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PREFACE


Marketing is a subject area that is constantly evolving, perhaps more than any other business field. It’s not only about developments and achievements, nor is it only about changes in the environment. There is also an element of disruption. Financial and political crises, sudden changes in consumer behaviour, or new competitors that change the opportunities for all firms in a particular industry. Competitive firms respond by adapting or longing back for the good old days. Digitization, urbanization, consumer individualization, and sustainabilization are changing the preconditions for most companies – and reveal whether firms and their managers and employees alike are indeed forward-looking, proactive people, or the reactive type that blames others for the lack of their own ability to succeed.


The Corona crisis that gained solid ground in most countries in March 2020 is a typical example of an unexpected change in the marketing environment that forces managers across countries, industries, and cultures to make radical decisions. This Corona pandemic does not only mean a human tragedy in terms of millions of lost lives, but also a business and human crisis in the aftermath of lockdowns, lost businesses, mass unemployment and numerous other consequences that follow from such an unexpected and abrupt halt to economic activity. At the time of writing, Sweden – my home country – is the only developed country in the world that has kept most activities open. Here, you can go shopping as usual, have a coffee in the city centre or enjoy a drink at your favourite cafe, change to summer tires on your car, or visit Bauhaus for your next home-improvement projects. Kids still go to school, public transport remains open, there are still (although less) traffic jams, trains and buses are still running. Despite all of this, many stores have filed for bankruptcy, gig workers have difficulties finding jobs and consumers as well as companies lack confidence in the future.


Like in any crisis, the winners before the crisis may not be the same after. Prepare for a downturn, take care of the opportunities you have, and remember – with good knowledge about marketing and how to deal with changes in the environment, you’re better off in a crisis.


This third edition has been thoroughly revised with a much stronger focus on sustainability and digitization, along with recent changes in business practice. A new chapter on sustainable marketing, social responsibility and ethics has been added, and a thoroughly rewritten chapter on marketing research and consumer insights. All other chapters have new insights and examples. Numerous new cases have been added. The last chapter concludes the insights from the book by using a core concept in marketing: competitive advantage.


I hope you’ll enjoy reading this book!


Stockholm, July 2020


Anders Parment









PREFACE TO THE SECOND EDITION


The first edition of this textbook received an overwhelming response and has been adopted in numerous Swedish marketing courses. Even in its last year, 2015, a few additional universities decided to start using the book.


Throughout the lifecycle of the book, I had the opportunity to have a dialogue with teachers using the book across Sweden. Numerous guest lectures have been given, a very joyful experience from my perspective since I love lecturing and part of this experience is to learn to know the public in various areas, something I appreciate.


For the second edition, a thorough revision of the text has been made. The chapter structure is kept although a few chapters, in particular Chapter 8 on branding and Chapter 14 on sustainable marketing, have undergone the most obvious revisions. Numerous cases have been added and removed, and those remaining have, in many cases, been revised.


The biggest change in perspective is the substantially stronger focus on sustainability issues. There are many inputs to this change in perspective. First, travelling around the world – a per se environmentally unfriendly undertaking – is bringing new perspectives on how our consumption-oriented society contributes to undermining attempts to save our Earth from environmental disaster. The US, the origin of the subject area of marketing, and of this book, is certainly not a guiding star in this respect. Second, research into generational marketing that I’ve been involved in contributes to my understanding of sustainability issues as very important for young people – our research shows a similar interest among Baby Boomers, born in the 1940s and 1950s and raised during the 1968 revolution, the Vietnam War and the first oil crisis.


Third, collaboration with colleagues that I’ve had the pleasure to work with in recent years has given compelling input. Anna Dyhre and I published a book, Sustainable Employer Branding, in 2009, and since then two other books have come out of our creative co-operation. Charles Schewe, Marketing Professor at the University of Massachusetts, and I have co-taught and co-written an article published in the Journal of International Marketing on Generation Y/Millennials and their attitudes. Dr Mikael Ottosson, Senior Lecturer at Linköping University, and I have co-written Sustainable Marketing, published in Swedish and English, both being published in second editions shortly after they first appeared in 2013 and 2014, respectively. Magnus Söderlund, Professor at Stockholm School of Economics, and I published Thinking Beyond Classical Marketing, a book that generated great insights and thoughts. Associate Professors Daniel Kindström and Christian Kowalkowski, both at Linköping University, and I co-wrote a book on industrial marketing, a field that increasingly inspires and at the same time gets integrated with consumer marketing. Associate Professor Per Frankelius and Assistant Professor Charlotte Norman, both at Linköping University, wrote a book, Marketing as Science and Practice, with a strong focus on industries and aspects that are underexposed within the field of marketing, in textbooks in particular. Dr Sara Brorström at Gothenburg Research Institute and I are currently working with place branding and are in the process of publishing articles and book chapters on the theme based on extensive data collection in various-sized Swedish areas in comparison with insights from the international scene. All of them have contributed to my life in a larger meaning but also more specifically to this book’s second edition through the great insights that have come out of our co-operation.


Anders Parment


Stockholm, January 2016









PREFACE TO THE FIRST EDITION


In early summer 2009, Pearson publisher Morten Fuglevand contacted me and asked whether I would be interested in writing a Swedish or Scandinavian edition of Kotler and Armstrong’s Principles of Marketing. Obviously, the time is past when a single marketing textbook could cover the entire world’s markets, and students and teachers have been increasingly asking for books that are adapted to the circumstances and issues at hand in a particular market or context. In this case the context was Sweden in the narrow sense, and Scandinavia, or perhaps Europe, in a broader sense.


Marketing is a genuinely international subject field and thus the focus of this book is on international marketing rather than on specific Swedish marketing circumstances (which are, at any rate, few). Marketing is not like trade law or accounting, subject areas with a great emphasis on the rules and regulations of a particular country. Most students who opt for a marketing career will end up working for international organisations, and the majority of Swedish large and medium-sized companies are selling goods and services internationally. Moreover, the inspiration and ideas of marketing are truly international. New ideas and practices spread to new countries and regions at a rapid pace.


However, using an American marketing textbook, such as that of Kotler and Armstrong, in Sweden presents some problems, and this is likely to hold for any country at a certain cultural distance from America. Concept-wise the American book is excellent, but many of the examples used are from American companies that very few Scandinavian students have heard of. Numerous paragraphs in the American book, e.g. on values that determine consumer behaviour and trade organisations, are US-centred, and not even a global edition could solve this problem. Every single sentence of the original Kotler & Armstrong text has been considered in adapting the original for Scandinavian circumstances.


In addition to rewriting cases and examples, and illustrating best practice among Swedish firms, some recent research insights were also added. And, of course, content on law, international trade organisations etc. has been rewritten to reflect a Swedish perspective. Last, but not least, the original content has been reduced in extent to reflect students’ and teachers’ preferences for shorter textbooks. In the past, an introductory textbook was expected to be 700 to 900 pages – sometimes even more – thus constituting a complete guidebook that covered just about everything in the marketing arena. A trend that has been going on for a while is to have a shorter course book and complement it with a number of research articles. This book is certainly not short but the ambition has been to keep it no longer than necessary to reflect existing theories and practice.


One may wonder why the focus on big, international organisations is kept. Small and medium-sized enterprises constitute a substantial portion of economic activity in any country. However, business students, in particular, often work for international organisations and, if not, in most cases deal with customers who operate on an international basis. Even the smallest supplier of assembly parts has, if not a customer operating in international markets, a customer’s customer who is.


As the case on Adminicon in Chapter 1 underlines, even small organisations benefit from knowing how big organisations work. And, also important, from a pedagogic point of view, it is probably easier to scale down from a big organisation perspective and apply the thinking applied to small organisations than the other way round.


I’m grateful to all people who contributed their time and material to the numerous case studies presented in the book, and, of course, I’m fully responsible for any mistakes made during the process of writing this book that are still in the text.


Anders Parment


Stockholm, January 2011
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PEARSON MYLAB – DIGITAL RESOURCES


To get started with your digital resources, please follow the instructions given on the inside of the cover and redeem your access code. This code will give you access to iml.pearson.com where you will find the following digital resources to accompany this book:
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eText


This is the digital version of the book Principles of Marketing, 3rd edition. There’s a search function, you can make notes and mark text.
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Flashcards


Flashcards are a handy tool to learn all the key terms and their definitions, per chapter or all in one go.
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Multiple choice questions


Each chapter contains multiple choice questions. These will help you practise and deepen your understanding of the themes in this book.
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Figures and tables


All figures and tables from the book are on MyLab. You can use them, for example, in presentations and reports.
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Cases


Each chapter contains additional cases on MyLab to become further acquainted with the main themes.


[image: ]


For instructors Powerpoints are available.
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CHAPTER 1


Marketing: creating customer value and engagement




Mini contents




	Company case – Fast fashion giant Hennes & Mauritz: fast expansion leader or out of fashion?


	What is marketing?


	Understanding the marketplace and customer needs


	Designing a customer-driven marketing strategy


	Building customer relationships


	Capturing value from customers


	The changing marketing landscape


	The main focus of this book: large, complex organizations


	Company case – Adminicon: a small business selling services to large corporations




















Chapter preview


In this chapter we introduce you to the basic concepts of marketing. The aim of marketing is to create value for customers and to capture value from customers in return. We discuss the five steps in the marketing process. Finally, we discuss six major trends and forces that affect marketing in this age: digitization, individualization, polarization, urbanization, globalization, and sustainabilitization. These trends have a significant impact on marketing theory and practice. Understanding the basic marketing concepts introduced in this chapter and forming your own ideas about what they really mean to you will give you a solid foundation for all that follows in the book. First, we’ll take a look at Hennes & Mauritz, one of the world’s leading fashion brands.














Learning objectives


After reading this chapter, you should be able to:


1.Define marketing and outline the steps in the marketing process.


2.Explain the importance of understanding customers and the marketplace, and identify the five core marketplace concepts.


3.Identify the key elements of a customer-driven marketing strategy and discuss the marketing management orientations that guide marketing strategy.


4.Discuss customer relationship management and identify strategies for creating value for customers and capturing value from customers in return.


5.Describe the major trends and forces that are changing the marketing landscape in this age of relationships.














COMPANY CASE


Fast fashion gigant Hennes & Mauritz: fast expansion leader or out of fashion?
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Source: H&M Sweden


Let’s start with a good story about marketing in action. The Swedish firm Hennes & Mauritz (H&M), the world’s second largest fashion retailer after Inditex Group (with Zara as the most well-known brand), has developed many of the great marketing insights you will learn about in this book. It all started in Vasteras, where, a few years after the Second World War, Erling Persson, inspired by a trip to the U.S., established the first store. Selling women’s clothing, it was called Hennes, Swedish for ‘hers’. The business idea at the time was to sell fashionable pieces of high-quality clothing at attractive prices – and H&M, like many other successful companies, has largely stayed with this idea since its inception. In 1968, Persson acquired a hunting equipment store in Stockholm called Mauritz Widforss. Included in the inventory was a supply of men’s clothing, prompting Persson to expand into menswear. Accordingly, he renamed the store Hennes & Mauritz, later often abbreviated to H&M. The Persson family has remained at the heart of H&M during its phenomenal expansion. Erling’s son Stefan became CEO in 1990 and then chairman of the board in 1998. Rolf Eriksen became CEO in 2000 and Stefan’s son, Karl-Johan, took over the CEO role in 2009 with father Stefan still chairman of the board.


H&M started its international expansion early on, and ever since has grown until recently. Its internationalization strategy was to start with countries culturally similar to Sweden – in accordance with what you’ll learn about international marketing channels in Chapter 12 – and then gradually expanded to new countries and continents. Beginning in the mid-1960s, H&M’s expansion accelerated in intensity over time. It was not until the 1990s that the first stores opened in Finland, France, Belgium, Austria, Spain and the Netherlands. By the end of the decade, H&M’s stores could be found all over Europe. The first U.S. stores opened in New York, on 5th Avenue and 51st Street, in March 2000.


The chosen U.S. locations reflect perfectly H&M’s very successful marketing channel strategy, which focuses on city centres with lots of fashion-interested passersby. Fashion retailing, like many other industries has traditionally been associated with expensive, upmarket clothing being sold in city centres, while cheap clothing is sold at shopping malls and outlets far from the city centre. If H&M had decided to establish their stores in areas with low rental costs, as traditional wisdom might suggest would be the right strategy for a budget retailer, it would have an entirely different customer profile and probably a weaker brand perception. H&M frequently appears in fashion magazines such as Cosmopolitan, Vogue, Elle and Marie Claire – and this is ultimately because the very attractive locations provide a direct route to city-centre customers, something that in a city like New York includes numerous fashionistas. And fashion trends are largely created in city centres. Fifteen years after the first U.S. store opened, H&M had almost 4,000 stores worldwide and more than 300 stores in the USA. The growth has continued, and H&M has created a franchising model to secure expansion in countries where direct store ownership is difficult or impossible – however, the ambition to own the stores remains. In the last decade, H&M has thus succeeded in expanding to Australia, Dubai, Kuwait, Israel, Hong Kong, China, Russia, Indonesia, Singapore, Jordan, and many other countries.


In 2018, H&M faced some severe problems of various natures. It started closing stores on a bigger scale for the first time in history, about 300 stores were closed in 2018 and 2019. Poor earnings were reported, and analytics suggested that H&M was being squeezed out by other retailers such as Zara and Asos. The stock of unsold goods grew. Moreover, there were increasing sustainability concerns among customers and H&M’s ‘sustainable fashion’ campaign was questioned by key stakeholders. Meanwhile, other scandals challenged H&M’s success. H&M sold printed hooded tops in their web store, featuring a small black boy modelling a sweatshirt emblazoned with ‘Coolest Monkey in the Jungle’. The image soon reached social media and gathered extensive attention – mainly negative – and H&M had to apologize.
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Various stakeholders have questioned the fast-fashion philosophy practiced by H&M and its competitors.


Source: H&M Sweden


H&M operates eight brands – H&M, COS, Monki, Weekday, & Other Stories, H&M Home, ARKET and Afound. Perhaps inspired by its competitor Zara, H&M started selling home furnishings in 2009. The total number of H&M Group stores is around 5,000, 4,400 of which are H&M stores. Through offering a variety of brands and stores, more customer segments could be reached and the price level could be adjusted to maximize profit opportunities.


The image of Sweden as a country is an asset in H&M’s expansion. There are lots of tensions between countries and, at times, U.S. firms suffer an image disadvantage, the country of origin being a symbol for commercialism, quarter-by-quarter capitalism, lack of sustainability, and making use of every opportunity to source materials and products at the lowest price, regardless of location, environmental impact and co-worker rights. These, at any rate, are the criticisms of the anti-consumerism movement. Popular culture can also have an impact on the success of establishing a company in a new market area, and during their peak in the mid- to late 1970s, Swedish pop group ABBA was nowhere as popular as in Australia, something that could well help H&M to win over the hearts and minds – and wallets – of consumers in this vast but sparsely populated country. H&M opened its first store in Australia in 2014.


Although a certain degree of diversification in terms of brands and products has taken place, in the foreseeable future the major proportion of H&M’s turnover is still likely to come from the physical fashion stores.


The H&M stores with their great locations, generous opening hours, appealing fashion products, attractive pricing and high turnover of goods sold are the essence of the firm’s success story. And this last point is of particular importance: H&M stores get new goods several times a week (frequency depends on the store size and turnover). Many online fashion retailers have profitability problems, something that gives H&M a strong reason to keep an eye on the future opportunities of physical stores.


Fast fashion is quite a new phenomenon. H&M, like an increasing number of its competitors (with Zara as one of the most significant examples), applies the fast fashion principle, meaning that lead times are as low as two to three weeks. To accomplish such short lead times, it is necessary to adopt a number of lean retailing practices and to develop strong supply chain partnerships between retailers and manufacturers. This flexibility is sometimes called quick response.


For quick response to work, two principles are crucial. First, it demands that products move forward, along the supply chain from manufacturer to retailer, as quickly as possible. When an order is placed, the ordered items must be manufactured and distributed to the stores within a short time frame. Second, the fast movement of information back along the supply chain is crucial, to make sure that information on consumer preferences is properly transmitted, in order to identify and appropriately respond to trends within the market.


Batch or modular manufacturing, where small batches of a diverse range of garments are manufactured rather than the traditional long production runs of one garment type, have contributed to replacing the economies of scale with the economics of scope. Thus, the combination of speed and flexibility has created a new situation in the fashion market: that of economies of scale in retailing, often labelled fast fashion, rather than in manufacturing. H&M owns the customer relations, runs a loyalty programme and has rapid access to all the customers who visit the store regularly to see whether there are any new fashion items available. And this happens one or more times a week, not along the traditional industry lines of a spring and an autumn collection. This is a retailer’s dream, and the quick response principle makes sure this advantage is sustainable. H&M will continue to provide new products on a regular basis; it is an integrated part of the business model. Since H&M owns almost all of its stores, price reductions and campaigns are under its control and can be run without giving an impression of desperate discounting. That was very helpful during crises such as the overstocking problems in 2018 or the Corona pandemic crisis in 2020. Fashion styles change quickly in the contemporary consumption culture – therefore, having the ability to respond quickly to changes in consumer preferences, and going beyond that by providing new products that consumers haven’t even thought of, is likely also to be an advantage in the future.


Despite its impressive success, H&M is facing challenges. More recently, sustainability issues have been addressed by various stakeholders and the fast fashion concept applied by, among others, H&M and Inditex Group, has been questioned. Glaring media headlines about how workers making mobile phones are committing suicide, about how horse meat is being sold as beef, or about how those making clothes for H&M in factories in Cambodia are earning the equivalent of SEK 3 per hour, reach today’s critical consumers promptly. When well-known and profitable companies like Apple and H&M show themselves to be acting in a manner that does not promote sustainability and human rights, this becomes a rewarding subject to write about. This adds to a general criticism towards companies that, to a certain degree, exploit cheap labour opportunities in the third world. A long-term problem for H&M and many other companies is that their business model is based on continuously squeezing costs, in due course creating unsustainable conditions for suppliers. This criticism could be applied to Walmart, ICA, IKEA, Indiska and many other companies that we regularly buy from. On the other hand, companies like H&M create jobs and contribute to development in low-wage countries so the picture of constant cost-cutting efforts creates a breeding ground for unsustainable conditions at subcontractors’ premises is a little one-sided.


The emergence and growth of grassroots-driven information, whereby critical consumers create and manage the information flow, not least via social media and alternative not-for-profit media channels, is pushing companies into strengthening their sustainability efforts. In the case of H&M, for instance, cotton increasingly comes from more sustainable sources, and it is clear that H&M seems to be genuinely interested in sustainability, although it could be questioned whether the efforts so far are substantial or incremental. H&M has taken this criticism seriously, something that does not change the fact that the consumption of fast fashion might be harmful for society in the long run. Since 2002, H&M has issued a yearly sustainability report, and in recent years the sustainability efforts have been intensified.


Questions:


1.What are the main elements of the H&M success story? Don’t hesitate to add elements that are not treated in the text.


2.Is there anything you would have done differently, had you had the opportunity to design H&M’s strategies?


3.Do you think H&M will have the opportunity to grow in the future? Explain your reasoning.


4.What are the main threats and opportunities to H&M’s future success?


5.What do you think about the potential of value-for-money fashion clothing in the future?


6.Where do you think the discussion on sustainability will end up?


7.How are crises in society, e.g. the Corona pandemic, shaping consumer behaviour?


Sources: www.hm.com; Trevor Hopper, Robert Scapens & Deryl Northcott, Issues in Management Accounting, Ch. 2 (Pearson, 2007); Mikael Ottosson & Anders Parment (2015). Sustainable Marketing (Lund: Studentlitteratur); ‘H&M Store Count by Brand’, https://hmgroup.com/about-us/markets-and-expansion/store-count-per-brand.htmlm accessed 22 October 2019; Wood, S. (2018). ‘H&M Under Fire, Loses Brand Collaborator The Weekend’, Crisis Management, PR News, 8 January 2018; Smith, G. (2018). ‘H&M and Zara Are Closing Stores to Get Ahead, Fortune’, 11 August 2019.





Today’s successful companies have one thing in common: like Hennes & Mauritz (H&M), they are strongly customer focused and heavily committed to marketing. These companies share a passion for understanding and satisfying the needs of their customers. They motivate everyone in their organizations to create value for customers and other stakeholders. They understand the importance of marketing intelligence and taking social responsibility, including being an attractive employer.1 After all, great customer service is a defining characteristic of most companies that enjoy sustainable profitability and growth.2









What is marketing?


Before we start out here, how would you define marketing? Write it down and come back to it later. Marketing, more than any other business function, deals with customers. Although we will soon explore more detailed definitions of marketing, perhaps the simplest definition is this one: Marketing is managing profitable customer relationships. The twofold goal of marketing is to attract new customers by promising superior value and to keep and grow current customers by delivering satisfaction. These two goals cannot be separated, and it’s not easy to divide customers into ‘current’ and ‘new’ categories. For instance, customers may stay with a product brand but change retailer, or vice versa; companies undergo mergers and acquisitions, meaning that customers may not know the owner behind a brand; and customers may change brand and then later change back again. A frequent business traveller may be on maternity or paternity leave for 12 months but still remains a key customer, even though no or few flights are undertaken in a year. Stopping their frequent flyer programme would be a bad move and might undermine the customer relationship. All in all, making the distinction between existing and new customers is becoming increasingly difficult. However, one thing is certain: consumers remember bad experiences and they also remember extraordinary service. H&M has become one of the world’s leading clothing retailers by focusing on customer value – good design for a decent price. IKEA did the same thing with home furniture and accessories. Uber has challenged the dominant taxi business but has been challenged by companies such as Lyft. These companies do not hesitate to break with industry norms. Netflix, MasterCard, Klarna and Amazon are other examples of such companies. Amazon, for instance, attempts to create a world-class online buying experience that helps customers to ‘find and discover anything they might want to buy online’. Amazon started back in the late 1990s with the at the time controversial idea of also offering competitors’ products. Coca-Cola has earned an impressive 49 per cent global share of the soft drinks market – more than twice Pepsi’s share. H&M challenged the accepted industry wisdom, which had traditionally suggested that premium brand clothing should be sold in city centres and cheap clothing should be sold in shopping malls and outlets. H&M instead offered nicely designed clothing in appealing locations at attractive, or even low, prices. IKEA made home furnishing a DIY (do-it-yourself) activity – prices came down and consumers realized that furnishing your home doesn’t have to cost a fortune. IKEA has made a major contribution to the current low price of home furniture. Although its innovativeness has been questioned recently, Apple made a great achievement by defining itself beyond the traditional consumer electronics industry. The well-designed and emotionally appealing iPhone and iPad products will be remembered as masterpieces of great customer orientation.


Sound marketing is critical to the success of every organization. Large for-profit firms use marketing, but so do not-for-profit organizations, such as secondary schools, hospitals, primary health care, museums, gospel choirs, churches, the Red Cross, the Liberal Party and other actors in civil society. For families with children, various activities compete for time and attention, both in short supply, and for retired people, a multitude of options to spend their time makes marketing a great tool to catch consumers’ attention. Obviously, marketing makes sense in many contexts. Accomplishments in marketing relate not only to products, but to services too. Scandinavian architecture is well known around the globe and successful examples are numerous, including work by Alvar Aalto (a Finn), Jørn Utzon (a Dane, the main architect of the Sydney Opera House), Arne Jacobsen (a Dane) and Ralph Erskine (British-Swedish, architect of the Greenwich Millennium Village). Skype and Spotify are other great marketing examples with their origin in Sweden and Scandinavia.


You already know a lot about marketing – it’s all around you. Marketing comes to you in the good old traditional forms: you see it in the abundance of products at your nearby shopping mall and in the advertisements that fill your devices, spice up your magazines or pile through your letterbox. In recent years, marketers have assembled a host of new marketing approaches that include increasingly interactive tools and channels. These new approaches aim to do more than just blast out messages to the masses. They aim to reach you directly and personally. Look at how Google combines a strategy of finding new ways of facilitating the everyday life of consumers by being very commercial and profitable through strengthening its position as hub in our everyday lives. In numerous countries, Google is ranked as the number one ideal employer among students, thus reflecting a desire among young people in particular as well as sending a message to society: providing excellent services to consumers creates and captures customer value. Today’s marketers want to become a part of your life and to enrich your experiences of their brands – Google, Spotify, Netflix, Apple, H&M and IKEA are great examples of how this may work.
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The Opera House in Sydney is a great example of Scandinavian architecture that contributes to the perception of Scandinavian countries being good at design and architecture.


Source: Pearson Education Limited


There is much more to marketing than meets the consumer’s casual eye. Behind it all is a massive network of people and activities competing for your attention and purchases. This book will give you a broad introduction to the basic concepts and practices of today’s marketing, with an emphasis on Scandinavian companies and how they compete in domestic and international markets. In this chapter, we begin by defining marketing and the marketing process.


Marketing defined


What is marketing? Many people think of marketing as only selling and advertising. We are bombarded every day with TV commercials, catalogues, ‘spiels’ from salespeople, and online pitches. However, selling and advertising is only the tip of the marketing iceberg. Today, marketing must be understood not in the old sense of making a sale – ‘telling and selling’ – but in the sense of satisfying customer needs – and delivering beyond what customers know they want. Companies that provide superior customer value, and distribute and promote the products effectively, have a great chance of becoming successful. In fact, according to management guru Peter Drucker, ‘The aim of marketing is to make selling unnecessary’.3


In other words, great marketing creates an automatic demand for the products. Selling and advertising are only part of a larger ‘marketing mix’ – a set of marketing tools that work together to satisfy customer needs and build customer relationships.


Broadly defined, marketing is the activity, set of institutions, and processes for creating, communicating, delivering, and exchanging offerings that have a value for customers, other stakeholders and society at large. Companies that do this in a convincing way capture value from customers in return. In a narrower business context, marketing involves building profitable, value-laden exchange relationships with customers. Hence, we define marketing as the process by which companies create value for customers and build strong customer relationships in order to capture value from customers in return.4



The marketing process



Figure 1.1 presents a simple five-step model of the marketing process. In the first four steps, companies work to understand consumers, create customer value and build strong customer relationships. In the final step, companies reap the rewards of creating superior customer value. By creating value for consumers, they in turn capture value from consumers in the form of sales, profits and long-term customer equity.
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FIGURE 1.1 A simple model of the marketing process


In this chapter we will review each step but focus more on the customer relationship steps – understanding customers, building customer relationships and capturing value from customers. In Chapter 2 we’ll look more deeply into the second and third steps – designing marketing strategies.









Understanding the marketplace and customer needs


Unless marketers understand customers, and how they think and act, they could hardly create customer-oriented products, nor could they act in a way that makes marketing profitable.


As the first step in the marketing process, companies must understand customer needs and wants and the marketplace within which they operate. We now examine five core customer and marketplace concepts: (1) needs, wants, and demands; (2) market offerings (products, services and experiences); (3) value and satisfaction; (4) exchanges and relationships; and (5) markets.


Customer needs, wants and demands


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


Wants are the form that human needs take as they are shaped by culture and individual personality. An Italian or German needs food but wants pasta or bratwurst. A person in Norrland needs food but wants roast reindeer. Wants are shaped by one’s society and are described in terms of objects that will satisfy needs. When backed by buying power, wants become demands. Given their wants and resources, people demand products with benefits that add up to the most value and satisfaction.5


Outstanding marketing companies go to great lengths to learn about and understand their customers’ needs, wants and demands. They conduct consumer research and analyse mountains of customer data. Their people at all levels – including top management – stay close to customers. The former CEO (until 2008) of Swedish telecommunications company Tele2, now chairman of Telia Company, Lars-Johan Jarnheimer, suggested that their great customer orientation is based on the policy that all bosses, including Jarnheimer himself, must work in the customer care department two to four days a year. If not, they forego their bonus. That’s an excellent way of staying close to the customers, according to Jarnheimer.6 A similar policy is pursued by Southwest Airlines. All senior executives handle bags, check in passengers and serve as flight attendants once every quarter. Inefficient in a narrow sense – excellent in a broader one.


Market offerings – products, services and experiences


Consumers’ needs and wants are fulfilled through market offerings – some combination of products, services or experiences offered to a market to satisfy a need or want. Market offerings include services – activities or benefits offered for sale that are essentially intangible and do not result in the ownership of anything. In modern economies, services represent an increasing part of the GDP (gross domestic product) at the cost of physical products. Also in companies in traditional manufacturing, e.g. Siemens and ABB, the percentage of the value-adding that may be derived from services is increasing. Examples of services include banking, airlines, hairdressing, hotels and home cleaning services.


In fact, every company and organization must add value for their customers. A travel agency must save time, simplify the search for a particular combination of travel requirements or offer unique products in order to justify their very existence. Not all travel agencies offer any of these. The same holds for companies in other industries.


More broadly, market offerings also include other entities, such as people, places, information, ideas, churches and non-governmental organizations (NGOs). Many cities, for example, pay a lot of attention to branding. One such, Nyköping, a municipality of around 50,000 citizens, has its own marketing department. They run marketing campaigns to recruit inhabitants, particularly from the Stockholm area, which is one hour (100 km) away from Nyköping. They have also been engaged in, and criticised for, co-branding campaigns with Ryanair. A major co-branding project with Ryanair cost Nyköping SEK 55 million over ten years, but it has generated a lot of publicity and industrial activity in the Nyköping area. ‘200 jobs today, 1,000 jobs tomorrow is just the beginning,’ said Göran Forsberg, mayor of Nyköping.7 The campaign and marketing attitude have had a positive effect. Nyköping now attracts more people than it loses. In 1999 the total migration balance was +175 people, in 2004 234 people, in 2009 274 people, in 2014 470 people, and in 2019 461 people in the first two quarters.8 The positive migration balance is pronounced among people aged 25 to 36, which is one of the main target groups of the city’s branding campaign.9
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Train travel competes with flying, driving one’s own car or a rental, going by bus – or even staying at home.


Source: Soloviova Liudmyla / Shutterstock


Many sellers make the mistake of paying more attention to the specific products they offer than to the benefits and experiences produced by these products. These sellers suffer from marketing myopia, a concept originally articulated by Theodor Levitt, who half a decade ago suggested that railway companies are not in the railway business, but in the transportation business. Levitt suggests that companies and sellers suffering from marketing myopia are so taken with their products that they focus only on existing wants and lose sight of underlying customer needs.10 They forget that a product is only a tool to solve a consumer problem. A manufacturer of 6 mm drill bits may think that the customer needs a drill bit. But what the customer really needs is a 6 mm hole. These sellers will have trouble if a new product comes along that serves the customers’ needs better or less expensively, thus creating a competitive advantage that will turn consumers’ attention away to the new solution. The customer will have the same need but will want the new product of the competitor.


Smart marketers look beyond the attributes of the products and services they sell. By orchestrating several services and products, they create experiences for consumers.


Customer value and satisfaction


Consumers usually face a broad array of products and services that might satisfy a given need. How do they choose among these many market offerings? Customers form expectations about the value and satisfaction that various market offerings will deliver and buy accordingly. Satisfied customers buy again and tell others about their good experiences. Dissatisfied customers often switch to competitors and disparage the original product to others. And others will know if a customer is dissatisfied – customer surveys have a long memory in the sense that they are stored if not forever, at least for a very long time. Caesars Palace in Las Vegas has got around 80,000 customer reviews solely on Google (and more on other sites) – many of them are written way back in time.
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Caesars Palace was inaugurated in 1966 (Las Vegas, Nevada, US).


Source: Charles Zachritz / Shutterstock


Marketers must be careful to set the right level of expectations. If they set expectations too low, they may satisfy those who buy, but fail to attract enough buyers. If they raise expectations too high, buyers will be disappointed. Consumers are, and should be, very demanding, which will be good for the company in the long run. Customer value and customer satisfaction are key building blocks for developing and managing customer relationships. We will revisit these core concepts later in the chapter.


Exchanges and relationships


Marketing occurs when people decide to satisfy needs and wants through exchange relationships. Exchange is the act of obtaining a desired object from someone by offering something in return. In the broadest sense, the marketer tries to bring about a response to some market offering. The response may be more than simply buying or trading products and services. A social action group wants idea acceptance, a political party wants membership, and an amateur theatre company wants an audience.


Marketing consists of actions taken to build and maintain desirable exchange relationships with target audiences involving a product, service, idea or other object. Beyond simply attracting new customers and creating transactions, the goal is to retain customers and grow their business with the company.


Markets


The concepts of exchange and relationships lead to the concept of a market. A market is the set of actual and potential buyers of a product. These buyers share a particular need or want that can be satisfied through exchange relationships.


Marketing means managing markets to bring about profitable customer relationships. However, creating these relationships takes work. Sellers must search for buyers, identify their needs, design good market offerings, set prices for them, promote them, and store and deliver them. Activities such as consumer research, product development, communication, marketing channels, pricing and service are core marketing activities.


Although we normally think of marketing as being carried on by sellers, buyers also carry out marketing. Consumers carry out marketing when they search for products, interact with companies, obtain information and make their purchases. Today’s technologies have empowered consumers and made marketing a truly interactive affair – many consumers take the opportunity to give feedback to firms and other consumers by providing information through social media and platforms such as Tripadvisor, Booking.com and Hotels.com. In fact, today’s digital technologies have empowered consumers and made marketing a truly two-way affair. Thus, in addition to customer relationship management, today’s marketers must also deal effectively with customer-managed relationships. Marketers are no longer asking only ‘How can we influence our customers?’ but also ‘How can our customers influence us?’ and even ‘How can our customers influence each other?’
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 FIGURE 1.2  Elements of a marketing system


Figure 1.2 shows the main elements in a marketing system. Marketing involves serving a market of final consumers in the face of competitors. The company and competitors research the market and interact with consumers to understand their needs. Then they create and exchange market offerings, messages, and other marketing content with consumers, either directly or through marketing intermediaries. Each party in the system is affected by major environmental forces (demographic, economic, natural, technological, political, and social/ cultural), and each party in the system adds value for the next level. The arrows represent relationships that must be developed and managed. Thus, a company’s success at engaging customers and building profitable relationships depends not only on its own actions but also on how well the entire system serves the needs of final consumers. IKEA cannot fulfil its promise of low prices unless its suppliers provide merchandise at low costs. And Volkswagen cannot deliver a high-quality electric car ownership experience unless its dealers provide outstanding sales and service.


Brave companies draw upon this change and let customers reach each other. Great, transparent and sustainable companies don’t have to worry when their customers talk to each other.









Designing a customer value-driven marketing strategy


Once it understands consumers and the marketplace sufficiently, marketing management can design a customer-driven marketing strategy. We define marketing management as the art and science of choosing target markets and building profitable relationships with them. Art emphasizes the importance of understanding the marketplace, knowing customers and not forgetting that great marketing is based on feelings and extraordinary competence in understanding the next level – what comes next and what’s beyond the dynamics of the marketplace of today are questions that should be raised. Science emphasizes the need for a systematic gathering of knowledge about what is happening in the marketplace, at an applicable level as well as from the latest research. In this respect, it is not only marketing researchers’ findings that may be of interest, but also research from adjacent disciplines, i.e. psychology and economics. The aim of marketing management is to find, attract, keep and grow target customers by creating, delivering and communicating superior customer value.


To design a winning marketing strategy, the marketing manager must answer two important questions: What customers will we serve (what’s our target market)? and How can we serve these customers best (what’s our value proposition)? Then, the marketer develops an integrated marketing programme that will actually deliver the intended value to target customers. The marketing programme builds customer relationships by transforming the marketing strategy into action. It consists of the firm’s marketing mix, called the four Ps of marketing: product, price, place (marketing channels) and promotion (marketing communications). Some marketers use the 7Ps model that modifies the 4Ps model and includes three more Ps: People, Process, and Physical Evidence. The 7Ps model is more often used in service industries. 4P advocates have incorporated the thoughts from the 7Ps perspective, which was introduced in by Booms and Bitner in the early 1980s.11 Since then, the service share in most industries has increased. While people, process and physical evidence have become more important over time, so have the traditional 4Ps: product, price, place/marketing channels, and promotion/marketing communications. Tougher competition, increased transparency and more informed and demanding consumers have contributed to a situation where companies must work intensively with marketing to stay competitive. This book builds on the 4Ps framework and includes people and other important aspects in contemporary marketing, in discussions on the 4Ps as well as other discussions about marketing theory and practice.


To deliver on its value proposition, the firm must first create a need-satisfying market offering (product). It must decide how much it will charge for the offering (price) and how it will make the offering available to target consumers (place). Finally, it must communicate with target customers about the offering and persuade them of its merits (promotion). The firm must blend all of these marketing mix tools into a comprehensive integrated marketing programme that communicates and delivers the intended value to chosen customers.


Selecting customers to serve


The company must first decide who it will serve. In principal terms, it does this by dividing the market into segments of customers (market segmentation) and selecting which segments it will go after (target marketing). Some people think of marketing management as finding as many customers as possible and increasing demand. But there are many problems with such a clear take-everything-you-can-get-approach. First, marketing managers know that they cannot serve all customers in every way. By trying to serve all customers, they may not serve any customers well. Instead, the company needs to select only customers that it can serve well and profitably. Second, not all markets are growing, and in static or shrinking markets, growth may still be possible but in many cases it is not likely to be profitable. Expanding market shares from 15 to 20 per cent may imply that margins become wafer-thin. Third, some customers are particularly good for the company’s brand image. The company is likely to benefit in the long run through focusing on this segment although other segments may give a higher short-term profit. This is particularly important for companies in a growth phase, which may benefit strongly from focusing on customers who become brand ambassadors, thus generating further sales by being exposed in the right places and social contexts. Influencers such as Selena Gomez, Cristiano Ronaldo and Ariana Grande inspire young consumers particularly to buy a piece of clothing, after being spotted on their blogs, or maybe by fashion magazines such as Vogue, Marie Claire, Cosmopolitan and Elle.
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Companies must decide which customers they should serve – consumers behaving in a similar manner constitute market segments.


Source: Anders Parment


Some marketers may actually seek fewer customers and reduced demand. They came to this conclusion when they realized that a strategy based on mass production was unlikely to be successful. In other cases, where there is excess demand, companies may practise demarketing to reduce the number of customers or to shift their demand temporarily or permanently. For instance, many power companies now sponsor programmes that help customers reduce their power usage through peak-load control devices, better energy-use monitoring, and heating system tune-up incentives. Contemporary companies don’t only look for customers they can get, but rather for customers that fit with the company, its brand and its offers, and are likely to be brand ambassadors. Influencers may help companies reaching the desired audience.


Ultimately, marketing managers must decide which customers they want to target and on the level, timing and nature of their demand. Simply put, marketing management is customer management and demand management.


Choosing a value proposition


The company must also decide how it will serve targeted customers – how it will differentiate and position itself in the marketplace. A company’s value proposition is the set of benefits or values it promises to deliver to consumers to satisfy their needs. German automaker BMW promises ‘the ultimate driving machine’, whereas the British-made Land Rover lets you ‘Go Beyond’ – to ‘get a taste of adventure, whatever your tastes’. Levi’s promises ‘Quality never goes out of style’ and Adidas ‘Impossible is Nothing’. DuckDuckGo has one of the most effective value propositions because it actually tells you what it doesn’t do – it doesn’t track or share your personal information. Scandinavian Airlines makes life easier for Scandinavia’s frequent flyers – and indeed, they have access to many more direct flights than they would without this airline.


Such value propositions differentiate one brand from another and reflect a company’s competitive advantage. Value propositions answer the customer’s question ‘Why should I buy your brand rather than a competitor’s?’ Companies must design strong value propositions that give them the greatest advantage in their target markets. Unfortunately, too many companies find it difficult to define their value propositions – in a study, two-thirds of car dealers were not able to give a satisfactory definition of competitive advantage or value proposition.12


Companies also have to ask themselves what philosophy should guide these marketing strategies? What weight should be given to the interests of customers, the organization, and society? Very often, these interests conflict. There are five alternative concepts under which organizations design and carry out their marketing strategies: the production, product, selling, marketing, and societal marketing concepts.


Marketing management orientations


Marketing management wants to design strategies that will build profitable relationships with target consumers. But what philosophy should guide these marketing strategies? What weight should be given to the interests of customers, the organization and society? Very often, these interests conflict.


There are five alternative concepts under which organizations design and carry out their marketing strategies: the production, product, selling, marketing and societal marketing concepts. To an extent, these concepts reflect the historical development of how companies have been approaching marketing. However, many companies still stay with the marketing philosophies that were predominant a number of decades ago.



The production concept



The production concept holds that consumers will favour products that are available and highly affordable. Therefore, management should focus on improving production and distribution efficiency. This concept is one of the oldest orientations that guide sellers, but still useful in some situations. For example, personal computer maker Lenovo dominates the highly competitive, price-sensitive Chinese market through low labour costs, high production efficiency, and mass distribution.


However, although useful in some situations, the production concept can lead to marketing myopia. Companies adopting this orientation run a major risk of focusing too narrowly on their own operations and losing sight of the real objective — satisfying customer needs and building customer relationships. But not every company intends to establish deep customer relationships. If the company has a sustainable way of offering the cheapest products, the production concept may still be useful.


The product concept


The product concept holds that consumers will favour products that offer the most in quality, performance and innovative features. Under this concept, marketing strategy focuses on making continuous product improvements.


Product quality and improvement are important parts of most marketing strategies. However, focusing solely on the company’s products can also lead to marketing myopia. For example, some manufacturers believe that if they can ‘build a better mousetrap, the world will beat a path to their door’. But they are often in for a rude awakening. Buyers may be looking for a better solution to a mouse problem, but not necessarily for a better mousetrap. The better solution might be a chemical spray, an exterminating service, or something else that works even better than a mousetrap. Furthermore, a better mousetrap will not sell unless the manufacturer designs, packages and prices it attractively; places it in convenient marketing channels; brings it to the attention of people who need it; and convinces buyers that it is a better product.


The selling concept


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


Such aggressive selling, however, carries high risks. It focuses on creating sales transactions rather than on building long-term, profitable customer relationships. The aim often is to sell what the company makes rather than making what the market wants. Many consumers have poor experiences of overzealous telesales people, and sellingintensive industries sometimes have a poor reputation. The selling concept assumes that customers who are coaxed into buying the product will like it. Or, if they don’t like it, they will possibly forget their disappointment and buy it again later. These are usually poor assumptions, but digitization may create a market for companies that work very effectively and efficiently, or are overstocked, through finding channels to get access to buyers who look for the lowest price from time to time. In the long run, though, even such approaches are missing the untapped potential that exist in understanding customers better.
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Price comparison sites like Momondo make consumers less loyal to specific airlines – and hence promotes price as competitive advantage. It may force companies to return to the selling concept, or what do you think?


Source: www.momondo.co.uk


The marketing concept


The marketing concept holds that achieving organizational goals depends on knowing the needs and wants of target markets and delivering the desired satisfaction better than competitors do. Under the marketing concept, customer focus and value are the paths to sales and profits. Instead of a product-centred ‘make and sell’ philosophy, the marketing concept is a customer-centred ‘sense and respond’ philosophy. The job is not to find the right customers for your product but to find the right products for your customers.


Figure 1.3 contrasts the selling concept and the marketing concept. The selling concept takes an inside-out perspective. It starts with the factory, focuses on the company’s existing products, and calls for selling and promotion to obtain profitable sales. It focuses primarily on customer conquest – getting short-term sales with little concern about who buys or why.
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 FIGURE 1.3  The selling and marketing concepts contrasted


In contrast, the marketing concept takes an outside-in perspective. As Herb Kelleher, Southwest Airlines’ colourful CEO, puts it, ‘We don’t have a marketing department; we have a customer department.’ The marketing concept starts with a well-defined market, focuses on customer needs and integrates all the marketing activities that affect customers. In turn, it yields profits by creating lasting relationships with the right customers based on customer value and satisfaction. Marketing course modules attempt to influence students’ thinking with a marketing concept perspective.


Implementing the marketing concept often means more than simply responding to customers’ stated desires and obvious needs. Customer-driven companies research current customers deeply to learn about their desires, gather new product and service ideas, and test proposed product improvements. Such customer-driven marketing usually works well when a clear need exists and when customers know what they want.


In many cases, however, customers don’t know what they want or even what is possible. Many consumer electronics products deliver customer value that few would have thought of before the product was launched. Nevertheless, a company that stays close to customers and societal development has the opportunity to understand customer needs even better than customers themselves do and to create products and services that meet existing and latent needs. Companies succeeding with customer-driving marketing are ahead of their customers in developing new products, which requires superior skills in understanding what is going on in the marketplace. And not only in terms of existing products and competitors, but also beyond – in other industries, other markets, thus finding new combinations of customer benefits and features provided by firms outside the traditional industry boundaries.


Successful implementation of the marketing concept in today’s often very competitive markets requires a creative mindset and a good understanding about how markets work and how consumers think and act. Increasingly often, that includes thinking beyond consumer needs and taking changes in society and the characteristics of coming generations into consideration.


The societal marketing concept


The societal marketing concept questions whether the pure marketing concept overlooks possible conflicts between consumer short-term wants and consumer long-term welfare. Is a firm that satisfies the immediate needs and wants of target markets always doing what’s best for consumers in the long run? The societal marketing concept holds that marketing strategy should deliver value to customers in a way that maintains or improves both the consumer’s and society’s well-being. It calls for sustainable marketing practices.


Nowadays, the dimensions of sustainability are addressed, namely economic, environmental, and social responsibility.




	
Economic sustainability is about creating economic growth without risking co-worker health and scarce natural resources. Companies that run on a loss have difficulties contributing towards a more environmentally and socially sustainable society.


	
Environmental sustainability emphasizes that economic growth should not take place at the expense of the natural environment.


	
Social sustainability emphasizes that people’s basic needs are being met. Marketing often involves manufacturing and transport in countries where it’s difficult to keep track of the activities. Hence, there is a significant risk that practices do not live up to ethical standards and the often bold sustainability promises the company has made.





Economic, environmental, and social sustainability often touch upon and even overlap each other. But one thing is clear: many marketing activities, such as design, supply, distribution and communication of products and services, are responsible for causing sustainability challenges, including climate change, biodiversity loss and fair wages in supply chains. The societal marketing concept is the marketing profession’s answer to these sustainability challenges. This concept includes sustainable marketing, which is the integration of the concept of Sustainable Development and marketing theory and practice.
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Are people who deliver food at a low cost to your office underpaid, hence implying the business model is unsustainable, or another opportunity to get a job? Such issues are discussed in the societal marketing concept.


Source: Tiny Ivan / Alamy Stock Photo


More broadly, many leading business and marketing thinkers are now talking about the concept of shared value, which recognizes that societal needs, not just economic needs, define markets.13 The concept of shared value focuses on creating economic value in a way that also creates value for society. A growing number of companies known for being very businessoriented – such as General Electric, Google, H&M, Nestlé, Unilever, and Volkswagen – are rethinking the interactions between society and corporate performance. They are concerned not just with short-term economic gains but with the well-being of their customers, the depletion of natural resources vital to their businesses, the viability of key suppliers, and the economic well-being of the communities in which they operate. This way, these companies attempt to reach economic, social, and environmental sustainability at the same time.


Take the bottled water industry as an example. It may be causing environmental problems that run counter to society’s long-term interests14, and it goes beyond the production of the water and involves distribution and transportation which often takes place over long distances. As Figure 1.4 shows, companies should balance three considerations in setting their marketing strategies: company profits, consumer wants and society’s interests, the latter representing social and environmental sustainability.
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 FIGURE 1.4  Three considerations underlying the societal marketing concept
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The production of biogas and the use of biogas for buses, trucks and cars harm the environment much less than do fossil fuels.


Source: Svensk Biogas


Svensk Biogas supplies biogas, today seen as the fuel that constitutes the highest degree of sustainability for the environment, supply assurance and the economy. Sales of biogas for vehicles (cars, trucks and buses) have increased over the last decade. However, as with most fuel types, the higher the demand, the more expensive it becomes for suppliers such as Svensk Biogas to acquire the raw materials needed for producing the fuel, and although production is local and efficient (Svensk Biogas mainly supplies the county of Ostergotland with biogas), production and use still harm the environment, so the development of more fuel-efficient vehicles is still a high priority. Vehicles running on biogas are normally converted petrol vehicles. Svensk Biogas is located in the Linköping area and is owned by Linköping Municipality, the subsidiary through Tekniska Verken. Svensk Biogas is an important cornerstone in profiling Linköping as a sustainable city. Through close co-operation with Linköping University, Svensk Biogas and Linköping are creating a competitive advantage in the development of knowledge about climate-smart solutions.
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