psychographic Segmentation  In recent years, marketing researchers have tried to formulate lifelike portraits of consumers. This effort has led to another strategy for segmenting target markets, psychographic segmentation, which divides consumer markets into groups with similar psychological characteristics, values, and lifestyles. Lifestyle is the sum of a person’s needs, preferences, motives, attitudes, social habits, and cultural background.

Psychographic studies have evaluated motivations for purchases of hundreds of goods and services, ranging from soft drinks to health-care services. Using the resulting data, marketers tailor their marketing strategies to carefully chosen market segments. A frequently used method of developing psychographic profiles involves the use of AIO statements—verbal descriptions of various activities, interests, and opinions. Researchers survey a sample of consumers, asking them whether they agree or disagree with each statement. The answers are then tabulated and analyzed for use in identifying various lifestyle categories. Procter & Gamble used a combination of psychographic and demographic data to identify consumers it calls “chatterers,” shoppers who exert considerable influence on the purchase decisions of other people. To launch its Physique line of hair-care products, P&G targeted this segment, sending them samples and inviting them to a Web site that encouraged visitors to tell others about the product line. Within months, the effort had generated a million referrals to the Physique Web site.33

Recreational vehicle marketers are enjoying record sales as millions 
of baby boom generation adults grow older and begin to enjoy lifestyles impacted by income, increased leisure time, 
and concerns about 
foreign travel. An RV purchase permits them to enjoy seeing America in a safe and comfortable environment.

Courtesy of Go RVing
Although demographic classifications like age, gender, or income are relatively easy to identify and measure, researchers need to define psychographic categories. Often, marketing research firms conduct extensive studies of consumers and then share their psychographic data with marketers who sign up as clients. Ad agency Bulldog Drummond and research firm Radar Communications recently conducted a study of women consumers to find out more about their attitudes and lifestyles. Researchers were able to classify women by their life stages—not necessarily their ages—thus identifying some common attitudes, desires, values, and lifestyles. Common themes that surfaced were a desire to have more time and feel organized; a desire for the good life, which may or may not include material possessions; a need to express oneself freely; a desire for convenience, including one-stop shopping; and a desire for services that can solve challenging situations or questions.34
Psychographic segmentation can lead marketers to the right consumers for certain categories of products, such as those identified as luxury products. Luxury products may include high-priced autos, glamorous vacations, designer clothing, or gourmet foods. According to the U.S. Census Bureau, 15 million U.S. households have an annual income in excess of $100,000. Although affluence is relative—the cost of living continues to rise, along with incomes—marketers are keen to reach consumers who want to enhance their lives with luxury products. According to industry experts, doing so means offering superior customer service in addition to high-quality goods. “Invitation-only events, limited-edition products, and other types of experiential marketing are key to capturing the attention of today’s affluent consumers,” explains Marian Salzman, director of strategy and planning at Euro RSCG, New York.35
Product-Related Segmentation  Using product-related segmentation, marketers can divide a consumer market into groups based on buyers’ relationships to the good or service. The three most popular approaches to product-related segmentation are based on benefits sought, usage rates, and brand loyalty levels.

Segmenting by benefits sought focuses on the attributes that people seek in a good or service and the benefits they expect to receive from it. The ad for Lexan resin hardening agent in Figure 12.9 emphasizes the product’s strength and light weight for high-impact plastics—such as hockey helmets and goaltenders’ masks. Differences in benefits sought can also shape which products a customer selects or how customers use a given product. One person might buy a whitewater kayak from Current Designs to shoot rapids, while another might select a sea kayak from the same firm to cover a great distance along the ocean shoreline. Just about every household has a roll of duct tape stashed in a drawer or on a workbench—and people use it to fix everything from broken faucets to broken chair legs.

FIGURE 12.9

Segmentation by Benefits Sought

® Registered trademark of General Electric Company
A consumer market can also be segmented according to the amounts of a product that different consumers buy and use. Segmentation by product usage rate usually defines such categories as heavy users, medium users, and light users. The 80/20 principle states that roughly 80 percent of a product’s revenues come from only 20 percent of its buyers. Companies can now pinpoint which of their customers are the heaviest users—and even the most profitable customers—and direct their heaviest marketing efforts to those customers. Discount securities firm Charles Schwab segments customers who have at least $100,000 invested with Schwab or make at least 12 securities purchases and sales a year as “Signature Clients.” These clients have a customer-
service number with a wait time of 15 seconds or less, compared with a longer wait for other Schwab customers. The company can afford the higher level of service for Signature Clients because they are more profitable.36
The third technique for product-related segmentation divides customers by brand loyalty—the degree to which consumers recognize, prefer, and insist on a particular brand. Marketers define groups of consumers with similar degrees of brand loyalty. They then attempt to tie loyal customers to a good or service by giving away premiums, which can be anything from a logo-emblazoned T-shirt to a pair of free tickets to a concert or sports event.

Segmenting Business Markets

In many ways, the segmentation process for business markets resembles that for consumer markets. However, some specific methods differ. Marketers divide business markets through geographical segmentation; demographic, or customer-based, segmentation; and end-use segmentation.

Geographical segmentation methods for business markets resemble those for consumer markets. Many B2B marketers target geographically concentrated industries, such as aircraft manufacturing, automobiles, and oil-field equipment. Especially on an international scale, customer needs, languages, and other variables may require differences in the marketing mix from one location to another.

Demographic, or customer-based, segmentation begins with a good or service design intended to suit a specific organizational market. ITT, shown in Figure 12.10, serves a number of business segments, as well as such government segments as the U.S. military, with its global positioning satellite (GPS) technology. Online exchanges like DirectAg.com, Rooster.com, XSAg.com, and Farmbid.com specialize in linking suppliers with farmers. They serve this industry segment by offering products such as seeds, fertilizer, livestock, and farm machinery such as tractors.

FIGURE 12.10

Segmentation for an Organizational Market

Courtesy of ITT Industries
To simplify the process of focusing on a particular type of business customer, the federal government has developed a system for subdividing the business marketplace into detailed segments. The six-digit North American Industry Classification System (NAICS) provides a common classification system used by the member nations of NAFTA: the U.S., Canada, and Mexico. It divides industries into broad categories such as agriculture, forestry, and fishing; manufacturing; transportation; and retail and wholesale trade. Each major category is further subdivided into smaller segments (such as HMO medical centers and warehouse clubs) for more detailed information and to facilitate comparison among the member nations.
Another way to group firms by their demographics is to segment them by size based on their sales revenues or numbers of employees. Consolidated Freightways collects data from visitors to its Web site and uses the data to segment customers by size. Modern information processing enables companies to segment business markets based on how much they buy, not just how big they are. Government Computer Sales Inc. (GCSI), which provides computer hardware and software for government agencies, gathers data about each agency with which it interacts. It identifies customers with high purchase rates and focuses selling efforts on those customers. The targeted effort has significantly boosted GCSI’s profits.

End-use segmentation focuses on the precise way a B2B purchaser will use a product. Resembling benefits-sought segmentation for consumer markets, this method helps small and mid-size companies to target specific end-user markets rather than competing directly with large firms for wider customer groups. A marketer might also craft a marketing mix based on certain criteria for making a purchase. A company whose owners are members of ethnic minorities might list its product on M-Xchange, an Internet exchange specializing in minority-owned companies. Participating in M-Xchange could support a strategy to target business customers who promote diversity among their suppliers. Other decision criteria that a marketer might target include companies that choose suppliers based on low price or ability to support just-in-time inventory management.

1. What is the oldest segmentation method in the consumer market?

2. What is currently the most common method of consumer market segmentation?

3. What is end-use segmentation in the B2B market?
Buyer Behavior: Determining What Customers Want

A fundamental marketing task is to find out why people buy one product and not another. The answer requires an understanding of buyer behavior, the series of decision processes by individual consumers who buy products for their own use and organizational buyers who purchase business products to be used directly or indirectly in the sale of other items. In contrast, consumer behavior refers more specifically to the actions of ultimate consumers directly involved in obtaining, consuming, and disposing of products and the decision processes that precede and follow these actions.

buyer behavior series of decision processes by individual consumers who buy products for their own use and organizational buyers who purchase business products to be used directly or indirectly in the sale of other items.

consumer behavior actions of ultimate consumers directly involved in obtaining, consuming, and disposing of products and the decision processes that precede and follow these actions.
Determinants of Consumer Behavior

By studying people’s purchasing behavior, marketers can identify consumers’ attitudes toward and uses of their products. This investigation also helps to improve the effectiveness of marketing strategies for reaching these target markets. Both personal and interpersonal factors influence the behavior of an ultimate consumer. Personal influences on consumer behavior include individual needs and motives, perceptions, attitudes, learned experiences, and their self-concepts. Marketers frequently apply psychological techniques to understand what motivates people to buy and to study consumers’ emotional reactions to goods and services. For instance, today’s busy consumers are constantly looking for ways to save time, so marketers for all kinds of companies try to fulfill that need with goods and services designed for convenience. Grocery manufacturers have gone all out to try to satisfy this need, offering everything from Hershey’s pudding in a tube to Hormel’s slow-roasted turkey breast that can be prepared in a reheated cooking bag in 30 minutes. One of Tyson’s food product lines consists of fully cooked, marinated, and carved pork and beef roasts, which a harried consumer can serve in just 10 minutes. Betty Crocker’s Hamburger Helper and Chicken Helper are still selling strong. And Campbell Soup has reduced its homey experience to cups of sippable soup that a commuter can hold in one hand.37

Personal and interpersonal needs influence consumer behavior. Stouffers addresses the personal need to save time and the interpersonal need to be with one’s family.

Courtesy of Nestlé USA—Prepared Foods Division, Inc. Solon, Ohio 44139
The interpersonal determinants of consumer behavior include cultural, social, and family influences. Such factors, however, vary in different countries—even countries with a common language, such as Great Britain and Ireland. So marketers must navigate some tricky waters to identify important trends in this area. In the area of convenience foods, cultural, social, and family influences come into play as much as an individual’s need to save time. Understanding that many consumers value the time they spend with their families and want to care for them by providing good nutrition, marketers often emphasize these values in advertisements for convenience food products.

Sometimes external events influence consumer behavior. The 9/11 terrorist attacks, the recession that occurred around the same time, the brief 2003 war with Iraq, and the global SARS epidemic are four examples of these types of events. In fact, all of these events affected the decisions American consumers made about travel—whether to travel at all, whether to fly, and where to go. The outbreak of the deadly SARS (severe acute respiratory syndrome), a pneumonia-like virus that quickly infected thousands and claimed the lives of hundreds, affected business and vacation travel worldwide. A World Health Organization warning against travel to Beijing, Hong Kong, and Toronto left these destination cities virtually empty of tourists and business visitors. Hong Kong tourist board ads using the slogan “Hong Kong will take your breath away” were quickly cancelled.38 According to one report, attendance at theme parks such as Disney World in Florida and Dollywood in Tennessee declined significantly.39 In any case, marketers continue to search for ways to influence consumer buying behavior, as described in the Solving an Ethical Controversy box.

Solving an Ethical Controversy

Drug Manufacturers Want You
In the “good old days” of marketing, drug manufacturers didn’t advertise their brand-name prescription products; the doctor simply wrote you a prescription, and you took it to the pharmacy to be filled. All that has changed. Click the TV remote and you’ll see all kinds of commercials for brand-name prescriptions, from allergy to arthritis medications. You may wonder what’s the point of these advertisements if consumers still can still buy them only with a doctor’s prescription. It’s this: Drug manufacturers want you to ask your doctor for them by name. And they don’t want you to purchase generic drugs or similar remedies that may be available without prescription. They want to influence your behavior as a consumer.

Should drug manufacturers be allowed to continue advertising prescription medications directly to consumers?
PRO

1. Consumers should be aware of all the medicine choices available to them, and advertising is the best way to accomplish this.

2. Advertising may actually encourage consumers to seek treatment if they perceive there is an easy way to solve a medical problem—when otherwise they would not.

CON

1. Doctors feel pressure from patients to prescribe certain drugs, regardless of whether these drugs are the best remedy for a problem.

2. Advertising may actually drive up the cost of prescriptions, according to critics, because of the high cost of the advertising itself.

SUMMARY

“We are an industry under heavy scrutiny,” says Sharon Fairley, executive director for consumer marketing and trademark development at drug manufacturer Pfizer. “We need to demonstrate a better job of communicating the economic value of pharmaceuticals.”

Sources: Rich Tomaselli, “DTC Ads Influence Majority of Consumers, Say Doctors,” Advertising Age, January 20, 2003, p. 6; “No Cash for Prescriptions,” Sales & Marketing Management, January 2003, p. 12; Julie Rawe, “Health Care,” Time Inside Business, November 4, 2002, p. A15.
Determinants of Business Buying Behavior

Because a number of people can influence purchases of B2B products, business buyers face a variety of organizational influences in addition to their own preferences. A design engineer may help to set the specifications that potential vendors must satisfy. A procurement manager may invite selected companies to bid on a purchase. A production supervisor may evaluate the operational aspects of the proposals that the firm receives, and the vice president of manufacturing may head a committee making the final decision.

Steps in the Consumer Behavior Process

Consumer decision making follows the sequential process outlined in Figure 12.11, with interpersonal and personal influences affecting every step. The process begins when the consumer recognizes a problem or opportunity. If someone needs a new pair of shoes, that need becomes a problem to solve. Should you receive a promotion at work and a 20 percent salary increase, that change may also become a purchase opportunity.

FIGURE 12.11

Steps in the Consumer Behavior Process
To solve the problem or take advantage of the opportunity, the consumer seeks information about the intended purchase and evaluates alternatives, such as available brands. The goal of this activity is to find the best response to the perceived problem or opportunity.

Eventually, the consumer reaches a decision and completes the transaction—the purchase act. Later, he or she evaluates the experience with the purchase by making a postpurchase evaluation. Feelings about the experience serve as feedback that will influence future purchase decisions. The various steps in the sequence are affected by both interpersonal and personal factors.

1. Distinguish between buyer behavior and consumer behavior.

2. What are some of the determinants of business buying behavior?
Creating, Maintaining, and Strengthening Marketing Relationships

The past decade has brought rapid change to most industries, as customers have become better informed and more demanding purchasers through closely comparing competing goods and services. They expect, even demand, new benefits from the companies that supply them, making it harder for firms to gain a competitive advantage based on product features alone. Meanwhile, most businesses have traditionally focused on transaction marketing, characterized by buyer and seller exchanges with limited communications and little or no ongoing relationships between the parties. In transaction marketing, the goal is simple: negotiate hard with suppliers to secure the least expensive raw materials and components; then build products and find customers to buy them at prices high enough to cover costs and still earn a profit.

In today’s hypercompetitive era, however, businesses need to find new ways of relating to customers if they hope to maintain long-term success. Instead of keeping customers at arm’s length, businesses are developing strategies and tactics that draw them into a tighter connection with their customers. Such webs may expand to include stronger bonds with suppliers and employees. As a result, many firms are turning their attention away from managing transactions to the broader issues of relationship marketing. Relationship marketing goes beyond an effort for making the sale to a drive for making the sale again and again. To keep particular customers coming back, firms must exceed customers’ needs and wants so they will make repeat purchases. As its ultimate goal, relationship marketing seeks to achieve customer satisfaction.

relationship marketing developing and maintaining long-term, cost-effective exchange relationships with individual customers, suppliers, employees, and other partners for mutual benefit.
Managing relationships instead of simply completing transactions often leads to creative partnerships. However, customers enter into relationships with marketing organizations only if they are assured that the relationship will be rewarding. As the intensity of commitment increases, so does the likelihood of a business continuing a long-term relationship with its customers. The following list reviews a few of the ways businesses are using relationships to reach corporate goals:

•
Partnering with customers. At its MasterCare Car Service Web site, Bridgestone/Firestone allows customers to set up their personal Web page called MyMasterCare. The site holds a customer’s service history, schedules maintenance reminders via e-mail, and suggests maintenance services tailored to a person’s driving habits. The site also has an extensive Customer Feedback link containing testimonials and a satisfaction survey. Customers receive coupons for upcoming services if they provide feedback on the survey.40
•
Partnering with suppliers. Scott Paint buys ingredients for its paint from Gulf Coast Chemical. Gulf Coast won the contract by offering to do much more than ship products to Scott’s factory. Gulf Coast provides Scott with just-in-time inventory management. It tracks Scott’s needs, brings in raw materials from several suppliers, and consolidates them into four monthly shipments. For Scott, partnering with Gulf Coast means lower inventory costs, better prices for consolidated orders, and the ability to focus on paint production rather than inventory.

•
Partnering with other businesses. Many of the largest pharmaceutical companies collaborate with small research firms that have expertise in a particular field, such as biotechnology. Such arrangements give the pharmaceutical giants access to innovation without requiring them to be leaders in every kind of research. And colleges often partner with companies to lend their logos and colors to everything from polo shirts and sweatshirts to credit cards and custom license plates.

State Farm seeks to build 
a relationship with its customers.

Copyright, State Farm Mutual Automobile Insurance Company, 1996. Used by permission. 
Photography by Stephanie Rausser.
Benefits of Relationship Marketing

Relationship marketing helps all parties involved. In addition to mutual protection against competitors, businesses that forge solid links with suppliers and customers are often rewarded with lower costs and higher profits than they would generate on their own. Long-term agreements with a few high-quality suppliers frequently reduce a firm’s production costs. Unlike one-time sales, these ongoing relationships encourage suppliers to offer customers preferential treatment, quickly adjusting shipments to accommodate changes in orders and correcting any quality problems that might arise.
Good relationships with customers can be vital strategic weapons for a firm. By identifying current purchasers and maintaining positive relationships with them, organizations can efficiently target their best customers. Studying current customers’ buying habits and preferences can help marketers identify potential new customers and establish ongoing contact with them. Attracting a new customer can cost as much as five times more than keeping an existing one. Not only do marketing costs go down, but long-term customers usually buy more, require less service, refer other customers, and provide valuable feedback. Together, these elements contribute to a higher lifetime value of a customer—the revenues and intangible benefits (referrals and customer feedback) from the customer over the life of the relationship, minus the amount the company must spend to acquire and serve that customer.

Businesses also benefit from strong relationships with other companies. Purchasers who repeatedly buy from one business may find that they save time and gain service quality as the business learns their specific needs. Some relationship-oriented companies also customize goods and services based on customer preferences. Because many businesses reward loyal customers with discounts or bonuses, some customers may even find that they save money by developing long-term relationships. Alliances with other firms to serve the same customers also can be rewarding. The alliance partners combine their capabilities and resources to accomplish goals that they could not reach on their own. In addition, alliances with other firms may help businesses develop the skills and experience they need to successfully enter new markets or improve service to current customers.

They Said It

I get by with a little help from my friends.

—John Lennon (1940–1980) and 
Paul McCartney (b. 1943)
British songwriters
Tools for Nurturing Customer Relationships

Although relationship marketing has important benefits for both customers and business, most relationship-oriented businesses quickly discover that not all customers justify equal treatment. Some customers generate more profitable business than others. If 20 percent of a firm’s customers account for 80 percent of its sales and profits, a customer in this category undoubtedly has a higher lifetime value than a customer who buys only sporadically or in small amounts.

While businesses shouldn’t ignore any customer, of course, their objectives and tactics for managing relationships with individual customers often reflect the overall value to the firm of the resulting business. A firm may choose to custom-manufacture goods or services for high-value customers while working to increase repeat sales of stock products to less valuable customers. An important task in developing relationship strategies is to differentiate between customer groups when seeking ways to pull each one closer to an intense commitment to the firm. The firm can then choose the particular tactics that suit each customer group.

Frequency Marketing and Affinity Marketing Programs  Popular techniques through which firms try to build and protect customer relationships include frequent buyer and frequent user programs. Such a marketing initiative, commonly known as a frequency marketing program, rewards purchasers with cash, rebates, merchandise, or other premiums. For many years, the airline industry has relied on frequency marketing programs to build customer relationships. Frequent flyer programs have become standard at most carriers. But industry watchers say that frequent flyer programs no longer carry the weight they once did, when other services—such as in-flight meals and on-time schedules—have declined. “I’ve been an [elite-level frequent business traveler] for five years, and enjoyed it up until last year, when [an airline’s] service became just horrible,” complains one customer. Thus, frequent flyer programs create added value—and strengthen relationships—only when they are offered in addition to expected service.41
Affinity programs are another tool for building emotional links with customers. An affinity program is a marketing effort sponsored by an organization that solicits involvement by individuals who share common interests and activities. Affinity programs are common in the credit card industry. Under such a program, a person can sign up for a credit card emblazoned with the logo of a favorite charity, sports or entertainment celebrity, or photograph of his or her college. This type of arrangement typically calls for the company to donate a percentage of the person’s charges to the organization displayed on the credit card. Other credit card affinity programs include ones like L. L. Bean’s arrangement with Visa. Under this program, customers who apply for an L. L. Bean Visa card are entitled to special offers such as free shipping, free monogramming, and discount coupons from L. L. Bean.42
Many businesses also use comarketing and cobranding. In a comarketing deal, two businesses jointly market each other’s products. Goodyear and NASCAR have teamed up to create humorous TV commercials promoting Goodyear tires that are used on cars at NASCAR races.43 When two or more businesses team up to closely link their names for a single product, cobranding occurs. Some fast-food restaurants have joined forces to house more than one restaurant choice under one roof so customers can stop by for, say, Great American Bagels in the morning and Caffe Luna for a smoothie in the afternoon. Kolcraft Enterprises recently began offering a new line of baby strollers bearing the Jeep brand. The Jeep strollers, like their sport-utility vehicle counterparts, have all-terrain tires and cater to upscale families. Parents who wheel around in the top-of-the-line Grand Cherokee model cement their relationship with Jeep while baby plays with the toy steering wheel, key, and push-button radio mounted in front.44
One-on-One Marketing  The ability to customize product offerings to individual needs and rapidly deliver goods and services has become increasingly dependent on investments in technology like computer-aided design and manufacturing. The Internet offers a way for businesses to connect with customers in a much more intimate manner than was previously available. Not only can companies take orders for customized products, but they can also gather data about customer characteristics and buying histories and then use the data to make predictions about what additional goods or services a given customer might want. Web sites or salespeople can tailor their messages based on those predictions. As long as customers are willing to share this information about themselves, the marketing possibilities are endless.

Computer databases provide strong support for effective relationship marketing. Marketers can maintain databases on customer tastes, price-range preferences, and lifestyles, and they can quickly obtain names and other information about promising prospects. Managers can then use the information in data warehouses to create a centralized, accurate profile of each customer’s relationship with the firm as an aid to decision making. The Internet, with its capabilities for interactive electronic commerce, creates additional opportunities for firms to build close customer relationships.

Service industries, such as the airlines, have been in the forefront of relationship marketing, since their employees often personally meet and interact with customers. However, manufacturing businesses also can apply this technology. By establishing a presence on Yahoo!’s Web site, Ford offers a variety of ways for customers to interact with the company throughout the time they own their car. At the same time, Ford can gather data about what kinds of information its customers look for at the Web page, as well as track service data that customers enter while on the site. These interactions help Ford understand what its customers want in terms of service and features on their autos.

The owners of the National Basketball Association’s Portland Trail Blazers used Web-based customer relationship management to identify and respond to interest in a women’s team, the Portland Fire. The Blazers used special software called Front Office to build a customer database. Whenever the team sold tickets, it entered sales and demographic data about the purchaser. Sales reps used the data to target customers that might be interested in additional tickets or attending games featuring special promotions. During the Fire’s first season, they quickly surpassed their sales objectives. The teams continue to use the database to identify other marketing opportunities, including team merchandise purchases, group sales, and season ticket purchases.45

1. What is the lifetime value of a customer?

2. Give an example of a frequency marketing program.
Did You Know?

1.
In an effort to boost grapefruit sales, the Florida Citrus Department has hired a team of researchers to find out if the old grapefruit diet of the 1970s really works. They plan to serve grapefruit to overweight test subjects to see if they lose weight. Then they will market the results to women.

2.
Fly fishing is now considered a luxury sport, so several companies are targeting wealthier consumers who want to visit exotic destinations, catch big fish, and stay in comfortable surroundings. Total spending on the sport is now nearly $700 million a year.

3.
About 50 million dogs live in the U.S., accounting for an annual $6 billion food bill for their owners.

4.
Hoover is such a well-known brand in the U.K. that the British use hoover as a verb for vacuuming. Similarly, many Middle Eastern shoppers call laundry detergents tide.
5.
Want to save on gasoline? The Chase Freedom Card is a Visa card that gives a rebate of 3 percent on gas purchases, regardless of brand.
What’s Ahead

The next two chapters examine each of the four elements of the marketing mix that marketers use to satisfy their selected target markets. Chapter 13 focuses on products and their distribution through various channels to different outlets. Chapter 14 covers promotion and the various methods marketers use to communicate with their target customers, along with strategies for setting prices for different products.

Summary of Learning Goals
1

Summarize the ways in which marketing creates utility.

Through an exchange, two or more parties give something of value to one another to satisfy felt needs. Marketing is closely linked with the exchange process. It creates utility—the want-satisfying power of a good or service—by making the product available when and where consumers want to buy and by arranging for orderly transfers of ownership. Production creates form utility; marketing creates time, place, and ownership utility.

2

Explain the marketing concept and relate how customer satisfaction contributes to added value.

The marketing concept refers to a companywide customer orientation with the objective of achieving long-run success. This concept is essential in today’s marketplace, which is primarily a buyer’s market, meaning buyers can choose from an abundance of goods and services. Customer satisfaction contributes to added value of a good or service by delivering more than buyers expect in the form of added features, reduced prices, enhanced customer service, a strengthened warranty, or other marketing mix improvements.

3

Describe the components of a market and distinguish between B2B and B2C marketing.

A market consists of people with purchasing power and willingness and authority to buy. Markets can be classified by the types of products they handle. Consumer (or B2C) products are goods and services purchased by ultimate users. Business (or B2B) products are goods and services purchased to be used, directly or indirectly, in the production of other products for resale.

4

Outline the basic steps in developing a marketing strategy.

All organizations, profit-oriented and not-for-profit, need to develop marketing strategies to effectively reach customers. This process involves analyzing the overall market, selecting a target market, and developing a marketing mix that blends elements related to product, distribution, promotion, and pricing decisions. Often, company marketers develop a marketing plan that expresses their marketing strategy.

5

Describe the marketing research function.

Marketing research is the information-gathering function that links marketers to the marketplace. It provides the information about potential target markets that planners need as they construct effective marketing mixes. Marketers conduct research to identify marketing problems and opportunities, analyze competitors’ strategies, evaluate and predict customer behavior, gauge the performance of existing products and package designs and assess the potential of new ones, and develop plans for pricing, promotion, and distribution. Besides collecting information, marketing research includes planning how to collect the information, as well as interpreting and communicating the results.

6

Identify each of the methods available for segmenting consumer and business markets.

Consumer markets can be divided according to demographic characteristics, such as age and family size; geographical factors; psychographic variables, which involve behavioral and lifestyle profiles; and product-related variables, such as the benefits consumers seek when buying a product or the degree of brand loyalty they feel toward it. Business markets are segmented according to three criteria: geographic characteristics, customer-based specifications for products, and end-user applications.

7

Distinguish between buyer behavior and consumer behavior.

Buyer behavior refers to the purchase processes of both individual consumers who buy goods and services for their own use and organizational buyers who purchase business products. Consumer behavior refers to the actions of ultimate consumers with direct effects on obtaining, consuming, and disposing of products, as well as the decision processes that precede and follow these actions. Personal influences on consumer behavior include an individual’s needs and motives, perceptions, attitudes, learned experiences, and self-concept. The interpersonal determinants include cultural influences, social influences, and family influences. A number of people may participate in business purchase decisions, so business buyers encounter a variety of organizational influences in addition to their own preferences.

8

Discuss the benefits of relationship marketing.

Relationship marketing is an organization’s attempt to develop long-term, cost-effective links with individual customers for mutual benefit. Good relationships with customers can be a vital strategic weapon for a firm. By identifying current purchasers and maintaining a positive relationship with them, an organization can efficiently target its best customers, fulfill their needs, and create loyalty. Information technologies, such as computers, databases, and the Internet, support effective relationship marketing.
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Review Questions

 1.

Define the four different types of utility and explain how marketing contributes to the creation of utility. Then choose one of the following companies and describe how it creates each type of utility with its goods or services:



a.
Krispy Kreme doughnuts



b.
Sea World



c.
Barnes & Noble bookstore



d.
H&R Block tax preparation service

 2.

What might be some good ways for a large food manufacturer like General Mills to obtain customer feedback?

 3.

What constitutes a market? Distinguish between the B2C market and the B2B market.

 4.

Identify the five types of nontraditional marketing and give an example of each.

 5. 
Identify each of the following as a consumer product or a business product, or classify it as both:



a.
loaf of bread



b.
laptop computer



c.
electricity



e.
automobile license plates



f.
concert tickets



g.
lawn-mowing service

 6.

Explain each of the basic steps in developing a marketing strategy. What is a target market? Why is target market selection the first step performed in marketing strategy development?

 7.

What are the five basic reasons that marketers conduct research? Identify the basic methods used in collecting research data.

 8.

Explain each of the methods used to segment consumer and business markets. Which methods do you think would be most effective for each of the following and why? (Note that a combination of methods might be applicable.)



a.
supermarket featuring Mexican foods



b.
air conditioning units




c.
snow tires




d.
line of expensive golf clubs



e.
nursing home insurance



f.
laser eye surgery

 9.

Explain two ways that businesses use relationships to achieve corporate objectives.

10.

What are the benefits, both to businesses and their customers, of relationship marketing?

Projects and Applications
1.
Choose one of the following businesses and describe ways in which the owner might add value to the goods or services offered:


a.
tanning salon


b.
for-profit career placement service


c.
online apparel retailer


d.
supermarket

2.
Choose a nonprofit organization that interests you, such as the Red Cross, the Nature Conservancy, National Park Service, or Smithsonian Institution. Research the organization online to learn more about it. Outline your proposed contents for a sample brochure based on the chapter discussion of nontraditional marketing, such as cause marketing or organization marketing.

3.
Think of two situations in which you have been a customer: one in which you have been satisfied with the merchandise you received and one in which you have not. Make a list of the reasons you were satisfied in the first case and another list of the reasons you were not satisfied in the second case. Would you say that the failure was the result of marketers not understanding your needs?

4.
Imagine that you are a marketer for Heinz, and you think your company has found a terrific new opportunity with its multicolored ketchups. How would you apply the information gained from marketing research conducted for the new ketchups to expand another food line—say, peanut butter, mustard, or mayonnaise?

5.
Go online, pick up a magazine, or turn on the TV to search for a promotional effort that uses either comarketing or cobranding. Describe the ad, commercial, or special offer and explain whether you think it is effective—and why or why not.

Experiential Exercise
Background: This chapter has focused on the importance of building and maintaining relationships with customers. Two techniques for accomplishing this are frequency marketing programs and affinity programs.

Directions: Visit a so-called “big-box” retailer such as Wal-Mart, Target, or Lowe’s. If you can’t make the trip, access one of these firms online.

1.
Make yourself familiar with the range of products your retailer offers, including any special services such as free delivery or gift wrapping.

2.
Design a frequency marketing program or affinity program for the retailer that is designed to build relationships with the consumers who shop at the store.

3.
Present your program to the class and ask your classmates whether it would encourage them to shop at the store—and why or why not.

Nothing But Net
1.
Market segmentation. Visit the Web site of a major firm that offers several products and prepare a report discussing how the company implements its market segmentation strategy. For instance, does it segment its markets by geography, demographics, psychographics, or a combination of techniques? Choose one of the following companies or select your own:


http://www.mcdonalds.com

http://www.microsoft.com

http://www.eddiebauer.com

http://www.harleydavidson.com

http://www.dunkindonuts.com
2.
Census data. Assume you are planning to start a small business, or buy a franchise, in your hometown (or in the town where your school is located). Visit the Census Bureau’s Web site (http://www.census.gov) and make a list of the census data available that would help you in the development of a marketing strategy for your new business.

3.
Marketing higher education. Today, virtually all colleges and universities have their own Web sites. Most use their sites to market the school to prospective students. Go to your institution’s Web site and the Web sites of two other schools. Identify and evaluate the impact on you personally (positive, negative, or neutral) of the Web marketing strategies employed. What elements of the site made you react the way you did?


Note: Internet Web addresses change frequently. If you do not find the exact sites listed, you may need to access the organization’s or company’s home page and search from there.

Case 12.1
Marketing to Tweens

Tweens have come of age. Identified by many marketers as young people between the ages of 8 and 12, tweens may not be old enough to drive or vote, but they are old enough to buy, and today’s tweens wield considerable purchasing power. Whether they have their own money, from allowances to cash earned from odd jobs, or influence adults who make the actual purchases, these 30 million consumers are now one of the most powerful groups in the country. They spend about $10 billion on their own each year and influence another $74 billion of family spending. Although they have much in common, they aren’t all alike; one in every three American tweens is a member of a racial or ethnic minority. Marketers want to reach them all—or as many as possible. Creating a strong relationship with a tween, the thinking goes, may mean continuing a strong relationship for life. But to do so, firms must be able to offer goods and services that fulfill needs as people grow through different stages of life, which isn’t always practical. Still, being able to reach tweens and influence their buying decisions represents a huge market.

Tweens clothing retailer Limited Too seems to have found a formula for success. Girls age 7 to 14 and their parents can shop for the retailer’s trendy clothing in its shops, through its “catazine,” or online. Fashions and colors change from season to season, keeping up with the rapidly changing tastes of tween girls. One season’s collection might feature “retro” seventies-style peasant tops and crocheted sweaters; another might focus on lime green or aqua skorts. Limited Too has a variety of programs aimed at building a relationship with the girls and their shopping-weary parents—frequent buyer cards, a Birthday Club, a $5 discount when a tween presents a current report card with passing grades, and “Too Bucks,” a program in which customers spend a certain amount to receive Too Bucks coupons. Of course, Limited Too tweens eventually outgrow the store’s fashions; but they may have younger sisters who become customers.


Unilever’s Bestfoods division is also searching for tween customers, launching Ragu Express, a line of microwavable pasta meals aimed at busy tweens and teens who want a quick, hot after-school snack. Ads for Ragu Express carry the tag line “Real pasta. Real food. Real fast.” and show tweens engaged in typical activities like commuting to school, fixing a bicycle, and complaining about boring after-school snacks.


Other food and beverage firms are making bids for the tween market, attempting to influence their purchasing behavior by teaming up with media companies. Tony’s Pizza partnered with Miramax and AMC/General Cinema theaters in promoting Spy Kids II: Island of Lost Dreams. The alliance offered tweens a chance to win lunch with the movie’s cast. Tony’s has shifted its marketing focus toward tweens since its marketing research has shown that pizza is the favorite food for 53 percent of tweens and 45 percent of tweens influence their family’s choice of frozen pizza brands. “We knew all along that kids were the primary users of our brand,” says Mark Rehborg, Tony’s national brand group manager. “Now we want to communicate with them in their language.”

Questions for Critical Thinking

1.
Marketers have identified tweens—consumers between the ages of 8 and 12—as a market segment. What characteristics other than age might marketers use to further segment this market?

2.
What tools might Tony’s Pizza use to nurture its relationship with tweens?

Sources: Limited Too Web site, http://www.limitedtoo.com, accessed February 1, 2004; Jim Kirk, “Generation $$,” The Mercury News, January 4, 2003, http://www.bayarea.com/mld/mercurynews; Sonia Reyes, “Tony’s Pizza Gives Tweens Assignment to Uncover ‘Spy Kids II’ Rewards,” Brandweek, June 24, 2002, p. 6; “Keen on Tweens,” Brandweek, May 6, 2002, pp. 26–34.
Video Case 12.2

Goya Foods

This video case appears on page 614. A recently filmed video, designed to expand and highlight the written case, is available for class use by instructors.

Goya Foods

This video case appears on page 614. A recently filmed video, designed to expand and highlight the written case, is available for class use by instructors.

