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PREFACE


FOR SEVERAL YEARS, Robert Wallace, the distinguished senior editor of The Free Press, urged me to write a marketing book for managers, one that would show the latest marketing thinking and not run 700 pages! He did not want me simply to condense my graduate student textbook, Marketing Management, but to write a completely new book. Bob had heard that I have been presenting one- and two-day marketing seminars around the world for twenty years and had even seen a copy of my seminar notebook. He said that the material in the notebook itself could constitute a new book.


I put off his requests because of my busy teaching, research, and consulting schedule. I was learning new things in consulting with AT&T, IBM, Michelin, Shell, Merck, and several banks. I was also trying to think through the revolutionary impact on the marketplace and marketing practice of the new technologies—the Internet, e-mail, fax machines, sales automation software—and new media—cable TV, videoconferencing, CDs, personal newspapers. With the marketplace changing so rapidly, it didn’t seem the right time to write.


I finally realized that the marketplace would continue to undergo radical change. My rationale for postponing the book could no longer hold.


I have had a thirty-eight-year romance with marketing and continue to be intrigued. When we think that we finally understand marketing, it starts a new dance and we must follow it as best we can.


When I first came upon marketing in the early 1960s, the literature was basically descriptive. There were three approaches at the time. The commodity approach described the characteristics of different products and buyer behavior toward those products. The institutional approach described how various marketing organizations worked, such as wholesalers and retailers. The functional approach described how various marketing activities—advertising, sales force, pricing—perform in the marketplace.


My own training, centered in economics and decision sciences, led me to approach marketing from a managerial point of view. Marketing managers everywhere faced a plethora of tough decisions; they had to choose target markets carefully, develop optimal product features and benefits, establish an effective price, and decide on the proper size and allocation of the sales force and various marketing budgets. And they had to make those decisions in the face of incomplete information and ever changing market dynamics.


I felt strongly that marketing managers, in order to make better marketing decisions, needed to analyze markets and competition in systems terms, explicating the forces at work and their various interdependencies. That sparked my interest in developing models of markets and marketing behavior, and in 1971 I put my ideas together and published Marketing Decision-making: A Model-building Approach. The book ran 700 pages, starting with a picture of the simplest market consisting of one firm operating in one market selling one product and using one marketing instrument in an effort to maximize its profits. Subsequent chapters introduced added complexities, such as two or more competitors, two or more marketing instruments, two or more territories, two or more products, delayed responses, multiple goals, and higher levels of risk and uncertainty. The modeling challenge was to capture marketing effects that tended to be nonlinear, stochastic, interactive, and downright difficult.


My intention was to put marketing decision-making on a more scientific basis. In subsequent years it has been gratifying to witness substantial advances in the body of scientific literature in marketing—both explanatory and normative—contributed by a generation of talented marketing scholars bent on improving our understanding of how markets work.


Virtually all marketing theorizing before 1970 dealt with for-profit firms struggling to sell their products and services for gain. But other organizations—nonprofit and governmental—also face marketing problems, which I described in Strategic Marketing for Nonprofit Organizations. Colleges compete for students; museums try to attract visitors; performing arts organizations want to develop audiences; churches seek parishioners; and all of them seek funding. Individuals, too, carry out marketing activities: politicians seek votes; doctors seek patients; and artists seek celebrity. What is common to all such cases is the desire on the part of someone to attract a response or resource from someone else: attention, interest, desire, purchase, good word-of-mouth. But to elicit those responses, one must offer something that someone else perceives to be of value, so that the other party voluntarily offers the response or resource in exchange. Thus exchange emerges as the core concept underlying marketing.


I also felt that marketable objects included more than products and services; one can market people, places, ideas, experiences, and organizations. My desire to understand those less routine applications of marketing led me to research and publish High Visibility (person marketing), Marketing Places and Marketing of Nations (place marketing), and Social Marketing (idea marketing), along with some published articles on experience marketing and organization marketing.


Furthermore, marketing required another broadening move, one that wouldn’t assume that marketing’s only task is to increase demand for some product or service. What if the current demand for a product is too strong? Shouldn’t the marketer raise the price, cut advertising and promotion spending, and take other steps to bring demand more in line with supply? Those measures took on the name demarketing, which proved an applicable concept in many situations. What if a reform group wants to destroy the demand for a product deemed unhealthy or unsafe, such as hard drugs, tobacco, fatty foods, guns, and other questionables? Its marketing task is named unselling. Other marketing tasks included trying to change the image of unpopular products and trying to smooth out irregular demand. All those observations led to my recognizing that marketing’s central purpose is demand management, the skills needed to manage the level, timing, and composition of demand.


The broadening of marketing’s domain was not an easily won battle. It drew critics who preferred that marketing stick to figuring out how to sell more toothpaste, refrigerators, and computers. But my thinking has been that new perspectives enter a marketplace of ideas, and, as in any marketplace, those perspectives survive which have use value. I have been gratified to see the overwhelming majority of scholars and practitioners accept the legitimacy of the broadened marketing concept.


One of the main contributions of modern marketing has been to help companies see the importance of shifting their organization from being product-centered to becoming market- and customer-centered. Ted Levitt’s classic article “Marketing Myopia,” along with Peter Drucker’s famous five questions that every business must ask itself, played an important role in launching the new thinking. But many years passed before many companies actually started to undergo a transformation from “inside-out” thinking to “outside-in” thinking. Even today there are still too many companies operating on a selling product focus instead of a meeting needs focus.


As great as the changes in marketing thinking have been until now, future changes in marketing thinking and practice will be even greater. Scholars today are questioning whether the core concept underlying marketing should be exchange or relationships or networks. Much is changing in our thinking about services marketing and business marketing. And the greatest impact is yet to come, as the forces of technology and globalization move apace. Computers and the Internet will bring about enormous behavior shifts in buying and selling. I have tried to describe and anticipate these revolutionary changes in the last chapter of this book.


My hope is that this book will enrich the marketing mindset of managers who cope with marketing problems on a daily basis. I have added “questions to consider” at the end of each chapter so that managers can reflect on each chapter’s content and apply it to their company’s situation. Groups of managers within a company could periodically meet to discuss each chapter and draw marketing lessons for their business.
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Building Profitable Businesses Through World-Class Marketing


There are three kinds of companies: those who make things happen; those who watch things happen; and those who wonder what’s happened.—Anonymous


If we do not change our direction, we are likely to end up where we are headed.—Old Chinese proverb


AS THE WORLD spins into the next millennium, both citizens and businesses wonder what is ahead. There is not only change, but the rate of change is accelerating. A twelve-year-old girl said of her nine-year-old sister, “She is of a different generation.” Her younger sister listens to different music, plays different video games, knows different movie stars, has different heroes.


Companies often fail to recognize that their marketplace changes every few years. The book Value Migration documents how customer requirements and competitive forces have changed significantly every few years in such industries as steel, telecommunications, health care, and entertainment.1 Last year’s winning strategy may become today’s losing strategy. As someone observed, there are two kinds of companies: those who change and those who disappear.


Today’s economic landscape is being shaped by two powerful forces—technology and globalization. The technological landscape today is dotted with new products that President John Kennedy in the early 1960s would not have seen, such as satellites, VCRs, camcorders, photocopiers, fax machines, answering machines, digital watches, e-mail, cellular phones, and laptop computers. Technology is the ultimate shaper not only of the material substructure of society but also of human thought patterns. As Marshall McLuhan observed, “The medium is the message.”2


One revolutionary technological force is digitalization, where information is being encoded in “bits,” namely series of zeros and ones. The bits are massaged by computers, encoded into music and videos, and sent over phone lines at incredible speed. Nicholas Negroponte, leader of MIT’s famous Media Lab, sees “bits” as replacing “atoms.”3 No longer does a software company need to manufacture a set of floppies, put them into a printed package, and ship them on a truck to various outlets, where consumers would have to go to buy them. All this work can be saved by sending the software over the Internet to be downloaded on the customer’s computer.


Technology drives the second major force, globalization. McLuhan’s vision of a “global village” is now a reality. A Bangkok executive who wants to buy this book can type “www.amazon.com” on his keyboard, enter his credit card number, and receive it in a few days thanks to Federal Express. A Cologne, Germany, florist wholesaler who is short of red roses can order and receive a planeload of red roses the next morning from Tel Aviv.


Besides technology and globalization, other forces are reshaping the economy. Deregulation is occurring in many economies. Protected companies, often monopolies, suddenly confront new competitors. In the United States, long distance telephone companies such as AT&T can now enter local markets; and regional Bell telephone companies have the corresponding right to enter long distance markets. And electrical utilities can now sell and ship their electricity into other communities.


Another strong force is privatization, where former publicly held companies and agencies have been turned over to private ownership and management, in the belief that they would be better managed and more efficient. This happened when British Airways and British Telecom were privatized. Today many public goods and services are being outsourced to private companies, including the building and management of prisons, school systems, and the like.


Yogi Berra, the legendary Yankee catcher, summed it up when he said, “The future ain’t what it used to be.” He might have added: “Do you feel your company is being chased by wild animals. If not, you should!” Markets are pitiless. Jack Welch, chairman of General Electric, would start his management meetings with the admonishment, “Change or die.” Richard Love of Hewlett-Packard observes: “The pace of change is so rapid that the ability to change has now become a competitive advantage.” The ability to change requires an ability to learn. Peter Senge and others have popularized the notion of a “learning organization.”4 Not surprisingly, companies such as Coca-Cola, General Electric, and Skandia have appointed vice presidents of knowledge, or learning, or intellectual capital. Those vice presidents have the task of designing knowledge management systems to enable rapid company learning about trends and developments affecting consumers, competitors, distributors, and suppliers.


As the pace of change accelerates, companies can no longer rely on their former business practices to sustain prosperity. Exhibit 1–1 compares business assumptions and practices that were practiced then with the ones being increasingly practiced now. Those in the right column are viewed as more effective contemporary approaches to profitability. Your company can almost tell how much it has adopted contemporary business practices by placing a check in each row on either the left or the right. If most of the checks are on the left, your company is locked in traditional practices.





Are There Winning Marketing Practices?


Besides winning business practices, is there a set of winning marketing practices? One frequently hears of one-liner formulas that promise marketing success. Here are nine of the more prominent one-liners:


1. Win Through Higher Quality


Everyone agrees that poor quality is bad for business. Customers who have been burned with bad quality won’t return and will bad-mouth the company. But what about winning through good quality? There are four problems.


First, quality has a lot of meanings. If an automobile company claims good quality, what does it mean? Do its cars have more starting reliability? Do they accelerate faster? Do the car bodies wear better over time? Customers care about different things, so a quality claim without further definition doesn’t mean much.


Second, people often can’t tell a product’s quality by looking at it. Consider buying a television receiver. You go into Circuit City and see a hundred different sets with the picture on and the sound blaring. You look at a few popular brands that you favor. The picture quality is similar with most receivers. The casings may differ but hardly tell you anything about the set’s reliability. You don’t ask the salesperson to open the back of the set to inspect the quality of the components. In the end, you have at best an image of quality without any evidence.


EXHIBIT 1–1


Business Firms in Transition






	

Then



	

Now







	

 



	

 







	

Make everything inside the company



	

Buy more things outside (outsource)







	

Improve on one’s own



	

Improve by benchmarking others







	

Go it alone



	

Network with other firms, collaborate







	

Operate with functional departments



	

Manage business processes with multidiscipline teams







	

Focus domestically



	

Focus globally and locally







	

Be product-centered



	

Be market- and customer-centered







	

Make a standard product



	

Make adapted and/or customized products







	

Focus on the product



	

Focus on the value chain







	

Practice mass marketing



	

Practice target marketing







	

Find a sustainable competitive advantage



	

Keep inventing new advantages







	

Develop new products slowly and carefully



	

Speed up the new product development process cycle







	

Use many suppliers



	

Use few suppliers







	

Manage from the top



	

Manage up and down and across







	

Operate in the marketplace



	

Operate also in the marketspace








Third, most companies are catching up to each other in quality in most markets. When that happens, quality is no longer a determinant of brand choice.


Fourth, some companies are known to have the highest quality, such as Motorola when it touts its 6 sigma quality. But are there enough customers who need that quality level and will pay for it? And what were Motorola’s costs of getting to 6 sigma quality? It is possible that getting to the highest quality level costs too much.


2. Win Through Better Service


We all want good service. But customers define it in different ways. Take service in a restaurant. Some customers would like the waiter to appear quickly, take the order accurately, and deliver the food soon. Other customers would feel that this is rushing them on what otherwise should be a leisurely evening out. Every service breaks down into a list of attributes: speed, cordiality, knowledge, problem-solving, and so on. Each person places different weights at different times in different contexts on each of the service attributes. Claiming better service isn’t enough.


3. Win Through Lower Prices


A low price strategy has worked for a number of companies, including the world’s largest furniture retailer, IKEA; the world’s largest general merchandise retailer, Wal-Mart; and one of America’s most profitable airlines, Southwest. Yet low-price leaders must be careful. A lower-price firm might suddenly enter the market. Sears practiced low prices for years, until Wal-Mart beat it on prices. Low price alone is not enough to build a viable business enterprise. The Yugo automobile was low in price; it was also lowest in quality and disappeared. A measure of quality and service must also be present, so that customers feel they are buying on value, not price alone.


4. Win Through High Market Share


Generally speaking, market share leaders make more money than their lamer competitors. They enjoy scale economies and higher brand recognition. There is a “bandwagon effect,” and first-time buyers have more confidence in choosing the company’s products. But many high market share leaders are not that profitable. A & P was America’s largest supermarket chain for many years and yet made pathetic profits. Consider the condition of such giant companies as IBM, Sears, and General Motors in the 1980s, a time when they were doing more poorly than many of their smaller competitors.


5. Win Through Adaptation and Customization


Many buyers will want the seller to modify his offering to contain special features or services they need. A business firm might want Federal Express to pick up its daily mail at 7 P.M., not 5 P.M. A hotel guest might want to rent a room for only part of the day. Such needs can represent opportunities for the seller. However, for many sellers, the cost may be too high to adapt the offering to each customer. Mass customization is working for some companies, but many others would find it to be an unprofitable strategy.


6. Win Through Continuous Product Improvement


Continuous product improvement is a sound strategy, especially if the company can lead the pack in product improvements. But not all product improvements are valued. How much more would customers pay if they are told about a better detergent, a sharper razor blade, a faster automobile? Some products reach the limit of their improvement possibilities, and the last improvement doesn’t matter very much.


7. Win Through Product Innovation


A frequent exhortation is “Innovate or Evaporate.” True, some great innovative companies, such as Sony and 3M, have earned substantial profits by introducing superb new products. But the average company has not fared well in its new product introductions. The new product failure in branded consumer packaged goods is still around 80 percent; in the industrial goods world, it is around 30 percent. A company’s dilemma is that if it doesn’t introduce new products, it will probably “evaporate”; if it does introduce new products, it may lose a lot of money.


8. Win Through Entering High-Growth Markets


High growth markets such as solid-state electronics, biotechnology, robotics, and telecommunications have the glamour. Some market leaders have made fortunes in those industries. But the average firm entering a high-growth market fails. One hundred new software firms start up in an area, such as computer graphics, and only a few survive. Once the market accepts some firm’s brand as the standard, that firm begins to enjoy increasing volume and returns. Microsoft’s Office has become the standard, and other good alternatives have been shuttled aside. An added problem is that products become obsolete very fast in these fast-growing industries, and each company must invest continually to keep up. They hardly recoup their profits from their last offering before they have to invest in developing its replacement.


9. Win Through Exceeding Customer Expectations


One of the most popular marketing clichés today is that a winning company is one that consistently exceeds customer expectations. Meeting customer expectations will only satisfy customers; exceeding their expectations will delight them. Customers who are delighted with a supplier have a much higher probability of remaining a customer.


The problem is that when a customer’s expectations are exceeded, he has higher expectations next time. The task of exceeding the higher expectations gets more difficult and more costly. Ultimately, the company must settle for just meeting the latest expectations.


Put another way, many of today’s customers want the highest quality, added services, great convenience, customization, return privileges, guarantees—all at the lowest price. Clearly each company has to decide which of these many customer wants it can meet profitably.





What Constitutes a Winning Marketing Strategy?


Clearly there is no one marketing road to riches. Instead of relying on one major differentiation or thrust, a company needs to weave its own unique tapestry of marketing qualities and activities. It is not enough to do most things a little better than the competitors. Professor Michael Porter of Harvard argues that a company doesn’t really have a strategy if it performs the same activities as its competitors, only a little better.5 It is simply operationally more effective. Being operationally excellent is not the same as having a robust strategy. Operational excellence might help the firm win for a while, but other firms will soon catch up or pass up the firm.


Porter sees a business as having a robust strategy when it has strong points of difference from competitors’ strategies. Thus Dell Computer developed a robust strategy by choosing to sell computers over the telephone instead of through retailers. It developed a mastery of direct and database marketing and could convince customers of its superior value and service. Then Dell created a subsequent strategy breakthrough by adding the Internet as a sales channel. Today Dell is selling more than $3 million dollars’ worth of computers daily on the Internet.


Other companies have created unique strategies. Ikea created a new way to make and sell furniture that stood in stark contrast to typical furniture retailers. The Saturn division of General Motors sells cars in an entirely different way from the typical auto manufacturer. Enterprise Rent-A-Car carved out a unique niche in the rental car market by renting older cars in cheaper locations and tying in with referrals from insurance companies.


But don’t these successful new strategies get imitated very quickly, only to settle into being ordinary? Yes, imitators come along, as Southwest Airlines and IKEA have learned. However, it is one thing to copy some aspects of a new strategy, but quite another for an imitator to copy all aspects of the strategic architecture. The great strategies consist of a unique configuration of many reinforcing activities that defy easy imitation. The imitator not only has to incur great costs in trying to duplicate all the activities of the leader, but at best he ends up as only a pale imitation with average returns.





What Marketing Challenges Do Most Companies Face?


I have asked many managers in my seminars to describe how they see today’s customers. Here are their answers:




	Customers are growing more sophisticated and price sensitive


	They are short of time and want more convenience


	They see growing product parity among the suppliers


	They are less manufacturer brand sensitive and are more accepting of reseller brands and generics


	They have high service expectations


	They have decreasing supplier loyalty





Then I ask how well their marketing tools are working, and they tell me:



	Their products are not much different from competitors’ products


	They are giving away a lot of costly service and add-ons to get the sale


	Their pricing is readily matched by competitors


	Advertising is getting more expensive and less effective


	They are spending too much on sales promotion


	Sales force costs are rising





EXHIBIT 1–2


Questions Posed By Marketers




	How can we spot and choose the right market segment(s) to serve?


	How can we differentiate our offering from competitive offerings?


	How should we respond to customers who press us for a lower price?


	How can we compete against lower-cost, lower-price competitors from here and abroad?


	How far can we go in customizing our offering for each customer?


	What are the major ways in which we can grow our business?


	How can we build stronger brands?


	How can we reduce the cost of customer acquisition?


	How can we keep our customers loyal for a longer period?


	How can we tell which customers are more important?


	How can we measure the payback from advertising, sales promotion, and public relations?


	How can we improve sales force productivity?


	How can we establish multiple channels and yet manage channel conflict?


	How can we get the other company departments to be more customer-oriented?





All this means that companies are facing weighty challenges in trying to improve their performance in the marketplace. I asked marketing managers to list the main questions they are facing in setting marketing strategy and tactics. Exhibit 1–2 lists fourteen of the major questions. I hope to examine all of these questions in the book.


Marketing issues, of course, will vary among companies in their importance. Each business sector copes with different forces. Branded goods manufacturers have their set of concerns:




	Shrinking margins


	Rising sales and promotion costs


	Growing retail power and shrinking shelf space


	Competition from store brands and generics


	Increased niche attacks





Store-based retailers have their worries:




	Shrinking margins


	Category killers


	Competition from catalogs, mail order, and other forms of nonstore shopping





As for industrial-based firms, they differ greatly among themselves in their characteristics, success factors, and the role played by their marketing departments. The Appendix at the end of the book conveys those differences for ten different types of business-to-business marketing firms.





Toward a Newer Marketing


It is no wonder that many CEOs complain that their marketing isn’t working. They see their company spending more on marketing and accomplishing less. One reason is that they are spending more on the same old type of marketing that they have in the past. Neanderthal marketing consists of the following practices:




	Equating marketing with selling


	Emphasizing customer acquisition rather than customer care


	Trying to make a profit on each transaction rather than trying to profit by managing customer lifetime value


	Pricing based on marking up cost rather than target pricing


	Planning each communication tool separately rather than integrating marketing communication tools


	Selling the product rather than trying to understand and meet the customer’s real needs





The old marketing thinking is, fortunately, now giving way to newer ways of thinking. Smart marketing companies are improving their customer knowledge, customer connection technologies, and understanding of customer economics.6 They are inviting customers to co-design the product. They are ready to make flexible market offerings. They are using more targeted media and integrating their marketing communications to deliver a consistent message through every customer contact. They are utilizing more technologies such as video-conferencing, sales automation, software, Internet web pages, and Intranets and Extranets. They are reachable seven days a week, twenty-four hours a day at their 1-800 customer telephone number or by e-mail. They are better able to identify the more profitable customers and to set up different levels of service. They see their distribution channels as being partners, not adversaries. In sum, they have found ways to deliver superior value to their customers.


The premium will go to those companies that invent new ways to create, communicate, and deliver value to their target markets. We can call them Marketing Visionaries. Such companies should be honored in a Marketing Hall of Fame. I submit Exhibit 1–3 as a list of the kinds of companies that deserve to be included on the basis of their creative marketing breakthroughs.





Marketing in the Year 2005


We will consider all of these things in the pages that follow. For now, we must recognize that marketing will be much different in the first decade of the twenty-first century.


Here I will add my thoughts about where marketing is headed in the new millennium. I will do this by “looking back into the future.” It is the year 2005. Here are the principal developments in the evolving marketplace/marketspace.


There has been a substantial disintermediation of wholesalers and retailers owing to electronic commerce. Virtually all products are now available without going to a store! The customer can access pictures of any product on the Internet, read the specs, shop among online vendors for the best prices and terms, and click order and payment over the Internet. Expensively printed catalogs have disappeared. Business-to-business purchasing over the Internet has increased even faster than online consumer buying. Business purchasing agents shop for their routine items on the Internet, either advertising their needs and waiting for bidders, or simply surfing in their “bookmarked” web sites.


Store-based retailers find store traffic highly diminished. In response, more entrepreneurial retailers are building entertainment and theater into their stores. Many bookstores, food stores, and clothing stores now include coffee bars and feature lecturers and performances. Essentially these stores are “marketing an experience” rather than marketing a product assortment.


EXHIBIT 1–3


Marketing Visionaries






	

Leader



	

Company







	

 



	

 







	

  1. Anita Roddick



	

The Body Shop







	

  2. Fred Smith



	

Federal Express







	

  3. Steve Jobs



	

Apple Computer







	

  4. Bill Gates



	

Microsoft







	

  5. Michael Dell



	

Dell Computer







	

  6. Ray Kroc



	

McDonald’s







	

  7. Walt Disney



	

Disney Corporation







	

  8. Sam Walton



	

Wal-Mart







	

  9. Tom Monaghan



	

Domino’s Pizza







	

10. Akio Morita



	

Sony







	

11. Nicholas Hayek



	

Swatch Watch Co.







	

12. John W. Nordstrom



	

Nordstrom







	

13. Gilbert Trigano



	

Club Mediterranee







	

14. Ted Turner



	

CNN







	

15. Frank Perdue



	

Perdue Chicken







	

16. Richard Branson



	

Virgin Air







	

17. Soichiro Honda



	

Honda







	

18. Simon Marks



	

Marks & Spencer







	

19. Luciano Benetton



	

Benetton







	

20. Charles Lazarus



	

Toys ‘R’ Us







	

21. Les Wexner



	

The Limited







	

22. Colonel Sanders



	

Kentucky Fried Chicken







	

23. Ingvar Kamprad



	

IKEA







	

24. Bernie Marcus



	

Home Depot







	

25. Charles Schwab



	

Charles Schwab & Co.







	

26. Herb Kelleher



	

Southwest Airlines







	

27. Paul Orfalea



	

Kinko’s







	

28. Jeff Bezos



	

Amazon







	

29. Jim McCann



	

1-800-FLOWERS







	

30. Phil Knight



	

Nike








Most companies have built proprietary customer databases containing rich information on individual customer preferences and requirements. They use this information to “mass-customize” their offerings to individuals. An increasing number of companies present online product platforms on which customers design their desired products. Many automobile, computer, appliance, and food companies invite customers to visit their web pages and design the market offering (product, service, systems, programs) by filling in choices on a form. The modified product is then visually displayed on the screen.


Businesses are doing a better job of retaining their customers through finding imaginative ways to exceed customer expectations. As a result, competitors have found it increasingly difficult to acquire new customers. Consequently, most companies are spending time figuring out how to sell more products and services to their existing customers.


Companies are focusing on building customer share rather than market share. Many have figured out new ways to increase cross-selling and up-selling. Companies are gaining segment and customer insight from their data warehouses by applying newer and more effective data mining techniques.


Companies have finally managed to get their accounting departments to generate real numbers on profitability by segment, individual customer, product, channel, and geographical unit. Companies are now focusing attention on their most profitable customers, products, and channels. They are formulating reward packages for their more profitable customers.


Companies have switched from a transaction perspective to a customer-loyalty–building perspective. Many have moved to customer lifetime supply thinking, whereby they offer to deliver a regularly consumed product (e.g., coffee, soft drinks) on a regular basis at a lower price per unit. They can afford to make less profit on each sale because of the long-term purchase contract.


Most companies now outsource over 60 percent of their activities and requirements. A few outsource 100 percent, making them virtual companies owning very few assets and therefore earning extraordinary rates of return. Outsourcing firms are enjoying a booming business. In the case of equipment manufacturers, most prefer to work with single supply partners who design and supply overall systems (an automobile braking system, a seating system, etc.) in partnership with the branded manufacturer. Most companies today are networked companies, relying heavily on strategic alliances with other companies.


Many field salespeople are franchisees rather than company employees. The company equips them with the latest sales automation tools, including a capacity to develop individualized multimedia presentations and to develop customized market offerings and contracts. Most buyers are showing a distinct preference for meeting salespeople on their computer screens rather than in the office. An increasing amount of personal selling is occurring over electronic media, where the buyer and seller see each on their computer screens in real time. Salespeople are traveling less, and airlines are shrinking in size. The most effective salespeople are well-informed, trustworthy, likable, and good listeners.


Mass TV advertising has greatly diminished as a result of 500 viewing channels. Printed newspapers and magazines have greatly diminished in number. On the other hand, marketers can now reach their target markets more effectively by advertising through online specialized magazines and news groups.


Companies are unable to sustain competitive advantages (outside of patents, copyrights, superior locations, proprietary information, etc.). Competitors are quick to copy any advantage through benchmarking, reverse engineering, and leapfrogging. Companies believe that their only sustainable advantage lies in an ability to learn faster and change faster.


Now we are back in 1999. But I trust the preceding 2005 scenario will provoke companies to deliberate more strategically on their future. Successful companies will be the few who can keep their marketing changing as fast as their marketplace.





Questions to Consider


Here are some questions that you might consider in judging how your company and its marketing practices are meeting the principal issues in the marketplace.




	How have technology, globalization, and deregulation affected your business in the last five years?


	In using Exhibit 1–1 on business firms in transition, did your business appear basically in the “then” column or the “now” column? Which “now” practices would make more sense for your company to adopt?


	Has your company been basing its marketing strategy largely on one of the nine one-liner strategies? Which one? Has it worked? What do you think is needed now?


	List the main marketing issues facing your business. What do you regard as your most creative marketing responses to those issues?


	What do you think of the marketing predictions for the year 2005? What are your predictions for your industry? What are you doing to prepare for them?
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Using Marketing to Understand, Create, Communicate, and Deliver Value


One illusion is that you can industrialize a country by building factories. You don’t. You industrialize it by building markets.—Paul G. Hoffman


Customers are increasingly choosing vendors on the basis of long-term value, not long-term history.—Anonymous


Quality is when our customers come back and our products don’t.—Siemens quality motto


HAVING EXAMINED CURRENT marketing issues and responses, we are now ready to examine the role that marketing can play in helping companies grow their top line. If companies focus only on their costs, they will never grow to greatness. “Without a top line, there will be no bottom line.”


Companies need growth if they are to attract talent, create job advancement opportunities, satisfy their stakeholders, and compete more effectively. Wayne Calloway, former PepsiCo CEO, stated the case for growth eloquently:


Growth is pure oxygen. It creates a vital, enthusiastic corporation where people see genuine opportunity. They take bigger chances. They work harder and smarter. In that way, growth is more than our single most important financial driver; it’s an essential part of our corporate culture. It’s why so many talented leaders want to work for PepsiCo rather than lots of other fine corporations.


At the same time, one must be cautious about making growth itself an objective. The company’s objective must be “profitable growth.” In too many companies, managers are urged to grow their sales and profits faster than the industry average. As a result, they pursue every possible market and customer, which tends to blur their target market and image and to dilute their resources.


Marketing has the main responsibility for achieving profitable revenue growth for the company. Marketing must identify, evaluate, and select market opportunities and lay down strategies for achieving eminence if not dominance in target markets. But marketing has many images, good and bad, accurate and inaccurate, within the company and within the general public. Therefore in this chapter we shall address the following questions:



	What are the most serious misconceptions about marketing?


	Is sound marketing only about “finding and filling needs”?


	How broad a market can a company profitably serve?


	What are the main steps in the marketing management process?








Serious Misconceptions About Marketing


There is a high degree of misunderstanding of what marketing is and what it can do for a company. In fact, some CEOs place unrealistic expectations on their chief marketing officer. No wonder the average duration of a marketing director may be sixteen to eighteen months!





How CEOs View Marketing


Many CEOs are appalled by their companies’ high failure rate of new products, rising advertising and selling costs, flat or falling market shares, declining gross margins, and other signs of weak market performance. They often single out their marketing/sales group as the culprit. Here are the results of interviews with CEOs:



	In 1993, Coopers & Lybrand surveyed the CEOs of one hundred companies. Many saw their marketing departments as “ill-focused and overindulged.”


	In 1993 McKinsey & Company released a report saying that many CEOs saw their marketing departments as “unimaginative, generating few new ideas, no longer delivering.”


	In 1994 Booz, Allen & Hamilton issued a report warning that CEOs thought “brand managers were failing to get to grips with commercial realities.”





Some CEOs clearly ought to be disappointed in their marketing people. Others, however, may misunderstand what marketing does or is capable of doing, or may have developed unreasonable expectations.





Two Mistaken Views of Marketing


Here are two commonly held, but mistaken, views of marketing:


MARKETING IS SELLING. The view that marketing and selling are the same is the most common type of confusion, held not only by many members of the public but also by many business people. Selling, of course, is part of marketing, but marketing includes much more than selling. Peter Drucker observed that “the aim of marketing is to make selling superfluous.” What Drucker meant is that marketing’s task is to discover unmet needs and to prepare satisfying solutions. When marketing is very successful, people like the new product, word-of-mouth spreads fast, and little selling is necessary.


Marketing cannot be equivalent to selling because it starts long before the company has a product. Marketing is the homework that managers undertake to assess needs, measure their extent and intensity, and determine whether a profitable opportunity exists. Selling occurs only after a product is manufactured. Marketing continues throughout the product’s life, trying to find new customers, improve product appeal and performance, learn from product sales results, and manage repeat sales.


Marketers criticize their senior management for not seeing marketing expenditures as an investment, not a cost, and for emphasizing short-term results, not focusing on the long term, and also for being too risk-averse.


MARKETING IS MAINLY A DEPARTMENT. Another limited view of marketing is that it is essentially just another company department. True, companies do have marketing departments where much of the marketing thinking and work take place. Yet if marketing attitudes and work were located only in this department, the company would stumble badly. A company could have the best marketing/sales department in its industry and still fail in the marketplace. David Packard, cofounder of Hewlett-Packard, wisely said: “Marketing is far too important to be left only to the marketing department.” Any department can treat customers well or badly, and this will affect their further interest in the company. A customer may phone the company and find it difficult to get information or reach the right party. The product that is ordered may arrive in a defective condition because manufacturing standards were loose or the product was packed poorly. The product might arrive later than promised because of faulty inventory information. The invoice may puzzle the customer because the accounting department added unexplained charges. All those glitches can happen when other departments are not focused on satisfying the customer.


Some have suggested that the lack of customer-mindedness in other departments may partly result from the marketing department’s existence! The other departments might think the marketing department’s job is to “manufacture and satisfy customers” while they take care of their own operations. Could departmental attitudes be better if the company had no marketing department? For example, Marks & Spencer, one of Britain’s best retailers, did no advertising and had no marketing department and yet attracted hordes of loyal shoppers, largely because everyone at Marks & Spencer thought of the customer first.


Progressive companies seek to get all their departments to be customer-oriented, if not customer-driven. A company can assess which of its departments are really customer-oriented by deciding which of the statements in Exhibit 2–1 are true in its own case. For example, a truly customer-oriented R&D department would have its people occasionally meet customers, work closely with other departments on new projects, benchmark competitors’ products, solicit customer reactions to proposed new product designs, and continually improve the product based on customer feedback. Such an R&D department would contribute strongly to a company’s marketing performance. Exhibit 2–1 shows signs of customer-orientation for other departments in the company.





Finding and Filling Needs


In highly competitive markets, all departments must focus on winning customer preference. Jack Welch, General Electric’s celebrated CEO, tells his employees: “Companies can’t give job security. Only customers can!” He makes his employees highly aware of their impact, irrespective of their department, on customer satisfaction and retention. The implication: If you are not thinking customer, you are not thinking.


EXHIBIT 2–1


Assessing Which Company Departments Are Customer-Minded


R&D



	They spend time meeting customers and listening to their problems.


	They welcome the involvement of marketing, manufacturing, and other departments in each new project.


	They benchmark competitors’ products and seek “best of class” solutions.


	They solicit customer reactions and suggestions as the project progresses.


	They continuously improve and refine the product on the basis of market feedback.





Purchasing



	They proactively search for the best suppliers rather than choose only from those who solicit their business.


	They build long-term relations with fewer but more reliable high-quality suppliers.


	They don’t compromise quality for price savings.





Manufacturing



	They invite customers to visit and tour their plants.


	They visit customer plants to see how customers use the company’s products.


	They willingly work overtime when it is important to meet promised delivery schedules.


	They continuously search for ways to produce goods faster and/or at lower cost.


	They continuously improve product quality, aiming for zero defects.


	They meet customer requirements for “customization” where this can be done profitably.





Marketing



	They study customer needs and wants in well-defined market segments.


	They allocate marketing effort in relation to the long-run profit potential of the targeted segments.


	They develop winning offers for each target segment.


	They measure company image and customer satisfaction on a continuous basis.


	They continuously gather and evaluate ideas for new products, product improvements, and services to meet customers’ needs.


	They influence all company departments and employees to be customer-centered in their thinking and practice.





Sales



	They have specialized knowledge of the customer’s industry.


	They strive to give the customer “the best solution.”


	They make only promises that they can keep.


	They feed back customers’ needs and ideas to those in charge of product development.


	They serve the same customers for a long period of time.





Logistics



	They set a high standard for service delivery time and meet this standard consistently.


	They operate a knowledgeable and friendly customer service department that can answer questions, handle complaints, and resolve problems in a satisfactory and timely manner.
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