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Chapter 2

Porter five forces analysis

Industry
Rivalry

Threat
of Substitutes

Bargaining Power of Suppliers

Threat
of New Entrants

Bargaining Power of Buyers

A graphical representation of Porter’s five forces

Porter five forces analysis is a framework that attempts
to analyze the level of competition within an industry and
business strategy development. It draws upon industrial or-
ganization (IO) economics to derive five forces that deter-
mine the competitive intensity and therefore attractiveness
of an Industry. Attractiveness in this context refers to the
overall industry profitability. An “unattractive” industry is
one in which the combination of these five forces acts to
drive down overall profitability. A very unattractive in-
dustry would be one approaching “pure competition”, in
which available profits for all firms are driven to normal
profit. This analysis is associated with its principal innova-
tor Michael E. Porter of Harvard University.
Porter referred to these forces as the micro environment, to
contrast it with the more general term macro environment.
They consist of those forces close to a company that affect
its ability to serve its customers andmake a profit. A change
in any of the forces normally requires a business unit to re-
assess the marketplace given the overall change in industry
information. The overall industry attractiveness does not
imply that every firm in the industry will return the same
profitability. Firms are able to apply their core competen-
cies, business model or network to achieve a profit above
the industry average. A clear example of this is the air-
line industry. As an industry, profitability is low and yet
individual companies, by applying unique business models,

have been able to make a return in excess of the industry
average.
Porter’s five forces include - three forces from 'horizon-
tal' competition: the threat of substitute products or ser-
vices, the threat of established rivals, and the threat of new
entrants; and two forces from 'vertical' competition: the
bargaining power of suppliers and the bargaining power of
customers.
Porter developed his Five Forces analysis in reaction to
the then-popular SWOT analysis, which he found unrig-
orous and ad hoc.[1] Porter’s five forces is based on the
Structure-Conduct-Performance paradigm in industrial or-
ganizational economics. It has been applied to a diverse
range of problems, from helping businesses become more
profitable to helping governments stabilize industries.[2]
Other Porter strategic frameworks include the value chain
and the generic strategies.

2.1 Five forces

2.1.1 Threat of new entrants

Profitable markets that yield high returns will attract new
firms. This results in many new entrants, which eventually
will decrease profitability for all firms in the industry. Un-
less the entry of new firms can be blocked by incumbents
(which in business refers to the largest company in a cer-
tain industry, for instance, in telecommunications, the tradi-
tional phone company, typically called the “incumbent op-
erator”), the abnormal profit rate will trend towards zero
(perfect competition).
The following factors can have an effect on how much of a
threat new entrants may pose:

• The existence of barriers to entry (patents, rights,
etc.). The most attractive segment is one in which en-
try barriers are high and exit barriers are low. Few new
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firms can enter and non-performing firms can exit eas-
ily.

• Government policy
• Capital requirements
• Absolute cost
• Cost disadvantages independent of size
• Economies of scale
• Economies of product differences
• Product differentiation
• Brand equity
• Switching costs or sunk costs
• Expected retaliation
• Access to distribution
• Customer loyalty to established brands
• Industry profitability (the more profitable the industry
the more attractive it will be to new competitors)

2.1.2 Threat of substitute products or ser-
vices

The existence of products outside of the realm of the com-
mon product boundaries increases the propensity of cus-
tomers to switch to alternatives. For example, tap water
might be considered a substitute for Coke, whereas Pepsi
is a competitor’s similar product. Increased marketing for
drinking tap water might “shrink the pie” for both Coke
and Pepsi, whereas increased Pepsi advertising would likely
“grow the pie” (increase consumption of all soft drinks), al-
beit while giving Pepsi a larger slice at Coke’s expense. An-
other example is the substitute of traditional phone with a
smart phone.
Potential factors:

• Buyer propensity to substitute
• Relative price performance of substitute
• Buyer switching costs
• Perceived level of product differentiation
• Number of substitute products available in the market
• Ease of substitution
• Substandard product
• Quality depreciation
• Availability of close substitute

2.1.3 Bargaining power of customers (buy-
ers)

The bargaining power of customers is also described as the
market of outputs: the ability of customers to put the firm
under pressure, which also affects the customer’s sensitivity
to price changes. Firms can take measures to reduce buyer
power, such as implementing a loyalty program. The buyer
power is high if the buyer has many alternatives. The buyer
power is low if they act independently e.g. If a large number
of customers will act with each other and ask to make prices
low the company will have no other choice because of large
number of customers pressure.
Potential factors:

• Buyer concentration to firm concentration ratio

• Degree of dependency upon existing channels of dis-
tribution

• Bargaining leverage, particularly in industries with
high fixed costs

• Buyer switching costs relative to firm switching costs

• Buyer information availability

• Force down prices

• Availability of existing substitute products

• Buyer price sensitivity

• Differential advantage (uniqueness) of industry prod-
ucts

• RFM (customer value) Analysis

• The total amount of trading

2.1.4 Bargaining power of suppliers

The bargaining power of suppliers is also described as the
market of inputs. Suppliers of raw materials, components,
labor, and services (such as expertise) to the firm can be
a source of power over the firm when there are few sub-
stitutes. If you are making biscuits and there is only one
person who sells flour, you have no alternative but to buy it
from them. Suppliers may refuse to work with the firm or
charge excessively high prices for unique resources.
Potential factors are:

• Supplier switching costs relative to firm switching
costs

• Degree of differentiation of inputs

https://en.wikipedia.org/wiki/Economies_of_scale
https://en.wikipedia.org/wiki/Product_differentiation
https://en.wikipedia.org/wiki/Brand_equity
https://en.wikipedia.org/wiki/Sunk_costs
https://en.wikipedia.org/wiki/Customer_loyalty
https://en.wikipedia.org/wiki/Propensity
https://en.wikipedia.org/wiki/Switching_costs
https://en.wikipedia.org/wiki/Product_differentiation
https://en.wikipedia.org/wiki/Firm
https://en.wikipedia.org/wiki/Firm
https://en.wikipedia.org/wiki/Concentration_ratio
https://en.wikipedia.org/wiki/Fixed_cost
https://en.wikipedia.org/wiki/Firm
https://en.wikipedia.org/wiki/Price_sensitivity
https://en.wikipedia.org/wiki/RFM_(customer_value)
https://en.wikipedia.org/wiki/Firm
https://en.wikipedia.org/wiki/Firm


2.3. CRITICISMS 7

• Impact of inputs on cost or differentiation

• Presence of substitute inputs

• Strength of distribution channel

• Supplier concentration to firm concentration ratio

• Employee solidarity (e.g. labor unions)

• Supplier competition: the ability to forward vertically
integrate and cut out the buyer.

2.1.5 Intensity of competitive rivalry

Formost industries the intensity of competitive rivalry is the
major determinant of the competitiveness of the industry.
Potential factors:

• Sustainable competitive advantage through innovation

• Competition between online and offline companies

• Level of advertising expense

• Powerful competitive strategy

• Firm concentration ratio

• Degree of transparency

2.2 Usage

Strategy consultants occasionally use Porter’s five forces
framework when making a qualitative evaluation of a firm's
strategic position. However, for most consultants, the
framework is only a starting point or “checklist.” They
might use value chain or another type of analysis in
conjunction.[3] Like all general frameworks, an analysis that
uses it to the exclusion of specifics about a particular situa-
tion is considered naive.
According to Porter, the five forces model should be used
at the line-of-business industry level; it is not designed to
be used at the industry group or industry sector level. An
industry is defined at a lower, more basic level: a market
in which similar or closely related products and/or services
are sold to buyers. (See industry information.) A firm that
competes in a single industry should develop, at a minimum,
one five forces analysis for its industry. Porter makes clear
that for diversified companies, the first fundamental issue
in corporate strategy is the selection of industries (lines of
business) in which the company should compete; and each
line of business should develop its own, industry-specific,
five forces analysis. The average Global 1,000 company
competes in approximately 52 industries (lines of business).

2.3 Criticisms

Porter’s framework has been challenged by other academics
and strategists such as Stewart Neill. Similarly, the likes of
ABC, Kevin P. Coyne and Somu Subramaniam have stated
that three dubious assumptions underlie the five forces:

• That buyers, competitors, and suppliers are unrelated
and do not interact and collude.

• That the source of value is structural advantage (cre-
ating barriers to entry).

• That uncertainty is low, allowing participants in a mar-
ket to plan for and respond to competitive behavior.[4]

An important extension to Porter was found in the work of
Adam Brandenburger and Barry Nalebuff of Yale School
of Management in the mid-1990s. Using game theory, they
added the concept of complementors (also called “the 6th
force”), helping to explain the reasoning behind strategic
alliances. Complementors are known as the impact of re-
lated products and services already in the market. [5]The
idea that complementors are the sixth force has often been
credited to Andrew Grove, former CEO of Intel Corpora-
tion. According to most references, the sixth force is gov-
ernment or the public. Martyn Richard Jones, whilst con-
sulting at Groupe Bull, developed an augmented 5 forces
model in Scotland in 1993. It is based on Porter’s model
and includes Government (national and regional) as well
as Pressure Groups as the notional 6th force. This model
was the result of work carried out as part of Groupe Bull's
Knowledge Asset Management Organisation initiative.
Porter indirectly rebutted the assertions of other forces,
by referring to innovation, government, and complemen-
tary products and services as “factors” that affect the five
forces.[6]

It is also perhaps not feasible to evaluate the attractiveness
of an industry independent of the resources a firm brings to
that industry. It is thus argued (Wernerfelt 1984)[7] that this
theory be coupled with the Resource-Based View (RBV) in
order for the firm to develop a much more sound strategy.
It provides a simple perspective for accessing and analyz-
ing the competitive strength and position of a corporation,
business or organization.

2.4 See also
• Coopetition

• National Diamond

• Value chain
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PART

No profit grows where is no pleasure
taken.
WILLIAM SHAKESPEARE

Marketing now

Chapter 1 Marketing now  n Chapter 2 Strategic marketing

PART ONE OF PRINCIPLES OF MARKETING examines marketing’s role in an

organisation, the activities that constitute marketing and how the parts are

integrated into a marketing plan.

Chapter 1 shows how marketing is everywhere. It also tells how marketing has

grown with the belief that organisations do best by caring for their customers. It then

looks at the marketing activities appearing elsewhere in Principles of Marketing and

shows how they combine to make modern marketing.

Chapter 2 takes the discussion from what marketing does to how marketing is done.

In developing the strategic marketing planning process, it looks at how marketing

fits with other business activities, the making of a marketing plan and how the plans

become actions.
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Marketing—A social and

managerial process by which

individuals and groups

obtain what they need and

want through creating and

exchanging products and

value with others.

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

Today, marketing must be understood not in the old sense of making a sale – ‘telling and
selling’ – but in the new sense of satisfying customer needs. Selling occurs only after a product
is produced. By contrast, marketing starts long before a company has a product. Marketing is
the homework that managers undertake to assess needs, measure their extent and intensity
and determine whether a profitable opportunity exists. Marketing continues throughout 
the product’s life, trying to find new customers and keep current customers by improving
product appeal and performance, learning from product sales results and managing repeat
performance.

Everyone knows something about ‘hot’ products. When Sony designed PlayStation, 
when Nokia introduced fashionable mobile phones, when The Body Shop introduced 
animal-cruelty-free cosmetics and toiletries, these manufacturers were swamped with orders.
Like Swatch and Smart Car, they were ‘right’ products offering new benefits; not ‘me-too’
products. Peter Drucker, a leading management thinker, has put it this way: ‘The aim of
marketing is to make selling superfluous. The aim is to know and understand the customer 
so well that the product or service fits . . . and sells itself.’2 If the marketer does a good job 
of identifying customer needs, develops products that provide superior value, distributes 
and promotes them effectively, these goods will sell very easily. This does not mean that
selling and advertising are unimportant. Rather, it means that they are part of a larger
marketing mix – a set of marketing tools that work together to affect the marketplace.

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

Part 1 Marketing now
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Figure 1.1 Core marketing

concepts
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Each part of the marketing definition defines what marketing is and how it is practised. 
In business-to-business marketing, where professional organisations exchange products of 
value to each other, marketing can be an exchange between similar individuals and groups.
This contrasts with consumer markets where marketing is not an exchange between similar
individuals and groups. In consumer markets, for one group marketing is a managerial 
process pursued to fulfil their needs and wants, while the other group is just going through 
life fulfilling their needs and wants. With this difference identified, the definition of 
marketing identifies marketing’s unique contribution to an organisation and the demands 
it imposes.

Chapter 1 Marketing now
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This ad is selling the product, 

but the Smart Car is the result 

of marketing from the ground up

where the innovative vehicle was

designed for an emergent market

of fashionable, urban living,

young drivers.
SOURCE: DaimlerChrysler UK Ltd.
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Human need—A state of felt

deprivation.

Human want—The form 

that a human need takes 

as shaped by culture and

individual personality.

Demands—Human wants

that are backed by buying

power.

The essence of marketing is a very simple idea that extends to all walks of life. Success
comes from understanding the needs and wants of others and creating ideas, services or
products that fulfil those needs and wants. Most organisations, from Boo.com to WorldCom,
fail because they fail to fulfil the wants and needs of others.

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. Marketers did not invent these needs; they are a basic part of the human
make-up. When a need is not satisfied, a person will do one of two things:

1. look for an object that will satisfy it; or

2. try to reduce the need.

People in industrial societies may try to find or develop objects that will satisfy their desires.
People in less developed societies may try to reduce their desires and satisfy them with what 
is available.

Wants are the form human needs take as they are shaped by culture and individual
personality. A hungry person in Mauritius may want a mango, rice, lentils and beans. 
A hungry person in Eindhoven may want a ham and cheese roll and a beer. A hungry person
in Hong Kong may want a bowl of noodles, ‘char-siu’ pork and jasmine tea. A British drinker
may want an Indian curry after leaving the pub. Wants are shaped by one’s society and are
described in terms of objects that will satisfy needs. As a society evolves, the wants of its
members expand. As people are exposed to more objects that arouse their interest and desire,
producers try to provide more want-satisfying products and services.

People have narrow, basic needs (e.g. for food or shelter), but almost unlimited wants.
However, they also have limited resources. Thus, they want to choose products that provide
the most satisfaction for their money. When backed by an ability to pay – that is, buying
power – wants become demands. Consumers view products as bundles of benefits and choose
products that give them the best bundle for their money. Thus, a Toyota Yaris gives basic safe
and reliable transport, low price and fuel economy. A Jaguar gives sportiness, comfort, luxury
and status. Given their wants and resources, people demand products with the benefits that
add up to the most satisfaction.

Part 1 Marketing now
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What is marketing? A managerial process deployed by an organisation (individual or group).

What is its To fulfil the needs and wants of the deploying organisation. These
objective? could be anything. They could be to maximise profits, although the

objective of commercial marketers is usually to achieve sales targets
or market share objectives. More generally, the objective for a profit
or non-profit organisation could be to change the needs and wants of
other individuals or groups, for example to increase the want of
individuals for protection against AIDS.

How is this achieved? A social process whereby other individuals or groups obtain needs and
wants by creating and exchanging products and value. This limits how
the deploying organisation behaves. It has to understand the needs and
wants of other individuals or groups and change itself so that it can
create products and value that it can exchange.
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Outstanding marketing companies go to great lengths to learn about and understand their
customers’ needs, wants and demands. They conduct consumer research about consumer
likes and dislikes. They analyse customer complaint, enquiry, warranty and service data. They
observe customers using their own and competing products and train salespeople to be on the
lookout for unfulfilled customer needs. Understanding customer needs, wants and demands
in detail provides important input for designing marketing strategies.

The market offering – products, services and experiences
Companies address needs by putting forth a value proposition, a set of benefits that they
promise to consumers to satisfy their needs. The value proposition is fulfilled through a
marketing offer – some combination of products, services, information, or experiences
offered to a market to satisfy a need or want. Marketing offers are not limited to physical
products. In addition to tangible products, marketing offers include services, activities or
benefits offered for sale that are essentially intangible and do not result in the ownership 
of anything. Examples include banking, airline, hotel, tax preparation, and home repair
services. More broadly, marketing offers also include other entities, such as persons, places,
organisations, information and ideas.

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. They see themselves as
selling a product rather than providing a solution to a need. A manufacturer of drill bits may
think that the customer needs a drill bit. But what the customer is after is a hole. Or, more
likely, the real need is to fix things together. These sellers may suffer from ‘marketing myopia’.
They are so taken with their products that they focus only on existing wants and lose sight 
of underlying customer needs. They forget that a product is only a tool to solve a consumer
problem. These sellers will have trouble if a new product comes along that serves the customer’s
need better or less expensively. The customer with the same need will want the new product.

Thus, smart marketers look beyond the attributes of the products and services they sell.
They create brand meaning and brand experiences for consumers. For example, Absolut 
Vodka means much more to consumers than just white alcoholic spirit – it has become 
an icon rich in style and meaning. A Fender is more than just a guitar, it is B.B. King, Jimi
Hendrix, Eric Clapton, Keith Richards – it is Rock’n’Roll.

By orchestrating several services and products, companies can create, stage and market
brand experiences. DisneyWorld is an experience; so is a ride in a Porsche. You experience 
a visit to a West End show in London, browsing in Galeries Lafayette or surfing Sony’s
playstation.com website. As products and services increasingly become commodities,
experiences have emerged for many firms as the next step in differentiating the company’s
offer. Consider, for example, a restaurant that does not even serve food:

[One] entrepreneur in Israel has entered the experience economy with the
opening of Café Ke’ilu, which roughly translates as ‘Cafe Make Believe’.
Manager Nir Caspi told a reporter that people come to cafés to be seen and 
to meet people, not for the food; Café Ke’ilu pursues that observation to its
logical conclusion. The establishment serves its customers empty plates and
mugs and charges guests $3 during the week and $6 on weekends for the
social experience.3

‘What consumers really want is [offers] that dazzle their senses, touch their hearts, and
stimulate their minds’, declares one expert. ‘They want [offers] that deliver an experience.’4

Chapter 1 Marketing now
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Marketing offer—Some

combination of products,

services, information, or

experiences offered to a

market to satisfy a need 

or want.

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

The guiding concept is customer value. Customer value is the difference between the
values the customer gains from owning and using a product and the costs of obtaining the
product. For example, Mercedes-Benz customers gain a number of benefits. The most obvious
is a well-engineered and reliable car. However, customers may also receive some status and
image values. Owning or driving a Mercedes-Benz may make them feel more important.
When deciding whether to buy the desired model, customers will weigh these and other 
values against what it costs to buy the car. Moreover, they will compare the value of owning 
a Mercedes against the value of owning other comparable manufacturers’ models – Lexus,
Jaguar, BMW – and select the one that gives them the greatest delivered value.

Customers often do not judge product values and costs accurately or objectively. They act
on perceived value. Customers perceive Mercedes-Benz to provide superior performance, and
are hence prepared to pay the higher prices that the company charges. Customer satisfaction
depends on a product’s perceived performance in delivering value relative to a buyer’s
expectations. If the product’s performance falls short of the customer’s expectations, the buyer
is dissatisfied. If performance matches expectations, the buyer is satisfied. If performance
exceeds expectations, the buyer is delighted. Outstanding marketing companies go out 
of their way to keep their customers satisfied. They know that satisfied customers make 
repeat purchases and tell others about their good experiences with the product. The key is to
match customer expectations with company performance. Smart companies aim to delight
customers by promising only what they can deliver, then delivering more than they promise.5

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

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

Exchange is the core concept of marketing. For an exchange to take place, several
conditions must be satisfied. Of course, at least two parties must participate and each must
have something of value to offer the other. Each party must also want to deal with the other
party and each must be free to accept or reject the other’s offer. Finally, each party must be
able to communicate and deliver.

These conditions simply make exchange possible. Whether exchange actually takes place
depends on the parties coming to an agreement. If they agree, we must conclude that the act
of exchange has left both of them better off or, at least, not worse off. After all, each was free
to reject or accept the offer. In this sense, exchange creates value just as production creates
value. It gives people more consumption choices or possibilities.

Whereas exchange is the core concept of marketing, a transaction is marketing’s unit of
measurement. A transaction consists of a trading of values between two parties: one party
gives X to another party and gets Y in return. For example, you pay a retailer a5,000 for a
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plasma TV or a hotel a120 a night for a room. This is a classic monetary transaction, but not
all transactions involve money. In a barter transaction, you might trade your old refrigerator
in return for a neighbour’s second-hand television set. Or a lawyer writes a will for a doctor 
in return for a medical examination.

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

Transaction marketing is part of the larger idea of relationship marketing. Beyond creating
short-term transactions, smart marketers work at building long-term relationships with
valued customers, distributors, dealers and suppliers. They build strong economic and social
connections by promising and consistently delivering high-quality products, good service and
fair prices. Increasingly, marketing is shifting from trying to maximise the profit on each
individual transaction to maximising mutually beneficial relationships with consumers and
other parties. In fact, ultimately, a company wants to build a unique company asset called a
marketing network. A marketing network consists of the company and all of its supporting
stakeholders: customers, employees, suppliers, distributors, retailers, ad agencies, and others
with whom it has built mutually profitable business relationships. Increasingly, competition 
is not between companies but rather between whole networks, with the prize going to the
company that has built the best network. The operating principle is simple: build a good
network of relationships with key stakeholders, and returns will follow.6 Chapter 11 will
further explore relationship marketing and its role in creating and maintaining customer
satisfaction.

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

Originally, the term market stood for the place where buyers and sellers gathered to
exchange their goods, such as a village square. Economists use the term to refer to a collection
of buyers and sellers who transact in a particular product class, as in the housing market or
the grain market. Marketers, however, see the sellers as constituting an industry and the
buyers as constituting a market. The relationship between the industry and the market is
shown in Figure 1.2. The sellers and the buyers are connected by four flows. The sellers send
products, services and communications to the market; in return, they receive money and
information. The inner loop shows an exchange of money for goods; the outer loop shows 
an exchange of information.
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Modern economies operate on the principle of division of labour, where each person
specialises in producing something, receives payment, and buys needed things with this
money. Thus, modern economies abound in markets. Producers go to resource markets (raw
material markets, labour markets, money markets), buy resources, turn them into goods and
services, and sell them to intermediaries, who sell them to consumers. The consumers sell
their labour, for which they receive income to pay for the goods and services they buy. The
government is another market that plays several roles. It buys goods from resource, producer
and intermediary markets, it pays them, it taxes these markets (including consumer markets)
and it returns needed public services. Thus, each nation’s economy and the whole world
economy consist of complex interacting sets of markets that are linked through exchange
processes.

In advanced societies, markets need not be physical locations where buyers and sellers
interact. With modern communications and transportation, a merchant can easily advertise 
a product on a late evening television programme, take orders from thousands of customers
over the phone, and mail the goods to the buyers on the following day without having had
any physical contact with them.

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

Exchange processes involve work. Sellers must search for buyers, identify their needs,
design good products and services, promote them, and store and deliver them. Activities such
as product development, research, communication, distribution, pricing and service are core
marketing activities. Although we normally think of marketing as being carried on by sellers,
buyers also carry on marketing activities. Consumers do marketing when they search for the
goods they need at prices they can afford. Company purchasing agents do marketing when
they track down sellers and bargain for good terms. A sellers’ market is one in which sellers
have more power and buyers must be the more active ‘marketers’. In a buyers’ market, buyers
have more power and sellers have to be more active ‘marketers’.

Figure 1.3 shows the main elements in a modern marketing system. In the usual situation,
marketing involves serving a market of end users in the face of competitors. The company and
the competitors send their respective products and messages directly to consumers or through
marketing intermediaries to the end users. All of the actors in the system are affected by major
environmental forces – demographic, economic, physical, technological, political/legal,
social/cultural. We will address these forces that affect marketing decisions in Chapter 5.

Each party in the system adds value for the next level. Thus, a company’s success depends
not only on its own actions, but also on how well the entire value chain serves the needs of
final consumers. IKEA, the Swedish furniture retailer, cannot fulfil its promise of low prices
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unless its suppliers provide merchandise at low costs. Neither can Toyota deliver high quality
to car buyers unless its dealers provide outstanding service.

Marketing management
We define marketing management as the art and science of choosing target markets and
building profitable relationships with them. This involves obtaining, retaining and developing
customers through creating and delivering and communicating superior customer value.
Thus, marketing management involves managing demand, which in turn involves managing
customer relationships.

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

For example, the Eden Project is an ecologically appealing attraction in the west of 
England that has a series of huge ‘biomes’ with climates and plants from deserts to rainforests.
Unfortunately, in summertime it has trouble meeting demand during peak usage periods that
typically occur when holidaymakers try to escape a rainy day at the coast. In these and other
cases of excess demand, the needed marketing task, called demarketing, is to reduce demand
temporarily or permanently. The aim of demarketing is not to destroy demand, but only to
reduce or shift it. Thus, marketing management seeks to affect the level, timing and nature 
of demand in a way that helps the organisation achieve its objectives. Simply put, marketing
management is demand management.

Building profitable customer relationships
Managing demand means managing customers. A company’s demand comes from two groups:
new customers and repeat customers. Traditional marketing theory and practice have focused
on attracting new customers and creating transactions – making the sale. In today’s marketing
environment, however, changing demographic, economic and competitive factors mean that
there are fewer new customers to go around. The costs of attracting new customers are rising.
In fact, it costs five times as much to attract a new customer as it does to keep a current
customer satisfied. Thus, although finding new customers remains very important, the emphasis
is shifting towards retaining profitable customers and building lasting relationships with them.

Companies have also discovered that losing a customer means losing not just a single sale,
but also a lifetime’s worth of purchases and referrals. For example, the customer lifetime value
of a supermarket customer might well exceed a1,000,000. Thus, working to retain customers
makes good economic sense. A company can lose money on a specific transaction, but still
benefit greatly from a long-term relationship. The key to customer retention is superior
customer value and satisfaction.

Marketing management practice
All kinds of organisations use marketing, and they practice it in widely varying ways. 
Many large firms apply standard marketing practices in a formalised way. However, other

Chapter 1 Marketing now

13

Marketing management—

The art and science of

choosing target markets 

and building profitable

relationships with them.

Demarketing—Marketing to

reduce demand temporarily

or permanently – the aim is

not to destroy demand, but

only to reduce or shift it.

POM4_C01.qxd  6/21/06  7:54 AM  Page 13



Annual plan—A short-term

plan that describes the

company’s current situation,

its objectives, the strategy,

action programme and

budgets for the year ahead,

and controls.

Long-range plan—A plan

that describes the principal

factors and forces affecting

the organisation during the

next several years, including

long-term objectives, the

chief marketing strategies

used to attain them and the

resources required.

Strategic plan—A plan that

describes how a firm will

adapt to take advantage 

of opportunities in its

constantly changing

environment, thereby

maintaining a strategic fit

between the firm’s goals and

capabilities and its changing

market opportunities.

Introduction
Just like the luxury-goods makers in the prelude case, all companies need strategies to meet
changing markets. No one strategy is best for all companies. Each company must find the way
that makes most sense, given its situation, opportunities, objectives and resources. Marketing
plays an important role in strategic planning. It provides information and other inputs to help
prepare the strategic plan. Strategic planning is also the first stage of marketing planning and
defines marketing’s role in the organisation. The strategic plan guides marketing, which must
work with other departments in the organisation to achieve strategic objectives.

Here we look at the three stages of strategic market planning: first, the strategic plan and its
implications for marketing; second, the marketing process; and third, ways of putting the plan
into action.

Strategic planning
Overview of planning
Many companies operate without formal plans. In new companies, managers are sometimes
too busy for planning. In small companies, managers may think that only large corporations
need planning. In mature companies, many managers argue that they have done well without
formal planning, so it cannot be very important. They may resist taking the time to prepare a
written plan. They may argue that the marketplace changes too fast for a plan to be useful –
that it would end up collecting dust.2

Failing to plan means planning to fail. Moreover, formal planning yields benefits for all
types of company, large and small, new and mature. It encourages systematic thinking. It
forces the company to sharpen its objectives and policies, leads to better coordination of
company efforts, and provides clearer performance standards for control. The argument that
planning is less useful in a fast-changing environment makes little sense. The opposite is true:
sound planning helps the company to anticipate and respond quickly to environmental
changes, and to prepare better for sudden developments. Such planning could have helped
Carrefour,3 Europe’s largest retailer, avoid their share price collapse after they were first
dismissive of the impact of the Internet on their business and then announced a vague, 
a1 billion e-commerce strategy.4

Companies usually prepare annual plans, long-range plans and strategic plans:

n The annual plan is a short-term plan that describes the current situation, company
objectives, the strategy for the year, the action programme, budgets and controls. For an
oil company, such as BP, this is about maintaining profitability through the continuing
Middle East crises and Europe’s continued slow growth.

n The long-range plan describes the primary factors and forces affecting the organisation
during the next several years. It includes the long-term objectives, the main marketing
strategies used to attain them and the resources required. This long-range plan is reviewed
and updated each year so that the company always has a current long-range plan. The
company’s annual and long-range plans deal with current businesses and how to keep
them going. For BP the long-range plan looks at future oil supplies and strategies for
emerging markets, such as China.

n The strategic plan involves adapting the firm to take advantage of opportunities in its
constantly changing environment. It is the process of developing and maintaining a
strategic fit between the organisation’s goals and capabilities and its changing marketing
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opportunities. BP’s use of its initials to represent Beyond Petroleum reflects that
company’s strategic view of its future, in which environmental issues are important 
and the era of the internal combustion engine declines.5

Strategic planning sets the stage for the marketing plan. It starts with its overall purpose
and mission. These guide the formation of measurable corporate objectives. A corporate 
audit then gathers information on the company, its competitors, its market and the general
environment in which the firm competes. A SWOT analysis gives a summary of the strengths
and weaknesses of the company together with the opportunities and threats it faces. Next,
headquarters decides what portfolio of businesses and products is best for the company and
how much support to give each one. This helps to provide the strategic objectives that guide
the company’s various activities. Then each business and product unit develops detailed
marketing and other functional plans to support the company-wide plan. Thus marketing
planning occurs at the business-unit, product and market levels. It supports company
strategic planning with more detailed planning for specific marketing opportunities. 
For instance Nestlé, the world’s largest food manufacturer, develops an overall strategic 
plan at its headquarters in Vevey, Switzerland. Below that, each strategic group, such as
confectionery, develops subordinate strategic plans. These feed into the strategic plan’s
national operations. At each level, marketing and other functional plans will exist. At the 
final level, brand plans cover the marketing of brands such as KitKat, Nescafé and Friskies
Felix in national markets.

The planning process
Putting plans into action involves four stages: analysis, planning, implementation and control.
Figure 2.1 shows the relationship between these functions, which are common to strategic
planning, marketing planning or the planning for any other function.

n Analysis. Planning begins with a complete analysis of the company’s situation. The
company must analyse its environment to find attractive opportunities and to avoid
environmental threats. It must analyse company strengths and weaknesses, as well as
current and possible marketing actions, to determine which opportunities it can best
pursue. Analysis feeds information and other inputs to each of the other stages.
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n Planning. Through strategic planning, the company decides what it wants to do with each
business unit. Marketing planning involves deciding marketing strategies that will help
the company attain its overall strategic objectives. Marketing, product or brand plans are
at the centre of this.

n Implementation. Implementation turns strategic plans into actions that will achieve the
company’s objectives. People in the organisation who work with others, both inside and
outside the company, implement marketing plans.

n Control. Control consists of measuring and evaluating the results of plans and activities,
and taking corrective action to make sure objectives are being achieved. Analysis provides
information and evaluations needed for all the other activities.

The strategic plan
The strategic plan contains several components: the mission, the strategic objectives, the
strategic audit, SWOT analysis, portfolio analysis, objectives and strategies. All of these feed
from and feed into marketing plans.

The mission
A mission states the purpose of a company. Firms often start with a clear mission held 
within the mind of their founder. Then, over time, the mission fades as the company acquires
new products and markets. A mission may be clear, but forgotten by some managers. An
extreme case of this was the Anglican Church Commissioners, who thought they had the
‘Midas touch’ when they started speculating on the international property market. They
found out that markets go down as well as up and lost a third of the Church’s ancient wealth
in the process.6 Other problems can occur when the mission may remain clear but no longer
fits the environment. The luxury-goods firms in the prelude case are struggling with that
problem.

When an organisation is drifting, the management must renew its search for purpose. It
must ask, What business are we in? What do consumers value? What are we in business for?
What sort of business are we? What makes us special? These simple-sounding questions are
among the most difficult that the company will ever have to answer. Successful companies
continuously raise these questions and answer them. Asking such basic questions is a sign 
of strength, not uncertainty.

Many organisations develop formal mission statements that answer these questions. 
A mission statement is a statement of the organisation’s purpose – what it wants to accom-
plish in the larger environment. A clear mission statement acts as an ‘invisible hand’ that
guides people in the organisation, so that they can work independently and yet collectively
towards overall organisational goals.

Traditionally, companies have defined their business in product terms (‘we manufacture
furniture’), or in technological terms (‘we are a chemical-processing firm’). But mission
statements should be market-oriented.

What business are we in?
Asking this question helps. Market definitions of a business are better than product or
technological definitions. Products and technologies eventually become outdated, but basic
market needs may last for ever. A market-oriented mission statement defines the business
based on satisfying basic customer needs. Thus Rolls-Royce is in the power business, not the
aero-engine business. Visa’s business is not credit cards, but allowing customers to exchange
value – to exchange assets, such as cash on deposit or equity in a home, for virtually anything,
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anywhere in the world. Creative 3M does more than just make adhesives, scientific equipment
and healthcare products; it solves people’s problems by putting innovation to work for them.

Who are our customers?
This is a probing question. Who are the customers of Rolls-Royce’s new Trent aero-engine? 
At one level it is the airframers, like Boeing and European Airbus. If Rolls-Royce can get an
airframer to launch a new aircraft with a Rolls-Royce engine, this saves development costs and
makes early orders likely. Is it the airline or leasing companies that eventually buy the engines?
They will certainly have to sell to them as well. Is it the pilot, the service crew or even the
passenger? Unlike the competition, Rolls-Royce has a brand name that is synonymous with
prestige and luxury.

What are we in business for?
This is a hard question for non-profit-making organisations. Do universities exist to educate
students or to train them for industry? Is the pursuit of knowledge by the faculty the main
reason for their existence? If so, is good research of economic value or is pure research better?

What sort of business are we?
This question guides the strategy and structure of organisations. Companies aiming at 
cost leadership seek efficiency. These firms, like Aldi or KwikSave, run simple, efficient
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organisations with careful cost control. These contrast with differentiators, like Sony, who 
aim to make profits by inventing products, such as the Walkman, whose uniqueness gives 
a competitive edge. Focused companies concentrate upon being the best at serving a well-
defined target market. They succeed by tailoring their products or services to customers 
they know well. In Britain, Coutts & Co., a Royal Bank of Scotland subsidiary, does this 
by providing ‘personal banking’ to the very wealthy. Michael Porter7 describes a fourth 
option that occurs if firms do not define how they are to do business: stuck in the middle.

Management should avoid making its mission too narrow or too broad. A lead-pencil
manufacturer that says it is in the communication equipment business is stating its mission
too broadly. A mission should be:

n Realistic. Singapore International Airlines is excellent, but it would be deluding itself if its
mission were to become the world’s largest airline.

n Specific. It should fit the company and no other. Many mission statements exist for
public-relations purposes, so lack specific, workable guidelines. The statement ‘We want
to become the leading company in this industry by producing the highest-quality
products with the best service at the lowest prices’ sounds good, but it is full of
generalities and contradictions. Such motherhood statements will not help the company
make tough decisions.

n Based on distinctive competencies. Bang & Olufsen has the technology to build
microcomputers, but an entry into that market would not take advantage of its core
competencies in style, hi-fi and exclusive distribution.

n Motivating. It should give people something to believe in. It should get a ‘Yeah!’, not a
yawn or a ‘Yuck!’. A company’s mission should not say ‘making more sales or profits’ –
profits are only a reward for undertaking a useful activity. A company’s employees need
to feel that their work is significant and that it contributes to people’s lives. Contrast 
the mission of Greenpeace, ‘to ensure the ability of the Earth to nurture life in all its
diversity’, with the strategy of ABB, ‘[to] offer more value for customers while building 
a linear organization’.

Visions guide the best missions. A vision is a contagious dream, a widely communicated
statement or slogan that captures the needs of the time. Sony’s president, Akio Morita, wanted
everyone to have access to ‘personal portable sound’, and his company created the Walkman.
Richard Branson thought ‘flying should be fun’, so he founded Virgin Airlines. Julian Richer
has become a business guru after making his Richer Sounds hi-fi dealer the ‘Friendliest,
cheapest, busiest’, most profitable and productive in the industry.8

The company’s mission statement should provide a vision and direction for the company
for the next 10–20 years. It should not change every few years in response to each new turn in
the environment. Still, a company must redefine its mission if that mission has lost credibility
or no longer defines an optimal course for the company.9 The hostile environment caused
Siemens, the German electronics giant, to review its strategy. Its seven core statements 
(Figure 2.2) provided strong communications to drive its strategy, structure and style of
management.

From mission to strategic objectives
The company’s mission needs to be turned into strategic objectives to guide management.
Each manager should have objectives and be responsible for reaching them. For example, 
its fertiliser business unit is one of International Minerals & Chemical Corporation’s many
activities. The fertiliser division does not say that its mission is to produce fertiliser. Instead, it
says that its mission is to ‘increase agricultural productivity’. This mission leads to a hierarchy
of objectives, including business objectives and marketing objectives. The mission of
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increasing agricultural productivity leads to the company’s business objective of researching
new fertilisers that promise higher yields. Unfortunately, research is expensive and requires
improved profits to plough back into research programmes. So improving profits becomes
another key business objective. Profits are improved by increasing sales or reducing costs.
Sales increase by improving the company’s share of the domestic market, or by entering 
new foreign markets, or both. These goals then become the company’s current marketing
objectives. The objective to ‘increase our market share’ is not as useful as the objective to
‘increase our market share to 15 per cent in two years’. The mission states the philosophy 
and direction of a company, whereas the strategic objectives are measurable goals.

Strategic audit
‘Knowledge is power’: so stated Francis Bacon, the sixteenth-century philosopher, while
according to the ancient Chinese strategist Sun Zi, ‘The leader who does not want to buy
information is inconsiderate and can never win.’ The strategic audit covers the gathering of
this vital information. It is the intelligence used to build the detailed objectives and strategy 
of a business. It has two parts: the external audit and the internal audit.

The external audit or marketing environment audit examines the macroenvironment 
and task environment of a company. EuroDisney’s problems can be partly explained 
by an excessive faith in company strengths and too little attention being paid to the
macroenvironment. French labour costs make the park much more expensive than in
America, Europe’s high travel costs add to guests’ total bill, and the north European climate
takes the edge off all-year-round operations. EuroDisney contrasts with the success of Center
Parcs. This Dutch company’s resort hotels offer north Europeans undercover health and
leisure facilities that they can enjoy all year round.

The internal audit examines all aspects of the company. It covers the whole value chain
described by Michael Porter.10 It includes the primary activities that follow the flow of goods
or services through the organisation: inbound logistics, operations, outbound logistics, sales
and marketing, and after-sales services. In addition, it extends to the support activities on
which the primary activities depend: procurement, technology development, human resource
management and the infrastructure of the firm. These go beyond traditional marketing
activities, but marketing strategy depends on all of them. A key to the Italian Benetton’s
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international success is a system that allows it to change styles and colours rapidly. Unlike
traditional mass-clothing manufacturers, which have to order fabrics in colours and patterns
over a year ahead of seasons, Benetton’s design and manufacturing technology allows it to
change within a season.

Reading financial statements is basic to understanding the state of a company and seeing
how it is developing. The operating statement and the balance sheet are the two main
financial statements used. The balance sheet shows the assets, liabilities and net worth of a
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SOURCE: Siemens AG Automation and Drives.
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Albumart.com: But will we make money?

Exhibit 2.1 shows the 2003 operating statement for Albumart.com, a start-up that 

has avoided the big bucks and bust of Boo.com and others. They market specialised

picture frames designed to display ‘album art’. They enable people to make a wall

decoration by slotting an old favourite vinyl album or CD cover directly into the frame.

This statement is for a retailer; the operating statement for a manufacturer would be

somewhat different. Specifically, the section on purchases within the ‘Cost of goods

sold’ area would be replaced by ‘Cost of goods manufactured’.

2.1

Net sales A300,000
Cost of goods sold −A175,000
Gross margin A125,000
Expenses −A100,000
Net profit A25,000

The outline of the operating statement follows a logical series of steps to arrive at

the firm’s A25,000 net profit figure:

Gross sales 325,000
less: Sales returns and allowances 25,000
Net sales 300,000
Cost of goods sold

Beginning inventory, 1 January 2000, at cost 60,000
Purchases 150,000
plus: Freight-in 10,000
Net cost of delivered purchases 160,000
Cost of goods available for sale 220,000
less: Ending inventory, 31 December 2000, at cost 45,000

Total cost of goods sold 175,000
Gross margin 125,000
Expenses
Selling expenses 50,000
Administrative expenses 30,000
General expenses 20,000
Total expenses 100,000
Net profit 25,000

Exhibit 2.1 Operating statement for Albumart.com for year ending 31 December 2003 (A)

The first part details the amount that Albumart.com received for the goods sold

during the year. The sales figures consist of three items: gross sales, returns or

allowances, and net sales. Gross sales is the total amount charged to customers
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company at a given time. The operating statement (also called profit-and-loss statement or
income statement) is the more important of the two for marketing information. It shows
company sales, cost of goods sold, and expenses during a specified time period. By comparing
the operating statement from one time period to the next, the firm can spot favourable or
unfavourable trends and take appropriate action. Marketing Insights 2.1 describes these
statements in more detail and explains their construction.

during the year for merchandise purchased from Albumart.com. Some customers

returned merchandise. If the customer gets a full refund or full credit on another

purchase, we call this a return. Other customers may decide to keep the item if

Albumart.com will reduce the price. This is called an allowance. By subtracting

returns and allowances from gross sales:

The second part of the operating statement calculates the amount of sales revenue

that Albumart.com retains after paying the costs of the merchandise. We start with the

inventory in the store at the beginning of 2003. During the year, Albumart.com aim to

buy A150,000 worth of frames. Albumart.com also has to pay an additional A10,000 

to get the products delivered, giving the firm a net cost of A160,000. Adding the 

beginning inventory, the cost of goods available for sale amounted to A220,000. The

a45,000 ending inventory on 31 December 2003 is then subtracted to come up with 

the a175,000 cost of goods sold.

The difference between what Albumart.com paid for the merchandise (A175,000)

and what it sold it for (A300,000) is called the gross margin (A125,000).

In order to show the profit Albumart.com ‘cleared’ at the end of the year, we 

must subtract from the gross margin the expenses incurred while doing business.

Selling expenses included two employees, advertising in music magazines and the cost

of mailing the merchandise. Selling expenses totalled A50,000 for the year.

Administrative expenses included the salary for an office manager, office supplies such

as stationery and business cards, and miscellaneous expenses including an

administrative audit conducted by an outside consultant. Administrative expenses

totalled A30,000 in 1995. Finally, the general expenses of rent, utilities, insurance, 

and depreciation came to A20,000. Total expenses were therefore A100,000 for the

year. By subtracting expenses (A100,000) from the gross margin (A125,000), we arrive

at the net profit of A25,000 for Albumart.com during 2000. Not a lot, but not a loss.

...2.1

Gross sales A325,000
Returns and allowances −A25,000
Net sales A300,000

Operating statement 

(profit-and-loss statement

or income statement)—

A financial statement that

shows company sales, cost

of goods sold and expenses

during a given period of time.
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SWOT analysis—A distillation

of the findings of the internal

and external audits which

draws attention to the

critical organisational

strengths and weaknesses

and the opportunities and

threats facing the company.

SWOT analysis
SWOT analysis draws the critical strengths, weaknesses, opportunities and threats (SWOT)
from the strategic audit. The audit contains a wealth of data of differing importance and
reliability. SWOT analysis distils these data to show the critical items from the internal and
external audits. The number of items is small for forceful communications, and they show
where a business should focus its attention.

Opportunities and threats

Managers need to identify the main threats and opportunities that their company faces. The
purpose of the analysis is to make the manager anticipate important developments that can
have an impact on the firm. A large pet food division of a multinational company could list
the following.

Opportunities

n Economic climate. Because of improved economic conditions, pet ownership is increasing
in almost all segments of the population.

n Demographic changes. (1) Increasing single parenthood, dual-income families and ageing
will increase the trend towards convenient pet foods (from wet to dry); and (2) the aged
population will grow and increasingly keep pets as company.

n Market. The pet food market will follow the human market in the concern for healthy
eating and pre-prepared luxury foods.

n Technology. New forms of pet food that are low in fat and calories, yet highly nutritious
and tasty, will soon emerge. These products will appeal strongly to many of today’s pet
food buyers, whose health concerns extend to their pets.

Threats

n Competitive activity. A large competitor has just announced that it will introduce a new
premium pet food line, backed by a huge advertising and sales promotion blitz.

n Channel pressure. Industry analysts predict that supermarket chain buyers will face 
more than 10,000 new grocery product introductions next year. The buyers accept only
38 per cent of these new products and give each one only five months to prove itself.

n Demographic changes. Increasing single parenthood and dual-income families will
encourage the trends towards (1) pets that need little care (cats rather than dogs), 
and (2) smaller pets that eat less.

n Politics. European Union legislation will force manufacturers to disclose the content 
of their pet food. This will adversely affect the attractiveness of some ingredients like
kangaroo and horsemeat.

Not all threats call for the same attention or concern – the manager should assess the
likelihood of each threat and the potential damage each could cause. The manager should
then focus on the most probable and harmful threats and prepare plans in advance to meet
them.

Opportunities occur when an environmental trend plays to a company’s strength. The
manager should assess each opportunity according to its potential attractiveness and the
company’s probability of success. Companies can rarely find ideal opportunities that exactly
fit their objectives and resources. The development of opportunities involves risks. When
evaluating opportunities, the manager must decide whether the expected returns justify these
risks. A trend or development can be a threat or an opportunity, depending on a company’s
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strengths. The development of the steel-braced radial tyre was an opportunity for Michelin,
which used its technological lead to gain market share. To the rest of the industry, the new
technology was a threat because the tyre’s longer life reduced total demand and the new
technology made their plant obsolete.

Strengths and weaknesses

The strengths and weaknesses in the SWOT analysis do not list all features of a company, but
only those relating to critical success factors. A list that is too long betrays a lack of focus and
an inability to discriminate what is important. The strengths or weaknesses are relative, not
absolute. It is nice to be good at something, but it can be a weakness if the competition is
stronger. Mercedes is good at making reliable luxury cars with low depreciation, but this
stopped being a strength when Honda’s Acura and Toyota’s Lexus beat Mercedes on all three
fronts in the American market. The Japanese products were not cheap, but they were styled
for the American market and came with all the extras that buyers of German luxury cars had
to pay for. Finally, the strengths should be based on fact. In buying Skoda, VW has acquired a
well-known brand name, but is the name a strength? A failure to understand true strengths
can be dangerous. A well-known aircraft manufacturer for years promoted the quality of its
after-sales service. Only after another company acquired it did it find out that its reputation
was the worst in the industry.

A major pet food manufacturer could pitch the following strengths and weaknesses against
the opportunities and threats.
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Critical success factors—

The strengths and

weaknesses that most

critically affect an

organisation’s success.

These are measured 

relative to competition.

Mont Blanc competes in the

exquisite accessories market,

capitalising on its strength as a

maker of exclusive pens, to add

watches, men’s fragrances and

other products to its range.
SOURCE: Mont Blanc and the

Advertising Archives.
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Business portfolio—

The collection of businesses

and products that make up

the company.

Portfolio analysis—A tool 

by which management

identifies and evaluates 

the various businesses that

make up the company.

Strategic business unit

(SBU)—A unit of the

company that has a separate

mission and objectives 

and that can be planned

independently from other

company businesses. An

SBU can be a company

division, a product line

within a division, or

sometimes a single product

or brand.

Strengths

n Market leader in the dry cat food market.

n Access to the group’s leading world position in food technology.

n Market leader in luxury pet foods.

n The group’s excellent worldwide grocery distribution.

n Pet food market leader in several big markets, including France, Italy, Spain and South
America.

Weaknesses

n Number three in the wet pet food market.

n Excessive product range with several low-volume brands.

n Most brand names are little known, and are cluttered following acquisitions.

n Relatively low advertising and promotions budget.

n Product range needs many manufacturing skills.

n Poor store presence in several large markets: Germany, UK, USA and Canada.

n Overall poor profit performance.

The pet food company shows how some parts of the SWOT balance. The strengths in dry and
luxury pet foods match demographic trends, so this looks like an opportunity for growth. Access
to food technology should also help the company face changing consumer tastes and legislation.
The weaknesses suggest a need for more focus. Dropping some uneconomic lines in the mass
wet pet food market, simplifying the brand structure and concentrating on fewer manufacturing
processes could release resources for developing the dry and luxury markets. By using its
access to worldwide grocery distribution, the company could become profitable and focused.

The business portfolio
The business portfolio is the collection of businesses and products that make up the
company. It is a link between the overall strategy of a company and those of its parts. The best
business portfolio is the one that fits the company’s strengths and weaknesses to opportunities
in the environment. The company must (1) analyse its current business portfolio and decide
which businesses should receive more, less or no investment, and (2) develop growth
strategies for adding new products or businesses to the portfolio.

Analysing the current business portfolio

Portfolio analysis helps managers evaluate the businesses making up the company. The
company will want to put strong resources into its more profitable businesses and phase 
down or drop its weaker ones. Financial Times-owned publishers Dorling Kindersley needed
‘remedial surgery’ to allow them to concentrate on their core business of illustrated books. 
In doing so they scaled back activities such as CD-ROM publishing, video production and
door-to-door sales network.11

Management’s first step is to identify the key businesses making up the company. These 
are strategic business units. A strategic business unit (SBU) is a unit of the company that 
has a separate mission and objectives, and which can be planned independently from other
company businesses. An SBU can be a company division, a product line within a division, 
or sometimes a single product or brand.

The next step in business portfolio analysis calls for management to assess the attractiveness
of its various SBUs and decide how much support each deserves. In some companies, this
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occurs informally. Management looks at the company’s collection of businesses or products
and uses judgement to decide how much each SBU should contribute and receive. Other
companies use formal portfolio-planning methods.

The purpose of strategic planning is to find ways in which the company can best use its
strengths to take advantage of attractive opportunities in the environment. So most standard
portfolio-analysis methods evaluate SBUs on two important dimensions: the attractiveness 
of the SBU’s market or industry, and the strength of the SBU’s position in that market or
industry. The best-known portfolio-planning methods are from the Boston Consulting
Group, a leading management consulting firm, and by General Electric and Shell.

The Boston Consulting Group box
Using the Boston Consulting Group (BCG) approach, a company classifies all its SBUs
according to the growth–share matrix shown in Figure 2.3. On the vertical axis, market growth
rate provides a measure of market attractiveness. On the horizontal axis, relative market share
serves as a measure of company strength in the market. By dividing the growth–share matrix
as indicated, four types of SBU can be distinguished:

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

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

3. Question marks. Question marks are low-share business units in high-growth markets.
They require cash to hold their share, let alone increase it. Management has to think hard
about question marks – which ones they should build into stars and which ones they
should phase out.

4. Dogs. Dogs are low-growth, low-share businesses and products. They may generate
enough cash to maintain themselves, but do not promise to be large sources of cash.

The 10 circles in the growth–share matrix represent a company’s 10 current SBUs. The
company has two stars, two cash cows, three question marks and three dogs. The areas of 
the circles are proportional to the SBUs’ sales value. This company is in fair shape, although
not in good shape. It wants to invest in the more promising question marks to make them
stars, and to maintain the stars so that they will become cash cows as their markets mature.
Fortunately, it has two good-sized cash cows whose income helps finance the company’s
question marks, stars and dogs. The company should take some decisive action concerning 
its dogs and its question marks. The picture would be worse if the company had no stars, or
had too many dogs, or had only one weak cash cow.
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Stars—High-growth, 

high-share businesses or

products that often require

heavy investment to finance

their rapid growth.

Cash cows—Low-growth,

high-share businesses or

products; established and

successful units that

generate cash that the

company uses to pay its bills

and support other business

units that need investment.

Question marks—Low-share

business units in high-

growth markets that require

a lot of cash in order to hold

their share or become stars.

Dogs—Low-growth, 

low-share businesses and

products that may generate

enough cash to maintain

themselves, but do not

promise to be large sources

of cash.

Figure 2.3 The BCG

growth–share matrix

POM4_C02.qxd  6/20/06  12:43 PM  Page 61



Once it has classified its SBUs, the company must determine what role each will play in 
the future. There are four alternative strategies for each SBU. The company can invest more 
in the business unit to build its share. It can invest just enough to hold the SBU’s share at the
current level. It can harvest the SBU, milking its short-term cash flow regardless of the long-
term effect. Finally, the company can divest the SBU by selling it or phasing it out and using
the resources elsewhere.

As time passes, SBUs change their positions in the growth–share matrix. Each SBU has 
a life-cycle. Many SBUs start out as question marks and move into the star category if they
succeed. They later become cash cows as market growth falls, then finally die off or turn into
dogs towards the end of their life-cycle. The company needs to add new products and units
continuously, so that some of them will become stars and, eventually, cash cows that will help
finance other SBUs.

The General Electric grid
General Electric introduced a comprehensive portfolio planning tool called a strategic
business-planning grid (see Figure 2.4). It is similar to Shell’s directional policy matrix. 
Like the BCG approach, it uses a matrix with two dimensions – one representing industry
attractiveness (the vertical axis) and one representing company strength in the industry (the
horizontal axis). The best businesses are those located in highly attractive industries where 
the company has high business strength.

The GE approach considers many factors besides market growth rate as part of industry
attractiveness. It uses an industry attractiveness index made up of market size, market growth
rate, industry profit margin, amount of competition, seasonality and cycle of demand, and
industry cost structure. Each of these factors is rated and combined in an index of industry
attractiveness. For our purposes, an industry’s attractiveness is high, medium or low. As an
example, the Dutch chemical giant Akzo Nobel has identified speciality chemicals, coatings
and pharmaceuticals as attractive. Its less attractive bulk chemical and fibre businesses are
being sold.

For business strength, the GE approach again uses an index rather than a simple measure 
of relative market share. The business strength index includes factors such as the company’s
relative market share, price competitiveness, product quality, customer and market
knowledge, sales effectiveness and geographic advantages. These factors are rated and
combined in an index of business strengths described as strong, average or weak.

The grid has three zones. The green cells at the upper left include the strong SBUs in 
which the company should invest and grow. The amber diagonal cells contain SBUs that 
are medium in overall attractiveness. The company should maintain its level of investment 
in these SBUs. The three red cells at the lower right indicate SBUs that are low in overall
attractiveness. The company should give serious thought to harvesting or divesting 
these SBUs.
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Figure 2.4 GE’s strategic

business-planning grid
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The circles represent four company SBUs; the areas of the circles are proportional to the
relative sizes of the industries in which these SBUs compete. The pie slices within the circles
represent each SBU’s market share. Thus circle A represents a company SBU with a 75 per
cent market share in a good-sized, highly attractive industry in which the company has strong
business strength. Circle B represents an SBU that has a 50 per cent market share, but the
industry is not very attractive. Circles C and D represent two other company SBUs in
industries where the company has small market shares and not much business strength.
Altogether, the company should build A, maintain B and make some hard decisions on 
what to do with C and D.

Management would also plot the projected positions of the SBUs with and without changes
in strategies. By comparing current and projected business grids, management can identify the
primary strategic issues and opportunities it faces. One of the aims of portfolio analysis is to
direct firms away from investing in markets that look attractive, but where they have no
strength:

In their rush away from the declining steel market, four of Japan’s ‘famous
five’ big steel makers (Nippon, NKK, Kawasaki, Sumitomo and Kobe)
diversified into the microchip business. They had the misplaced belief that
chips would be to them in the future what steel had been to the 1950s and 
that they had to be part of it. The market was attractive but it did not fit their
strengths. So far, none have made money from chips. The misadventure also
distracted them from attending to their core business.

The ‘famous five’s’ failure contrasts with Eramet, a focused French
company who are the world’s biggest producer of Ferro-nickel and high-speed
steels. They owe their number one position to their decision to invest their
profits in a ‘second leg’ that would be a logical industrial and geographical
diversification for them. They bought French Commentryene and Swedish
Kloster Speedsteel. They quickly integrated them and, according to Yves
Rambert, their chairman and chief executive, ‘found that the French and 
the Swedes can work together’.12

Problems with matrix approaches

The BCG, GE, Shell and other formal methods revolutionised strategic planning. However,
such approaches have limitations. They can be difficult, time consuming and costly to
implement. Management may find it difficult to define SBUs and measure market share and
growth. In addition, these approaches focus on classifying current businesses, but provide little
advice for future planning. Management must still rely on its judgement to set the business
objectives for each SBU, to determine what resources to give to each and to work out which
new businesses to add.

Formal planning approaches can also lead the company to place too much emphasis on
market-share growth or growth through entry into attractive new markets. Using these
approaches, many companies plunged into unrelated and new high-growth businesses that
they did not know how to manage – with very bad results. At the same time, these companies
were often too quick to abandon, sell or milk to death their healthy, mature businesses. As a
result, many companies that diversified in the past are now narrowing their focus and getting
back to the industries that they know best (see Marketing Insights 2.2).
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KISS (Keep It Simple Stupid)

When times are good, many businesses catch expansion fever. ‘Big is beautiful’ and

everyone wanted to get bigger and grow faster by broadening their business portfolios.

Companies like Vivendi and Warner Bros. neglected their stodgy core businesses to

acquire glamorous businesses in more attractive industries. It did not seem to matter

that many of the acquired businesses fitted poorly with old ones, or that they operated

in markets unfamiliar to company management.

Many firms exploded into conglomerates, sometimes containing hundreds of

unrelated products and businesses. Extreme cases involved French banks and

Japanese electronics companies buying Hollywood film studios. Managing these

‘smorgasbord’ portfolios proved difficult. Eventually managers realised that it was

tough to run businesses they knew little about. Many newly acquired businesses were

also bogged down under added layers of corporate management and administrative

costs. Meanwhile, the profitable core businesses wither from lack of investment and

management attention.

Encumbered with the burden of their scattergun diversification, acquisition fever

gave way to a new philosophy of keeping things simple: ‘narrowing the focus’, ‘sticking

to your knitting’, ‘the urge to purge’. They all mean narrowing the company’s market

focus and returning to the idea of serving one or a few core industries that the firm

knows. Companies are shedding businesses that do not fit their narrowed focus and

rebuilding by concentrating resources on other businesses that do. Examples are

Royal Dutch/Shell’s sale of their coal division or Lucas selling swathes of peripheral

and underperforming activities to refocus on its core of automotive, aerospace and

electronic components. The result is a smaller, but more focused company: a stronger

firm serving fewer markets, but serving them much better.

When Cor Boonstra joined Philips, as their first outsider to become President, he

was horrified at what he found. Philips was the world’s number one in lighting,

number two in television tubes and number eight in semiconductors, but had lots of

other activities bleeding cash and managerial time. Its lighting and tubes were under

pressure from manufacturers from South Korea and Taiwan, but the ability to compete

was being swamped by numerous unconnected and loss-making businesses. Boonstra

also inherited a ‘hopelessly bureaucratic’ business with layers and layers of

management between factory and consumer. His strategy was to take the company

back to its core strengths in ‘high-volume consumer electronics’. Marketing

expenditure in the core businesses was to increase while the strategy was to ‘close, 

fix or sell’ the ‘bleeders’. Among the non-core businesses sold are Polygram, a music

and film business, a chain of video stores and loss-making Grundig. In his first two

years Boonstra sold off 40 businesses, losing 28,000 workers but bringing in a8bn to

2.2
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Despite these and other problems, and although many companies have dropped formal
matrix methods in favour of customised approaches better suited to their situations, most
companies remain firmly committed to strategic planning.

Such analysis is no cure-all for finding the best strategy. Conversely, it can help
management to understand the company’s overall situation, to see how each business or
product contributes, to assign resources to its businesses, and to orient the company for
future success. When used properly, strategic planning is just one important aspect of 
overall strategic management, a way of thinking about how to manage a business.13

Developing growth strategies
The product/market expansion grid,14 shown in Figure 2.5, is a useful device for identifying
growth opportunities. This shows four routes to growth: market development, new markets,
new products and diversification. We use the grid to explain how Mercedes-Benz, the luxury
car division of DaimlerChrysler, hoped to return to profits after its a1bn loss in mid-1990.15

Market penetration
The new C-class (medium-sized family saloon) and E-class (executive saloon) helped Mercedes-
Benz increase its sales by 23 per cent, besides costing less to produce. Sales were up 40 per
cent in western Europe (excluding Germany), 34 per cent in the United States and 30 per 
cent in Japan. In Germany, the 38 per cent growth gave a 2 per cent rise in market share.

SOURCES: The Economist, ‘Oil and coal: downcast’ (4 September 1999), p. 81; Barbara Smirt, ‘Philips to focus 

on consumer electronics’, Financial Times (13 February 1998), p. 29; The Economist, ‘Philips: the shrinking

company’ (8 May 1999), pp. 98–9; The Economist, ‘Vivendi Universal: messier’s mess’ (8 June 2002), pp. 69–71; The

Economist, ‘Media conglomerates: tangled web’ (25 May 2002), pp. 81–3; The Economist, ‘Rising above 

the sludge’ (15 April 2003), pp. 77–9.

invest in the core. The company shrunk to a less bloated eight divisions with 80

businesses from 120 businesses in 11 divisions, but many more factories have to go.

However, all is not gloom. While becoming a less complex company, Philips is gaining

market share in its major markets and profits are growing.

Philips is now facing a dilemma that concentration forces on many businesses.

Should it sell the very business on which it was founded? Reckitt & Colman did that

when they sold Colman’s mustard. Lighting is profitable and strong business but it is

far from its chosen future in consumer electronics.

Now boom has turned to bust, many companies are wondering how to manage

themselves through the hard times. There are excellent examples of how to do so.

Even in such depressed economies as Germany and Japan, Kao, VW, Honda, Siemens

and Canon continue to gain strength while all about them are floundering. Their secret

is to gain from global-scale economies, process and product innovation, keeping their

eyes on cash flows and the bottom line, and stick to their core businesses. In other

words, come boom or bust, there is one strategy: keep it simple, stupid.

...2.2
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Market development
With its A-class small family saloon and Smart Car, Mercedes entered the small car market,
while the relaunch of the Maybach brought the company back into the super luxury price
bracket. Besides offering cost savings, the formation of DaimlerChrysler in 1998 gave the
company a chance to develop lower-price brands worldwide through products like the
Chrysler Neon and Voyager. However, there is some worry that the build quality and
association with such down-market products is tarnishing Mercedes’ reputation for safety 
and quality. Additionally, executing the merger between the two companies with such 
strong but different cultures has proved as difficult as could be expected.

The company’s global coverage and small car skills have more recently been extended 
by deals with troubled Asian car makers: Japan’s Mitsubishi Motors and South Korea’s
Hyundai.

Diversification
Diversification was an option taken by Mercedes. After rapidly moving into aerospace, its
DASA defence subsidiary is now merged into the Franco-German EADS (European
Aeronautic Defence and Space Company). The company is also selling loss-making
subsidiaries, such as rail equipment maker Adtranz.16

Marketing within strategic planning
Planning functional strategies
The company’s strategic plan establishes what kinds of business the company will be in 
and its objectives for each. Then, within each business unit, more detailed planning takes
place. The main functional departments in each unit – marketing, finance, accounting,
buying, manufacturing, personnel and others – must work together to accomplish strategic
objectives.

Each functional department deals with different publics to obtain resources such as cash,
labour, raw materials, research ideas and manufacturing processes. For example, marketing
brings in revenues by negotiating exchanges with consumers. Finance arranges exchanges 
with lenders and stockholders to obtain cash. Thus the marketing and finance departments
must work together to obtain needed funds. Similarly, the personnel department supplies
labour, and the buying department obtains materials needed for operations and
manufacturing.
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Figure 2.5 Product/market

expansion grid
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Marketing’s role in strategic planning
There is much overlap between overall company strategy and marketing strategy. Marketing
looks at consumer needs and the company’s ability to satisfy them; these factors guide the
company mission and objectives. Most company strategic planning deals with marketing
variables – market share, market development, growth – and it is sometimes hard to separate
strategic planning from marketing planning. Some companies refer to their strategic planning
as ‘strategic marketing planning’.

Marketing plays a key role in the company’s strategic plans in several ways. First, marketing
provides a guiding philosophy – company strategy should revolve around serving the needs 
of important consumer groups. Second, marketing provides inputs to strategic planners by
helping to identify attractive market opportunities and by assessing the firm’s potential to take
advantage of them. Finally, within individual business units, marketing designs strategies for
reaching the unit’s objectives.

Within each business unit, marketing management determines how to help achieve
strategic objectives. Some marketing managers will find that their objective is not to build
sales. Rather, it may be to hold existing sales with a smaller marketing budget, or even to
reduce demand. Thus marketing management must manage demand to the level decided
upon by the strategic planning prepared at headquarters. Marketing helps to assess each
business unit’s potential, set objectives for it and then achieve those objectives.

Marketing and the other business functions
In some firms, marketing is just another function – all functions count in the company 
and none takes leadership. At the other extreme, some marketers claim that marketing 
is the principal function of the firm. They quote Drucker’s statement: ‘The aim of the 
business is to create customers.’ They say it is marketing’s job to define the company’s
mission, products and markets, and to direct the other functions in the task of serving
customers.

Enlightened marketers put the customer, not their department, at the centre of the
company. Firms cannot succeed without customers, so the crucial task is to attract and 
hold them. Customers are attracted by promises and held by satisfaction. Marketing defines
the promise and ensures its delivery. However, consumer satisfaction is affected by the
performance of other departments, so all functions should work together to sense, serve 
and satisfy customer needs.

Each business function has a different view of which publics and activities are most
important. Manufacturing focuses on suppliers and production; finance addresses
stockholders and sound investment; marketing emphasises consumers and products, 
pricing, promotion and distribution. Ideally, all the different functions should blend to
achieve consumer satisfaction. In practice, departmental relations are full of conflicts and
misunderstandings. The marketing department takes the consumer’s point of view. But 
when marketing tries to develop customer satisfaction, it often causes other departments 
to do a poorer job in their terms. Marketing department actions can increase buying costs,
disrupt production schedules, increase inventories and create budget headaches. Thus 
the other departments may resist bending their efforts to the will of the marketing
department.

Despite the resistance, marketers must champion all departments’ ‘thinking consumer’ 
and put the consumer at the centre of the company. Customer satisfaction requires a total
company effort to deliver superior value to target customers.

Creating value for buyers is much more than a ‘marketing function’; rather, it is 
‘analogous to a symphony orchestra in which the contribution of each subgroup is tailored
and integrated by a conductor – with a synergistic effect. A seller must draw upon and
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integrate effectively . . . its entire human and other capital resources . . . [Creating superior
value for buyers] is the proper focus of the entire business and not merely of a single
department in it.’17

The marketing plan
Within an organisation’s strategic plan are marketing plans for each business, product or
brand. A series of separate plans is necessary because even within a well-focused company
product classes can face hugely different circumstances.

In Europe’s super-hot summer of 2003 Nestlé gave out profit warnings
because the high temperature reduced people’s consumption of some
processed food while the popularity of the Atkins diet hit diet and slimming
lines. Meanwhile, ice cream and mineral water sales skyrocketed. Elsewhere,
the usually hot and humid north-east coast of the US hardly had a day 
without rain and clouds.

What does a marketing plan look like? Our discussion focuses on product or brand plans 
that are a development of the general planning process in Figure 2.1. A product or brand 
plan should have an executive summary, the current marketing situation, threats and
opportunities, objectives and issues, marketing strategies, action programmes, budgets 
and controls (see Table 2.1).18
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Section

Executive summary

Current marketing 
situation

SWOT analysis

Objectives and issues

Marketing strategy

Action programmes

Budgets

Controls

Table 2.1 Contents of 

a marketing plan Purpose

Presents a quick overview of the plan for quick management review.

The marketing audit that presents background data on the market,
product, competition and distribution.

Identifies the company’s main strengths and weaknesses and the
main opportunities and threats facing the product.

Defines the company’s objectives in the areas of sales, market share
and profits, and the issues that will affect these objectives.

Presents the broad marketing approach that will be used to achieve
the plan’s objectives.

Specifies what will be done, who will do it, when it will be done and
what it will cost.

A projected profit-and-loss statement that forecasts the expected
financial outcomes from the plan.

Indicates how the progress of the plan will be monitored.

”

Executive summary
The marketing plan should open with a short summary of the main goals and
recommendations in the plan. Here is a short example:
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Consumer markets
Chapter objectives
After reading this chapter, you should be able to:

n Define the consumer market and construct a simple model of consumer buying

behaviour.

n Tell how culture, subculture and social class influence consumer buying behaviour.

n Describe how consumers’ personal characteristics and primary psychological factors

affect their buying decisions.

n Discuss how consumer decision making varies with the type of buying decision.

n Explain the stages of the buyer decision and adoption processes.

Mini Contents List
n Prelude case – Sheba: the pets’ St Valentine’s Day

n Introduction

n Models of consumer behaviour

n Characteristics affecting consumer behaviour

n Marketing Insights 7.1 – ‘Touchy-feely’ research into consumer motivations

n Consumer decision process

n Types of buying decision behaviour

n The buyer decision process

n Marketing Insights 7.2 – Pong: marketing’s final frontier

n The buyer decision process for new products

n Consumer behaviour across international borders

n Summary

n Concluding concepts 7 – Sony Aibo ERS-7c: Grandma’s best friend?

CHAPTERseven
What do I want? Everything! 
When do I want it? Now!
GRAFFITI

SOURCE: Levi Strauss Jeans.

Agency: BBH.

s
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PEDRO QUELHAS BRITO
Universidado do Porto, Portugal

Several years of growth averaging 22 per cent year on year 

have attracted more than 60 new brands from both local and

multinational companies to Portugal’s A350 million pet food

market. EFFEM-Portugal, whose brands include Sheba, Whiskas

and Pedigree Pal, has over half of the pet food market but not all

its brands were doing well.

EFFEM had played an important role in

developing the market. Much of its success came

from understanding the behaviour of both pets

and their owners. For example, cats are resolved

animals. They eat what they like and leave what

they dislike. A cat is selective and sensitive

regarding its nutritional needs and taste. If given

food it dislikes, a cat seeks an alternative. Dogs

are different. A hungry dog will eat almost

anything, and eats it quickly. For cat food the

main concern is to give pleasure and to provide

variety. For dogs it is volume and ease of

consumption.

Sheba is EFFEM’s super-premium brand for cats. With its

exceptional quality and its high price, it aims to delight the 

most discerning cats and is particularly appropriate for special

occasions. But Sheba was in trouble. After initial advertising and

sales promotional support during its launch, it had been left to

fend for itself in the increasingly competitive pet food market.

After several years of trading, Sheba’s market position and even

its commercial existence were threatened by the absence of

marketing support and the entrance of new competitors into its

market niche. Only 9 per cent of the total market had ever bought

a can of Sheba at least once. Sheba’s low market share of just 

2 per cent justified little promotional expenditure, but for Sheba it

was fight back or die.

EFFEM’s answer was a two-stage point of sale promotion, with

each stage costing as little as a 30-second prime-time TV

commercial. Stage one was during the run-up to Christmas. 

In-store demonstrators approached consumers and asked them if

they owned a cat. If customers answered ‘yes’, they were offered

a greetings card and a 100-gram can of Sheba. In this way both

owners and pets received a gift. This sampling raised customers’

brand awareness and knowledge of Sheba. Besides giving

information, the card encouraged the pet’s owners to show their

love for their cat by giving it Sheba because ‘it deserves it’. The

card and its message were designed to generate favourable

feelings. After all, it was Christmas time and this ‘Santa Claws’

gave away 12,000 cans of very special Sheba.

The second stage of the campaign repeated the Christmas

promotion, but with St Valentine’s Day as the theme. The

Valentine’s card showed two cats, probably lovers, with the

messages: ‘Because today is a special day, Sheba has a gift 

for your cat’ and ‘Let it know how you love [your cat]’. During 

the campaign 11,900 cans were given to customers at the 

point of sale. The Valentine’s card also doubled as a 

cash-back coupon with a face value of A0.50. The refund and 

the emotional appeal of the message helped customers to

confirm their preference for Sheba while showing their love 

for their cat.

The promotions reversed Sheba’s sales decline. The impact on

brand awareness/knowledge and repeat purchase was evident

and the percentage of consumers who had ever tried Sheba

increased to 22 per cent.

Questions

1. Is Sheba based on the tastes of cats or their owners?

2. Does the consumer awareness and knowledge achieved

account for the success of the Sheba campaign? If not, what

does account for the success?

3. Given that Sheba’s sales promotion campaign was so much

more successful than conventional advertising, why is it not

used more often?

Prelude case Sheba: the pets’ St Valentine’s Day

The Valentine’s
card showed two
cats, probably
lovers . . .
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Introduction
EFFEM’s success with Sheba shows how consumer buying behaviour has many unexpected
dimensions. Since the human mind contains as many interacting neurones as there are leaves
in the Amazon jungle, it is not surprising that buying behaviour is not simple. Complicated it
is, but understanding buyer behaviour is central to marketing management. Just as marketing
ends with consumption, so marketing management must begin with understanding
customers.

This chapter explores the dynamics of consumer behaviour and the consumer market.
Consumer buying behaviour refers to the buying behaviour of final consumers – individuals
and households who buy goods and services for personal consumption. All of these final
consumers combined make up the consumer market. The world consumer market consists 
of about 6.3 billion people, but the billion people living in North America, Western Europe
and Japan make up 70 per cent of the world’s spending power.1 Even within these wealthy
consumer markets, consumers vary tremendously in age, income, education level and 
tastes. They also buy an incredible variety of goods and services. How these diverse 
consumers make their choices among various products embraces a fascinating array 
of factors.

Models of consumer behaviour
In earlier times, marketers could understand consumers well through the daily experience 
of selling to them. But as firms and markets have grown in size, many marketing decision
makers have lost direct contact with their customers and must now turn to consumer
research. They spend more money than ever to study consumers, trying to learn more about
consumer behaviour. Who buys? How do they buy? When do they buy? Where do they buy?
Why do they buy?

The central question for marketers is: how do consumers respond to various marketing
stimuli that the company might use? The company that really understands how consumers
will respond to different product features, prices and advertising appeal has a great advantage
over its competitors. Therefore, companies and academics have researched heavily the
relationship between marketing stimuli and consumer response. Their starting point is the
stimulus–response model of buyer behaviour shown in Figure 7.1. This shows that marketing
and other stimuli enter the consumer’s ‘black box’ and produce certain responses. Marketers
must figure out what is in the buyer’s black box.2

Marketing stimuli consist of the four Ps: product, price, place and promotion. Other
stimuli include significant forces and events in the buyer’s environment: economic,
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Consumer buying

behaviour—The buying

behaviour of final consumers

– individuals and households

who buy goods and services

for personal consumption.

Consumer market—All the

individuals and households

who buy or acquire goods

and services for personal

consumption.

Figure 7.1 Model of buying

behaviour
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technological, political and cultural. All these stimuli enter the buyer’s black box, where 
they are turned into a set of observable buyer responses (shown on the right-hand side of 
Figure 7.1): product choice, brand choice, dealer choice, purchase timing and purchase
amount.

The marketer wants to understand how the stimuli are changed into responses inside the
consumer’s black box, which has two parts. First, the buyer’s characteristics influence how he
or she perceives and reacts to the stimuli. Second, the buyer’s decision process itself affects 
the buyer’s behaviour. This chapter first looks at buyer characteristics as they affect buying
behaviour, and then examines the buyer decision process. We will never know what exactly 
is in the black box or be able perfectly to predict consumer behaviour, but the models can
help us understand consumers, help us to ask the right questions, and teach us how to
influence them.

Characteristics affecting consumer
behaviour
Consumer purchases are influenced strongly by cultural, social, personal and psychological
characteristics, as shown in Figure 7.2. For the most part, marketers cannot control such
factors, but they must take them into account. We illustrate these characteristics for the case
of a hypothetical customer, Anna Flores. Anna is a married graduate who works as a brand
manager in a leading consumer packaged-goods company. She wants to buy a digital camera
to take on holiday. Many characteristics in her background will affect the way she evaluates
cameras and chooses a brand.

Cultural factors
Cultural factors exert the broadest and deepest influence on consumer behaviour. The
marketer needs to understand the role played by the buyer’s culture, subculture and 
social class.

Culture

Culture is the most basic cause of a person’s wants and behaviour. Human behaviour is
largely learned. Growing up in a society, a child learns basic values, perceptions, wants and
behaviours from the family and other important institutions. Like most western people, in her
childhood Anna observed and learned values about achievement and success, activity and
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Culture—The set of basic

values, perceptions, wants

and behaviours learned by 

a member of society from

family and other important

institutions.

Figure 7.2 Factors influencing

behaviour
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involvement, efficiency and practicality, progress, material comfort, individualism, freedom,
humanitarianism, youthfulness, and fitness and health. Sometimes we take these values for
granted, but they are not cultural universals.

A trade delegation trying to market in Taiwan found this out the hard way.
Seeking more foreign trade, they arrived in Taiwan bearing gifts of green
baseball caps. Unfortunately, the trip was a month before Taiwan elections,
and green was the colour of the political opposition party. Even worse,
according to Taiwan culture, a man wears green to signify that his wife has
been unfaithful. The head of the delegation noted: ‘I don’t know whatever
happened to those green hats, but the trip gave us an understanding of the
extreme differences in our cultures.’3

Marketers are always trying to spot cultural shifts in order to imagine new products that
might be wanted. For example, the cultural shift towards greater concern about health and
fitness has created a huge industry for exercise equipment and clothing, lower-calorie and
more natural foods, and health and fitness services. Further analysis of this cultural shift
shows the complexity of consumer behaviour and how it varies internationally. The 13 per
cent of America’s population who go to the gym make it the most fitness-conscious nation,
although 30 per cent of them are obese and 50 per cent overweight. In contrast, 7 per cent 
of the less obese British go to the gym while, in much slimmer France and Italy, only 4 per
cent of the people take regular vigorous exercise.4

The increased desire for leisure time has resulted in more demand for convenience
products and services, such as microwave ovens and fast food. Consumers the world over 
are increasingly concerned about healthy eating. They are also tiring of the shopping and
chopping needed to prepare family meals. According to market researchers Taylor Nelson
Sofres, over the last 20 years the average time spent preparing a meal has dropped from 
one hour to 20 minutes. While many consumers express concern about food additives and
genetically modified products, one of the fastest-growing markets is for functional foods that
scientifically benefit health. For example, Flora Pro.activ is a margarine-like spread that is
expensive but ‘can dramatically reduce cholesterol to help maintain a healthy heart’.5

Besides spending less time preparing food, eating is becoming less of a special event and
more a casual activity undertaken while doing something else, such as meeting friends in an
informal restaurant or watching TV. Makers of traditional crockery, such as Royal Doulton
and Waterford Wedgwood, are shedding workers as they try to adjust to new consumers who
no longer buy formal family dinner services but instead buy odd mugs and plates. Doing well
out of the trend are craft potters, such as Moorcroft, who make expensive giftable pots, and
Alchemy, who make inexpensive items for the catering trade.6

Subculture

Each culture contains smaller subcultures or groups of people with shared value systems
based on common life experiences and situations. Subcultures include nationalities, religions,
racial groups and geographic regions. Many subcultures make up important market segments
and marketers often design products and marketing programmes tailored to their needs. The
huge US market of 260 million people has Hispanic (approaching 40 million) and black (over
30 million) subcultures that are bigger than most national markets. Mass marketers often
neglect these subcultures, so these can provide market opportunities for more enterprising
businesses.
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Islam is the world’s fastest growing religion with millions of Muslims living in
Europe – 1.3 million in Britain, 3.2 million in Germany and 4.2 million in
France. The EU Muslim population is now greater than that of many EU
countries, yet some European countries are still struggling over how and
whether Muslim students and teachers should wear the headscarves that
their beliefs prescribe. Meanwhile HSBC is set to offer Islamic financial
products to this growing population. These differ from conventional financial
products since they must follow three sharia rules:

1. Have no involvement with sinful industries, such as gambling, alcohol or 
pig meat.

2. A strict ban on rib – loosely translated as interest.

3. Avoid gharar – excessive risk taking and uncertainty.

Obeying these rules, for products that provide the same benefits as insurance,
mortgages or hedge funds, demands creative solutions. For example, instead
of providing a loan for a car, sharia rules are followed by a supplier of finance
buying a car on a customer’s behalf and selling it to the customer at a profit.
The customer then pays for the car over a fixed period without making 
any interest.7

Like all other people, Anna Flores’ buying behaviour will be influenced by her subculture
identification. It will affect her food preferences, clothing choices, recreation activities and
career goals. Subcultures attach different meanings to picture taking and this could affect 
both Anna’s interest in cameras and the brand she buys.

Social class

Almost every society has some form of social class structure. Social classes are society’s
relatively permanent and ordered divisions whose members share similar values, interests 
and behaviours. The registrar-general’s six social classes have been widely used since the turn
of the twentieth century, although all big countries have their own system. In spring 2001 
the UK Office of National Statistics adopted a new National Statistics Socio-Economic
Classification (NS-SEC) to reflect the social changes of the last century (see Table 7.1). The
scheme divides people according to their position in the labour market. Those at the bottom
make a short-term exchange of cash for labour while those at the top have long-term contracts
and are rewarded by the prospect of career advancement and perks as well as a salary.
Although not derived using income, the scale is a good predictor of both income and health,
except for the self-employed Class 4 who are as healthy, but not as wealthy, as Classes 1 and 2.
Currently there are a number of projects funded by the European Commission that aim to
improve the quality of socio-economic and other statistics across Europe.8

Not only do class systems differ in various parts of the world: the relative sizes of the classes
vary with the relative prosperity of countries. The ‘diamond’-shaped classification (few people
at the top and bottom with most in the middle) is typical of developed countries, although 
the Japanese and Scandinavian scales are flatter. In less developed countries, such as in Latin
America and Africa, the structure is ‘pyramid’ shaped with a concentration of poor people 
at the base. As countries develop, their class structure moves towards the diamond shape,
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although there is evidence that the gap between the richest and poorest in the English-
speaking countries is now widening.

Some class systems have a greater influence on buying behaviour than others. In most
western countries ‘lower’ classes may exhibit upward mobility, showing buying behaviour
similar to that of the ‘upper’ classes. But in other cultures, where a caste system gives people 
a distinctive role, buying behaviour is more firmly linked to social class. Upper classes in
almost all societies are often more similar to each other than they are to the rest of their own
society. When selecting products and services, including food, clothing, household items and
personal-care products, they make choices that are less culture-bound than those of the lower
classes. This tendency accounts for the strength of global luxury brands such as Burberry, Tag
Heuer and Mont Blanc. Generally, the lower social classes are more culture-bound, although
young people of all classes are less so and account for the global youth brands like Nike, 
Coca-Cola and Swatch.

Anna Flores’ occupation puts her in NS-SEC group 2 (lower managerial and professional
occupations) although she has set her sights on achieving a ‘higher managerial occupation’.
Coming from a higher social background, her family and friends probably own expensive
cameras and she might have dabbled in photography.

Social factors
A consumer’s behaviour is also influenced by social factors, such as the consumer’s small
groups, family, and social roles and status. Because these social factors can strongly affect
consumer responses, companies must take them into account when designing their 
marketing strategies.

Groups

Groups influence a person’s behaviour. Groups that have a direct influence and to which a
person belongs are called membership groups. Some are primary groups with whom there 
is regular but informal interaction – such as family, friends, neighbours and fellow workers.
Children are particularly prone to these social pressures that account for the playground fads
that permeate the school year and account for the annual convergence on a Christmas toy,
such as Cabbage Patch Dolls, Thunderbirds Tracey Island or PlayStation 2.9 Some are
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Membership groups—

Groups that have a direct

influence on a person’s

behaviour and to which 

a person belongs.

Classification Membership

1 Higher managerial and professional occupations
1.1 Employers and managers in large organisations (senior private and public

sector employees)
1.2 Higher professionals (partners in law firms, etc.)
2 Lower managerial and professional occupations (middle managers and

professionally qualified people)
3 Intermediate occupations (secretaries, policemen, etc.)
4 Small employers and sole traders
5 Lower supervisory, craft and related occupations (skilled manual workers)
6 Semi-routine occupations (shop assistants, etc.)
7 Routine occupations (semi-skilled or unskilled manual workers)

SOURCE: Office of National Statistics. Socioeconomic classification (ONS). Crown copyright material is reproduced

under class Licence Number C01W0000039 with the permission of the Controller of HMSO.

Table 7.1 National statistics –
socioeconomic classification
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secondary groups, which are more formal and have less regular interaction. These include
organisations like religious groups, professional associations and trade unions.

Reference groups are groups that serve as direct (face-to-face) or indirect points of
comparison or reference in forming a person’s attitudes or behaviour. Reference groups to
which they do not belong often influence people. For example, an aspirational group is one
to which the individual wishes to belong, as when a teenage football fan follows David
Beckham or a young girl idolises Britney Spears. They identify with them, although there is no
face-to-face contact. Today’s parents may be relieved that the modern pop ‘heroes’ are more
agreeable than the rebels, acid freaks and punks that they followed.10

Marketers try to identify the reference groups of their target markets. Reference groups
influence a person in at least three ways. They expose the person to new behaviours and
lifestyles. They influence the person’s attitudes and self-concept because he or she wants to 
‘fit in’. They also create pressures to conform that may affect the person’s product and brand
choices.

Manufacturers of products and brands subjected to strong group influence must figure out
how to reach opinion leaders – people within a reference group who, because of special skills,
knowledge, personality or other characteristics, exert influence on others. Many marketers try
to identify opinion leaders for their products and direct marketing efforts towards them. For
example, the hottest trends in teenage music, language and fashion often start in major cities,
then quickly spread to more mainstream youth in the suburbs. Thus, clothing companies that
hope to appeal to fashion-conscious youth often make a concerted effort to monitor urban
opinion leaders’ style and behaviour. In other cases, marketers may use buzz marketing by
enlisting or even creating opinion leaders to spread the word about their brands.

Frequent the right cafés . . . this summer, and you’re likely to encounter a
gang of sleek, impossibly attractive motorbike riders who seem genuinely
interested in getting to know you over an iced latte. Compliment them on their
Vespa scooters glinting in the brilliant curbside sunlight, and they’ll happily
pull out a pad and scribble down an address and phone number – not theirs,
but that of the local ‘boutique’ where you can buy your own Vespa, just as
(they’ll confide) the rap artist Sisqo and the movie queen Sandra Bullock
recently did. And that’s when the truth hits you: this isn’t any spontaneous
encounter. Those scooter-riding models are on the Vespa payroll, and they’ve
been hired to generate some favorable word of mouth for the recently
reissued cult bikes. Welcome to the world of buzz marketing. Similar buzz
marketers are now taking to the streets, cafés, nightclubs, and the Internet, in
record numbers. Their goal is to seek out the trendsetters in each community
and subtly push them into talking up their brand to their friends and
admirers.11

The importance of group influence varies across products and brands, but it tends to 
be strongest for conspicuous purchases, like a Vespa scooter.12 A product or brand can be
conspicuous for one of two reasons. First, it may be noticeable because the buyer is one 
of the few people who own it – luxuries, such as a vintage Wurlitzer juke box or a Breitling
Chronomat GT sports watch, are more conspicuous than necessities because fewer people
own the luxuries. Second, a product such as Red Bull or Perrier can be conspicuous because
the buyer consumes it in public where others can see it. Figure 7.3 shows how group influence
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might affect product and brand choices for four types of product – public luxuries, private
luxuries, public necessities and private necessities.

Family

Family members can strongly influence buyer behaviour. We can distinguish between two
families in the buyer’s life. The buyer’s parents make up the family of orientation. Parents
provide a person with an orientation towards religion, politics and economics, and a sense of
personal ambition, self-worth and love. Even if the buyer no longer interacts very much with
his or her parents, the latter can still significantly influence the buyer’s behaviour. In countries
where parents continue to live with their children, their influence can be crucial.

Procter & Gamble came a cropper in the European market after their 
A40 million launch of their new Charmin toilet roll. The company found the
product’s wet strength was wrong so it blocked European drains. Not because
of the design of European toilets but because of a mode of consumer behaviour
that must be learned in the family – how they use the toilet paper. Europeans
fold their toilet paper while Americans scrunch it. ‘This leads to different
dynamics in the product’, says P&G; ‘folding paper means you need more
strength.’

But even Europeans are not consistent. The British pay more than twice 
as much as Americans, French and Germans for their toilet rolls. Why?
According to Kimberly-Clark the British demand a Rolls-Royce of toilet papers
with a softer, more luxurious texture, more sheets per roll, 2 mm wider and
14 mm longer than other countries. The island race is also sensitive to colour,
choosing from ranges that include warm pink, breeze blue and meadow 
green. The reason for this is their desire that the colour of the tissue 
matches their bathrooms.13

The family of procreation – the buyer’s spouse and children – has a more direct influence
on everyday buying behaviour. This family is the most important consumer buying organ-
isation in society and it has been researched extensively. Marketers are interested in the roles
and relative influence of the husband, wife and children on the purchase of a large variety of
products and services.
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SOURCE: Adapted from William O.

Bearden and Michael J. Etzel,

‘Reference group influence on

product and brand purchase

decisions’, Journal of Consumer

Research (September 1982), p. 185,

University of Chicago Press.
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Husband–wife involvement varies widely by product category and by stage in the buying
process. Buying roles change with evolving consumer lifestyles. Almost everywhere in the
world, the wife is traditionally the main purchasing agent for the family, especially in the areas
of food, household products and clothing. But with over 60 per cent of women holding jobs
outside the home in developed countries and the willingness of some husbands to do more 
of the family’s purchasing, all this is changing. The vast majority of increased car sales in
Western Europe is by women for women, hence the market for high-value small cars. At 
the same time advertising agency Euro RSCG Worldwide have identified a growing group,
‘metrosexuals’, as the new growth market. These straight men, typified by David Beckham,
enjoy such things as shopping and beauty products and are driving the market for male
personal care, grooming and cosmetic products.14

In the case of expensive products and services, husbands and wives more often make joint
decisions. Anna Flores’ husband may play an influencer role in her camera-buying decision.
He may have an opinion about her buying a camera and about the kind of camera to buy. 
At the same time, she will be the primary decider, purchaser and user.

Consumers’ buying roles
Group members can influence purchases in many ways. For example, men normally choose
their own newspaper and women choose their own tights. For other products, however, the
decision-making unit is more complicated with people playing one or more roles:

n Initiator. The person who first suggests or thinks of the idea of buying a particular
product or service. This could be a parent or friend who would like to see a visual 
record of Anna’s holiday.

n Influencer. A person whose view or advice influences the buying decision, perhaps a
friend who is a camera enthusiast or a salesperson.

n Decider. The person who ultimately makes a buying decision or any part of it – whether
to buy, what to buy, how to buy or where to buy.

n Buyer. The person who makes an actual purchase. Once the buying decision is made,
someone else could make the purchase for the decider.

n User. The person who consumes or uses a product or service. Once bought, other
members of Anna’s family could use her camera.

Roles and status

A person belongs to many groups – family, clubs, organisations. The person’s position in 
each group can be defined in terms of both role and status. With her parents, Anna Flores
plays the role of daughter; in her family, she plays the role of wife; in her company, she plays
the role of brand manager. A role consists of the activities that people are expected to perform
according to the persons around them. Each of Anna’s roles will influence some of her buying
behaviour.

Each role carries a status reflecting the general esteem given to it by society. People often
choose products that show their status in society. For example, the role of brand manager has
more status in our society than the role of daughter. As a brand manager, Anna will buy the
kind of clothing that reflects her role and status.

Personal factors
A buyer’s decisions are also influenced by personal characteristics such as the buyer’s 
age and life-cycle stage, occupation, economic situation, lifestyle, and personality and 
self-concept.
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Age and life-cycle stage

People change the goods and services they buy over their lifetimes. Tastes in food, clothes,
furniture and recreation are often age related. Buying is also shaped by the family life-cycle –
the stages through which families might pass as they mature over time. Table 7.2 lists the
stages of the family life-cycle. Although based on the transient love and marriage model of
life,15 marketers often define their target markets in terms of life-cycle stage and develop
appropriate products and marketing plans for each stage. For example, Mark Warner offers
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may be consulted before making

a decision.
SOURCE: Leapfrog Day Nurseries Ltd.
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family-oriented skiing and watersports holidays with an emphasis on kids’ clubs, and ‘no kids’
holidays for couples wanting to escape from them.

Although life-cycle stages remain the same, shifting lifestyles are causing the decline of
some products and growth in others. One product that has almost disappeared in recent years
is the baby pram, the one-time status symbol of all mums. Besides there being fewer families
with children, many mothers now work, so have less time for strolling the pram, and are more
likely to travel by car than on foot. Touring caravans is another product class in decline as
families with children become fewer, while single- and double-income, no-kids families 
spend their money on more exotic holidays. While some markets decline, others grow with
changing lifestyles.

The Japanese call them ‘parasite singles’, a generation that chooses to linger
in their parents’ home, rent free, rather than get a steady job and start their
own life. Many are also become a ‘freeter’ – one who drifts from job to job
rather than settling down to conventional employment. The same pattern is
occurring in western countries where staying with mum is more attractive
than being a mum. In most countries men linger at home much longer than
women, with Italian men being the world champion lingerers. This shift in 
life-cycle behaviour is causing a huge shift in demand from home building 
to single life style consumption.16

Psychological life-cycle stages have also been identified. Adults experience certain passages
or transformations as they go through life. Thus Anna Flores may move from being a satisfied
brand manager and wife to being an unsatisfied person searching for a new way to fulfil
herself. In fact, such a change may have stimulated her strong interest in photography. The
main stimuli to people taking photographs are holidays, ceremonies marking the progression
through the life cycle (weddings, graduations and so on) and having children to take photo-
graphs of. Marketers must pay attention to the changing buying interests that might be
associated with these adult passages.
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Young Middle-aged Older

Single Single Older married
Married without children Married without children Older unmarried
Married with children Married with children

Infant children Young children
Young children Adolescent children
Adolescent children Married without dependent children

Divorced with children Divorced without children
Divorced with children

Young children
Adolescent children

Divorced without dependent children

SOURCES: Adapted from Patrick E. Murphy and William A. Staples, ‘A modernised family life cycle’, Journal of

Consumer Research (June 1979), p. 16, University of Chicago Press; © Journal of Consumer Research, Inc., 1979. 

See also Janet Wagner and Sherman Hanna, ‘The effectiveness of family life cycle variables in consumer expenditure

research’, Journal of Consumer Research (December 1983), pp. 281–91.

Table 7.2 Family life-cycle

stages

”
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Occupation

A person’s occupation affects the goods and services bought. Blue-collar workers tend to buy
more work clothes, whereas office workers buy more smart clothes. Marketers try to identify
the occupational groups that have an above-average interest in their products and services. 
A company can even specialise in making products needed by a given occupational group.
Thus computer software companies will design different products for brand managers,
accountants, engineers, lawyers and doctors.

Economic circumstances

A person’s economic situation will affect product choice. Anna Flores can consider buying 
a professional a5,000 Nikon D1 digital camera if she has enough enthusiasm, disposable
income, savings or borrowing power. Marketers of income-sensitive goods closely watch
trends in personal income, savings and interest rates. If economic indicators point to a
recession, marketers can take steps to redesign, reposition and reprice their products.

Lifestyle

People coming from the same subculture, social class and occupation may have quite different
lifestyles. Lifestyle is a person’s pattern of living as expressed in his or her activities, interests
and opinions. Lifestyle captures something more than the person’s social class or personality.
It profiles a person’s whole pattern of acting and interacting in the world. The technique of
measuring lifestyles is known as psychographics. It involves measuring the primary dimen-
sions shown in Table 7.3. The first three are known as the AIO dimensions (activities, interests,
opinions). Several research firms have developed lifestyle classifications. The most widely 
used is the SRI Values and Lifestyles (VALS) typology. The original VALS typology classifies
consumers into nine lifestyle groups according to whether they were inner directed (for
example, ‘experientials’), outer directed (‘achievers’, ‘belongers’), or need driven (‘survivors’).
Using this VALS classification, a bank found that the businessmen they were targeting
consisted mainly of ‘achievers’ who were strongly competitive individualists.17 The bank
designed highly successful ads showing men taking part in solo sports such as sailing, jogging
and water skiing.18

Everyday-Life Research by SINUS GmbH, a German company, identifies ‘social milieus’
covering France, Germany, Italy and the UK. This study describes the structure of society 
with five social classes and value orientations:
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Lifestyle—A person’s pat-

tern of living as expressed 

in his or her activities,

interests and opinions.

Psychographics—The

technique of measuring

lifestyles and developing

lifestyle classifications; it

involves measuring the chief

AIO dimensions (activities,

interests, opinions).

Table 7.3 Lifestyle dimensions
Activities Interests Opinions Demographics

Work Family Themselves Age
Hobbies Home Social issues Education
Social events Job Politics Income
Vacation Community Business Occupation
Entertainment Recreation Economics Family size
Club membership Fashion Education Dwelling
Community Food Products Geography
Shopping Media Future City size
Sports Achievements Culture Stage in life cycle

SOURCE: Joseph T. Plummer, ‘The concept and application of lifestyle segmentation’, reprinted with permission from

Journal of Marketing published by the American Marketing Association (January 1974), p. 34.
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n Basic orientation: traditional – to preserve

n Basic orientation: materialist – to have

n Changing values: hedonism – to indulge

n Changing values: postmaterialism – to be

n Changing values: postmodernism – to have, to be and to indulge.

It distinguishes two types of value: traditional values, emphasising hard work, thrift,
religion, honesty, good manners and obedience; and material values concerned with
possession and a need for security. From these, SINUS developed a typology of social milieus
(see Table 7.4): groups of people who share a common set of values and beliefs about work,
private relationships, leisure activities and aesthetics, and a common perception of future
plans, wishes and dreams. The size and exact nature of these milieus vary between the
countries studied, but there are broad international comparisons.

Knowing the social milieu of a person can provide information about his or her everyday
life, such as work likes and dislikes, which helps in product development and advertising. The
study finds that the upmarket segments share a similar structure in all four countries, and it
identifies trend-setting milieus in each country, containing heavy consumers with compar-
able attitudinal and sociodemographic characteristics. Important values shared by all these
consumers include tolerance, open-mindedness, an outward-looking approach, career and
success, education and culture, a high standard of living, hedonistic luxury consumption,
individualism and Europe.

The Anticipating Change in Europe (ACE) study, by the RISC research agency of Paris,
investigated social changes in 12 European countries, the United States, Canada and Japan.
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Milieu

Upper 
conservative

Traditional 
mainstream

Traditional 
working class

Modern 
mainstream

Trendsetter

Avant-garde

Sociocritical

Under-privileged

Table 7.4 Typology of social milieus

Germany

Konservatives-
gehobenes

Floresburgerliches

Traditionsloses
Arbeitermilieu

Aufstiegsorientiertes

Technokratisch-
liberales

Hedonistisches

Alternatives

Traditionsloses
Arbeitermilieu

France

Les Héritiers

Les conservateurs
installés

Les laborieux
traditionnels

Les nouveaux
ambitieux

Les managers
moderns

Les post-
modernistes

Les néo-moralistes

Les oubliés, plus
les rebelles

Italy

Neoconservatori

Piccola borghesia

Cultura operaia

Rampanti, plus
crisaldi

Borghesia
illuminata

Edonisti

Critica sociale

Sotto-proletariato
urbano

UK

Upper class

Traditional
middle class

Traditional
working class

Social climbers,
plus progressive
working class

Progressive
middle class

‘Thatcher’s
children’

Socially centred

Poor

Description

Traditional upper-middle-
class conservatives

Petit bourgeois group
mainly oriented to
preserving the status quo

Traditional blue-collar
worker

Social climber and
achievement-oriented
white- and blue-collar
workers

Technocratic-liberals with
a postmaterial orientation

Mainly young pleasure
seekers

Pursuing an alternative
lifestyle

Uprooted blue-collar
workers and destitute
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The objective was to try to understand how social changes influence market trends. RISC
describes people using sociodemographic characteristics, socio-cultural profile, activities
(sports, leisure, culture), behaviour towards the media (press, radio, television), political
inclinations and mood. Using these dimensions, RISC developed six Eurotypes:

1. The traditionalist (18 per cent of the European population) is influenced by the culture,
socio-economic history and unique situation of his or her country, with a profile reflecting
deep-rooted attitudes specific to that country. Consequently, this is the least homogeneous
group across countries.

2. The homebody (14 per cent) is driven by a strong attachment to his or her roots and
childhood environment. Less preoccupied with economic security than the traditionalist,
the homebody needs to feel in touch with the social environment. The homebody seeks
warm relationships and has difficulty coping with violence in society.

3. The rationalist (23 per cent) has an ability to cope with unforeseeable and complex
situations, and a readiness to take risks and start new endeavours. Personal fulfilment is
more about self-expression than financial reward. The rationalist believes that science 
and technology will help resolve the challenges facing humanity.

4. The pleasurist (17 per cent) emphasises sensual and emotional experiences, preferring 
non-hierarchically structured groups built around self-reliance and self-regulation and 
not around leaders or formal decision-making processes.

5. The striver (15 per cent) holds the attitudes, beliefs and values that underlie the dynamics
of social change. The striver believes in autonomous behaviour and wants to shape his or
her life and to exploit mental, physical, sensual and emotional possibilities to the full.

6. The trend-setter (13 per cent) favours non-hierarchical social structures and enjoys
spontaneity rather than formal procedures. Trend-setters see no need to prove their
abilities. Even more individualistic than strivers, they exemplify the flexible response to 
a rapidly changing environment.

These studies do suggest that there are European lifestyles although, as with social class, there
is greater similarity between wealthy Europeans than between poor ones. For this reason,
luxury brands and their advertising are often more standardised internationally than other
products.19

Lifestyle segmentation can also be used to understand Internet behaviour. Forrester developed
its ‘Technographics’ scheme, which segments consumers according to motivation, desire, and
ability to invest in technology.20 The framework splits people into 10 categories, such as:

n Fast Forwards: the biggest spenders on computer technology. Fast Forwards are early
adopters of new technology for home, office and personal use.

n New Age Nurturers: also big spenders but focused on technology for home uses, such as a
family PC.

n Mouse Potatoes: consumers who are dedicated to interactive entertainment and willing to
spend for the latest in ‘technotainment’.

n Techno-strivers: consumers who use technology primarily to gain a career edge.

n Handshakers: older consumers, typically managers, who don’t touch computers at work
and leave that to younger assistants.

Technographics has been used to better target online airline ticket sales in creating marketing
campaigns for time-strapped ‘Fast Forwards’ and ‘New Age Nurturers’ while eliminating
‘technology pessimists’ from its list of targets.

The lifestyle concept, when used carefully, can help the marketer understand changing
consumer values and how they affect buying behaviour. Anna Flores, for example, can choose
to live the role of a capable homemaker, a career woman or a free spirit – or all three. She plays
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Personality—A person’s

distinguishing psychological

characteristics that lead to

relatively consistent and

lasting responses to his or

her own environment.

Self-concept—Self-image,

or the complex mental

pictures that people have 

of themselves.

several roles, and the way she blends them expresses her lifestyle. If she ever became a profes-
sional photographer, this would change her lifestyle, in turn changing what and how she buys.

Personality and self-concept

Each person’s distinct personality influences his or her buying behaviour. Personality refers to
the unique psychological characteristics that lead to relatively consistent and lasting responses
to one’s own environment. Personality is usually described in terms of traits such as self-
confidence, dominance, sociability, autonomy, defensiveness, adaptability and aggressiveness.21

Personality can be useful in analysing consumer behaviour for certain product or brand
choices. For example, coffee makers have discovered that heavy coffee drinkers tend to be
high on sociability. Thus Nescafé ads show people together over a cup of coffee.

Many marketers use a concept related to personality – a person’s self-concept (also called
self-image). The basic self-concept premise is that people’s possessions contribute to and
reflect their identities: that is, ‘we are what we have’. Thus, in order to understand consumer
behaviour, the marketer must first understand the relationship between consumer self-
concept and possessions. For example, people buy books to support their self-image:

People have the mistaken notion that the thing you do with books is read
them. Wrong . . . People buy books for what the purchase says about them –
their taste, their cultivation, their trendiness. Their aim . . . is to connect
themselves, or those to whom they give the books as gifts, with all the other
refined owners of Edgar Allen Poe collections or sensitive owners of Virginia
Woolf collections. . . . [The result is that] you can sell books as consumer
products, with seductive displays, flashy posters, an emphasis on the 
glamour of the book, and the fashionableness of the bestseller and the
trendy author.22

Anna Flores may see herself as outgoing, fun and active. Therefore, she will favour a
camera that projects the same qualities. In that case the super-compact and stylish Canon
Digital IXUS could attract her. ‘Everybody smile and say “aaahhhh”. The smallest, cutest
digicam we’ve ever fallen for.’23

Really, it is not that simple. What if Anna’s actual self-concept (how she views herself )
differs from her ideal self-concept (how she would like to view herself ) and from her others
self-concept (how she thinks others sees her)? Which self will she try to satisfy when she buys 
a camera? Because this is unclear, self-concept theory has met with mixed success in predict-
ing consumer responses to brand images.

Psychological factors      
A person’s buying choices are further influenced by four important psychological factors:
motivation, perception, learning, and beliefs and attitudes.

Motivation
We know that Anna Flores became interested in buying a camera. Why? What is she really
seeking? What needs is she trying to satisfy?

A person has many needs at any given time. Some are biological, arising from states of
tension such as hunger, thirst or discomfort. Others are psychological, arising from the need
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for recognition, esteem or belonging. Most of these needs will not be strong enough to
motivate the person to act at a given point in time. A need becomes a motive when it is
aroused to a sufficient level of intensity. A motive (or drive) is a need that is sufficiently
pressing to direct the person to seek satisfaction. Psychologists have developed theories of
human motivation. Two of the most popular – the theories of Sigmund Freud and Abraham
Maslow – have quite different meanings for consumer analysis and marketing.

Freud’s theory of motivation
Freud assumes that people are largely unconscious of the real psychological forces shaping
their behaviour. He sees the person as growing up and repressing many urges. These urges 
are never eliminated or under perfect control; they emerge in dreams, in slips of the tongue,
in neurotic and obsessive behaviour or ultimately in psychoses.

Thus Freud suggests that a person does not fully understand his or her motivation. If Anna
Flores wants to purchase an expensive camera, she may describe her motive as wanting a hobby
or career. At a deeper level, she may be purchasing the camera to impress others with her creative
talent. At a still deeper level, she may be buying the camera to feel young and independent again.

Motivation researchers collect in-depth information from small samples of consumers to
uncover the deeper motives for their product choices. They use non-directive depth interviews
and various ‘projective techniques’ to throw the ego off guard – techniques such as word
association, sentence completion, picture interpretation and role playing.

Motivation researchers have reached some interesting and sometimes odd conclusions
about what may be in the buyer’s mind regarding certain purchases. For example, one classic
study concluded that consumers resist prunes because they are wrinkled-looking and remind
people of sickness and old age. Despite its sometimes unusual conclusions, motivation
research remains a useful tool for marketers seeking a deeper understanding of consumer
behaviour (see Marketing Insights 7.1).24

Maslow’s theory of motivation
Abraham Maslow sought to explain why people are driven by particular needs at particular
times.25 Why does one person spend much time and energy on personal safety and another 
on gaining the esteem of others? Maslow’s answer is that human needs are arranged in a
hierarchy, from the most pressing to the least pressing. Maslow’s hierarchy of needs is 
shown in Figure 7.4. In order of importance, they are (1) physiological needs, (2) safety
needs, (3) social needs, (4) esteem needs, (5) cognitive needs, (6) aesthetic needs and 
(7) self-actualisation needs. A person tries to satisfy the most important need first. When 
that important need is satisfied, it will stop being a motivator and the person will then try to 
satisfy the next most important need. For example, a starving man (need 1) will not take an
interest in the latest happenings in the art world (need 6), or in how he is seen or esteemed 
by others (need 3 or 4), or even in whether he is breathing clean air (need 2). But as each
important need is satisfied, the next most important need will come into play:

The wine market shows how the different levels of the need hierarchy can be at
play at the same time. Buyers of premium wines are seeking self-esteem and
self-actualisation. They may achieve this by showing their knowledge by buying
1986 Chateaux Ausone from a specialist wine merchant. Wine buying makes
many other people anxious, particularly if it is a gift. They buy the product to 
fill a social need but are unable to gauge quality. To be safe they buy from 
a reputable store (Oddbins) or a brand legitimised by advertising 
(Le Piat d’Or).
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7.1 ‘Touchy-feely’ research into 
consumer motivations

The term motivation research refers to qualitative research designed to probe consumers’

hidden, subconscious motivations. Because consumers often don’t know or can’t

describe just why they act as they do, motivation researchers use a variety of projective

techniques to uncover underlying emotions and attitudes. The techniques range from

sentence completion, word association and inkblot or cartoon interpretation tests, to

having consumers describe typical brand users or form daydreams and fantasies

about brands or buying situations. Some of these techniques verge on the bizarre. One

writer offers the following tongue-in-cheek summary of a motivation research session:

Good morning, ladies and gentlemen. We’ve called you here today for a little

consumer research. Now, lie down on the couch, toss your inhibitions out the

window and let’s try a little free association. First, think about brands as if they

were your friends . . . think of your shampoo as an animal. Go on, don’t be shy.

Would it be a panda or a lion? A snake or a woolly worm? . . . Draw a 

picture of a typical cake-mix user. Would she wear an apron or a negligée?

A business suit or a can-can dress?

Such projective techniques seem dotty, but more and more marketers are turning to

these touchy-feely, motivation research approaches to help them probe consumer

psyches and develop better marketing strategies.

Many advertising agencies employ teams of psychologists, anthropologists and

other social scientists to carry out their motivation research: ‘We believe people make

choices on a basic primitive level . . . we use the probe to get down to the unconsci-

ous.’ The agency routinely conducts one-on-one, therapy-like interviews to delve into

the inner workings of consumers. Another agency asks consumers to describe their

favourite brands as animals or cars (say, Saab versus BMW) in order to assess the

prestige associated with various brands.

In an effort to understand the teenage consumer market better, ad agency BSB

Worldwide videotaped teenagers’ rooms in 25 countries. It found surprising

similarities across countries and cultures:

From the steamy playgrounds of Los Angeles to the stately boulevards of

Singapore, kids show amazing similarities in taste, language, and attitude. . . .

From the gear and posters on display, it’s hard to tell whether the rooms are 

in Los Angeles, Mexico City, or Tokyo. Basketballs sit alongside soccer balls.

Closets overflow with staples from an international, unisex uniform: baggy 

Levi’s or Diesel jeans and rugged shoes from Timberland or Doc Martens.

”

”
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Similarly, researchers at Sega of America’s ad agency have learned a lot about

video game buying behaviour by hanging around with 150 kids in their bedrooms and

by shopping with them. Above all else, they learned, kids do everything fast. As a

result, in Sega’s most recent 15-second commercials, some images fly by so quickly

that adults cannot recall seeing them, even after repeated showings. The kids, weaned

on MTV, recollect them keenly.

Some marketers dismiss such motivation research as mumbo jumbo. And these

approaches do present some problems. They use small samples, and researchers’

interpretations of results are often highly subjective, sometimes leading to rather

exotic explanations of otherwise ordinary buying behaviour. However, others believe

strongly that these approaches can provide interesting nuggets of insight into the rela-

tionships between consumers and the brands they buy. To marketers who use them,

motivation research techniques provide a flexible and varied means of gaining insights

into deeply held and often mysterious motivations behind consumer buying behaviour.

...7.1

SOURCES: Excerpts from Annetta Miller and Dody Tsiantar, ‘Psyching out consumers’, Newsweek (27 February

1989), pp. 46–7; G. De Groot, ‘Deep, dangerous or just plain dotty?’, ESOMAR Seminar on Qualitative Methods of

Research, Amsterdam, 1986; Shawn Tully, ‘Teens: The most global market of all’, Fortune (6 May 1994), pp. 90–7;

and Tobi Elkin, ‘Product pampering’, Brandweek (16 June 1997), pp. 38–40. Also see ‘They understand your kids’,

Fortune (special issue, Autumn/Winter 1993), pp. 29–30; Cyndee Miller, ‘Sometimes a researcher has no alternat-

ive but to hang out in a bar’, Marketing News (3 January 1994), pp. 16, 26; Ronald B. Lieber, ‘Storytelling: a new

way to get close to your customer’, Fortune (3 February 1997), pp. 102–8; Jerry W. Thomas, ‘Finding unspoken

reasons for consumers’ choices’, Marketing News (8 June 1998), pp. 10–11; and Michele Marchetti, ‘Marketing’s

weird science’, Sales & Marketing Management (May 1999), p. 87; Anne Wrangham, ‘A question of quality’,

Marketing Business (May 1998), pp. 19–22; Peter Law, ‘Warts’n’all’, Marketing Business (June 1999), pp. 59–61.

Figure 7.4 Maslow’s hierarchy 

of needs
SOURCE: Adapted from Abraham H.

Maslow, Motivation and Personality,

2nd edn, 1970 (Prentice Hall, Inc.)
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Maslow’s hierarchy is not universal for all cultures. As the heroes of Hollywood movies
amply show, Anglo-Saxon culture values self-actualisation and individuality above all else, but
that is not universally so. In Japan and German-speaking countries, people are most highly
motivated by a need for order (aesthetic needs) and belonging (esteem needs), while in
France, Spain, Portugal and other Latin and Asian countries, people are most motivated by
the need for security and belonging.26

What light does Maslow’s theory throw on Anna Flores’ interest in buying a camera? 
We can guess that Anna has satisfied her physiological, safety and social needs; they do not
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Patek Philippe of Geneva departs

from the usual approach to

selling luxury watches by

appealing to self-esteem,

aesthetic needs or self-

actualisation communicated 

by an association with sport,

technology or exquisite design.

This ‘new man’ ad taps into much

more basic social and safety

needs.
SOURCE: Patek Philippe, Agency:

Geneva/Leagas Delaney,

Photographer: Peggy Sirota

(represented by. E. M. Managed).
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motivate her interest in cameras. Her camera interest might come from an aesthetic need 
and esteem needs. Or it might come from a need for self-actualisation or cognition – she
might want to be a creative person and express herself through photography or explore her
potential.

Perception

A motivated person is ready to act. How the person acts is influenced by his or her perception
of the situation. Two people with the same motivation and in the same situation may act quite
differently because they perceive the situation differently. Anna Flores might consider a fast-
talking camera salesperson loud and false. Another camera buyer might consider the same
salesperson intelligent and helpful.

Why do people perceive the same situation differently? All of us learn by the flow of
information through our five senses: sight, hearing, smell, touch and taste. However, each 
of us receives, organises and interprets this sensory information in an individual way. Thus
perception is the process by which people select, organise and interpret information to form a
meaningful picture of the world. People can form different perceptions of the same stimulus
because of three perceptual processes: selective attention, selective distortion and selective
retention.

Selective attention
People are exposed to a great number of stimuli every day. For example, the average person
may be exposed to more than 1,500 ads a day. It is impossible for a person to pay attention to
all these stimuli and some studies show people remembering only three or four.27 Selective
attention – the tendency for people to screen out most of the information to which they are
exposed – means that marketers have to work especially hard to attract the consumer’s
attention. Their message will be lost on most people who are not in the market for the
product. Moreover, even people who are in the market may not notice the message unless 
it stands out from the surrounding sea of other ads.

Selective distortion
Even noted stimuli do not always come across in the intended way. Each person fits incoming
information into an existing mind-set. Selective distortion describes the tendency of people
to adapt information to personal meanings. Anna Flores may hear the salesperson mention
some good and bad points about a competing camera brand. Because she already has a strong
leaning towards Fuji, Kodak or Agfa, she is likely to distort those points in order to conclude
that one camera is better than the others. People tend to interpret information in a way that
will support what they already believe. Selective distortion means that marketers must try to
understand the mind-sets of consumers and how these will affect interpretations of advertis-
ing and sales information:

Is the A160 billion a year people spend on beauty products not wasted but a
sensible investment? Evidence shows that people respond positively to people
who are attractive. In sales jobs researchers in the UK found the pay penalty
for being unattractive is 15 per cent for men and 11 per cent for women. Even
being told a person is attractive or not influences people’s judgement. In a
recent Norwegian study university students awarded a 20 per cent lighter
sentence if they were told criminals were ‘handsome’ or ‘pretty’.28
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Selective retention
People will also forget much of what they learn. They tend to retain information that supports
their attitudes and beliefs. Because of selective retention, Anna is likely to remember good
points made about the Fuji and forget good points made about competing cameras. She may
remember Fuji’s good points because she ‘rehearses’ them more whenever she thinks about
choosing a camera.

Because of selective exposure, distortion and retention, marketers have to work hard to get
their messages through. This fact explains why marketers use so much drama and repetition
in sending messages to their market. Although some consumers are worried that they will 
be affected by marketing messages without even knowing it, most marketers worry about
whether their offers will be perceived at all.

Learning
When people act, they learn. Learning describes changes in an individual’s behaviour arising
from experience. Learning theorists say that most human behaviour is learned. Learning
occurs through the interplay of drives, stimuli, cues, responses and reinforcement.

We saw that Anna Flores has a drive for self-actualisation. A drive is a strong internal
stimulus that calls for action. Her drive becomes a motive when it is directed towards a
particular stimulus object – in this case, a camera. Anna’s response to the idea of buying a
camera is conditioned by the surrounding cues. Cues are minor stimuli that determine when,
where and how the person responds. Seeing cameras in a shop window, hearing a special sale
price, and her husband’s support are all cues that can influence Anna’s response to her interest
in buying a camera.

Suppose Anna buys the Canon IXUS. If the experience is rewarding, she will probably use
the camera more and more. Her response to cameras will be reinforced. Then the next time
she shops for a camera, binoculars or some similar product, the probability is greater that 
she will buy a Canon product. We say that she generalises her response to similar stimuli.

The reverse of generalisation is discrimination. When Anna examines binoculars made by
Olympus, she sees that they are lighter and more compact than Nikon’s binoculars. Discrim-
ination means that she has learned to recognise differences in sets of products and can adjust
her response accordingly.

The practical significance of learning theory for marketers is that they can build up
demand for a product by associating it with strong drives, using motivating cues and
providing positive reinforcement. A new company can enter the market by appealing to the
same drives that competitors appeal to and by providing similar cues, because buyers are
more likely to transfer loyalty to similar brands than to dissimilar ones (generalisation). Or a
new company may design its brand to appeal to a different set of drives and offer strong cue
inducements to switch brands (discrimination).

Beliefs and attitudes
Through doing and learning, people acquire their beliefs and attitudes. These, in turn,
influence their buying behaviour. A belief is a descriptive thought that a person has about
something. Anna Flores may believe that an Agfa camera takes great pictures, stands up well
under hard use and is good value. These beliefs may be based on real knowledge, opinion or
faith, and may or may not carry an emotional charge. For example, Anna Flores’ belief that 
an Agfa camera is heavy may or may not matter to her decision.

Marketers are interested in the beliefs that people formulate about specific products 
and services, because these beliefs make up product and brand images that affect buying
behaviour. If some of the beliefs are wrong and prevent purchase, the marketer will want to
launch a campaign to correct them.
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about something.
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People have attitudes regarding religion, politics, clothes, music, food and almost
everything else. An attitude describes a person’s relatively consistent evaluations, feelings and
tendencies towards an object or idea. Attitudes put people into a frame of mind of liking or
disliking things, of moving towards or away from them. Thus Anna Flores may hold such
attitudes as ‘Buy the best’, ‘The Japanese make the best products in the world’ and ‘Creativity
and self-expression are among the most important things in life’. If so, the Canon camera
would fit well into Anna’s existing attitudes.

Attitudes are difficult to change. A person’s attitudes fit into a pattern and to change one
attitude may require difficult adjustments in many others. Thus a company should usually try
to fit its products into existing attitudes rather than try to change attitudes. Of course, there
are exceptions in which the great cost of trying to change attitudes may pay off. For example:

In the late 1950s, Honda entered the US motorcycle market facing a major
decision. It could either sell its motorcycles to the small but already
established motorcycle market or try to increase the size of this market by
attracting new types of consumer. Increasing the size of the market would be
more difficult and expensive because many people had negative attitudes
toward motorcycles. They associated motorcycles with black leather jackets,
switchblades and outlaws. Despite these adverse attitudes, Honda took the
second course of action. It launched a major campaign to position motorcycles
as good clean fun. Its theme ‘You meet the nicest people on a Honda’ worked
well and many people adopted a new attitude toward motorcycles. In the 
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Attitudes are hard to change, but

it can be done. Honda’s classic

‘You meet the nicest people on 

a Honda’ campaign changed

people’s attitudes about who

rides motorcycles.
SOURCE: Reprinted with permission

of America Honda Motor Co., Inc.

Attitude—A person’s

consistently favourable or

unfavourable evaluations,

feelings and tendencies

towards an object or idea.
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Consumer buying behaviour

in situations characterised

by high consumer

involvement in a purchase

and significant perceived

differences among brands.

1990s, however, Honda faces a similar problem. With the ageing of the 
baby boomers, the market has once again shifted toward only hard-core
motorcycling enthusiasts. So Honda has again set out to change consumer
attitudes. Its ‘Come Ride With Us’ campaign aims to re-establish the
wholesomeness of motorcycling and to position it as fun and exciting for
everyone.29

Consumer decision process
The consumer’s choice results from the complex interplay of cultural, social, personal and
psychological factors. Although the marketer cannot influence many of these factors, they 
can be useful in identifying interested buyers and in shaping products and appeals to serve
their needs better. Marketers have to be extremely careful in analysing consumer behaviour.
Consumers often turn down what appears to be a winning offer. Polaroid found this out
when it lost millions on its Polarvision instant home movie system; Ford when it launched 
the Edsel; RCA on its Selecta-Vision and Philips on its LaserVision video-disc player; TiVo
personal video machines; and Bristol Aviation with its trio of the Brabazon, Britannia and
Concorde airliners. So far we have looked at the cultural, social, personal and psychological
influences that affect buyers. Now we look at how consumers make buying decisions: first, the
types of decision that consumers face; then the main steps in the buyer decision process; and
finally, the processes by which consumers learn about and buy new products.

Types of buying decision behaviour
Consumer decision making varies with the type of buying decision. Consumer buying
behaviour differs greatly for a tube of toothpaste, a tennis racket, an expensive camera and a
new car. More complex decisions usually involve more buying participants and more buyer
deliberation. Figure 7.5 shows types of consumer buying behaviour based on the degree of
involvement and the extent of the differences among brands.30

Complex buying behaviour
Consumers undertake complex buying behaviour when they are highly involved in a purchase
and perceive significant differences among brands, or when the product is expensive, risky,
purchased infrequently and highly self-expressive. Typically, the consumer has much to learn
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Figure 7.5 Four types of buying

behaviour
SOURCE: Adapted from Henry

Assael, Consumer Behaviour and

Marketing Action, 6th edition, p. 67

(Boston, MA: Kent Publishing

Company, 1987) © Wadsworth Inc.

1987. Reprinted by permission of

Kent Publishing Company, a division

of Wadsworth Inc.
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about the product category. For example, a personal computer buyer may not know what
attributes to consider. Many product features carry no real meaning to the great majority 
of potential purchasers: an ‘Intel 200MHz Pentium II Pro’, ‘SVGA display’, ‘16Mb Sync
DRAM, 256 Kb Cache’ or even a ‘16X Max CD-ROM with 33.6 BPS fax/data (upgradeable 
to 56K)’.

This buyer will pass through a learning process, first developing beliefs about the product,
then developing attitudes, and then making a thoughtful purchase choice. Marketers of high-
involvement products must understand the information-gathering and evaluation behaviour
of high-involvement consumers. They need to help buyers learn about product-class
attributes and their relative importance and about what the company’s brand offers on the
important attributes. Marketers need to differentiate their brand’s features, perhaps by
describing the brand’s benefits using print media with long copy. They must motivate store
salespeople and the buyer’s acquaintances to influence the final brand choice. Recognising 
this problem, Dixons, the electrical retailers, set up the Link chain of stores dedicated to
helping baffled buyers on to the information superhighway and multimedia.31

Dissonance-reducing buying behaviour
Dissonance-reducing buying behaviour occurs when consumers are highly involved with an
expensive, infrequent or risky purchase, but see little difference among brands. For example,
consumers buying floor covering may face a high-involvement decision because floor covering
is expensive and self-expressive. Yet buyers may consider most floor coverings in a given price
range to be the same. In this case, because perceived brand differences are not large, buyers

Chapter 7 Consumer markets

277

The purchase of a laptop involves

complex buying behaviour. Ads

promoting this kind of item

should contain long explicative

copy to make the customer more

comfortable about the product.
SOURCE: Packard Bell. Agency:

Fred Fisher Associates.

Dissonance-reducing buying
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Habitual buying behaviour—

Consumer buying behaviour
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Variety-seeking buying

behaviour—Consumer

buying behaviour in
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low consumer involvement,

but significant perceived

brand differences.

may shop around to learn what is available, but buy relatively quickly. They may respond
primarily to a good price or to purchase convenience. After the purchase, consumers might
experience post-purchase dissonance (after-sales discomfort) when they notice certain
disadvantages of the purchased carpet brand or hear favourable things about brands not
purchased. To counter such dissonance, the marketer’s after-sale communications should
provide evidence and support to help consumers feel good both before and after their 
brand choices.

Habitual buying behaviour
Habitual buying behaviour occurs under conditions of low consumer involvement and little
significant brand difference. For example, take salt. Consumers have little involvement in this
product category – they simply go to the store and reach for a brand. If they keep reaching for
the same brand, it is out of habit rather than strong brand loyalty. Consumers appear to have
low involvement with most low-cost, frequently purchased products.

Consumers do not search extensively for information about the brands, evaluate brand
characteristics and make weighty decisions about which brands to buy. Instead, they passively
receive information as they watch television or read magazines. Ad repetition creates brand
familiarity rather than brand conviction. Consumers do not form strong attitudes towards 
a brand; they select the brand because it is familiar and may not evaluate the choice even 
after purchase.

Because buyers are not highly committed to any brands, marketers of low-involvement
products with few brand differences often use price and sales promotions to stimulate 
product trial. Gaining distribution and attention at the point of sale is critical. In advertising
for a low-involvement product, ad copy should stress only a few key points. Visual symbols
and imagery are important because they can be remembered easily and associated with the
brand. Ad campaigns should include high repetition of short-duration messages. Television 
is usually more effective than print media because it is a low-involvement medium suitable 
for passive learning. Advertising planning should be based on classical conditioning 
theory, in which buyers learn to identify a certain product by a symbol repeatedly 
attached to it.

Products can be linked to some involving personal situation. While many expensive
watches promote their looks, celebrity or sports associations, Patek Philippe of Geneva show
pictures of a ‘new man’ sleeping, sitting with a male child, and use the slogan: ‘You never
actually own a Patek Philippe. You merely look after it for the next generation.’ See page 272.

Variety-seeking buying behaviour
Consumers undertake variety-seeking buying behaviour in situations characterised by low
consumer involvement, but significant perceived brand differences. In such cases, consumers
often do a lot of brand switching. For example, when purchasing confectionery, a consumer
may hold some beliefs, choose an item without much evaluation, then evaluate that brand
during consumption. But the next time, the consumer might pick another brand out of
boredom or simply to try something different. Brand switching occurs for the sake of variety
rather than because of dissatisfaction. Confectionery makers know this and compete to have
their products in the ‘golden arc’ from where a person stands to make a purchase and as far 
as a person can reach.

In such product categories, the marketing strategy may differ for the market leader 
and minor brands. The market leader will try to encourage habitual buying behaviour by
dominating shelf space, avoiding out-of-stock conditions and running frequent reminder
advertising. Challenger firms will encourage variety seeking by offering lower prices, deals,
coupons, free samples and advertising that presents reasons for trying something new.
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This model implies that consumers pass through all five stages with every purchase. But 
in more routine purchases, consumers often skip or reverse some of these stages. A woman
buying her regular brand of toothpaste would recognise the need and go right to the purchase
decision, skipping information search and evaluation. However, we use the model in Figure
7.6 because it shows all the considerations that arise when a consumer faces a new and
complex purchase situation.

To illustrate this model, we return to Anna Flores and try to understand how she became
interested in buying a camera and the stages she went through to make the final choice.

Need recognition
The buying process starts with need recognition – the buyer recognising a problem or need.
The buyer senses a difference between his or her actual state and some desired state. The need
can be triggered by internal stimuli when one of the person’s normal needs – hunger, thirst,
sex – rises to a level high enough to become a drive. From previous experience, the person 
has learnt how to cope with this drive and is motivated towards objects that he or she knows
will satisfy it.

A need can also be triggered by external stimuli. Anna passes a bakery and the smell of
freshly baked bread stimulates her hunger; she admires a neighbour’s new car; or she watches
a television commercial for a Caribbean vacation. At this stage, the marketer needs to
determine the factors and situations that usually trigger consumer need recognition. The
marketer should research consumers to find out what kinds of need or problem arise, what
brought them about and how they led the consumer to this particular product. Anna might
answer that she felt she needed a camera after friends showed her the photographs they took
on holiday. By gathering such information, the marketer can identify the stimuli that most
often trigger interest in the product and can develop marketing programmes that involve
these stimuli.

Compared with other animals, human beings are most conscious of visual stimulus.
However, psychologists and marketers are beginning to recognise that smell is an important
stimulus that often operates unconsciously. Marketing Insights 7.2 examines this frontier
where marketing is working hand in hand with science.

Chapter 7 Consumer markets

279

Need recognition—The first

stage of the buyer decision

process in which the

consumer recognises a

problem or need.

Figure 7.6 Buyer decision

process

The buyer decision process
Most large companies research consumer buying decisions in great detail to answer questions
about what consumers buy, where they buy, how and how much they buy, when they buy 
and why they buy. Marketers can study consumer purchases to find answers to questions
about what they buy, where and how much. But learning about the whys of consumer buying
behaviour and the buying decision process is not so easy – the answers are often locked within
the consumer’s head.

We will examine the stages that buyers pass through to reach a buying decision. We will
use the model in Figure 7.6, which shows the consumer as passing through five stages: need
recognition, information search, evaluation of alternatives, purchase decision and postpurchase
behaviour. Clearly the buying process starts long before actual purchase and continues long
after. This encourages the marketer to focus on the entire buying process rather than just the
purchase decision.
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Pong: marketing’s final frontier

Rolls-Royce Cars hit the headlines recently when it was revealed that they had

developed an essence of new car spray to use on their luxurious upholstery after they

found out their cars did not smell new enough. Other sellers use similar tricks. There

are few people selling houses who have not recognised the trick of percolating coffee

when the house is viewed and few stores that have not used the attractive smell of

fresh bread. Philosophers from Aristotle to Kant have ranked base smell below the

noble senses of seeing, hearing and touching. Yet fragrances are one of the pillars of

luxury marketing, with exclusive brands adored by the initiated. Creed is a classic of

fragrances, used by Prince Charles and Quincy Jones; Acqua di Parma was adored by

Audrey Hepburn and Eva Gardner. Is this obsession an indulgence or does it reflect an

insight that few have achieved?

Freud proposes an answer. Smell, he says, is a base sense but one that people

have evolved to reject intellectually because of its power. Walking on two legs has

taken 1,000 different types of smell receptors in our nose away from the centres of

odour that obsess four-legged creatures. With taste, smell was one of the first senses

to evolve – it is how amoebas find food.

Old it may be, but neglected it is not. One thousand of our genes relate to our smell

receptors in the nose while only three genes control colour vision. Our smell receptors

are also well connected. From the nose they first go to the limbic system – a part of

the brain that drives mood, sexual urges and fear. Signals then travel to the

hippocampus, which controls memories. Only then do the signals travel to the frontal

lobes of the brain involved in conscious thought. Your 1,000 smell receptors are always

working busily but subliminally.

One example of this subliminal effect is a range of ‘odourless’ steroids produced 

by men and women. These directly affect mood. While the masculine version cheers

up women, the female version irritates men. Unfortunately, the smell of teenage men

also makes people angry. Such a clash of pongs could account for some Saturday

night rumbles.

There is more. A granny smell, taken from the armpits of menopausal women,

makes people happy while a mummy smell, taken from new mums, can cure

depression. Smell also influences perception. Men’s regard for how attractive a

women smells when they have not seen them corresponds strongly to their perception

of a women’s visual attractiveness.

Research shows how evolutionary logic drives people’s response to smell. Although

women have a stronger sense of smell than men, they are not good at identifying

physically attractive guys by smell alone. They are attracted instead to the smell of

men whose immune system least overlaps with their own. Mating with such partners,

7.2
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Information search
An aroused consumer may or may not search for more information. If the consumer’s drive is
strong and a satisfying product is near at hand, the consumer is likely to buy it then. If not,
the consumer may simply store the need in memory or undertake an information search
related to the need.

At one level, the consumer may simply enter heightened attention. Here Anna becomes
more receptive to information about cameras. She pays attention to camera ads, cameras used
by friends and camera conversations. Or Anna may go into active information search, in which
she looks for reading material, phones friends and gathers information in other ways. The
amount of searching she does will depend upon the strength of her drive, the amount of
information she starts with, the ease of obtaining more information, the value she places on
additional information and the satisfaction she gets from searching. Normally the amount of
consumer search activity increases as the consumer moves from decisions that involve limited
problem solving to those that involve extensive problem solving.

The consumer can obtain information from any of several sources:

n Personal sources: family, friends, neighbours, acquaintances

n Commercial sources: advertising, salespeople, the Internet, packaging, displays
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they are most likely to sire healthy offspring. This handy sensitivity increases when

women are ovulating. Unfortunately this ability is messed up by taking contraceptive

pills.

Science is helping remove a smell that no-one finds attractive, body odour (BO).

This is caused by Corynebacteria (Coryn), a group of some of the 7,000 bacteria that

inhabit all skin. All the bacteria live off the skin’s natural fat-laden secretion but,

unfortunately for some people, they attract Coryn which is a messy eater that leaves

half-digested waste. Quest International, one of the world’s largest fragrance houses,

is working on long-active deodorants that attack Coryn rather than clogging up the

sweat glands like most of the A1.5 billion worth of deodorants do.

The understanding of the science of odour is moving out of the realm of the

alchemy of exotic fragrances. Aromatic engineering is a rapidly growing business

based on pumping designer smells into offices and stores to make customers feel

happier and spend more money. Researchers have found a link between certain 

genes and the smells that people find attractive. People with HLA-A1 tend to dislike

ambergris and musk while those with HLA-A2 like them. This genetic foundation for

fragrances explains why perfumes still use the same ingredients as in biblical times.

There is also growing evidence that humans have a veromonal nasal organ, a sensor

that picks up the pheromones that drive animals sex crazy!

...7.2

SOURCES: Jerome Burne, ‘Why smell gets up your nose’, Financial Times (8 April 2000), p. 11; Nick Foulkes,

‘Have you seen this bottle?’, How to Spend It, Financial Times (8 April 2000), pp. 31–2; ‘Making sense of scents’, 

The Economist (13 March 1999), p. 137; ‘The sweet smell of success’, The Economist (25 March 2000), p. 118; 

‘Cor, you don’t half smell’, The Economist (27 January 2001), p. 114.

Information search—

The stage of the buyer

decision process in which 

the consumer is aroused to

search for more information;

the consumer may simply

have heightened attention 

or may go into active

information search.
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Alternative evaluation—

The stage of the buyer deci-

sion process in which the

consumer uses information

to evaluate alternative

brands in the choice set.

n Public sources: mass media, consumer-rating organisations

n Experiential sources: handling, examining, using the product.

The relative influence of these information sources varies with the product and the buyer.
Generally, the consumer receives the most information about a product from commercial
sources – those controlled by the marketer. The most effective sources, however, tend to be
personal. Personal sources appear to be even more important in influencing the purchase of
services.32 Commercial sources normally inform the buyer, but personal sources legitimise
or evaluate products for the buyer. For example, doctors normally learn of new drugs from
commercial sources, but turn to other doctors for evaluative information.

As more information is obtained, the consumer’s awareness and knowledge of the avail-
able brands and features increases. In her information search, Anna learned about the 
many camera brands available. The information also helped her drop certain brands from
consideration. A company must design its marketing mix to make prospects aware of and
knowledgeable about its brand. If it fails to do this, the company has lost its opportunity to
sell to the customer. The company must also learn which other brands customers consider 
so that it knows its competition and can plan its own appeals.

The marketer should identify consumers’ sources of information and the importance 
of each source. Consumers should be asked how they first heard about the brand, what
information they received and the importance they place on different information sources.

Evaluation of alternatives
We have seen how the consumer uses information to arrive at a set of final brand choices.
How does the consumer choose among the alternative brands? The marketer needs to know
about alternative evaluation – that is, how the consumer processes information to arrive at
brand choices. Unfortunately, consumers do not use a simple and single evaluation process 
in all buying situations. Instead, several evaluation processes are at work.

Certain basic concepts help explain consumer evaluation processes. First, we assume that
each consumer is trying to satisfy some need and is looking for certain benefits that can be
acquired by buying a product or service. Further, each consumer sees a product as a bundle of
product attributes with varying capacities for delivering these benefits and satisfying the need.
For cameras, product attributes might include picture quality, ease of use, camera size, price
and other features. Consumers will vary as to which of these attributes they consider relevant
and will pay the most attention to those attributes connected with their needs.

Second, the consumer will attach different degrees of importance to each attribute. 
A distinction can be drawn between the importance of an attribute and its salience. Salient
attributes are those that come to a consumer’s mind when he or she is asked to think of a
product’s characteristics. But these are not necessarily the most important attributes to the
consumer. Some of them may be salient because the consumer has just seen an advertisement
mentioning them or has had a problem with them, making these attributes ‘top-of-the-mind’.
There may also be other attributes that the consumer forgot, but whose importance would 
be recognised if they were mentioned. Marketers should be more concerned with attribute
importance than attribute salience.

Third, the consumer is likely to develop a set of brand beliefs about where each brand
stands on each attribute. The set of beliefs held about a particular brand is known as the
brand image. The consumer’s beliefs may vary from true attributes based on his or her
experience to the effects of selective perception, selective distortion and selective retention.

Fourth, the consumer is assumed to have a utility function for each attribute. The utility
function shows how the consumer expects total product satisfaction to vary with different
levels of different attributes. For example, Anna may expect her satisfaction from a digital
camera to increase with better picture quality, to peak with a medium-weight camera as
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beliefs that consumers hold

about a particular brand.
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opposed to a very light or very heavy one and to be a compact. If we combine the attribute
levels at which her utilities are highest, they make up Anna’s ideal camera. The camera would
also be her preferred camera if it were available and affordable.

Fifth, the consumer arrives at attitudes towards the different brands through some
evaluation procedure. Consumers have been found to use one or more of several evaluation
procedures, depending on the consumer and the buying decision.

In Anna’s camera-buying situation, suppose she has narrowed her choice set to four
cameras: Agfa ePhoto 1280, Ricoh RDC-300Z, Canon Powershot 350 and the amazingly
inexpensive Mustek VDC-100. In addition, let us say she is interested primarily in four
attributes – picture quality, ease of use, camera size and price. Table 7.5 shows how she
believes each brand rates on each attribute.33 Anna believes the Agfa will give her picture
quality of 10 on a 10-point scale; is not so easy to use, 6; is of medium size, 6; and is
expensive, 3. Similarly, she has beliefs about how the other cameras rate on these attributes.
The marketer would like to be able to predict which camera Anna will buy.

Clearly, if one camera rated best on all the attributes, we could predict that Anna would
choose it. But the brands vary in appeal. Some buyers will base their buying decision on only
one attribute and their choices are easy to predict. If Anna wants low price above everything,
she should buy the Mustek, whereas if she wants the camera that is easiest to use, she could
buy either the Ricoh or the Canon.

Most buyers consider several attributes, but assign different importance to each. If we knew
the importance weights that Anna assigns to the four attributes, we could predict her camera
choice more reliably. Suppose Anna assigns 40 per cent of the importance to the camera’s
picture quality, 30 per cent to ease of use, 20 per cent to its size and 10 per cent to its price. 
To find Anna’s perceived value for each camera, we can multiply her importance weights by
her beliefs about each camera. This gives us the following perceived values:

Agfa = 0.4(10) + 0.3(6) + 0.2(6) + 0.1(3) = 7.3

Ricoh = 0.4(6) + 0.3(8) + 0.2(6) + 0.1(6) = 6.6

Canon = 0.4(8) + 0.3(7) + 0.2(8) + 0.1(6) = 7.5

Mustek = 0.4(4) + 0.3(6) + 0.2(8) + 0.1(9) = 5.9

We would predict that Anna favours the Canon.
This model is called the expectancy value model of consumer choice.34 This is one of several

possible models describing how consumers go about evaluating alternatives. Consumers
might evaluate a set of alternatives in other ways. For example, Anna might decide that she
should consider only cameras that satisfy a set of minimum attribute levels. She might decide
that a camera must have a TV connector. In this case, she would choose the Agfa because it 
is the only one with that facility. This is called the conjunctive model of consumer choice. Or
she might decide that she would settle for a camera that had a picture quality greater than 7 or
ease of use greater than 9. In this case, the Agfa, Ricoh or Canon would do, since they all meet
at least one of the requirements. This is called the disjunctive model of consumer choice.
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Attribute

Camera Picture quality Ease of use Camera size Price

Agfa 10 6 6 3
Ricoh 6 8 6 6
Canon 8 7 8 6
Mustek 4 6 8 9

Table 7.5 A consumer’s brand

beliefs about cameras
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Once a male preserve, women

now buy an increasing propor-

tion of gadgets. Products and

promotions are now designed to

fulfil the segment’s needs.
SOURCE: Nikon Inc.

How consumers go about evaluating purchase alternatives depends on the individual
consumer and the specific buying situation. In some cases, consumers use careful calculations
and logical thinking. At other times, the same consumers do little or no evaluating; instead
they buy on impulse and rely on intuition. Sometimes consumers make buying decisions on
their own; sometimes they turn to friends, consumer guides or salespeople for buying advice.

Marketers should study buyers to find out how they actually evaluate brand alternatives. If
they know what evaluative processes go on, marketers can take steps to influence the buyer’s
decision. Suppose Anna is now inclined to buy an Agfa because of its picture quality. What
strategies might another camera maker, say Canon, use to influence people like Anna? There
are several. Canon could modify its camera to produce a version that has fewer features, but is
lighter and cheaper. It could try to change buyers’ beliefs about how its camera rates on key
attributes, especially if consumers currently underestimate the camera’s qualities. It could try
to change buyers’ beliefs about Agfa and other competitors. Finally, it could try to change 
the list of attributes that buyers consider or the importance attached to these attributes. For
example, it might advertise that to be really useful a camera needs to be small and easy to use.
What is the point in having a super-accurate camera if it takes too long to set up and is too
awkward to carry around?

Purchase decision
In the evaluation stage, the consumer ranks brands and forms purchase intentions. Generally,
the consumer’s purchase decision will be to buy the most preferred brand, but two factors,
shown in Figure 7.7, can come between the purchase intention and the purchase decision. The
first factor is the attitudes of others. For example, if Anna Flores’ husband feels strongly that

Part 3 Markets

284

Purchase decision—The

stage of the buyer decision

process in which the con-

sumer actually buys the

product.

POM4_C07.qxd  6/20/06  1:05 PM  Page 284



Anna should buy the lowest-priced camera, then the chance of Anna buying a more expensive
camera is reduced. Alternatively, his love of gadgets may attract him to the Agfa. How much
another person’s attitudes will affect Anna’s choices depends both on the strength of the other
person’s attitudes towards her buying decision and on Anna’s motivation to comply with that
person’s wishes.

Purchase intention is also influenced by unexpected situational factors. The consumer may
form a purchase intention based on factors such as expected family income, expected price
and expected benefits from the product. When the consumer is about to act, unexpected
situational factors may arise to change the purchase intention. Anna may lose her job, some
other purchase may become more urgent or a friend may report being disappointed in her
preferred camera. Thus preferences and even purchase intentions do not always result in
actual purchase choice. They may direct purchase behaviour, but may not fully determine 
the outcome.

A consumer’s decision to change, postpone or avoid a purchase decision is influenced
heavily by perceived risk. Many purchases involve some risk taking.35 Anxiety results when
consumers cannot be certain about the purchase outcome. The amount of perceived risk
varies with the amount of money at stake, the amount of purchase uncertainty and the
amount of consumer self-confidence. A consumer takes certain actions to reduce risk, such 
as avoiding purchase decisions, gathering more information and looking for national brand
names and products with warranties. The marketer must understand the factors that provoke
feelings of risk in consumers and must provide information and support that will reduce the
perceived risk.

Postpurchase behaviour
The marketer’s job does not end when the product is bought. After purchasing the product,
the consumer will be satisfied or dissatisfied and will engage in postpurchase behaviour of
interest to the marketer. What determines whether the buyer is satisfied or dissatisfied with 
a purchase? The answer lies in the relationship between the consumer’s expectations and the
product’s perceived performance. If the product falls short of expectations, the consumer is
disappointed; if it meets expectations, the consumer is satisfied; if it exceeds expectations, 
the consumer is delighted.

Consumers base their expectations on messages they receive from sellers, friends and 
other information sources. If the seller exaggerates the product’s performance, consumer
expectations will not be met – a situation that leads to dissatisfaction. The larger the gap
between expectations and performance, the greater the consumer’s dissatisfaction. This fact
suggests that the seller should make product claims that represent faithfully the product’s
performance so that buyers are satisfied.

Motoring organisations regularly give pessimistic quotes about how long they will take to
reach a customer whose car breaks down. If they say they will be 30 minutes and get there in
20, the customer is impressed. If, however, they get there in 20 minutes after promising 10,
the customer is not so happy.

Almost all large purchases result in cognitive dissonance or discomfort caused by
postpurchase conflict. Consumers are satisfied with the benefits of the chosen brand and glad
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to avoid the drawbacks of the brands not purchased. On the other hand, every purchase
involves compromise. Consumers feel uneasy about acquiring the drawbacks of the chosen
brand and about losing the benefits of the brands not purchased. Thus consumers feel at least
some postpurchase dissonance for every purchase.

American consumers are having a love affair with luxurious four ton, seven
litre engined Sports Utility Vehicles (SUV). Their popularity has propelled 
the light trucks sector to 48 per cent of vehicles sold in the US. These no-
compromise vehicles have the fuel consumption of a truck. According to Jac
Nasser, Ford’s chief executive: ‘They’re practical and promise something few
other vehicles offer: the just-in-case factor. Just in case you want to buy a
dinghy or a tree, you can do it.’ SUVs can do it all but some customers are not
happy with their purchases. Many have to rebuild their garages in order to
house them and they do not fit some parking lots and cannot get into multi-
storey car parks. Drivers also neglect to read the instruction behind the 
sun visor of their Ford Excursion: ‘Avoid unnecessary sharp turns or other
abrupt manoeuvres’.36

Why is it so important to satisfy the customer? Such satisfaction is important because a
company’s sales come from two basic groups – new customers and repeat customers. It usually
costs more to attract new customers than to retain current ones. Keeping current customers is
therefore often more critical than attracting new ones, and the best way to do this is to make
current customers happy. A satisfied customer buys a product again, talks favourably to others
about the product, pays less attention to competing brands and advertising, and buys other
products from the company. Many marketers go beyond merely meeting the expectations of
customers – they aim to delight the customer. A delighted customer is even more likely to
purchase again and to talk favourably about the product and company.

A dissatisfied consumer responds differently. Whereas, on average, a satisfied customer tells
three people about a good product experience, a dissatisfied customer gripes to 11 people. In
fact, one study showed that 13 per cent of the people who had a problem with an organisation
complained about that company to more than 20 people.37 Clearly, bad word-of-mouth
travels farther and faster than good word-of-mouth and can quickly damage consumer
attitudes about a company and its products.

Therefore, a company would be wise to measure customer satisfaction regularly. It cannot
simply rely on dissatisfied customers to volunteer their complaints when they are dissatisfied.
In fact, 96 per cent of unhappy customers never tell the company about their problem.
Companies should set up suggestion systems to encourage customers to complain. In this way,
the company can learn how well it is doing and how it can improve. The 3M Company claims
that over two-thirds of its new-product ideas come from listening to customer complaints.
But listening is not enough – the company must also respond constructively to the complaints
it receives.

Thus, in general, dissatisfied consumers may try to reduce their dissonance by taking any
of several actions. In the case of Anna – a Canon digital camera purchaser – she may return
the camera, or look at Canon ads that tell of the camera’s benefits, or talk with friends who
will tell her how much they like her new camera. She may even avoid reading about cameras
in case she finds a better deal than she got.

Beyond seeking out and responding to complaints, marketers can take additional steps to
reduce consumer postpurchase dissatisfaction and to help customers feel good about their
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purchases. For example, Toyota writes or phones new car owners with congratulations on
having selected a fine car. It places ads showing satisfied owners talking about their new cars
(‘I love what you do for me, Toyota!’). Toyota also obtains customer suggestions for improve-
ments and lists the locations of available services.

Understanding the consumer’s needs and buying process is the foundation of successful
marketing. By understanding how buyers go through need recognition, information search,
evaluation of alternatives, the purchase decision and postpurchase behaviour, the marketer
can pick up many clues as to how to meet the buyer’s needs. By understanding the various
participants in the buying process and the strongest influences on their buying behaviour, 
the marketer can develop an effective programme to support an attractive offer to the 
target market.

The buyer decision process for 
new products
We have looked at the stages that buyers go through in trying to satisfy a need. Buyers may
pass quickly or slowly through these stages and some of the stages may even be reversed.
Much depends on the nature of the buyer, the product and the buying situation.

We now look at how buyers approach the purchase of new products. A new product is a
good, service or idea that is perceived by some potential customers as new. It may have been
around for a while, but our interest is in how consumers learn about products for the first
time and make decisions on whether to adopt them. We define the adoption process as ‘the
mental process through which an individual passes from first learning about an innovation 
to final adoption’,38 and adoption as the decision by an individual to become a regular user 
of the product.

Stages in the adoption process
Consumers go through five stages in the process of adopting a new product:

1. Awareness. The consumer becomes aware of the new product, but lacks information 
about it.

2. Interest. The consumer seeks information about the new product.

3. Evaluation. The consumer considers whether trying the new product makes sense.

4. Trial. The consumer tries the new product on a small scale to improve his or her estimate
of its value.

5. Adoption. The consumer decides to make full and regular use of the new product.

This model suggests that the new-product marketer should think about how to help
consumers move through these stages. Denon, a leading manufacturer of home cinema
equipment, may discover that many consumers in the interest stage do not move to the trial
stage because of uncertainty and the large investment. If these same consumers would be
willing to use a sound system on a trial basis for a small fee, the manufacturer should 
consider offering a trial-use plan with an option to buy.

Individual differences in innovativeness
People differ greatly in their readiness to try new products. In each product area, there are
‘consumption pioneers’ and early adopters. Other individuals adopt new products much later.
This has led to a classification of people into the adopter categories shown in Figure 7.8.
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Opinion leaders—People

within a reference group

who, because of special

skills, knowledge, person-

ality or other characteristics,

exert influence on others.

After a slow start, an increasing number of people adopt the new product. The number 
of adopters reaches a peak and then drops off as fewer non-adopters remain. Innovators are
defined as the first 2.5 per cent of the buyers to adopt a new idea (those beyond two standard
deviations from mean adoption time); the early adopters are the next 13.5 per cent (between
one and two standard deviations), and so forth.

The five adopter groups have differing values. Innovators are adventurous: they try new
ideas at some risk. Early adopters are guided by respect: they are opinion leaders in their
community and adopt new ideas early but carefully. The early majority is deliberate: although
they are rarely leaders, they adopt new ideas before the average person. The late majority is
sceptical: they adopt an innovation only after most people have tried it. Finally, laggards are
tradition-bound: they are suspicious of changes and adopt the innovation only when it has
become something of a tradition itself.

Not all products are targeted at the early adopters. Open, owned by BT, BSkyB,
HSBC and Matsushita, is an interactive service for digital television aimed at
the late majority who love television but are scared of new technologies. 
Using existing televisions, low telephone charges and an inexpensive remote
keyboard, Open has lower ‘emotional’ and financial barriers than Internet
adoption. Using their old couch facing their familiar old TV, users can 
access banking services, shop, gamble or send email.39

This adopter classification suggests that an innovating firm should research the
characteristics of innovators and early adopters and should direct marketing efforts to them.
For example, home computer innovators have been found to be middle-aged and higher in
income and education than non-innovators and they tend to be opinion leaders. They also
tend to be more rational, more introverted and less social. In general, innovators tend to 
be relatively younger, better educated and higher in income than later adopters and non-
adopters. They are more receptive to unfamiliar things, rely more on their own values and
judgement, and are more willing to take risks. They are less brand loyal and more likely to
take advantage of special promotions such as discounts, coupons and samples.

Manufacturers of products and brands subject to strong group influence must find out
how to reach the opinion leaders in the relevant reference groups. Opinion leaders are 
people within a reference group who, because of special skills, knowledge, personality or 
other characteristics, exert influence on others. Opinion leaders are found in all strata of
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society and one person may be an opinion leader in certain product areas and an opinion
follower in others. Marketers try to identify the personal characteristics of opinion leaders 
for the products, determine what media they use and direct messages at them. In some cases,
marketers try to identify opinion leaders for their products and direct marketing efforts
towards them. This often occurs in the music industry, where clubs and radio DJs are
influential. In other cases, advertisements can simulate opinion leadership, showing informal
discussions between people and thereby reducing the need for consumers to seek advice 
from others. For example, in an ad for Herrera for Men cologne, two women discuss the
question: ‘Did you ever notice how good he smells?’ The reason? ‘He wears the most
wonderful cologne.’

If Anna Flores buys a camera, both the product and the brand will be visible to others
whom she respects. Her decision to buy the camera and her brand choice may therefore be
influenced strongly by opinion leaders, such as friends who belong to a photography club.

Role of personal influence
Personal influence plays a distinctive role in the adoption of new products. Personal
influence describes the effect of statements made by one person on another’s attitude or
probability of purchase. Consumers consult each other for opinions about new products and
brands, and the advice of others can strongly influence buying behaviour.

Personal influence is more important in some situations and for some individuals than for
others. Personal influence is more important in the evaluation stage of the adoption process
than in the other stages; it has more influence on later adopters than on early adopters; and it
is more important in risky buying situations than in safe situations.

Influence of product characteristics on rate of adoption
The characteristics of the new product affect its rate of adoption. Some products catch on
almost overnight (such as text messaging), whereas others take a long time to gain acceptance
(digital TV). Five characteristics are especially important in influencing an innovation’s rate 
of adoption. For example, consider the characteristics of in-car SatNav (Satellite Navigation)
systems in relation to the rate of adoption:

n Relative advantage: the degree to which the innovation appears superior to existing
products. The greater the perceived relative advantage of using SatNav over maps or
taking instructions from a passenger, the sooner SatNav will be adopted.

n Compatibility: the degree to which the innovation fits the values and experiences of
potential consumers. SatNav, for example, is highly compatible with an active lifestyle.
New DVD-based SatNav systems showing maps and giving verbal instruction are more
compatible with using maps than the original SatNav systems that just showed direction.

n Complexity: the degree to which the innovation is difficult to understand or use. Many
customers have great difficulty interfacing with technology, so initial ease of use is critical.

n Divisibility: the degree to which the innovation may be tried on a limited basis. SatNav
systems have a problem here. They require a big one-off investment if people are to add
them to their car.

n Communicability: the degree to which the results of using the innovation can be observed
or described to others. The benefits of SatNav are easy to demonstrate on a journey.

Other characteristics influence the rate of adoption, such as initial and ongoing costs, risk
and uncertainty, social approval and the efforts of opinion leaders. The new-product 
marketer has to research all these factors when developing the new product and its 
marketing programme.
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Segmentation and
positioning
Chapter objectives
After reading this chapter, you should be able to:

n Define market segmentation and market targeting.

n List and discuss the primary bases for segmenting consumer and business markets.

n Explain how companies identify attractive market segments and choose a market-

coverage strategy.

n Define differentiation and market positioning.

n Explain why companies seek to differentiate their markets and use positioning

strategies.

n List and discuss the principal ways in which companies can differentiate their products.

n Explain how companies can position their products for maximum competitive

advantage in the marketplace.
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Friday night, after a longer and harder week than usual, Gordon

drove out of the staff car park onto the expressway in his trusty

old diesel estate. It was not the time for speeding. The traffic was

heavy, the night closing in and soothing Classic FM on the radio.

All was relaxing until a lad in a white van

swerved and pushed into the lane two cars up

front while gesticulating in a manner consistent

with his FCUK sticker in his rear window. A line

of drivers’ minds were dragged from the FM-

induced mood as they slammed on brakes.

The traffic flow restarted and Brahms calmed.

Within minutes, the diesel estate pulled into the garage

between a Bentley Mulsanne S and a Porsche 911 Carrera

Tiptronic. Rob walked across. ‘You’re wanting the Ferrari

Testosterone, yes?’ After a brief familiarisation and swapping of

keys, Gordon left the family diesel and delicately eased the Ferrari

out of the garage. The 300 bhp engine behind the driver’s seat

sounded so Ferrari. The car so light; the engine so eager. A slight

touch on the accelerator and the car exploded forwards. The

machine was eager to go but better to ease into the car’s huge

potential rather than playing on a busy road.

Classic FM did not fit the enthusiasm and burr of the Ferrari

and no radio stations ever played anything remotely appropriate at

this time on Friday night. An old Bruce Springsteen album was in

the CD player. It kicked off with Born to Run – ‘Chrome wheeled,

fuel injected and steppin’ out over the line’ – a rising song to blast

in the weekend. Life could not get much better than this, but it

did.

Out of the city and on to country lanes, there, at the side of 

the road, was the lad with his white van. This time he was not

gesticulating at other road users but at his motor that was not

running. Gordon smiled and waved, as Springsteen burst into

‘Thunder Road’, and let the prancing horse free.

This is not a fairy tale. On Monday morning the Ferrari turned

back into a diesel estate and another week of work began. But

next Friday it was to be a family car with a difference – a Maserati

3200 GT. The cars are part of the stable of the Classic Car Club, a

membership organisation that hires out cars to drool over. For

about £1,995 (A3,300) a year, members hire cars based on a points

system that varies with time of year, weekend or weekday and

make of car. The price includes everything but fuel. Some of the

cars are true classics, such as the Triumph TR6, Daimler V8, 

E-type and Mark II Jaguars. Others, including a Porsche Boxter,

TVR and Aston Martin, are more modern but still interesting to

drive. All for averaging £50 per driving day – less than a normal

car hire and certainly for a lot less than owning a classic car. 

As the Independent on Sunday commented, ‘I’ve scratched my 

head long and hard to find a catch: there isn’t one.’

Whatever the dream that the Classic Car Club offers to its

members, the club has its owners scratching their heads too. 

All members want to hire the same exotic open-topped cars on

sunny weekends in summer. Many times the stock of cars is all

out while on other occasions most rest in the garage. Downtime

can also be a problem. These cars are real classics and some 

are ageing. Breakdowns can and do occur and take cars off the 

road for weeks. There are also the speeding fines incurred by

members who do not realise they can exceed the speed limit 

from a standing start in seconds in a car that is designed to

attract attention.1

Questions
1. What allows a small business, like the Classic Car Club, to

succeed against huge global players in the car hire business

and is it a business concept that could work elsewhere in 

the world?

2. Being a small company looking for a membership that is a

very small fraction of the total population, how should the

club promote itself and what is its target market?

3. How could the club increase its income and even the load 

on its cars by appealing to additional market segments or

segmenting its own customer base?

Prelude case drivedreamcars.com

'You're wanting
the Ferrari
Testosterone, yes?'
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Introduction

Organisations that sell to consumer and business markets recognise that they cannot 
appeal to all buyers in those markets or at least not to all buyers in the same way. Buyers 
are too numerous, too widely scattered and too varied in their needs and buying practices.
Companies vary widely in their abilities to serve different segments of the market. Like the
Classic Car Club, rather than trying to compete in an entire car hire market, companies
identify the parts of the market they can serve best. Segmentation is thus a compromise
between mass marketing, which assumes everyone can be treated the same, and the
assumption that each person needs a dedicated marketing effort.

Few companies now use mass marketing. Instead, they practise target marketing –
identifying market segments, selecting one or more of them, and developing products 
and marketing mixes tailored to each. In this way, sellers can develop the right product 
for each target market and adjust their prices, distribution channels and advertising to 
reach the target market efficiently. Instead of scattering their marketing efforts (the 
‘shotgun’ approach), they can focus on the buyers who have greater purchase interest 
(the ‘rifle’ approach).

Figure 10.1 shows the major steps in target marketing. Market segmentation means
dividing a market into distinct groups of buyers with different needs, characteristics or
behaviours, who might require separate products or marketing mixes. The company identifies
different ways to segment the market and develops profiles of the resulting market segments.
Market targeting involves evaluating each market segment’s attractiveness and selecting 
one or more of the market segments to enter. Market positioning is setting the competitive
positioning for the product and creating a detailed marketing mix. We discuss each of these
steps in turn.

Market segmentation

Markets consist of buyers, and buyers differ in one or more ways. They may differ in 
their wants, resources, locations, buying attitudes and buying practices. Through market
segmentation, companies divide large, heterogeneous markets into smaller segments that 
can be reached more efficiently with products and services that match their unique needs. 
In this section we discuss levels of market segmentation, and in the following six sections 
we deal with the important topics of segmenting consumer markets, segmenting business
markets, segmenting international markets, multivariate segmentation, developing market
segments, and requirements for effective segmentation.
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Figure 10.1 Six steps in market

segmentation, targeting and

positioning
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Mass marketing—Using

almost the same product,

promotion and distribution

for all consumers.

Levels of market segmentation
Because buyers have unique needs and wants, each buyer is potentially a separate market.
Ideally, then, a seller might design a separate marketing programme for each buyer. However,
although some companies attempt to serve buyers individually, many others face larger
numbers of smaller buyers and do not find complete segmentation worthwhile. Instead, 
they look for broader classes of buyers who differ in their product needs or buying responses.
Thus, market segmentation can be carried out at many different levels. Companies can
practise no segmentation (mass marketing), complete segmentation (micromarketing) 
or something in between (segment marketing or niche marketing).

Mass marketing

Companies have not always practised target marketing. In fact, for most of the twentieth
century, major consumer-products companies held fast to mass marketing – mass producing,
mass distributing and mass promoting about the same product in about the same way to all
consumers. Henry Ford epitomised this marketing strategy when he offered the Model T Ford
to all buyers; they could have the car ‘in any colour as long as it is black’. That cost Ford the
world market leadership that it has never regained.

The traditional argument for mass marketing is that it creates the largest potential market,
which leads to the lowest costs, which in turn can translate into either lower prices or higher
margins. However, many factors now make mass marketing more difficult. For example, the
world’s mass markets have slowly splintered into a profusion of smaller segments – from those
living near the Arctic to the tropics; from the grey market to the gay market. It is increasingly
hard to create a single product or programme that appeals to all of these diverse groups. The
proliferation of advertising media and distribution channels has also made it difficult to
practise ‘one size fits all’ marketing.

Not surprisingly, many companies are retreating from mass marketing and turning to
segmented marketing.

After pioneering the genre as a rock channel on cable TV, Music Television
(MTV) is facing increasingly intensive competition from the likes of BSkyB and
Emap’s Kiss TV and Kerrang. MTV is fighting back with the military precision
of the ex-soldier who runs the European operation. The competition is taking
some market share but MTV continues its double digit growth by addressing 
a series segments in the youth market. While MTV base is becoming a more
conventional TV channel showing reality TV shows, such as The Osbornes, the
company uses its decentralized structure to track twists and turns in national
music markets. It then splatters sub-sections of their 16-year to 34-year-old
target market with channels covering soul/R&B, pop, rock, hip-hop, indie, and
any other music trend that may arrive. Despite the diversity of musical tastes
across the world, one of MTV’s tricks is to run advertising across a mix 
of appropriate channels, therefore offering broadcast advertising across
narrowcast channels.2
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Segmenting markets

A company that practises segment marketing recognises that buyers differ in their needs,
perceptions and buying behaviours. The company tries to isolate broad segments that make
up a market and adapts its offers to match more closely the needs of one or more segments.

At 55 years of age, Roger de Haan retired with a £1bn (A1.66bn) pension 
from SAGA, the company he created. SAGA’s success came from a range of
businesses focusing on the needs of the 55-plus age group. Why this focus?
Because youth-oriented marketers had neglected Europe’s ageing population
whose disposable income is 8 per cent above the average (all age groups
below 55 have disposable incomes below average!). SAGA products range
from holidays through insurance to radio stations. Other marketers are
following de Haan’s lead. The Aktiv Markt supermarket chain in Austria and
Germany is having great success with its stores designed for pensioners and
is using a ‘third-age suit’ that designers don to help them empathise with
ageing drivers. There is even a market research agency, Senioragency
International, specialising in the needs of the growing segment.3

Segment marketing offers several benefits over mass marketing. The company can market
more efficiently, targeting its products or services, channels and communications programmes
towards only consumers that it can serve best. The company can also market more effectively
by fine-tuning its products, prices and programmes to the needs of carefully defined segments.
And the company may face fewer competitors if fewer competitors are focusing on this
market segment.

Niche marketing

Market segments are normally large identifiable groups within a market – for example, 
luxury car buyers, performance car buyers, utility car buyers and economy car buyers. Niche
marketing focuses on subgroups within these segments. A niche is a more narrowly defined
group, usually identified by dividing a segment into subsegments or by defining a group 
with a distinctive set of traits who may seek a special combination of benefits. For example,
property developers have recognised a niche within the grey market. Further segmenting the
grey market, the Palms runs gay and lesbian retirement communities and Rainbow Vision
runs retirement homes for the same niche market.4

Whereas segments are fairly large and normally attract several competitors, niches are
smaller and normally attract only one or a few competitors. Niche marketers have to
understand their niches’ needs so well that their customers willingly pay a price premium. 
For example, Ferrari gets a high price for its cars because its loyal buyers feel that no other
automobile comes close to offering the product–service–membership benefits as Ferrari.

Niching offers smaller companies an opportunity to compete by focusing their limited
resources on serving niches that may be unimportant to, or overlooked by, larger competitors.
For example, Mark Warner succeeds by selling to distinct holiday niches: all-inclusive family
watersports holidays in southern Europe to northern Europeans, and no-kids holidays for
older people who want some peace and quiet. However, large companies also practise niche
marketing. For example, Nike makes athletic gear for aerobics, jogging and football, but also
for smaller niches such as fell running and street hockey.

Chapter 10 Segmentation and positioning
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Micromarketing—A form of

target marketing in which

companies tailor their

marketing programmes 

to the needs and wants 

of narrowly defined

geographic, demographic,

psychographic or

behavioural segments.

In many markets today, niches are the norm. As an advertising agency executive 
observed: ‘There will be no market for products that everybody likes a little, only for 
products that somebody likes a lot.’ Others assert that companies must ‘niche or be 
niched’.

Micromarketing

Segment and niche marketers tailor their offers and marketing programmes to meet the 
needs of various market segments. At the same time, however, they do not customise 
their offers to each individual customer. Thus, segment marketing and niche marketing 
fall between the extremes of mass marketing and micromarketing. Micromarketing is 
the practice of tailoring products and marketing programmes to suit the tastes of specific
individuals and locations. Micromarketing includes local marketing and individual 
marketing.

Local marketing
Local marketing involves tailoring brands and promotions to the needs and wants of local
customer groups – cities, neighbourhoods and even specific stores. Thus, IKEA customises
each store’s merchandise and promotions to match its local clientele. C&A’s difficulties, 
which have forced it to pull out of some European markets, have been blamed upon the
centralisation of their buying in Brussels.

Local marketing has some drawbacks. It can drive up manufacturing and marketing costs
by reducing economies of scale. It can also create logistical problems as companies try to meet
the varied requirements of different regional and local markets. And a brand’s overall image
may be diluted if the product and message vary in different localities. Still, as companies face
increasingly fragmented markets, and as new supporting technologies develop, the advantages
of local marketing often outweigh the drawbacks.
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Niche marketing: Vans

specialises in making thick-soled

trainers for skateboarders.
SOURCE: Vans Inc. Copyright 

© 2001 Vans Inc. Reprinted with

permission.

POM4_C10.qxd  6/20/06  1:10 PM  Page 394



Chapter 10 Segmentation and positioning

395

Individual marketing—

Tailoring products and

marketing programmes to

the needs and preferences

of individual customers.

Mass customisation—

Preparing individually

designed products and

communication on a large

scale.

Having few top US or UK artists in their stable, Bertelsmann Music Group (BMG)
has led the pop music industry in signing local European acts. Their early lead 
is paying off in an otherwise lacklustre industry, although everyone’s profits are
down. ‘It is better for a record company to sell 10m copies of one album than 
1m copies of ten’, explains Deutsche Morgan Grenfell’s Tom Hall. It takes 
an awful lot of Thrills [Dublin-based country rockers] to match the 
transatlantic success of White Stripes!5

Local marketing helps a company to market more effectively in the face of pronounced
regional and local differences in community demographics and lifestyles. It also meets the
needs of the company’s ‘first-line customers’ – retailers – who prefer more fine-tuned 
product assortments for their neighbourhoods. It maintains local variety and colour, 
but at a cost.

Individual marketing
In the extreme, micromarketing becomes individual marketing – tailoring products and
marketing programmes to the needs and preferences of individual customers. Individual
marketing has also been labelled ‘markets-of-one marketing’, ‘customised marketing’ and
‘one-to-one marketing’ (see Marketing Insights 10.1). The prevalence of mass marketing 
has obscured the fact that for centuries consumers were served as individuals: the tailor
custom-made the suit, the cobbler designed shoes for the individual, the cabinet maker 
made furniture to order.

Customers can still enjoy such ‘customised marketing’. Vick Nagle’s Constant
Tailoring still visits ‘gentleman customers’ to measure, try and complete
tailored clothes made of only the best fabric. Ashby Pine works out of a small
workshop-cum-display area in Ashby de la Zouch making made-to-measure
furniture. Both owners love their materials and craftsmanship. Ashby Pine 
has clear objectives: ‘We have managed our business down to the level of
having a few good customers whom we enjoy working with.’

New technologies are permitting many larger companies to return to customised
marketing. More powerful computers, detailed databases, robotic production, and immediate
and interactive communication media such as email, fax and the Internet – all have combined
to foster ‘mass customisation’.6 Mass customisation is the ability to prepare on a mass basis
individually designed products and communications to meet each customer’s requirements.
Consumer marketers are now providing custom-made products in areas ranging from hotel
stays and furniture to clothing and bicycles.

The move towards individual marketing mirrors the trend in consumer self-marketing.
Increasingly, individual customers are taking more responsibility for determining which
products and brands to buy. Consider two business buyers with two different purchasing
styles. The first sees several salespeople, each trying to persuade him to buy their product. 
The second sees no salespeople but rather logs on to the Internet, searches for information 
on and evaluations of available products, interacts electronically with various suppliers, users
and product analysts, and then makes up her own mind about the best offer. The second
purchasing agent has taken more responsibility for the buying process, and the marketer has
had less influence over her buying decision.

”

”
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If it will digitise, it will customise

Sounds like Star Wars; soon in all stores. Suited for Sun, a swimwear manufacturer,

uses a computer/camera system in retail stores to design custom-tailored swimsuits

for women. The customer puts on an ‘off the rack’ garment, and the system’s digital

camera captures her image on the computer screen. The shop assistant applies a

stylus to the screen to create a garment with perfect fit. The customer can select 

from more than 150 patterns and styles, which are re-imaged over her body on the

computer screen until she finds the one that she likes best. The system then transmits

the measurements to the factory, and the one-of-a-kind bathing suit is mailed to 

the delighted customer in a matter of days. Such mass customisation is becoming

common. Using the Internet, many suppliers are cutting out stores and working

directly with customers.

n www.barbie.com enables you to make your own Special Friend of Barbie choosing 

skin tone, eye colour, hairdo and hair colour, clothes, accessories and name. There

is also a questionnaire for detailing your doll’s likes and dislikes. When Barbie’s

Special Friend arrives in the mail, the doll’s name is on the packaging along with 

a computer-generated paragraph about her personality.

n Make your own CD. Several Web companies offer the chance to customise a CD.

Simply run through their catalogue, sample tracks, submit your list and your CD 

is in the mail. Customisers include emusic.com and cdj.co.uk.

n Paris Miki. At this Tokyo eyeglass store the Mikissimes Custom Designed Eyewear

System allows technicians to design lenses and frames that conform to the shape of

the customer’s face. Using a monitor, styles are superimposed on a scanned image

of the person’s face. The customer then chooses a style, the glasses are made up

and the person walks out with their customised glasses.

n The watchfactory website can help you design an almost infinite variety of watches

assembled from standard parts and costing the same as off-the-shelf designs.

Although consumer goods are now being marketed one-to-one, business-to-

business marketers have been providing customers with tailor-made goods for 

some time. Often they can supply products and services cheaper and quicker than 

it used to take to make standardised ones. Particularly for small companies, mass

customisation provides a way to stand out against larger competitors. ChemStation

was a pioneer of this way of doing business.

ChemStation, a small industrial-detergent company, offers its industrial customers

individually concocted soap formulas. What cleans a car won’t work to clean an

aircraft or equipment in a mineshaft. Information collected by ChemStation about a

specific customer’s cleaning needs is fed into their Tank Management System (TMS)

10.1
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Ageing rock band Marillion established a dialogue with their fans prior to
completing their as yet unnamed album set for release by EMI. While still
recording in their Racket Club Studio, they emailed 30,000 fans on their
database. Fans pre-ordering the album will receive an extra CD and additional
artwork in which they will be named. Within two weeks of emailing they had
5,500 orders, some offering tremendous support to the band: ‘I only want one
[CD] but I’m sending 500 quid (a830) because I want to be part of it.’ The 
pre-ordering made the fans happy, and enabled Marillion to cut a good 
deal with EMI since the record company was guaranteed a hit.7

As the trend towards more interactive dialogue and less advertising monologue continues,
self-marketing will grow in importance. As more buyers look up consumer reports, join
Internet product-discussion forums and place orders, marketers will have to influence the
buying process in new ways. They will need to involve customers more in all phases of the
product-development and buying process, increasing opportunities for buyers to practise 
self-marketing.
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SOURCES: Adapted from Don Peppers, Martha Rogers and Bob Dorf, ‘Is your company ready for one-to-one

marketing?’, Harvard Business Review (January–February 1999), pp. 151–60; Angus Kennedy, The Internet: 

The Rough Guide (2003); ‘All yours’, The Economist (1 April 2000), pp. 65–6; ‘Mass customisation: a long march’, 

The Economist (14 July 2001), pp. 79–81.

database. Next, they develop a special ‘detergent recipe’ for the customer, assign 

it a number, and enter the formula into the TMS. Then, plant workers enter the

customer’s recipe number into a machine, which mixes up a batch of the special brew.

ChemStation then delivers the mixture to a tank installed at the customer’s site. The

company monitors usage and automatically refills the tank when supplies run low. The

customisation system gives customers what they need and reduces costs, resulting in

higher margins. Mass customisation also helps ChemStation to lock out competitors.

No one – not even the customer – knows what goes into each formula, making it hard

for a customer to switch suppliers.

Three trends are behind the growth in one-to-one marketing. The first is the

increasing emphasis on customer value and satisfaction. The second is data

warehouses allowing companies to store trillions of bytes of customer information.

Computer-controlled factory equipment and industrial robots can now quickly readjust

assembly lines. Finally, the Internet ties it all together and makes it easy for a

company to interact with customers, learn about their preferences and respond. 

True marketing: giving customers what they want, rather than what the company 

can produce.

...10.1
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Geographic segmentation—

Dividing a market into

different geographical units

such as nations, states,

regions, counties, cities or

neighbourhoods.

Segmenting consumer markets
There is no single way to segment a market. A marketer has to try different segmentation
variables, alone and in combination, to find the best way to view the market structure. 
Table 10.1 outlines the major variables used in segmenting consumer markets. Here we 
look at the major geographic, demographic, psychographic and behavioural variables.

Geographic segmentation
Geographic segmentation calls for dividing the market into different geographical units, 
such as nations, states, regions, counties, cities or neighbourhoods. A company may decide 
to operate in one or a few geographical areas, or to operate in all areas but pay attention to
geographical differences in needs and wants.

International lifestyles are emerging, but there are counter forces that continue to shape
markets. Cross-cultural research has defined five ‘mentality fields’ for cars in Europe.8

These show how much language demarcates common cultures and ways of life:

1. The north (Scandinavia).

2. The north-west (the United Kingdom, Iceland, and parts of Norway, Belgium and 
the Netherlands).

3. The centre (German mentality field extending to Switzerland and parts of Eastern 
Europe).

4. The west (the French-speaking area, including parts of Switzerland and Belgium).

5. The south (the Mediterranean, covering Spanish, Portuguese, Italian and Greek 
languages).

Self-expression is important to car buyers in all the geographical regions, but the similarity
ends there. The western groups seek quality and practicality, the south want value for money,
while the north-western group sees their car in very personal terms. The differences influence
the cars they buy and how they are equipped. Although all developed nations worry about the
environment, they do so in different ways. In Italy, France and the UK, motorists do not see
their car as a source of pollution, while in Germany, demand for environmentally friendly 
cars is growing fast.

Climatic differences lead to different lifestyles and eating habits. In countries with warm
climates, social life takes place outdoors and furniture is less important than in Nordic
countries. Not noticing the different sizes of kitchens has caused many marketing mistakes.
Philips started making profits in the Japanese market only after it made small coffeemakers 
to fit the cramped conditions there. In Spain, Coca-Cola withdrew its two-litre bottle after
finding it did not fit local refrigerators.9

Many companies today have regional marketing programmes within national boundaries 
– localising their products, advertising, promotion and sales efforts to fit the needs of
individual regions, cities and even neighbourhoods. Others are seeking to cultivate yet
untapped territory. For example, IKEA expanded globally using its large blue-and-yellow
stores and dedicated out-of-town sites that serve countries using a handful of stores. IKEA
changed its strategy when acquiring the Habitat furniture chain from Storehouse. The 
small stores gave it access to passing trade and new customer segments who are less willing 
to travel. The Habitat chain also serves small towns. In making this significant shift, 
IKEA is also following the European trend towards town-centre shopping complexes. 
Having seen American urban decay, European politicians are resisting out-of-town
developments.
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Table 10.1 Market segmentation

variables for consumer marketsVariable Typical breakdowns

Geographic
Region These can vary in scale from, say, Europe, through groupings of

countries (Scandinavia), nations (Finland), to regions within countries
(Lapland).

Country size Giant (USA), large (Germany, Spain), medium (The Netherlands,
Australia) or small (Malta, Lithuania).

City size Under 5,000; 5,000–20,000; 20,000–50,000; 50,000–100,000;
100,000–250,000; 250,000–500,000; 500,000–1,000,000;
1,000,000–4,000,000; 4,000,000 and over.

Density Urban, suburban, rural.
Climate Tropical, sub-tropical, temperate, etc.

Demographic
Age Under 6, 6–11, 12–19, 20–34, 35–49, 50–64, 65+.
Gender Male, female.
Family size 1–2, 3–4, 5+.
Family life cycle Young, single; young, married, no children; young, married, youngest

child under 6; young, married, youngest child 6 or over; older, married
with children; older, married, no children under 18; older, single; other.

Income Under A10,000; 10,000–15,000; 15,000–20,000; 20,000–30,000;
30,000–50,000; 50,000–75,000; 75,000–100,000; 100,000 and over.

Occupation Professional and technical; managers, officials and proprietors; 
clerical, sales; craftsmen, foremen; operatives; farmers; retired;
students; homemakers; unemployed.

Education Grade school or less; some high school; high school graduate;
university; postgraduate; professional.

Religion Catholic, Protestant, Jewish, Islamic, etc.
Race White, Black, Polynesian, Chinese, etc.
Nationality American, British, German, Scandinavian, Latin American, Middle

Eastern, Japanese, etc.

Psychographic
Social class Lower lowers, upper lowers, working class, middle class, upper

middles, lower uppers, upper uppers.
Lifestyle Achievers, believers, strivers.
Personality Compulsive, gregarious, authoritarian, ambitious.

Behavioural
Purchase occasion Regular occasion, special occasion.
Benefits sought Quality, service, economy.
User status Non-user, ex-user, potential user, first-time user, regular user.
Usage rate Light user, medium user, heavy user.
Loyalty status None, medium, strong, absolute.
Readiness state Unaware, aware, informed, interested, desirous, intending to buy.
Attitude towards Enthusiastic, positive, indifferent, negative, hostile.
product
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Demographic segmentation

—Dividing the market into

groups based on demo-

graphic variables such 

as age, sex, family size,

family life cycle, income,

occupation, education,

religion, race and nationality.

Life-cycle segmentation—

Offering products or

marketing approaches that

recognise the consumer’s

changing needs at different

stages of their life.

Demographic segmentation
Demographic segmentation consists of dividing the market into groups based on variables
such as age, gender, sexual orientation, family size, family life cycle, income, occupation,
education, religion, ethnic community and nationality. Demographic factors are the most
popular bases for segmenting customer groups. One reason is that consumer needs, wants 
and usage rates often vary closely with demographic variables. Another is that demographic
variables are easier to measure than most other types of variable. Even when market segments
are first defined using other bases – such as personality or behaviour – their demographics
need to be known to assess the size of the target market and to reach it efficiently.

Age
Consumer needs and wants change with age. Some companies use age and life-cycle
segmentation, offering different products or using different marketing approaches for
different age and life-cycle groups. For example, Life Stage vitamins come in four versions,
each designed for the special needs of specific age segments: chewable Children’s Formula 
for children from 4 to 12 years old; Teen’s Formula for teenagers; and two adult versions
(Men’s Formula and Women’s Formula). Johnson & Johnson developed Affinity Shampoo 
to help women over 40 overcome age-related hair changes. McDonald’s targets children,
teens, adults and senior citizens with different ads and media.

LEGO’s range shows the limits of age-based segmentation. For babies there
are Duplo rattles (0 to 3 months), then there are round-edged activity toys
made of two or three pieces (3 to 18 months). All these have the familiar LEGO
lugs so that they will fit on to LEGO products. Next come Duplo construction
kits or toys (2 to 5 years). Duplo bricks look like LEGO bricks, but are twice the
size so that young children can manipulate but not swallow them. By the age
of 3, children have developed the manipulative skills that allow them to
progress to LEGO Basic. The progression is made easy by the small LEGO
bricks fitting to Duplo ones.

Age-based segmentation works until children are 5 years old when fewer
and fewer girls buy LEGO and boys’ interests diversify. In comes LEGO Pirates
(6–12 years), Railways (6–12), Technic (7–12), Model Team (9–12) and so on.
Lego’s product for the new millennium is Mindstorm, intelligent LEGO bricks.
The result of a 10-year, DKr100 million (A13.4m) project, the bricks are
programmed via an infrared transmitter connected to a PC.10

Marketers are continually trying to stretch the age envelope. Teletubbies and Rugrats are
entertainment aimed at kids still wearing nappies. Both based on intensive market research,
the movies project diametrically opposed views of life. They do, however, share one feature
that has always been a feature of teen fads: parents don’t like them.11

At the other end of childhood Sega and Sony are trying to extend computer gaming
technology into business markets. Sega, which has typically focused on the teen market, is
now targeting older customers. According to a Sega licensing executive, Sega’s core market 
of 10 to 18-year-olds ‘sit in their bedrooms playing games for hours’. Then, however, ‘they
turn 18 and discover girls . . . and the computer gets locked away’. To retain these young
customers as they move into new life-cycle stages, Sega is launching a range of products 
for adults.12
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Ethnic segmentation
The multi-ethnic communities within Europe define market segments for all manner of
goods: clothes, music, cosmetics and many others. The communities also nurture businesses
that appear beyond their own ethnic boundaries.

Gulam Kaderbhoy Noon has expanded his ethnic foods business to a wider
community. In just over ten years he has made his Noon Products Europe’s
largest Indian ready-made meals business. Among his early inventions was
Bombay Mix, a spicy nuts and nibbles snack food. He sells 3 million meals a
month, many of which are the own-brands of leading grocers. He insists on
authentic recipes, methods and ingredients rather than flavourings. Turmeric
grows all over India, he explains, ‘[but] there’s one area with a reputation for
the very best, and that’s the turmeric I want. It’s such a small thing in terms 
of cost, but it’s the pains you go to that counts. All good food is in its
ingredients.’13

Life-cycle stage
Life-cycle stage is important in recreation markets. In the holiday market, for instance, 
Club 18–30 aims at young singles seeking the four Ss: sun, sand, sea and sex. This boister-
ous segment does not mix well with the families that the Club Mediterranean caters for.
Children’s activities and all-day child care are an important part of the latter’s provision.
Meanwhile, Saga Holidays caters for older people and keeps prices low by offering off-peak
holidays.14

Gender
Gender segmentation is usual in clothing, hairdressing, cosmetics and magazines. Recently,
marketers have noticed other opportunities for gender segmentation. For example, both men
and women use most deodorant brands. Procter & Gamble, however, developed Secret as the
brand specially formulated for a woman’s chemistry, and then packaged and advertised the
product to reinforce the female image. In contrast, Gillette’s association with shaving makes
its deodorant male oriented.

The car industry has also begun to use gender segmentation extensively. Women are a
growing part of the car market. ‘Selling to women should be no different than selling to men’,
notes one analyst. ‘But there are subtleties that make a difference.’15 Women have different
frames, less upper-body strength and greater safety concerns. To address these issues, car
makers are redesigning their cars with bonnets and boots that are easier to open, power
steering in small cars, seats and seat belts that fit women better. They have also increased 
their emphasis on safety, highlighting features such as airbags and remote door locks. In 
their advertising, some manufacturers target women directly. Indeed, much TV advertising 
of small cars is now aimed at women and large advertising spreads are designed especially 
for women consumers in such magazines as Cosmopolitan and Vogue.

A growing number of websites also target women. For example, Handbag.com promotes
itself as ‘The Ultimate Accessory – a lifeline for most women. Somewhere to keep everything
you need to see you through the day.’ With women now representing 45 per cent of Web
users – up from 10 per cent five years ago – there is an increasing number of portals 
dedicated to women. Examples are Charlottestreet.com and Freeserve’s Icircle. IPC, 
publishers of Marie Claire and many other magazines, have launched Beme.com. ‘The
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Ethnic segmentation—

Offering products or

marketing approaches that

recognise the special

strengths or needs of an

ethnic community.

Gender segmentation—

Dividing a market into

different groups based 

on sex.
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Geodemographics—

The study of the relationship

between geographical

location and demographics.

Income segmentation—

Dividing a market into

different income groups.

channels on the site are very mood based’, according to editor Claire Simmonds. The look 
of the site betrays its origin in the home of many classy women’s magazines. Besides being
easy to navigate, the site is stylish, easy on the eyes and only contains ads carefully vetted to 
fit its ambience.16

Income
Income segmentation is often used for products and services such as cars, boats, clothing,
cosmetics and travel. Many companies target affluent consumers with luxury goods and
convenience services. The brands behind the French LVMH group’s initials betray its focus 
on affluent consumers: Louis Vuitton luggage, Moët & Chandon champagne and Hennessy
cognac. Besides its haute couture activities, LVMH owns Parfums Christian Dior, has taken
control of Guerlain, the French fragrance house, and is stalking Van Clef & Arpels, the Paris-
based jeweller. Others aiming at the super luxury market are Vertu’s a20,000 mobile phones
and high-frill, high-price Bangkok Airways. The mother of all battles is for the super luxury
cars where Rolls-Royce’s new RR01 (a250,000) from BMW will soon be joined by the Bentley
Continental GT (a150,000) from VW, the Maybach (a300,000) from DaimlerChrysler,
Lamborghini’s LB-140 and Aston Martin’s AM305 from Ford.17

However, not all companies grow by retaining their focus on the top-income segment. By
developing more sophisticated stores with added range and value, established retailers have
allowed new entrants to succeed by targeting less affluent market segments. KwikSave, Lidl
and Aldi have taken advantage of this opportunity with a lean organisation, narrow product
ranges, economically located stores and a no-frills operation that keeps prices down. Similarly,
Christine zu Salm turned Germany’s unsuccessful TM3 TV channel into Neun Live, a small
but profitable operation, by producing low-cost, low-brow interactive programmes that have
been criticised by the media establishment.18

Geodemographics
Geodemographics is an increasingly used segmentation method. Originally developed by the
CACI Market Analysis Group as ACORN (A Classification Of Residential Neighbourhoods), 
it uses 40 variables from population census data to group residential areas. Geodemographics
is developing fast. ACORN has been joined by PIN (Pinpoint Identified Neighbourhoods),
Mosaic and Super Profile. Linking them to consumer panel databases is increasing the power
of basic geodemographic databases. CCN Marketing has since extended this process to cover
the EU using its EuroMOSAIC (Table 10.2).
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Category Name B D IRL I NL N E S GB

E01 Elite suburbs 8 16 6 4 5 18 1 8 12
E02 Service (sector) communities 22 20 29 12 14 7 17 18 16
E03 Luxury flats 9 7 2 5 8 8 7 3 5
E04 Low-income inner city 5 9 10 8 11 10 1 8 9
E05 High-rise social housing – 3 – 8 11 4 1 7 5
E06 Industrial communities 12 13 5 19 14 10 18 12 19
E07 Dynamic families 17 8 10 13 14 15 5 9 14
E08 Lower-income families 9 4 12 8 6 7 7 7 8
E09 Rural/agricultural 14 14 21 17 13 17 23 19 6
E10 Vacation/retirement 4 6 4 5 4 3 19 9 6

Table 10.2 CCN EuroMOSAIC

households across Europe (%)
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Psychographic segmentation
Psychographic segmentation divides buyers into groups based on social class, lifestyle or
personality characteristics. People in the same demographic group can have very different
psychographic make-ups.

Social class
In Chapter 7, we described social classes and showed how they affect preferences in cars,
clothes, home furnishings, leisure activities, reading habits and retailers. Many companies
design products or services for specific social classes, building in features that appeal to them.
In the UK, Butlin’s holiday camps cater for working-class families. They cater for the whole
family, but prominent attractions are variety shows, bingo, slot machines, discos, dancing and
organised entertainment. The camps are very busy and the emphasis is upon fun. Much of 
the accommodation is basic, regimented, crowded and self-catering. In contrast, Center Parcs
has a carless woodland layout with an emphasis on the outdoors and relaxation. Further 
up-market is Club Med whose ski and sea resorts have an emphasis on exotic locations and
good food as well as activities.19

Lifestyle
As discussed in Chapter 7, people’s interest in goods is affected by their lifestyles. Reciproc-
ally, the goods they buy express their lifestyles. Marketers are increasingly segmenting their
markets by consumer lifestyles. For example, General Foods used lifestyle analysis in its
successful repositioning of Sanka decaffeinated coffee. For years, Sanka’s staid, older image
limited the product’s market. To turn this situation around, General Foods launched an
advertising campaign that positioned Sanka as an ideal drink for today’s healthy, active
lifestyles. The campaign targeted achievers of all ages, using a classic achiever appeal that
Sanka ‘Lets you be your best’. Advertising showed people in adventurous lifestyles, such as
kayaking through rapids.

Lifestyle segments are either off-the-shelf methods from agencies or customised methods
for individual companies. Many companies opt for off-the-shelf methods because of their
familiarity and the high cost and complexity of developing their own. The ad agency Young
and Rubican’s Cross-Cultural Consumer Characterisation (4Cs) is a typical off-the-shelf
method. It has three main segments:

n The constrained. People whose expenditure is limited by income. It includes the resigned
poor who have accepted their poverty, and the more ambitious struggling poor.

n The middle majority. This segment contains mainstreams – the largest group of all –
aspirers and succeeders.

n The innovators. A segment consisting of transitionals and reformers.

The succeeders are a successful group of people who like to feel in control. By showing
travellers in complete control of a situation in which they had lost their American Express
traveller’s cheques and had them quickly returned, American Express advertising would
appeal to this segment. They would be equally attracted to the ability to customise their
Mercedes car. In contrast, mainstreams need security. They will buy well-known, safe major
brands and avoid risk. Highly educated reformers would have none of that. They would trust
their own judgement and try new ideas. These people are at the forefront of many new trends,
such as ecologically friendly products and new tourist destinations.

Lifestyle segments can be superimposed on other segmentation methods. For instance,
Third Age Research recognises the different lifestyles of older people. It identifies the explorers
who like to take up new activities, the organisers, the apathetic, the comfortable, the fearful, the
poor me, the social lion and the status quo.
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Based on a study of over 2,000 respondents and 30,000 ‘snacking occasions’,
Nestlé developed its own lifestyle segments of the snacking market. Two
major segments it identified were the very different depressive chocolate lovers
and energetic males. The depressive chocolate lovers are predominantly young
women who buy fast food and eat chocolate. They eat chocolate at any time,
but particularly when depressed, to unwind or when bored in the evening at
home. For these people taste is important, so they buy expensive products,
like boxed chocolates, for themselves. Terry’s Chocolate Orange, All Gold,
Cadbury’s Milk Flake and Black Magic appeal to them. In contrast, energetic
males are young and disproportionately middle-income lads. They live at a fast
pace, work hard, eat fast food and are reckless shoppers. Work tires them,
but they exercise regularly and like lively places. They also eat chocolate in 
a hurry in the evening, at lunch or at mid-morning or afternoon breaks. 
Boxed chocolates are not for them, but they get their energy fix from
countlines like Mars and Snickers.

Being multidimensional, lifestyle segments provide a rich picture of consumers. The
depressive chocolate lovers and energetic males may be of the same age and social class, but their
lifestyle segments start to tell us about the people and what appeals to them. An ad for the
energetic males needs to be lively, social and fast – the product grabbed firmly and eaten.

Personality
Marketers have also used personality variables to segment markets, giving their products
personalities that correspond to consumer personalities. Successful market segmentation
strategies based on personality work for products such as cosmetics, cigarettes, insurance 
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Lifestyle segmentation: Duck

Head targets a casual student

lifestyle, claiming ‘You can’t get

them old until you get them new.’
SOURCE: Duck Head Apparel Co.
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and alcohol. Honda used personality segmentation to power its way into the US market. 
Now Italian Vespa and British Triumph are following their lead:

Bikes are about freedom. Honda ads shows a delighted child bouncing up and
down on his bed while the announcer says, ‘You’ve been trying to get there all
your life.’ The ad reminds viewers of the euphoric feelings they got when they
broke away from authority and did things their parents told them not to do.
The ads appeal to trendsetters and independent personalities in all age
groups – 15 per cent are purchased by the over–50 group. Thus, Honda is
appealing to the rebellious, independent kid in all of us. Meanwhile, Vespa
motor-scooters attract cool individualists and their campaign is backed by
Vespa boutiques. That is a different sort of individuality from that portrayed 
in Triumph motorcycles’ product placement in Mission Impossible 2 or the
rebellious images of Marlon Brando’s outlaw bikers in The Wild Ones.20

Behavioural segmentation
Behavioural segmentation divides buyers into groups based on their knowledge, attitudes,
uses or responses to a product. Many marketers believe that behaviour variables are the best
starting point for building market segments.

Occasions
Buyers can be grouped according to occasions when they get the idea to buy, make their
purchase or use the purchased item. Occasion segmentation can help firms build up product
usage. For example, most people drink orange juice at breakfast, but orange growers have
promoted drinking orange juice as a cool and refreshing drink at other times of the day.
Mother’s Day and Father’s Day are promoted to increase the sale of confectionery, flowers,
cards and other gifts. The turkey farmer Bernard Matthews fought the seasonality in the
turkey market. In some European countries the American bird was as synonymous with
Christmas as Santa Claus. He had a problem. In most families, Christmas dinner was the only
meal big enough to justify buying such a big bird. His answer was to repackage the meat as
turkey steaks, sausages and burgers, and promote them for year-round use. His reformulated
turkey is so successful that he is now reformulating New Zealand lamb.

Kodak uses occasion segmentation in designing and marketing its single-use cameras in
multi-packs for partygoers or wedding guests. Weddings are such an important ritual in all
cultures that whole industries focus on servicing these high-spending events.

Benefits sought
A powerful form of segmentation is to group buyers according to the different benefits that
they seek from the product. Benefit segmentation requires finding the main benefits people
look for in the product class, the kinds of people who look for each benefit and the major
brands that deliver each benefit. One of the best examples of benefit segmentation was for 
the toothpaste market (see Table 10.3). Research found four benefit segments: economic,
medicinal, cosmetic and taste. Each benefit group had special demographic, behavioural and
psychographic characteristics. For example, the people seeking to prevent decay tended to
have large families, were heavy toothpaste users and were conservative. Each segment also
favoured certain brands. Most current brands appeal to one of these segments. For example,
Crest tartar-control toothpaste stresses protection and appeals to the family segment; Aim
looks and tastes good and appeals to children.
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Colgate-Palmolive used benefit segmentation to reposition its Irish Spring
soap. Research showed three deodorant soap benefit segments: men who
prefer lightly scented deodorant soap; women who want a mildly scented,
gentle soap; and a mixed, mostly male segment that wanted a strongly
scented, refreshing soap. The original Irish Spring did well with the last
segment, but Colgate wanted to target the larger middle segment. Thus 
it reformulated the soap and changed its advertising to give the product 
more of a family appeal.21

In short, companies can use benefit segmentation to clarify why people should buy their
product, define the brand’s chief attributes and clarify how it contrasts with competing
brands. They can also search for new benefits and launch brands that deliver them.

User status
Some markets segment into non-users, ex-users, potential users, first-time users and regular
users of a product. Potential users and regular users may require different kinds of marketing
appeal. For example, one study found that blood donors are low in self-esteem, low risk takers
and more highly concerned about their health; non-donors tend to be the opposite on all
three dimensions. This suggests that social agencies should use different marketing approaches
for keeping current donors and attracting new ones. Britain’s voluntary Blood Transfusion
Service tapped into the low self-esteem of many blood donors by sending out videos extolling
the importance of their blood group: ‘your type O blood makes you a universal donor critical
to help people of blood groups O, A, B and AB in emergencies’ or ‘your type AB negative
blood group is extremely rare’.

A company’s market position will also influence its focus. Market share leaders will aim 
to attract potential users, whereas smaller firms will focus on attracting current users away
from the market leader. Golden Wonder concentrated on regular users to give it a dominant
market share with its Pot Noodle and Pot Rice. It was first on the market with its dehydrated
snack meals in pots, but new entrants took sales from it. It gained 80 per cent market share by
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Benefit segments

Economy (low 
price)

Medicinal (decay 
prevention)

Cosmetic 
(bright teeth)

Taste (good 
tasting)

SOURCES: Adapted from Russell J. Haley, ‘Benefit segmentation: a decision-oriented research tool’, Journal of

Marketing (July 1968), pp. 30–5; see also Haley, ‘Benefit segmentation: backwards and forwards’, Journal of

Advertising Research (February–March 1984), pp. 19–25; and Haley, ‘Benefit segmentation – 20 years later’,

Journal of Consumer Marketing, 1 (1984), pp. 5–14.

Table 10.3
Benefit segmentation of 
the toothpaste market

Demographics

Men

Large families

Teens, young
adults

Children

Behaviour

Heavy users

Heavy users

Smokers

Spearmint
lovers

Psychographics

High autonomy,
value oriented

Hypochondriacal,
conservative

High sociability,
active

High self-
involvement,
hedonistic

Favoured brands

Brands on sale

Crest

Aqua-Fresh,
Ultra Brite

Colgate, Aim
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making its brand more appealing to existing users. Kellogg’s took a different approach with 
its Bran Flakes breakfast cereal. Rather than keeping to the original health-conscious users, 
it aimed at non-users by promoting the superior flavour of the product.

Usage rate
Some markets also segment into light, medium and heavy-user groups. Heavy users are often
a small percentage of the market, but account for a high percentage of total buying. For
example, the owner of a pub in a mining town knows that 41 per cent of the adult popula-
tion of the village buy beer. However, the heavy users accounted for 87 per cent of the beer
consumed – almost seven times as much as the light users. Clearly, the owner would prefer 
to attract heavy users to his pub rather than light users.

Airlines’ frequent flyer programmes are aimed at heavy users who, because they are
business travellers, also buy expensive tickets. British Airways Executive Club blue card
members get free AirMiles each time they travel and other priority benefits when booking 
and checking in. As usage mounts, Club members are upgraded to silver and gold cards, each
giving extra benefits and services. Almost all airlines offer similar incentives, but since benefits
mount with usage, it pays the frequent flyer to be loyal. Some operators share their schemes 
to provide wider benefits to the regular traveller.

Several converging new technologies have young people as heavy users. Once stereotyped
as heavy users of clothes and pop music, today’s young are leading the market in computer
games, use of the Internet and mobile phones. The convergence has not been lost on
marketers. The latest generation of computer games machines enable Internet access as well as
having the ability to play CD music and DVD movies – all media highly used by the young.
This convergence explains why Apple’s iPod digital jukebox dominated Internet searches and
purchases in the run-up to Christmas 2003. It brings together the young market with its heavy
Internet use, interest in popular music, an Internet-based product used in downloading and 
a cute way of storing 10,000 tracks.22

Loyalty status
Many firms are now trying to segment their markets by loyalty and are using loyalty schemes
to do it. They assume that some consumers are completely loyal – they buy one brand all the
time. Others are somewhat loyal – they are loyal to two or three brands of a given product, or
favour one brand while sometimes buying others. Still other buyers show no loyalty to any
brand. They either want something different each time they buy or always buy a brand on
sale. In most cases, marketers split buyers into groups according to their loyalty to their
product or service, then focus on the profitable loyal customers.

Loyalty schemes go beyond the continuity programmes that have been used for decades.
They seek to build a relationship between the buyer and the brand. In Australia members 
of Unilever’s Omomatic Club – for people with front-loading washing machines – get
newsletters, brochures, samples and gift catalogues. ‘Front loaders’ are rare in Australia, so the
club keeps Unilever in touch with a micromarket that its Omomatic detergent is made for.
Nestlé’s Casa Buitoni Club is for people interested in an Italian lifestyle and cooking. The
pasta market is fragmented and penetrated by retailers’ own brands, so the club aims to build
loyalty and Buitoni’s brand heritage of focusing on enthusiasts. The Swatch Club was formed
after Swatch studied the market for cult objects. Members are helped to build up their Swatch
collection and offered special editions.

The effectiveness of loyalty schemes and segmentation by loyalty is limited by how people
buy. Loyal customers are few and very hard to find in most markets. Most customers are
promiscuous and polygamous in their relationship with brands. Those with favoured brands
will promiscuously try alternatives occasionally, and most customers choose from a repertoire
of favourites. But even the polygamous brand users change their repertoires and make
opportunistic purchases. There is also a limit to the attention customers devote to some
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Buyer-readiness stages—

The stages that consumers

normally pass through on

their way to purchase,

including awareness, know-

ledge, liking, preference,

conviction and purchase.

brands, plus the low cost of switching from one brand to another. In many markets, attempts
to build brand loyalty will, like most sales promotions, last only as long as the campaign.
There is also a danger of loyalty being displaced from the brand to the loyalty scheme – 
the air miles acquired becoming more important than the airline flown.23

Buyer-readiness stage
A market consists of people in different buyer-readiness stages of readiness to buy a product.
Some people are unaware of the product, some are aware, some are informed, some are
interested, some want the product, and some intend to buy. The relative numbers at each
stage make a big difference in designing the marketing programme. Car dealers use their
databases to increase customer care and to estimate when customers are ready to buy.
Guarantees lock customers into having the first few services from a dealer, but after that, the
dealer can estimate when services are needed. Close to the due date the customer is sent a
reminder or rung to arrange for a service. Some time later the dealer can estimate that the
customer is getting ready to buy a new car and can then send out details of new models 
or deals. Contract publishers, such as Condé Nast and Redwood, now produce contract
magazines that fit customers’ readiness stage. Usually used to support luxury goods sales,
Redwood prepares a 15,000 run of a magazine sent to young people who have initially
responded to Army recruitment advertising.24

Indiscriminate mailing that does not take into account the buyer-readiness stage can
damage relationships. By sending unwanted brochures the dealer becomes a source of junk
mail. Even worse, the satisfaction of recent customers reduces if they are told about a better
deal or replacement model soon after their purchase.

Attitude towards product
People in a market can be enthusiastic, positive, indifferent, negative or hostile about a
product. Door-to-door workers in a political campaign use a given voter’s attitude to
determine how much time to spend with that voter. They thank enthusiastic voters and
remind them to vote; they spend little or no time trying to change the attitudes of negative
and hostile voters. They reinforce those who are positive and try to win the votes of those 
who are indifferent. In such marketing situations, attitudes can be effective segmentation
variables.

The world charity Oxfam needs to keep donations up and costs down. Segmentation 
helps it do this. It values all donors, but treat segments differently. A lot of its income is from
committed givers who donate regularly, but want low involvement with the charity. They 
get Oxfam News, special appeals and gift catalogues. Oxfam Project Partners want and get
much more contact with Oxfam. These are further segmented by their choice of project, on
which they get regular feedback. Through this scheme, Oxfam, like Action Aid, develops a
relationship between the giver and the final recipient. Leading donors receive special customer
care and information about how their money was spent. Many donors can give little time to
Oxfam, but other groups enjoy working in the charity’s shops or are enthusiastic lottery ticket
vendors.25

Segmenting business markets
Consumer and business marketers use many of the same variables to segment their markets.
Business buyers segment geographically or by benefits sought, user status, usage rate, loyalty
status, readiness state and attitudes. Yet business marketers also use some additional variables
which, as Table 10.4 shows, include business customer demographics (industry, company size),
operating characteristics, buying approaches, situational factors, and personal characteristics.26
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The table lists important questions that business marketers should ask in determining
which customers they want to serve. By going after segments instead of the whole market,
companies have a much better chance to deliver value to consumers and to receive maximum
rewards for close attention to consumer needs. Thus Pirelli and other tyre companies should
decide which industries they want to serve. Manufacturers buying tyres vary in their needs.
Makers of luxury and high-performance cars want higher-grade tyres than makers of
economy models. In addition, the tyres needed by aircraft manufacturers must meet 
much higher safety standards than tyres needed by farm tractor manufacturers.
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Table 10.4 Primary segmentation

variables for business marketsDemographics

Industry. Which industries that buy this product should we focus on?
Company size. What size companies should we focus on?
Location. What geographical areas should we focus on?

Operating variables

Technology. What customer technologies should we focus on?
User/non-user status. Should we focus on heavy, medium or light users, or non-users?
Customer capabilities. Should we focus on customers needing many services or few services?

Purchasing approaches

Purchasing function organisations. Should we focus on companies with highly centralised or
decentralised purchasing organisations?

Power structure. Should we focus on companies that are engineering dominated, financially
dominated or marketing dominated?

Nature of existing relationships. Should we focus on companies with which we already have
strong relationships or simply go after the most desirable companies?

General purchase policies. Should we focus on companies that prefer leasing? Service
contracts? Systems purchases? Sealed bidding?

Purchasing criteria. Should we focus on companies that are seeking quality? Service? Price?

Situational factors

Urgency. Should we focus on companies that need quick delivery or service?
Specific application. Should we focus on certain applications of our product rather than all

applications?
Size of order. Should we focus on large or small orders?

Personal characteristics

Buyer–seller similarity. Should we focus on companies whose people and values are similar 
to ours?

Attitudes towards risk. Should we focus on risk-taking or risk-avoiding customers?
Loyalty. Should we focus on companies that show high loyalty to their suppliers?

SOURCES: Adapted from Thomas V. Bonoma and Benson P. Shapiro, Segmenting the Industrial Market (Lexington,

MA: Lexington Books, 1983); see also John Berrigan and Carl Finkbeiner, Segmentation Marketing: New methods

for capturing business (New York: Harper Business, 1992).
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Within the chosen industry, a company can further segment by customer size or geographic
location. The company might set up separate systems for dealing with larger or multiple-
location customers. For example, Steelcase, a big producer of office furniture, first segments
customers into 10 industries, including banking, insurance and electronics. Next, company
salespeople work with independent Steelcase dealers to handle smaller, local or regional
Steelcase customers in each segment. Many national, multiple-location customers, such as
Shell or Philips, have special needs that may reach beyond the scope of individual dealers. 
So Steelcase uses national accounts managers to help its dealer networks handle its national
accounts.

Within a given target industry and customer size, the company can segment by purchase
approaches and criteria. For example, government, university and industrial laboratories
typically differ in their purchase criteria for scientific instruments. Government labs need 
low prices (because they have difficulty in getting funds to buy instruments) and service
contracts (because they can easily get money to maintain instruments). University labs want
equipment that needs little regular service because they do not have service people on their
payrolls. Industrial labs need highly reliable equipment because they cannot afford downtime.

Table 10.4 focuses on business buyer characteristics. However, as in consumer
segmentation, many marketers believe that buying behaviour and benefits provide the best
basis for segmenting business markets. For example, a recent study of the customers of
Signode Corporation’s industrial packaging division revealed four segments, each seeking 
a different mix of price and service benefits:

1. Programmed buyers. These buyers view Signode’s products as not very important to their
operations. They buy the products as a routine purchase, usually pay full price and accept
below-average service. Clearly this is a highly profitable segment for Signode.

2. Relationship buyers. These buyers regard Signode’s packaging products as moderately
important and are knowledgeable about competitors’ offerings. They prefer to buy from
Signode as long as its price is reasonably competitive. They receive a small discount and 
a modest amount of service. This segment is Signode’s second most profitable.

3. Transaction buyers. These buyers see Signode’s products as very important to their
operations. They are price and service sensitive. They receive about a 10 per cent discount
and above-average service. They are knowledgeable about competitors’ offerings and are
ready to switch for a better price, even if it means losing some service.

4. Bargain hunters. These buyers see Signode’s products as very important and demand the
deepest discount and the highest service. They know the alternative suppliers, bargain 
hard and are ready to switch at the slightest dissatisfaction. Signode needs these buyers 
for volume purposes, but they are not very profitable.

This segmentation scheme has helped Signode to do a better job of designing marketing
strategies that take into account each segment’s unique reactions to varying levels of price 
and service.27

Segmenting international markets
Few companies have either the resources or the will to operate in all, or even most, of the
more than 170 countries that dot the globe. Although some large companies, such as Unilever
or Sony, sell products in more than 100 countries, most international firms focus on a smaller
set. Operating in many countries presents new challenges.28 The different countries of the
world, even those that are close together, can vary dramatically in their economic, cultural
and political make-up. Thus, just as they do within their domestic markets, international
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firms need to group their world markets into segments with distinct buying needs and
behaviours.

Companies can segment international markets using one or a combination of several
variables. They can segment by geographic location, grouping countries by regions such as
western Europe, the Pacific Rim, the Middle East or Africa. Countries in many regions 
have already organised geographically into market groups or ‘free-trade zones’, such as 
the European Union, the Association of South-East Asian Nations (ASEAN) and the North
American Free Trade Association (NAFTA). These associations reduce trade barriers between
member countries, creating larger and more homogeneous markets.

Geographic segmentation assumes that nations close to one another will have many
common traits and behaviours. Although this is often the case, there are many exceptions. 
For example, although the United States and Canada have much in common, both differ
culturally and economically from neighbouring Mexico. Even within a region, consumers 
can differ widely:

Many marketers think everything between the Rio Grande and Tierra del Fuego
at the southern tip of South America is the same, including the 400 million
inhabitants. They are wrong. The Dominican Republic is no more like
Argentina than Sicily is like Sweden. Many Latin Americans do not speak
Spanish, including 140 million Portuguese-speaking Brazilians and the
millions in other countries who speak a variety of Indian dialects.

Some world markets segment on economic factors. For example, countries might group 
by population income levels or by their overall level of economic development. Some
countries, such as the so-called Group of Eight – the United States, the United Kingdom,
France, Germany, Japan, Canada, Italy and Russia – have established highly industrialised
economies. Other countries have newly industrialised or developing economies (Singapore,
Malaysia, Taiwan, South Korea, Brazil, Mexico and now China). Still others are less developed
(India, sub-Saharan Africa). A company’s economic structure shapes its population’s product
and service needs and, therefore, the marketing opportunities it offers.
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Political and legal factors such as the type and stability of government, receptivity towards
foreign firms, monetary regulations and the amount of bureaucracy can segment countries.
These factors can play a crucial role in a company’s choice of which countries to enter and
how. Cultural factors can also segment markets. International markets can group according 
to common languages, religions, values and attitudes, customs and behavioural patterns.

Segmenting international markets by geographic, economic, political, cultural and other
factors assumes that segments should consist of clusters and countries. However, many
companies use a different approach, called intermarket segmentation. Using this approach,
they form segments of consumers who have similar needs and buying behaviour even though
they are from different countries. For example, BMW, Mercedes-Benz, Saab and Volvo target
the world’s well-to-do, regardless of their country. Similarly, an agricultural chemical
manufacturer might focus on small farmers in a variety of developing countries:

These [small farmers], whether from Pakistan or Indonesia or Kenya or
Mexico, appear to represent common needs and behaviour. Most of them till
the land using bullock carts and have little cash to buy agricultural inputs.
They lack the education . . . to appreciate fully the value of using fertiliser and
depend on government help for such things as seeds, pesticides and fertiliser.
They acquire farming needs from local suppliers and count on word-of-mouth
to learn and accept new things and ideas. Thus, even though these farmers
are continents apart and even though they speak different languages and 
have different cultural backgrounds, they may represent a homogeneous
market segment.

Multivariate segmentation
Most of the time companies integrate ways of segmenting markets. We have already
mentioned how Lego segments by age until children develop different interests, and how
Third Age Research first focuses on older people, then forms lifestyle segments. There are
several ways of combining segments.

Simple multivariate segmentation
Many companies segment markets by combining two or more demographic variables.
Consider the market for deodorant soaps. Many different kinds of consumer use the 
top-selling deodorant soap brands, but gender and age are the most useful variables in
distinguishing the users of one brand from those of another. In the United States, men and
women differ in their deodorant soap preferences. Top men’s brands include Dial, Safeguard
and Irish Spring – these brands account for over 30 per cent of the men’s soap market.
Women, in contrast, prefer Dial, Zest and Coast, which account for 23 per cent of the
women’s soap market. The leading deodorant soaps also appeal differently to different 
age segments. For example, Dial appeals more to men aged 45 to 68 than to younger men.
Women aged 35 to 44, however, are more likely than the average woman to use Dial. Coast
appeals much more to younger men and women than to older people – men and women 
aged 18 to 24 are about a third more likely than the average to use Coast.
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Advanced multivariate segmentation
In multivariate segmentation, segments are formed using a number of variables
simultaneously. We have already introduced some of these – for example, geodemographic
segmentation based on census data, and lifestyle segments based on psychographic variables.
Since multivariate segments are composed of several dimensions, they provide a much fuller
picture of the consumer.

A multinational drug company used to segment its market geographically until
it found that its sales budgets were limited by legislation. That meant that it
had to use its detailers (ethical drug salespeople) more carefully. It developed
its multivariate segments using the prescribing habits of doctors for numerous
drugs. It identified nine segments of doctors with clear marketing implications.
Among them were:

n Initiators who prescribed a wide range of drugs in large volumes, but were
also eager to try new ones. They were opinion leaders and researchers,
but did not have time to see detailers. This group is hard for detailers to
see, but critical to the success of new products. They were recognised as
‘thought leaders’ and had special, research-based promotions and
programmes designed for them.

n Kinderschrecks have quite high prescription rates and were willing to see
detailers, but had few children patients. They are an accessible and
attractive target, but not for children or postnatal products.

n Thrifty housewives were often married women with children who did not
run their medical practice full time. They had few patients, prescribed very
few drugs and were usually unavailable to detailers. This segment was not
attractive.

This allowed the drug company to select target markets for campaigns 
and help detailers when selling to them.29

Multistage segmentation
It is often necessary to segment a market first one way and then another. For example, most
multinationals segment their markets first regionally or nationally (macrosegmentation) and
then by another means inside each area (microsegmentation). This can reflect the changing
needs of geographical areas or the autonomy that is given to local managers to run their
businesses. Often the macrosegmentation is demographic while microsegmentation is
psychographic or behavioural. A Swedish study of an industrial market shows a clear 
split.30 At the macro level, the most commonly used methods are geographical, firm size,
organisation (how customer firms are structured), age of firm and age of the chief executive.
At the micro level there is more variety: firms’ goals, market niches, competition, competitive
advantage, expansion plans, personal needs, type of work done, customer type and size of
customers.

At times, segmentation may reach to three or more levels. In industrial markets, for
instance, a third level could be the individuals within a buying centre – the likely user of a
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machine tool being approached in a different way to the financial director who would have 
to pay for it.

Developing market segments

Segmenting markets is a research-based exercise with several stages. These apply irrespective
of whether the method used is simple demographics or complex and multivariate.

1. Qualitative research. Exploratory research techniques find the motivations, attitude 
and behaviour of customers. Typical methods are focus-group interviewing, elicitation
interviews or repertory grid techniques. At the same time, the researcher can find out the
customers’ view of competitive products. It is easy for a maker to define the competition 
in terms of those making similar products, whereas the customers take a broader view.
Once brewers realised that people sometimes drank mineral water or soft drinks instead 
of beer, they knew the structure of their market was changing.

2. Quantitative research. Quantitative research identifies the important dimensions describing
the market. Data are gathered by mail or personal interviews from enough customers to
allow analysis. The sample size will depend upon the level of accuracy needed, the limits 
of the statistical techniques to be used and the need for sufficient information on each
segment. The usual minimum is 100 interviews per segment; if, therefore, there are three
or four unequal segments, several hundred completed questionnaires will do. These are
used to produce a structured questionnaire measuring:

n attributes and their importance ratings;
n brand awareness and brand ratings;
n product-usage patterns;
n attitude towards the product category; and
n demographics, psychology and media habits.

3. Analysis. The data collected depend on the sort of analysis to be used. The most common
process is the use of factor analysis to remove highly correlated variables, then cluster
analysis to find the segments. Other techniques are available. Practitioners often use
Automatic Interaction Detection (AID), and conjoint analysis is growing in popularity.

4. Validation. It is important to check whether the segments are real or have occurred by
chance. Cluster analysis has an ability to extract interesting-looking clusters from random
data, so this stage is critical. Validation can be by analysing the statistics from the analysis,
replicating the results using new data, or experimenting with the segments.

5. Profiling. Each cluster is profiled to show its distinguishing attitudes, behaviour,
demographics and so forth. Usually the clusters get a descriptive name. We saw some 
of these earlier: thrifty housewives and initiators among doctors, organisers and explorers
among older people, or the energetic male and depressive chocolate eater.

Requirements for effective segmentation

Clearly there are many ways to segment a market, but not all segmentations are effective. For
example, buyers of table salt may divide into blond and brunette customers, but hair colour
obviously does not affect the purchase of salt. Furthermore, if all salt buyers bought the same
amount each month, believed all salt is the same and wanted to pay the same price, the
company would not benefit from segmenting this market.

To be useful, market segments must have the following characteristics:
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n Measurability. The size, buying power and profiles of the segments need measuring.
Certain segmentation variables are difficult to measure. For example, there are 30 million
left-handed people in Europe – almost equalling the entire population of Canada – yet
few firms target them. The crucial problem may be that the segment is hard to identify
and measure.

In contrast, the one-time repressed gay market is becoming increasingly important.
Some companies, such as Massow Financial Services or the travel agents Sensations and 
D Tours, are specialising in the gay market. Others, such as the British Tourist Authority,
KLM, Royal Shakespeare Company and Absolut Vodka, have products and campaigns
tailored to the community. Estimates put the gay market between 6 and 20 per cent of the
population and Mintel’s Pat Neviani-Aston admits that reliable estimates are few because 
of people’s residual unwillingness to reveal their true sexuality.

n Accessibility. Can market segments be effectively reached and served? Some mainstream
campaigns – including, IKEA in Scandinavia and P&G’s Lenor in Germany – have 
used gay themes. However, word of mouth is very important in the often tightly knit 
gay community. To this can be added the gay media, such as Blue Magazine, and gay
venues.

n Substantiality. The market segments are large or profitable enough to serve. This is
certainly true of the gay market, described by the Wall Street Journal as ‘the most
profitable market in the country’. The gay community shares many of the features of
young heterosexuals that makes it very attractive, explains Pat Neviani-Aston: ‘dual
income, no kids, fairly affluent, higher than average number of holidays, into fashion,
cultural events, theatre, good restaurants and hotels’.

n Actionability. Effective programmes need to attract and serve the segments. There are
many cases of this being possible within the gay community. Both Absolut Vodka and
Bacardi have strong campaigns built around the gay scene. Both British Airways and the
British Tourist Authority have partnered with IGLTA (International Gay and Lesbian
Travel Association) to attract US gay customers.

Market targeting
Marketing segmentation reveals the firm’s market-segment opportunities. The firm now has
to evaluate the various segments and decide how many and which ones to target. At this point
we will look at how companies evaluate and select target segments.
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Measurability—The degree

to which the size, purchasing

power and profits of a

market segment can be

measured.

Accessibility—The degree to

which a market segment can

be reached and served.

Substantiality—The degree

to which a market segment

is sufficiently large or

profitable.

Actionability—The degree to

which effective programmes

can be designed for

attracting and serving a

given market segment.

This Smirnoff vodka ad leaves its target market in little doubt.
SOURCE: Smirnoff, Lowe Howard–Spinks Agency, Illustrator: Bob Hersey.
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Evaluating market segments
In evaluating different market segments, a firm must look at two dimensions: segment
attractiveness and company fit.

Segment attractiveness
The company must first collect and analyse data on current sales value, projected sales-growth
rates and expected profit margins for the various segments. Segments with the right size and
growth characteristics are interesting. But ‘right size and growth’ are relative matters. Some
companies will want to target segments with large current sales, a high growth rate and a 
high profit margin. However, the largest, fastest-growing segments are not always the most
attractive ones for every company. Smaller companies may find that they lack the skills and
resources needed to serve the larger segments, or that these segments are too competitive.
Such companies may select segments that are smaller and less attractive, in an absolute sense,
but that are potentially more profitable for them.

A segment might have desirable size and growth and still not be attractive from a
profitability point of view. The company must examine several significant structural factors
that affect long-run segment attractiveness. For example, the company should assess current
and potential competitors. A segment is less attractive if it already contains many strong and
aggressive competitors. The relative power of buyers also affects segment attractiveness. If the
buyers in a segment possess strong or increasing bargaining power relative to sellers, they will
try to force prices down, demand more quality or services, and set competitors against one
another. All these actions will reduce the sellers’ profitability. Finally, segment attractiveness
depends on the relative power of suppliers. A segment is less attractive if the suppliers of raw
materials, equipment, labour and services in the segment are powerful enough to raise prices
or reduce the quality or quantity of ordered goods and services. Suppliers tend to be powerful
when they are large and concentrated, when few substitutes exist, or when the supplied
product is an important input.

Business strengths
Even if a segment has the right size and growth and is structurally attractive, the company
must consider its objectives and resources for that segment. It is best to discard some
attractive segments quickly because they do not mesh with the company’s long-run objectives.
Although such segments might be tempting in themselves, they might divert the company’s
attention and energies away from its main goals. They might be a poor choice from an
environmental, political or social-responsibility viewpoint. For example, in recent years,
several companies and industries have been criticised for unfairly targeting vulnerable
segments – children, the aged, low-income minorities and others – with questionable
products or tactics.

Even powerful companies find it hard making headway in markets where they start 
weak. RTZ is the world’s largest mineral extraction company, but when it moved into bulk
chemicals and petroleum, it found it could not compete. Before moving into a segment, 
a firm should consider its current position in that market. A low market share indicates
weakness. Has the firm the energy, will or resources to build it up to economical levels? 
A firm’s growing market share suggests strength, while, conversely, a declining market share
suggests a weakness that entering new segments may not help. If a segment uses a firm’s
marketing assets, then it fits the company’s strengths. If not, the segment could be costly to
develop. This accounts for Whitbread selling off its ‘unbranded’ pub chains that it sees as 
low-margin activities that lack the brand-building potential of Marriott hotels, Brewers 
Fayre restaurants and David Lloyd sports clubs.31
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Mars’ excursion into the iced confectionery market proved difficult. The European iced
confectionery market is growing, Mars has the technology and brands that stretched well into
ice-cream, but it did not have freezers in shops. Freezers are usually owned by Unilever’s
Walls or Nestlé’s Lyons Maid, both experts in frozen food, who had no reason to let Mars in.
However, Mars’ unique products and valued reputation allowed it to gain market share against
established competitors.

Non-marketing dimensions influence the ability of a company to succeed in a segment.
Has it low costs, or has it underutilised capacity? Also, does the segment fit the firm’s technology
strengths? DaimlerChrysler has bought high-technology businesses because it believes it 
will gain from them information and skills it could use in its core car and truck activities.
Final considerations are the resources that the firm can bring to the market. These include
appropriate marketing skills, general management strengths and the chance for forward or
backward integration into the firm’s other activities.

Selecting market segments
Royal Dutch/Shell’s directional policy matrix plots market attractiveness of segments against
business strengths. We introduced the method, along with GE’s matrix, in Chapter 3.
Originally developed as a way of balancing business portfolios, it is also well suited to 
decision making about which markets to target. Figure 10.2 shows an application by an
Austrian industrial engineering and construction company.

When a segment fits the company’s strengths, the company must then decide whether 
it has the skills and resources needed to succeed in that segment. Each segment has certain
success requirements. If the company lacks and cannot readily obtain the strengths needed 
to compete successfully in a segment, it should not enter the segment. Even if the company
possesses the required strengths, it needs to employ skills and resources superior to those of 
the competition to really win in a market segment. The company should enter segments 
only where it can offer superior value and gain advantages over competitors. The company 
in Figure 10.2 is not very strong in any of the most attractive segments. Segments 13 and 
17 look most appealing because they are moderately attractive and fit the firm’s strengths.
Segment 3 is similar, but the firm needs to build its strengths if it is to compete there.
Segments 1, 6 and 9 are attractive, but do not fit the firm’s strengths. The firm has 
to develop new strengths if it is to compete in them. Without the investment the 
segments are not worth entering, so the firm has to consider the investment needed to 
enter more than one. Although the firm’s strengths are suitable for segments 2 and 12, 
they are not attractive.
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Figure 10.2 Portfolio of

customer segments
SOURCE: Reprinted from

‘Systematic positioning’, 

in European Marketing Academy

Proceedings, 26 April to 9 May 1992,

Aarhus, (Dreher, A., Ritter, A., and

Mühlbacher, H., 1992), reproduced

by kind permission of Hans

Mühlbacker.
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Undifferentiated

marketing—A market-

coverage strategy in which 

a firm decides to ignore

market segment differences

and go after the whole

market with one offer.

Target market—A set of

buyers sharing common

needs or characteristics 

that the company decides 

to serve.

Segment strategy
After evaluating different segments, the company must now decide which and how many
segments to serve. This is the problem of target-market selection. A target market consists 
of a set of buyers who share common needs or characteristics that the company decides to
serve. Figure 10.3 shows that the firm can adopt one of three market-coverage strategies:
undifferentiated marketing, differentiated marketing and concentrated marketing.

Undifferentiated marketing
Using an undifferentiated marketing strategy, a firm might decide to ignore market segment
differences and go after the whole market with one offer. This can be because there are weak
segment differences or through the belief that the product’s appeal transcends segments. The
offer will focus on what is common in the needs of consumers rather than on what is different.
The company designs a product and a marketing programme that appeal to the largest
number of buyers. It relies on quality, mass distribution and mass advertising to give the
product a superior image in people’s minds. Advertising and promotions have to avoid
alienating segments, and so are often based on product features, like ‘Polo, the mint with 
the hole’, or associated with a personality of broad appeal, like Esso’s tiger.

Undifferentiated marketing provides cost economies. The narrow product line keeps down
production, inventory and transportation costs. The undifferentiated advertising programme
keeps down advertising costs. The absence of segment marketing research and planning
lowers the costs of market research and product management.
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Figure 10.3 Three alternative

market-coverage strategies
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Most modern marketers, however, have strong doubts about this strategy. Difficulties 
arise in developing a product or brand that will satisfy all consumers. Firms using
undifferentiated marketing typically develop an offer aimed at the largest segments in the
market. When several firms do this, there is heavy competition in the largest segments 
and neglected customers in the smaller ones. The result is that the larger segments may 
be less profitable because they attract heavy competition. Recognition of this problem has 
led to firms addressing smaller market segments. Another problem is erosion of the mass
market as competitors develop new appeals or segments. For example, Polo mints have 
faced attacks from competitors aiming at different benefit segments: Extra Strong mints 
for people who want a strong taste and Clorets as breath fresheners. At the same time, Polo
faces direct competition from similarly packaged Trebor Mints in Europe and Duplex in
south-east Asia.

Differentiated marketing
Using a differentiated marketing strategy, a firm decides to target several market segments
and designs separate offers for each. General Motors tries to produce a car for every ‘purse,
purpose and personality’. By offering product and marketing variations, it hopes for higher
sales and a stronger position within each market segment. GM hopes that a stronger position
in several segments will strengthen consumers’ overall identification of the company with 
the product category. It also hopes for greater repeat buying because the firm’s offer better
matches the customer’s desire.

Originally Martini products were not marketed separately. Advertising concentrated on 
the Martini brand and its exciting international lifestyle: ‘anytime, anyplace, anywhere’. 
That changed to having the main Martini brands aimed at clearly defined target markets:

n Martini Rosso, the most popular variety, is aimed at a broad sector of the market. 
Its ads show it being enjoyed by an attractive young couple with ‘Our martini is 
Rosso’ or by a small chic group relaxing in elegant surroundings: ‘The bitter sweet
sensation’.

n Martini Bianco is targeted at people in their twenties who like light alcoholic drinks. It is
shown being casually drunk with ice by a sporty, boisterous set, out of doors: ‘The sunny
side of life’.

n Martini Extra Dry is for the sophisticated drinker. The advertising focuses on the bottle 
and the product in an atmosphere of quiet sophistication.

Differentiated marketing typically creates more total sales than does undifferentiated
marketing. KLM could fill all the seats on its New York flights charging APEX fares, but 
its own income and the number of flyers are increased by segmenting the market. In the 
main cabin or on the upper deck of each Boeing 747–400 taking off from Schiphol Airport,
there will be about 300 economy passengers. Some of these, holding restricted APEX tickets
costing about a500, will be sitting next to people who have paid over a1,000 for the same
flight. They may have booked late or have an open ticket. Forward of them will be about 
80 Flying Dutchmen, KLM business-class passengers whose companies paid a3,000 for 
each seat. In the extreme nose could be about 20 first-class passengers at over a5,000 each.
The flight could not operate if everyone paid APEX fares because the Boeing would be 
full before the airline had covered the operating cost. If only full economy fares were 
charged, many passengers could not afford to fly, so an economy-class 747–400 could 
not be justified. Also, some first-class passengers would be deterred from travelling 
with the crowd. First-class passengers demand big seats, and their catering alone costs 
over a100 each, but they help maximise the revenue of the airline and the number of 
people flying.
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segments and designs

separate offers for each.
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Concentrated marketing—

A market-coverage strategy

in which a firm goes after a

large share of one or a few

submarkets.

Concentrated marketing
A third market-coverage strategy, concentrated marketing, is especially appealing when
company resources are limited. Instead of going after a small share of a large market, the 
firm goes after a large share of one or a few submarkets. For example, Oshkosh Trucks is 
the world’s largest producer of airport rescue trucks and frontloading concrete mixers. Mills 
& Boon, which has grown to be one of the world’s most successful publishers, targets its
inexpensive romantic novels at women in search of romance. The company has researched
and knows its market:

n Having the word ‘wedding’ in a book title guarantees higher sales.

n The heroine is often plain, not gorgeous, to promote reader identification: ‘no oil 
painting in the way of looks’; kind and polite and pleasant and unobtrusive. And best 
of all, homely.

n The best settings for the story are a hospital or an aircraft (lots of chance for life or death
action); doctors and pilots are the best heroes.

n The novels always end happily.32

Like Mills & Boon, through concentrated marketing, a firm can achieve a strong market
position in the segments (or niches) it serves because of its greater knowledge of the segments
and its special reputation. It also enjoys many operating economies because of specialisation
in production, distribution and promotion. A firm can earn a high rate of return on its
investment from well-chosen segments.

At the same time, concentrated marketing can involve higher than normal risks. A
particular market segment can turn sour. For example, when the 1980s boom ended, people
stopped buying expensive sports cars and Porsche’s earnings went deeply into the red.
Another risk is larger competitors entering the segment. High margins, the glamour and lack
of competition in the sports car market has attracted Mazda, Toyota and Honda as powerful
competitors in that market. Fashion changes can also damage the niche’s credibility. The
yuppies who made Porsche’s fortunes in the 1980s are over the recession, but have grown up
and now have kids and a different lifestyle. Big, chunky, luxuriously appointed 4 × 4 land
cruisers or people carriers are what they want now.

Choosing a market-coverage strategy
Many factors need considering when choosing a market-coverage strategy. The best strategy
depends on company resources. Concentrated marketing makes sense for a firm with limited
resources. The best strategy also depends on the degree of product variability. Undifferentiated
marketing is suitable for uniform products such as grapefruit or steel. Products that can 
vary in design, such as cameras and cars, require differentiation or concentration. Consider
the product’s stage in the life cycle. When a firm introduces a new product, it is practical to
launch only one version, and undifferentiated marketing or concentrated marketing therefore
makes the most sense. In the mature stage of the product life cycle, however, differentiated
marketing begins to make more sense. Another factor is market variability. Undifferentiated
marketing is appropriate when buyers have the same tastes, buy the same amounts and react
in the same way to marketing efforts. Finally, competitors’ marketing strategies are important.
When competitors use segmentation, undifferentiated marketing can be suicidal. Conversely,
when competitors use undifferentiated marketing, a firm can gain by using differentiated or
concentrated marketing.
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Product and branding
strategy
Chapter objectives 
After reading this chapter, you should be able to:

n Define the term product including the core, actual and augmented product.

n Explain the main classifications of consumer and industrial products.

n Describe the decisions companies make regarding individual products, product lines

and product mixes.

n Discuss branding strategy in relation to the decisions that companies make in

building and managing their brands.

n Discuss additional branding issues with respect to socially responsible brand

decisions and international marketing.

Mini Contents List
n Prelude case – L’Oréal: are you worth it?

n Introduction

n What is a product?

n Product decisions

n Branding strategy: building strong brands

n Marketing Insights 13.1 – Brands: what are they worth?

n Marketing Insights 13.2 – Trademarks worth fighting for!

n Additional product considerations

n Summary

n Concluding concepts 13 – Colgate: one squeeze too many?

CHAPTERthirteen
What’s in a name? That which we call a rose
by any other name would smell as sweet.
WILLIAM SHAKESPEARE

SOURCE: Freeserve/MC Saatchi.s
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L’Oréal sells cosmetics and toiletries to consumers around the

world. One market that has certainly been booming lately is that

for hair care products. Brands such as Elvive, Lancôme, Helena

Rubenstein and Kérastase, part of the L’Oréal stable, are

capitalising on this trend. In one sense, L’Oréal’s hair care

products – shampoo, conditioners, styling agents – are no more

than careful mixtures of chemicals with different smells and

colours. But L’Oréal knows that when it sells shampoos and

conditioners, it sells much more than a bottle of coloured or

fragrant soapy fluids – it sells what the fluids can do for the

women who use them.

Many hair care products are promoted using

alluring chat-up lines: ‘Your hair is instantly

shinier, stronger, healthier, and getting better

and better and . . .’. Who would believe that

shampoos and conditioners that are designed to

rinse away can have any lasting benefits? But

women do not see shampoos and conditioners

that way. Many things beyond the ingredients

add to a shampoo’s allure. While hair is dead, 

it is organic, so will respond to some care and

attention. Many consumers believe that their

favourite shampoo does more than wash away

the grit in their hair; it makes them feel good

about themselves.

Thanks to recent scientific breakthroughs, many hair care

products can make a difference.

The L’Oréal laboratories in Paris, employing 2,500 employees,

dedicate over £180 million a year to R&D. This investment pays.

For example, Kérastase, part of the L’Oréal group, developed

Ceramide F – a synthetic copy of naturally occurring hair

ceramides – which reconstructs the hair’s internal structure.

Sounds far fetched? But consumers say it works. Kérastase

Forcintense revitalises hair that is severely damaged through

colouring, overstyling or perming. Other L’Oréal product

innovations include colour and conditioning agents – Majirel,

Majirouge and Majiblond – for treating fading hair colours due to

washing or sunlight, and special formulations – Majimèches – for

blondes. All these functional benefits enable L’Oréal to promote

the brand’s superior performance benefits to consumers.

The wash-in, wash-out nature of hair care suggests that

product performance alone may be sufficient to satisfy users.

Hairstylist Sam McKnight says that it is an emotionally charged

marketplace: a bad hair day means an unhappy woman. There is

also a limit to what all the scientific breakthroughs in hair care

can do for how a woman feels when she has had a hair wash.

McKnight argues that scents and colours must be chosen

carefully to match women’s desires, moods and lifestyles. His

new range of products eschew science and concentrate on the

smell. Called ‘Sexy’, they are expensive, exclusive and smell like

no other shampoo has ever smelled before.

Additionally, hair care brands have done well because of the

advertising spends that have gone in to promote shampooing as a

pleasurable pastime rather than an activity akin to doing a load of

washing. L’Oréal and rival firms know just how important this is.

Brands such as Elvive, Pantene (by Procter & Gamble) and

Organics (by Elida/Lever Fabergé) have advertising spends that

will make a girl’s hair curl. L’Oréal’s leading brand Elvive also

tries to capture the essence of pleasure using advertisements 

that sound tempting: ‘Because I’m worth it’, says L’Oréal.

Companies also have to play on the shampoo’s name, an

important product attribute. Names such as Sexy, Dream Hair

Sensational and Frizz-Ease suggest that the shampoos and

conditioners will do something more than just wash your hair.

L’Oréal must also package its hair care products carefully. To

consumers, the bottle and package are the most tangible symbols

of the product’s image. Bottles must feel comfortable, be easy to

handle and help to differentiate the product from other brands 

on the shelf.

So when a woman buys hair shampoos and conditioners, she

buys much, much more than simply soapy fluids. The product’s

image, its promises, its feel, its name and package, even the

company that makes it, all become a part of the total product.

Hope in a bottle or just so much hype? The answer: it’s up 

to each of us to decide whether we’re worth it.1

Questions
1. Distinguish between the core, tangible and augmented

product that L’Oréal sells.

2. A hair care product’s name is a central product attribute.

What are the key branding decisions that L’Oréal’s marketing

managers have to make?

3. L’Oréal markets its hair care products worldwide. What major

considerations does the firm face in determining global

product decisions?

Prelude case L’Oréal: are you worth it?

L'Oréal sells
much more than a
bottle of coloured
or fragrant soapy
fluids – it sells
what the fluids
can do for the
women who use
them.
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Product—Anything that can

be offered to a market for

attention, acquisition, use 

or consumption that might

satisfy a want or need. It

includes physical objects,

services, persons, places,

organisations and ideas.

Services—Activities, benefits

or satisfactions that are

offered for sale.

Core product—The problem-

solving services or core

benefits that consumers are

really buying when they

obtain a product.

Introduction
The preview case shows that, clearly, toiletries and cosmetics are more than just toiletries and
cosmetics when L’Oréal sells them. This chapter begins with a deceptively simple question:
What is a product? After answering this question, we look at ways to classify products in
consumer and business markets. Then we discuss the important decisions that marketers
make regarding individual products, product lines and product mixes. Next, we move from
decisions about individual products to the critically important issue of how marketers build
and manage brands. Finally, we address socially responsible product decisions and some
complex considerations in international product decisions.

What is a product?
A pair of Adidas trainers, a Volvo truck, a Nokia mobile telephone, a Tony & Guy haircut, an
Oasis concert, a Club Med vacation, a NatWest e-savings account, advice from your doctor –
all are products. We define a product as anything that is offered to a market for attention,
acquisition, use or consumption and that might satisfy a want or need. Products include more
than just tangible goods. Broadly defined, products include physical objects, services, persons,
places, organisations, ideas or mixes of these entities. Thus, throughout this text, we use the
term product broadly to include any or all of these entities.

Services are products that consist of activities, benefits or satisfactions that are offered for
sale that are essentially intangible and do not result in the ownership of anything. Examples
are banking, hotel, haircuts, tax preparation and home repair services. Because of the
importance of services in the world economy, we will look at services marketing in greater
detail in Chapter 15.

Levels of product
Product planners need to think about the product on three levels. Each level adds more
customer value. The most basic level is the core product, which addresses the question: What
is the buyer really buying? As Figure 13.1 illustrates, the core product stands at the centre of the
total product. It consists of the core, problem-solving benefits that consumers seek. A woman
buying lipstick buys more than lip colour. Charles Revson of Revlon saw this early: ‘In the
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Figure 13.1 Three levels of

product
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Actual product—A product’s

parts, quality level, features,

design, brand name,

packaging and other

attributes that combine to

deliver core product

benefits.

Augmented product—

Additional consumer

services and benefits built

around the core and actual

products.

factory, we make cosmetics; in the store, we sell hope.’ Theodore Levitt has pointed out that
buyers ‘do not buy quarter-inch drills; they buy quarter-inch holes’. Thus when designing
products, marketers must first define the core of benefits that the product will provide to
consumers.

At the second level, product planners must turn the core benefit into an actual product.
Actual products may have as many as five characteristics: a quality level, product and service
features, styling, a brand name and packaging. For example, Sony’s cam camcorder is an actual
product. Its name, parts, styling, features, packaging and other attributes have all been
combined carefully to deliver the core benefit – a convenient, high-quality way to capture
important moments.

Finally, the product planner must build an augmented product around the core and actual
products by offering additional consumer services and benefits. Sony must offer more than 
a camcorder. It must provide consumers with a complete solution to their picture-taking
problems. Thus when consumers buy a Sony camcorder, Sony and its dealers might also give
buyers a warranty on parts and workmanship, instructions on how to use the camcorder,
quick repair services when needed and a freephone number to call if they have problems or
questions. To the consumer, all of these augmentations become an important part of the 
total product.

Therefore, a product is more than a simple set of tangible features. Consumers tend to see
products as complex bundles of benefits that satisfy their needs. When developing products,
marketers must first identify the core consumer needs that the product will satisfy. They must
then design the actual product and finally find ways to augment it in order to create the
bundle of benefits that will best satisfy consumers.

Today, most competition takes place at the product augmentation level. Successful
companies add benefits to their offers that will not only satisfy, but also delight the 
customer. However, each augmentation costs the company money, and the marketer 
has to ask whether customers will pay enough to cover the extra cost. Moreover, 
augmented benefits soon become expected benefits. For example, hotel guests now expect
cable television, Internet access, trays of toiletries and other amenities in their rooms. This
means that competitors must search for still more features and benefits to differentiate 
their offers.

Product classifications
Products can be classified according to their durability and tangibility. Non-durable products
are goods that are normally consumed quickly and used on one or a few usage occasions, 
such as beer, soap and food products. Durable products are products used over an extended
period of time and normally survive for many years. Examples are refrigerators, cars and
furniture.

Marketers have also divided products and services into two broad classes based on the
types of customer that use them – consumer products and industrial products.

Consumer products

Consumer products are those bought by final consumers for personal consumption.
Marketers usually classify these goods based on consumer shopping habits. Consumer products
include convenience products, shopping products, speciality products and unsought products.
These products differ in the way consumers buy them, so they differ in how they are marketed
(see Table 13.1).

Convenience products are consumer goods and services that the consumer usually buys
frequently, immediately and with a minimum of comparison and buying effort. Examples 
are soap, sweets, newspapers and fast food. Convenience goods are usually low priced, and
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Non-durable product—A

consumer product that is

normally consumed in one 

or a few uses.

Durable product—A con-

sumer product that is usually

used over an extended

period of time and that

normally survives many uses.

Consumer product—A

product bought by final

consumers for personal

consumption.

Convenience product—

A consumer product that 

the customer usually buys

frequently, immediately, 

and with a minimum of com-

parison and buying effort.
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marketers place them in many locations to make them readily available when customers 
need them.

Shopping products are less frequently purchased and consumers spend considerable time
and effort gathering information and comparing alternative brands carefully on suitability,
quality, price and style. Examples of shopping products are furniture, clothing, used cars and
major household appliances. Shopping products marketers usually distribute their products
through fewer outlets but provide deeper sales support to give customers information and
advice to help them in their comparison efforts.

Speciality products are consumer goods with unique characteristics or brand identification
for which a significant group of buyers is willing to make a special purchase effort. Examples
include specific brands and types of car, high-priced home entertainment systems and
photographic equipment, luxury goods, designer clothes and the services of medical or legal
specialists. A jukebox, for example, is a speciality good because buyers are usually willing to
travel great distances to buy one. Buyers normally do not compare speciality goods. They
invest only the time needed to reach dealers carrying the wanted products.

Unsought products are consumer goods that the consumer either does not know about 
or knows about but does not normally think of buying. Most major new innovations are
unsought until the consumer becomes aware of them through advertising. Classic examples 
of known but unsought goods are life insurance, home security systems, funeral services and
blood donations. By their very nature, unsought goods require a lot of advertising, personal
selling and other marketing efforts.
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Shopping product—

A consumer product that 

the customer, in the process 

of selection and purchase,

characteristically compares

with others on such bases 

as suitability, quality, price

and style.

Speciality product—A

consumer product with

unique characteristics or

brand identification for

which a significant group 

of buyers is willing to make

a special purchase effort.

Unsought product—

A consumer product that the

consumer either does not

know about or knows about

but does not normally think

of buying.

Type of consumer product
Marketing 
consideration

Customer 
buying 
behaviour

Price

Distribution

Promotion

Examples

Table 13.1 Marketing

considerations for consumer

products
Convenience

Frequent
purchase, little
planning, little
comparison or
shopping effort,
low customer
involvement

Low price

Widespread
distribution,
convenient
locations

Mass promotion
by the producer

Toothpaste,
magazines,
laundry detergent

Shopping

Less frequent
purchase, much
planning and
shopping effort,
comparison of
brands on price,
quality, style

Higher price

Selective
distribution in
fewer outlets

Advertising and
personal selling 
by both producer
and resellers

Major appliances,
televisions,
furniture, clothing

Speciality

Strong brand
preference and
loyalty, special
purchase effort,
little comparison 
of brands, low 
price sensitivity

High price

Exclusive
distribution in only
one or a few outlets
per market area

More carefully
targeted promotion
by both producer
and resellers

Luxury goods, such
as Rolex watches
or fine crystal

Unsought

Little product
awareness or
knowledge; if
aware, little or
even negative
interest

Varies

Varies

Aggressive
advertising and
personal selling
by producer and
resellers

Life insurance,
blood donations
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Industrial product—A pro-

duct bought by individuals

and organisations for further

processing or for use in

conducting a business.

Materials and parts—

Industrial products that

enter the manufacturer’s

product completely,

including raw materials and

manufactured materials and

parts.

Capital items—Industrial

goods that partly enter the

finished product, including

installations and accessory

equipment.

Supplies and services—

Industrial products that 

do not enter the finished

product at all.

Industrial products

Industrial products are those bought for further processing or for use in conducting a
business. Thus the distinction between a consumer product and an industrial product is based
on the purpose for which the product is purchased. If a consumer buys a lawnmower for home
use, the lawnmower is a consumer product. If the same consumer buys the same lawnmower
for use in a landscaping business, the lawnmower is an industrial product.

There are three groups of industrial product: materials and parts, capital items and supplies
and services (see Figure 13.2).

Materials and parts are industrial goods that become a part of the buyer’s product,
through further processing or as components. They include raw materials and manufactured
materials and parts.

Raw materials consist of farm products (wheat, cotton, livestock, fruits, vegetables) and
natural products (fish, timber, crude petroleum, iron ore).

Manufactured materials and parts include component materials (iron, yarn, cement, wires)
and component parts (small motors, tyres, castings). Component materials are usually
processed further – for example, pig iron is made into steel, and yarn is woven into cloth.
Component parts enter the finished product complete with no further change in form, as
when Electrolux puts small motors into its vacuum cleaners and Volvo adds tyres to its
automobiles. Most manufactured materials and parts are sold directly to industrial users.
Price and service are the most significant marketing factors, while branding and advertising
tend to be less important.

Capital items are industrial products that help in the buyers’ production or operations.
They include installations and accessory equipment. Installations consist of buildings
(factories, offices) and fixed equipment (generators, drill presses, large computer systems,
lifts). Accessory equipment includes portable factory equipment and tools (hand tools, lift
trucks) and office equipment (fax machines, computers, desks). These products do not
become part of the finished product. They have a shorter life than installations and simply 
aid in the production process.

Supplies and services are industrial products that do not enter the finished product at all.
Supplies include operating supplies (lubricants, coal, computer paper, pencils) and repair 
and maintenance items (paint, nails, brooms). Supplies are the convenience goods of the
industrial field because they are usually purchased with a minimum of effort or comparison.
Business services include maintenance and repair services (window cleaning, computer repair)
and business advisory services (legal, management consulting, advertising). Such services are
usually supplied under contract.
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Organisations, persons, places and ideas

In addition to tangible products and services, in recent years marketers have broadened the
concept of a product to include other ‘marketable entities’ – namely, organisations, persons,
places and ideas.

Organisations often carry out activities to ‘sell’ the organisation itself. Organisation
marketing consists of activities undertaken to create, maintain or change the attitudes and
behaviour of target consumers towards an organisation. Both profit and non-profit
organisations practise organisation marketing. Business firms sponsor public relations or
corporate advertising campaigns to polish their images. Corporate image advertising is a major
tool companies use to market themselves to various publics. For example, IBM wants to
establish itself as the company to turn to for ‘e-Business Solutions’. Similarly, non-profit
organisations, such as churches, colleges, charities, museums and performing arts groups,
market their organisations in order to raise funds and attract members or patrons.

People can also be thought of as products. Person marketing consists of activities
undertaken to create, maintain, or change attitudes or behaviour towards particular people.
All kinds of people and organisations practise person marketing. Presidents or prime
ministers of nations must be skilful in marketing themselves, their parties and their platforms
to get needed votes and programme support. Entertainers and sports figures use marketing to
promote their careers and improve their impact and incomes. Professionals such as doctors,
lawyers, accountants and architects market themselves in order to build their reputations and
increase business. Business leaders use person marketing as a strategic tool to develop their
companies’ fortunes as well as their own. Businesses, charities, sports teams, fine arts groups,
religious groups and other organisations also use person marketing. Creating or associating
with well-known personalities often helps these organisations achieve their goals better. Thus,
brands such as TAG Heuer, Adidas, Nike, Coca-Cola and others have invested millions of
euros to link themselves with celebrities.
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Capital items: this ad positions

Rockwell as a world leader in

industrial automation, supplying

advanced technology and

services to help serve the needs

of customers such as Nestlé,

Unilever and Compaq.
SOURCE: reprinted with permission of

Rockwell Corporation. Agency:

Chilworth Communications.
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Place marketing involves activities undertaken to create, maintain or change attitudes or
behaviour towards particular places. Thus, cities, states, regions and even entire nations
compete to attract tourists, new residents, conventions and company offices and factories. 
For example, today, it is common to find cities, counties and countries marketing their 
tourist attractions. Many of these also operate industrial development offices that try to sell
companies on the advantages of locating new plants in their locations. For example, Ireland 
is an outstanding place marketer. The Irish Development Board has attracted over 1200
companies to locate their plants in Ireland. At the same time, the Irish Tourist Board has 
built a flourishing tourism business, and the Irish Export Board has created attractive 
markets for Irish exports.2

Ideas can also be marketed. In one sense, all marketing is the marketing of an idea, whether
it be the general idea of brushing your teeth or the specific idea that AquaFresh provides an
effective decay prevention. Here, however, we narrow our focus to the marketing of social
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host of the UEFA Euro 2004

championship. The campaign was

for Portuguese nationals living

outside Portugal using the Euro

2004 theme.
SOURCE: Instituto do turismo de
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ideas, such as public health campaigns to reduce smoking, alcoholism, drug abuse, child 
abuse and overeating; environmental campaigns to promote wilderness protection, clean air
and conservation; and other campaigns such as education reforms, organ donations, family
planning, human rights and racial equality. This area has been called social marketing, which
includes the design, implementation and control of programmes seeking to increase the
acceptability of a social idea, cause or practice among a target group.

But social marketing involves much more than just advertising. Many public marketing
campaigns fail because they assign advertising the primary role and fail to develop and use 
all the marketing mix tools.3

Product decisions
Marketers make product decisions at three levels: individual product decisions, product line
decisions and product mix decisions. We discuss each in turn.

Individual product decisions
Here, we look at decisions relating to the development and marketing of individual products,
namely product attributes, branding, packaging, labelling and product-support services.

Product attributes
Developing a product involves defining the benefits that the product will offer. These benefits
are communicated and delivered by tangible product attributes, such as quality, features, style
and design. Decisions about these attributes are particularly important as they greatly affect
consumer reactions to a product. We will now discuss the issues involved in each decision.

Product quality
Quality is one of the marketer’s major positioning tools. Quality has a direct impact on product
performance; hence, it is closely linked to customer value and satisfaction. In the narrowest
sense, quality can be defined as ‘freedom from defects’. But most customer-centered companies
go beyond this narrow definition. Instead, they define quality in terms of customer satisfac-
tion. For example, Siemens defines quality this way: ‘Quality is when our customers come
back and our products don’t.’4 This customer-focused definition suggests that quality begins
with customer needs, goes beyond customer satisfaction and ends with customer retention.

‘Total quality management’ (TQM) is an approach in which all the company’s people are
involved in constantly improving the quality of products, services and business processes.
During the past two decades, companies, large and small, have credited TQM with greatly
improving their market shares and profits. Recently, however, the total quality movement 
has drawn criticism. Too many companies viewed TQM as a magic cure-all and created 
token total quality programmes that applied quality principles only superficially.5 Still others
became obsessed with narrowly defined TQM principles, losing sight of broader concerns for
customer value and satisfaction. As a result, many such programmes failed, causing a backlash
against TQM.

When applied in the context of creating customer satisfaction, however, total quality
principles remain a requirement for success. Although many firms do not use the ‘TQM 
label’ any more, for most top companies, customer-driven quality has become a way of 
doing business. Today, most companies are taking a ‘return on quality’ approach, viewing
quality as an investment and holding quality efforts accountable for bottom-line results.6

Product quality has two dimensions – level and consistency. In developing a product, the
marketer must first choose a quality level that will support the product’s position in the target
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Product quality—The ability

of a product to perform its

functions; it includes the

product’s overall durability,

reliability, precision, ease 

of operation and repair, and

other valued attributes.

market. Here, product quality stands for the ability of a product to perform its functions. It
includes the product’s overall durability, reliability, precision, ease of operation and repair,
and other valued attributes. Although some of these attributes can be measured objectively,
from a marketing point of view, quality should be measured in terms of buyers’ perceptions.
Companies rarely try to offer the highest possible quality level – few customers want or 
can afford the high levels of quality offered in products such as a Rolls-Royce, a Sub Zero
refrigerator or a Rolex watch. Instead, companies choose a quality level that matches target
market needs and the quality levels of competing products.

Beyond quality level, high quality can also mean high levels of quality consistency. Here,
product quality means conformance quality – freedom from defects and consistency in
delivering a targeted level of performance. In this sense, a Nissan can have just as much
quality as a Rolls-Royce. Although a Nissan does not perform as well as a Rolls, it can
consistently deliver the quality that customers pay for and expect.

Thus, many companies today have turned customer-driven quality into a potent strategic
weapon. They create customer satisfaction and value by consistently and profitably meeting
customers’ needs and preferences for quality. In fact, quality has now become a competitive
necessity – in the twenty-first century, only companies with the best quality will thrive.

Product features
A product can be offered with varying features. A ‘stripped-down’ model, one without any
extras, is the starting point. The company can create more features by adding higher-level
models. Features are a competitive tool for differentiating the company’s product from
competitors’ products. Being the first producer to introduce a needed and valued new feature
is one of the most effective ways to compete.

How can a company identify new features and decide which ones to add to its product?
The company should periodically survey buyers who have used the product and ask these
questions: How do you like the product? Which specific features of the product do you like
most? Which features could we add to improve the product? How much would you pay for
each feature? The answers provide the company with a rich list of feature ideas. Each feature
should be assessed on the basis of its customer value versus its company cost. Features that
customers value little in relation to costs should be dropped; those that customers value
highly in relation to costs should be added.

Product style and design
Another way to add customer value is through distinctive product style and design. Some
companies have reputations for outstanding style and design, such as Black & Decker in
cordless appliances and tools, Bose in audio equipment and Braun in shavers and small
household appliances.

Some companies have integrated style and design with their corporate culture. They recognise
that design is one of the most powerful competitive weapons in a company’s marketing arsenal.

Consider IKEA, the Swedish home furnishing chain. Its corporate culture is ‘småländsk’ –
thrift is a virtue, no extravagance is allowed. This identity is reflected in IKEA’s thrifty (but
stylish) designs and the dominance of traditional Scandinavian materials of light wood, linen
and cotton textiles. Another company, the carmaker Saab, promotes a design philosophy 
of simplicity and purity. ‘There are few excesses; form follows function. We also believe in
fidelity to materials – when it’s plastic, we don’t try to make it look like wood’, says a Saab
spokesperson.7

Many companies, however, lack a ‘design touch’. Their product designs function poorly or are
dull or common looking. Some companies like Fiat Auto have learnt that design and style matters.

The Italian car company’s European market share had collapsed from 10 per cent in 1990
to 6 per cent in 2003. Part of the problem is that they have alienated drivers by succeeding in
making some rather ugly-looking cars: Britain’s Car magazine has described Fiat’s Multipla
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people-carrier as having ‘bozz-eyed swamp-hog looks’ and that its Dobio MPV is a ‘Toytown-
styled utilo-box’ that is ‘very big if you’re desperate for space. But you’d have to be’. To
reverse the falling European sales, Fiat’s design director, Humberto Rodriguez, has set out to
‘abolish all the strange things’ they have done to these vehicles and to spearhead a new design
direction for the automotive group – sleeker, family-feeling cars that may not necessarily 
be head-turners, like the Multipla is; but they will not leave the driver cringing with
embarrassment.8

Design is a broader concept than style. Style simply describes the appearance of a product.
A sensational style may grab attention and produce pleasing aesthetics, but it does not
necessarily make the product perform better. In some cases, it might even result in worse
performance. For example, a chair may look great yet be extremely uncomfortable. Unlike
style, design is more than skin deep – it goes to the very heart of a product. Good design
contributes to a product’s usefulness as well as to its looks.

The Lexus RX300 as shown in the above advert is an example of distinctive product style
and design. The advert features the slogan ‘Streets ahead’ to promote the RX300’s attributes
such as technology and styling to suggest that the RX, and hence the driver, is Streets ahead
of the competition.
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The Lexus RX300 ad highlights

product attributes which put 

the model streets ahead of

competitors in the same 

product class. The RX300 is an

example of distinctive product

style and design.
SOURCE: Lexus (GB) Ltd.

Photographer: Mathias Baumann,

Defrance, Düsseldorf, Germany.

the rx300To develop the most refined 4x4, we’ve explored every avenue. Sleek aerodynamic
design. Best power to weight ratio in its class. 3-litre V6 engine. 4-level air suspension.
Motorised tailgate. Steerable headlight system. Sequential control 5-speed transmission.
Nine airbag system. And DVD satnav with rear view camera. For more information, call
0845 600 9760 or visit www.lexus.co.uk/rx300 The Lexus rx300. It changes everything.

Streets ahead.

Lexus – 1st place, Gold Award
J.D. Power and Associates
2001-2004 UK Customer
Satisfaction Studies.SM

Top Manufacturer for Quality, Reliability
and Customer Care in the UK. 
BBC Top Gear magazine Motoring
Survey 2002 and 2003.

Auto Express Driver
Power Survey, Lexus 
Best Manufacturer 
2002-2004.

Model shown rx300 se-l. Specifications listed above apply to rx300 se-l model. rx300 se-l £37,825 OTR. rx300 range prices start from £28,995 to £41,200 OTR. Prices correct at time of going to press. 
BBC Top Gear magazine Motoring Survey 2003 based on the results of questionnaires from over 40,000 motorists spanning 137 models from 35 manufacturers. Auto Express Driver Power Study 2004
based on 37,000 respondents. J.D. Power and Associates 2004 United Kingdom Customer Satisfaction StudySM based on a total of 23,641 responses from owners of two-year old vehicles. www.jdpower.com

Fuel economy figures: extra-urban 9.4 L/100km (30.1 mpg), urban 16.9 L/100km (16.7 mpg), combined 12.2 L/100km (23.2 mpg). CO2 emissions 288g/km. 
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As competition intensifies, design will offer one of the most potent tools for differentiating
and positioning products of all kinds. That investment in design pays off has certainly been
recognised by global companies which have embraced design. Nike, for example, employs
some 60 designers and releases over 500 footwear designs each year. Its shoes are worn by
athletes, but are aimed primarily at a youthful market for which high-performance footwear 
is currently fashionable.9 Apple’s iMac computer, introduced in 1998, combined style and
content. In response to the project brief – to design a new computer for consumers that was
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simple, approachable and affordable – Jonathan Ive, Apple’s chief designer, produced the
award-winning iMac. The computer’s cuteness and distinctive colour single-handedly turned
the tide for Apple, making it the fastest-selling computer in Apple’s history. Others like Canon
(cameras), Sony (hi-fis), Philips (compact disc players and shavers), Ford (cars) and Swatch
(watches) have also profited from their commitment to product design. Differentiating
through design is also a familiar strategy in premium products such as Rolex and Omega
watches, Porsche cars and Herman Miller office furniture. These products stand out from 
the crowd. Good design can attract attention, improve product performance, cut production
costs and give the product a strong competitive advantage in the target market.10

Branding

Perhaps the most distinctive skill of professional marketers is their ability to create, maintain,
protect and enhance brands of their products. A brand is a name, term, sign, symbol, design
or a combination of these, that identifies the maker or seller of the product or service.
Consumers view a brand as an important part of a product, and branding can add value to a
product. For example, most consumers would perceive a bottle of Chanel perfume as a high-
quality, expensive product. But the same perfume in an unmarked bottle would probably 
be viewed as lower in quality, even if the fragrance were identical. A brand can provide a
guarantee of reliability and quality. For example, a book buyer might not entrust her credit
card details with an unknown online book store, but would have little hesitation doing so
when buying from Amazon.com as experience had taught her to trust the Amazon brand.

Branding has become so strong that today hardly anything goes unbranded.11 Salt is
packaged in branded containers, common nuts and bolts are packaged with a distributor’s
label, and automotive parts – spark plugs, tyres, filters – bear brand names that differ from
those of the carmakers. Even fruit and vegetables are branded – Sunkist oranges, Del Monte
pineapples and Chiquita bananas.

Some products, however, carry no brands. ‘Generic’ products are unbranded, plainly
packaged, less expensive versions of common products ranging from such items as spaghetti
to paper towels and canned peaches. They often bear only black-stencilled labels and offer
prices as much as 40 per cent lower than those of main brands. The lower price is made
possible by lower-quality ingredients, lower-cost packaging and lower advertising costs.

Despite the limited popularity of generics, the issue of whether or not to brand is very
much alive today. This situation highlights some key questions: Why have branding in the
first place? Who benefits? How do they benefit? At what cost?

Branding helps buyers in many ways:

n Brand names tell the buyer something about product quality. Buyers who always buy the
same brand know that they will get the same quality each time they buy.

n Brand names also increase the shopper’s efficiency. Imagine a buyer going into a
supermarket and finding thousands of generic products.

n Brand names help call consumers’ attention to new products that might benefit them.
The brand name becomes the basis upon which a whole story can be built about the new
product’s special qualities.

Branding also gives the supplier several advantages:

n The brand name makes it easier for the supplier to process orders and track down
problems.

n The supplier’s brand name and trademark provide legal protection for unique production
features that otherwise might be copied by competitors.

n Branding enables the supplier to attract a loyal and profitable set of customers.

Chapter 13 Product and branding strategy

549

Brand—A name, term, sign,

symbol or design, or a

combination of these,

intended to identify the

goods or services of one

seller or group of sellers

and to differentiate them

from those of competitors.

POM4_C13.qxd  6/20/06  1:19 PM  Page 549



Packaging concept—What

the package should be or 

do for the product.

Packaging—The activities of

designing and producing the

container or wrapper for a

product.

n Branding helps the supplier to segment markets. For example, Cadbury offers Dairy Milk,
Roses and other brands, not just one general confectionery product for all consumers.

In addition, branding adds value to consumers and society:

n Those who favour branding suggest that it leads to higher and more consistent product
quality.

n Branding also increases innovation by giving producers an incentive to look for new
features that can be protected against imitating competitors. Thus, branding results in
more product variety and choice for consumers.

n Branding helps shoppers because it provides much more information about products and
where to find them.

Thus, building and managing brands represents one of the most important marketing tasks.
We will discuss branding strategy in more detail later in this chapter.

Packaging

Packaging involves designing and producing the container or wrapper for a product. The
package may include the product’s primary container (the tube holding and protecting
Aquafresh toothpaste); a secondary package that is thrown away when the product is about 
to be used (the cardboard box containing the tube of Aquafresh); and the shipping package
necessary to store, identify and ship the product (a corrugated box carrying six dozen tubes 
of Aquafresh toothpaste). Labelling, printed information appearing on or with the package, 
is also part of packaging.

In recent times, many factors, beyond containing and protecting the product, have made
packaging an important marketing tool. Increased competition and clutter on retail store
shelves means that packages must now perform many sales tasks – from attracting attention,
to describing the product, to making the sale. Companies are realising the power of good
packaging to create instant consumer recognition of the company or brand. For example, in
an average supermarket, which stocks 15,000 to 17,000 items, the typical shopper passes by
some 300 items per minute, and 53 per cent of all purchases are made on impulse. In this
highly competitive environment, the package may be the seller’s last chance to influence
buyers. It becomes a ‘five-second commercial’. Research shows that a sizeable chunk of buyers
can be swayed at the last minute from buying their cat’s favourite tin of tuna bites if their eye
is caught by a well-designed, competitive brand. Hence, manufacturers must use pack design
– shape, graphics and texture – to project their brand values and differentiate them in an
overcrowded market.

Innovative packaging can give a company an advantage over competitors. For example,
Heineken used creative packaging to differentiate the product. In its green-glass bottle, 
with ‘export’ on the label, as opposed to the usual brown containers for beer, and priced to
match its suggestion of exclusivity, it caught on as a beer for special occasions. According 
to the company’s late founder, Mr Heineken, the firm was selling warmth and happiness, 
and they had to make the product more distinctive.12

Developing a good package for a new product requires making many decisions. The first
task is to establish the packaging concept, which states what the package should be or do
for the product. Should the main functions of the package be to offer product protection,
introduce a new dispensing method, communicate certain qualities about the product, 
the brand or the company, or something else? Decisions, then, must be made on package
design that cover specific elements of the package, such as size, shape, materials, colour, 
text and brand mark. These elements must work together to support the product’s position
and marketing strategy and be consistent with the product’s advertising, pricing and
distribution.
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In recent years, product safety has also become a major packaging concern. We have all
learned to deal with hard-to-open ‘childproof ’ packages. And after the rash of product
tampering scares during the 1980s, most drug producers and food makers are now putting
their products in tamper-resistant packages. In making packaging decisions, the company 
also must heed growing environmental concerns. Fortunately, many companies have 
gone ‘green’.

For example, Tetra Pak, a Swedish multinational, is noted for its innovative packaging 
that takes environmental concerns into account. Tetra Pak invented an ‘aseptic’ package 
that enables milk, fruit juice and other perishable liquid foods to be distributed without
refrigeration. Not only is this packaging more environmentally responsible, it also provides
economic and distribution advantages. Aseptic packaging allows dairies to distribute milk
over a wider area without investing in refrigerated trucks and facilities. Supermarkets can
carry Tetra Pak packaged products on ordinary shelves, allowing them to save expensive
refrigerator space. Tetra’s motto is ‘the package should save more than it cost’. Tetra Pak
advertises the benefits of its packaging to consumers directly and even initiates recycling
programmes to save the environment.

Labelling

Labels may range from simple tags attached to products to complex graphics that are part of
the package. They perform several functions. At the very least, the label identifies the product
or brand, such as the name ‘Sunkist’ stamped on oranges. The label might also grade the
product, or describe several things about the product – who made it, where it was made, when
it was made, its contents, how it is to be used and how to use it safely. Finally, the label might
promote the product through attractive graphics.

There has been a long history of legal concerns about packaging and labels. Labels can
mislead customers, fail to describe important ingredients or fail to include needed safety
warnings. As a result, many countries have laws to regulate labelling. The EU, for example,
has comprehensive European Community legislation, which set mandatory labelling
requirements and adherence to packaging standards. For drinks, an EU directive has been
recently enforced which subjects both non-alcoholic and alcoholic beverages to stringent
labelling requirements.13

Labelling has also been affected in recent times by unit pricing (stating the price per unit of
standard measure), open dating (stating the expected shelf life of the product) and nutritional
labelling (stating the nutritional values in the product). In the case of the latter, sellers are
required to provide detailed nutritional information on food products. In some countries, 
the use of health-related terms such as low-fat, light and high-fibre is also regulated. As such,
sellers must ensure that their labels contain all the required information and comply with
national or international (e.g. US, EU) requirements.

Product-support services

Customer service is another element of product strategy. A company’s offer to the
marketplace usually includes some services, which can be a minor or a major part of the 
total offer. In Chapter 15, we will discuss services as products in themselves. Here, we 
address product-support services – services that augment actual products. More and 
more companies are using product-support services as a major tool in gaining competitive
advantage.

Good customer service makes sound business sense. It costs less to keep the goodwill of
existing customers than it does to attract new customers or woo back lost customers. A study
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Product line—A group of

products that are closely

related because they
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given price ranges.

comparing the performance of businesses that had high and low customer ratings of service
quality found that the high-service businesses managed to charge more, grow faster and make
more profits.14 Clearly, marketers need to think about their service strategies.

A company should design its product and support services to meet the needs of target
customers. Customers vary in the value they assign to different services. Some consumers
want credit and financing services, fast and reliable delivery, or quick installation. Others 
put more weight on technical information and advice, training in product use, or after-sale
service and repair. The first step in deciding which product-support services to offer is to
determine both the services that target consumer value and the relative importance of 
these services.

Determining customers’ service needs involves more than simply monitoring complaints
that come in over freephone lines or on comment cards. The company should periodically
survey its customers to assess the value of current services and to obtain ideas for new ones.
Once the company has assessed the value of various services to customers, it must next assess
the costs of providing these services. It can then develop a package of services that will both
delight customers and yield profits to the company.

Many companies are now using the Internet and other modern technologies to provide
support services that were not possible before. For example, using the Internet, 24-hour
telephone help lines, self-service kiosks and other digital technologies, companies are able 
to empower consumers to tailor their own service and support experiences.

Product-line decisions
We have looked at decisions about individual products. But product strategy also calls for
building a product line. A product line is a group of products that are closely related because
they function in a similar manner, are sold to the same customer groups, are marketed
through the same types of outlet, or fall within given price ranges. For example, Nokia
produces several lines of telecommunications products, Philips produces several lines 
of audio entertainment systems and Nike produces several lines of athletic shoes and
clothings. We will examine the major product line decisions next.

Part 5 Product

552

Product line stretching:

DaimlerChrysler introduced

several smaller, lower-priced

models, including Smart city-

coupé, starting at A8405.64;

Smart is the innovative brand 

for the sub-a segment in the

DaimlerChrysler group.
SOURCE: MCC Smart GmbH,

www.media.smart.com.
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Product line-length decisions

The major product line decision involves product line length – the number of items in the
product line. The line is too short if the manager can increase profits by adding items; the 
line is too long if the manager can increase profits by dropping items. Product line length is
influenced by company objectives and resources. Companies that want to be positioned as
full-line companies, or that are seeking high market share and market growth, usually carry
longer lines. Companies that are keen on high short-term profitability generally carry shorter
lines consisting of selected items. Another objective may be to allow upselling. For example,
BMW seeks to move customers from its 3-series models to 5- and 7-series models. Still
another objective might be to allow cross-selling: Hewlett-Packard sells printers as well as
cartridges.

Over time, product line managers tend to add new products. However, as the manager
adds items, several costs rise: design and engineering costs, inventory carrying costs,
manufacturing changeover costs, order-processing costs, transportation costs, and
promotional costs to introduce new items. Consequently, the company must plan product
line growth carefully. It can systematically increase the length of its product line in two ways:
by stretching its line and by filling its line. Product line stretching occurs when a company
lengthens its product line beyond its current range. Figure 13.3 shows that the company can
stretch its line downwards, upwards or both ways.
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Product line stretching—

Increasing the product line

by lengthening it beyond 

its current range.

Figure 13.3 Product-line

stretching decisions 
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Product line filling—

Increasing the product line

by adding more items within

the present range of the line.

Downward stretch
Many companies initially locate at the upper end of the market and later stretch their lines
downwards. A company may stretch downwards to plug a market hole that otherwise would
attract a new competitor or to respond to a competitor’s attack on the upper end. Or it may
add low-end products because it finds faster growth taking place in the low-end segments.

Mercedes stretched downwards for all these reasons. Facing a slow-growth luxury car
market and attacks by Japanese automakers on its high-end positioning, Mercedes successfully
introduced its C-Class cars at a35,000 without harming its ability to sell other Mercedes for
a100,000 or more. And in the joint venture with Switzerland’s Swatch watchmaker, Mercedes
launched the Smart microcompact car, priced from a 8,000 upwards.15 Similarly, Compaq 
and IBM had to add less expensive personal computer lines to fend off competition from 
low-priced ‘clones’ and to take advantage of faster market growth in the lower end of the
computer market.

Upward stretch
Companies at the lower end of the market may want to stretch their product lines upwards.
Sometimes, companies stretch upwards in order to add prestige to their current products.
They may be attracted by a faster growth rate or higher margins at the higher end, or they
may simply want to position themselves as full-line manufacturers. Thus, Toyota, the leading
Japanese auto company, introduced an up-market line – Lexus – and used an entirely new
name rather than its own name. Other companies have included their own names in moving
up-market. For example, Gallo introduced Ernest and Julio Gallo Varietals and priced these
wines at more than twice the price of its regular wines.16

An upward stretch decision can be risky. The higher-end competitors not only are well
entrenched, but also may strike back by entering the lower end of the market. Prospective
customers may not believe that the newcomer can produce quality products. Finally, the
company’s salespeople and distributors may lack the talent and training to serve the higher
end of the market.

Two-way stretch
Companies in the middle range of the market may decide to stretch their lines in both
directions. Sony did this to hold off copycat competitors of its Walkman line of personal 
tape players. Sony introduced its first Walkman in the middle of the market. As imitative
competitors moved in with lower-priced models, Sony stretched downwards. At the same
time, in order to add lustre to its lower-priced models and to attract more affluent consumers
keen to trade up to a better model, Sony stretched the Walkman line upwards. It sells more
than 100 models, ranging from a plain playback-only version for a30 to a high-tech, high-
quality a550 version that both plays and records. Using this two-way stretch strategy, Sony
came to dominate the global personal tape player market.

Product line-filling decisions
An alternative to product line stretching is product line filling – adding more items within
the present range of the line. There are several reasons for product line filling: reaching for
extra profits, satisfying dealers, using excess capacity, being the leading full-line company, and
plugging holes to keep out competitors. Thus, Sony filled its line by adding solar-powered 
and waterproof Walkmans and an ultralight model that attaches to a sweatband for exercisers,
the Minidisc Walkman, the CD Walkman and the Memory Stick Walkman, which enables
users to download tracks straight from the Internet. As another example, Cadbury’s Dairy
Milk line includes Fruit & Nut, Whole Nut, Mint Chips, Caramel, Bubbly, Crunchie Bits,
Crispies, Short Cake Biscuit and Turkish. However, line filling is overdone if it results in
cannibalisation and customer confusion. The company should, therefore, ensure that new
items are noticeably different from existing ones.
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Product-mix decisions
Some companies may offer not one but several lines of products which form a product mix
or product assortment. For example, a cosmetics firm may have four main product lines in 
its product mix: cosmetics, jewellery, fashions and household items. Each product line may
consist of sublines. For example, cosmetics beak down into lipstick, powder, nail varnish, 
eye-shadows and so on. Each line and subline may have many individual items. For example,
eye-shadows contain a string of items, ranging from different colours to alternative
application modes (e.g. pencil, roll-on, powder).

A company’s product mix has four important dimensions: width, length, depth and
consistency. For example, Unilever markets a fairly wide product mix consisting of many
product lines, including paper, food, household cleaning, cosmetics and personal care
products. Product mix length refers to the total number of items the company carries within
its product lines. Product line depth refers to the number of versions offered of each product
in the line. For Unilever offers different sizes and formulations (liquid, powder, tablet) of
laundry detergent. Finally, the consistency of the product mix refers to how closely related 
the various product lines are in end use, production requirements, distribution channels or
some other way. Unilever’s packaged goods lines are consistent insofar as they are consumer
products that go through the same distribution channels. The lines are less consistent insofar
as they perform different functions for buyers.

These product-mix dimensions provide the handles for defining the company’s product
strategy. The company can increase its business in four ways:

1. It can add new product lines, thus widening its product mix. In this way, its new lines
build on the company’s reputation in its other lines.

2. The company can lengthen its existing product lines to become a more full-line company.

3. It can add more product versions of each product and thus deepen its product mix.

4. The company can pursue more product line consistency, or less, depending on whether it
wants to have a strong reputation in a single field or in several fields.

Branding strategy: building strong brands
Brands are viewed as the major enduring asset of a company, outlasting the company’s specific
products and facilities. John Stewart, co-founder of Quaker Oats, once said ‘If this business
were split up, I would give you the land and bricks and mortar, and I would keep the brands
and trademarks, and I would fare better than you’. The CEO of McDonald’s agrees. Consider
a situation where every asset the company owns, every building and every piece of equipment
were destroyed in a terrible natural disaster. McDonald’s CEO argues that he would be able to
borrow all the money to replace these assets very quickly because of the value of the brand.
The brand is more valuable than the totality of all these assets!17

Thus, brands are powerful assets that must be carefully developed and managed. In this
section, we examine the key strategies for building and managing brands.

Brand equity
Brands are more than just names and symbols. Brands represent consumers’ perceptions and
feelings about products and its performance – everything that the product or service means
to consumers. As one branding expert suggests, ‘Ultimately, brands reside in the minds of
consumers’.18 Thus, the real value of a strong brand is its power to capture consumer
preference and loyalty.
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Pricing
Chapter objectives
After reading this chapter, you should be able to:

n Identify and define the internal and external factors affecting pricing decisions.

n Contrast general approaches to setting prices.

n Describe pricing strategies for imitative and new products and know when to use

them.

n Explain how pricing is influenced by the product mix and show how companies

determine a set of prices that maximises the profits of the total product mix.

n Discuss how companies adapt prices to meet different market circumstances 

and opportunities.

n Discuss the key issues relating to initiating and responding to price changes.

Mini Contents List
n Prelude case – The Oresund Bridge: over or under, down and out, again and again

n Introduction

n What is price?

n Factors to consider when setting prices

n Marketing Insights 16.1 – Economic Value Added

n General pricing approaches

n New-product pricing strategies

n Product-mix pricing strategies

n Price-adjustment strategies

n Marketing Insights 16.2 – Back to the future: pricing on the Web

n Price changes

n Summary

n Concluding concepts 16 – easyJet: easy come, easy go

CHAPTERsixteen
Buy sheep, sell deer.
ANON

SOURCE: Iceland Foods Plc.

Advertising Archives.
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Aston Business School, UK

This time it was supposed to be different. Governments have no

problem commissioning grand projects that go under or over the

sea, but they do have problems in keeping costs down and getting

people to use the facility. Within a year of being opened it looked

like the Oresund Bridge, which crosses the Oresund Straits

between Copenhagen in Denmark and Malmö in Sweden, 

was going the way of similar attempts to join up bits of land.

There is a pattern in the joining of conspicuous bits of land:

1. The idea is so obvious that people start thinking about joining

them long before the technology. Some designs for an

Oresund Bridge date from 1886 when Napoleon planned to

attack Britain using a tunnel under the English Channel.

2. Governments take over the prestige project that suffers cost

overruns.

3. Too few people use the construction to cover its cost.

4. Some form of regular subsidy is sought.

The poor management structure during 

the construction of the Channel Tunnel linking

England and France resulted in a two-year delay

and a cost that reached A11 billion compared

with the originally estimated A4.7 billion.

Forecasts of the level of traffic using the tunnel

were too optimistic, resulting in financial

problems for Eurotunnel, the Channel Tunnel’s

operator. London & Continental, the consortium

awarded the contract to build and operate the

high-speed railway between London and the

Channel Tunnel, was also in trouble, the number

of passengers between London, Paris and

Brussels being 50 per cent below forecasts. Eurotunnel is now

seeking wide-ranging changes to the way the tunnel is funded to

overcome ‘fundamental structural problems in the cross-channel

rail industry’. Basically, not enough people use the tunnel. Cross-

channel travel is up but advanced ferries and luxurious ferries are

biting increasingly into the market and people are increasingly

using low-cost easyJet and Ryanair. A particular change in the

market is the number of passengers who fly and then hire a car

rather than shipping their own.

Embarrassing as they are, the Channel Tunnel’s problems were

minor compared with Japan’s recent bridge building. Inaugurated

in 1998, the Akashi Kaikyo Bridge is the longest suspension bridge

in the world. It crosses the Akashi Straits and connects the city of

Kobe to Awaji Island, and cost ¥800 billion (A8.5 billion). However,

spectacular as it is to behold, locals and Japanese taxpayers

wonder what it is for. Authorities claimed that some 37,000 cars

would use the bridge each day, although only 100–200 a day ever

used the ferry between Kobe and Awaji Island. The bridge was to

bring all manner of economic opportunities to the residents of

Awaji and the equally impoverished island of Shikoku. Although 

a great aesthetic and engineering success, people still do not

want to go to Awaji. After an initial burst of enthusiasm, daily 

use remains little above the numbers who used the ferry.

Shortly after opening, it looked like the Oresund bridge-cum-

tunnel was going the same way as its predecessors. Not only was

its use far below forecast but also it looked like its use could go

even lower. Novo Nordisk, a Danish drug firm that moved its HQ

to Malmö to take advantage of the ‘bridge effect’, urged its Danish

staff to limit their trips to Malmö by working more from home.

Swedish furniture chain IKEA went even further and banned its

employees from using the bridge on company business. They 

are told to make the crossing using the ferry. The ferry is a lot

slower than the bridge but also a lot less expensive.

The Danish and Swedish governments initiated the Oresund

Bridge project in 1991. The aim was to build a fixed link across 

the Oresund Region, which comprises Zealand, Lolland-Falster

and Bornholm, on the Danish side, as well as Scania and Sweden. 

The construction of this bridge was to provide stronger and more

intense cooperation regarding economy, education, research and

culture between the two nations, as well as constituting the link to

the European mainland for Sweden. In July 2000, the A1.5 billion

bridge-cum-tunnel opened to traffic. The investment was to be

recouped from the thousands of cars crossing the bridge every

day. The link is changing local life. More Swedes are visiting the

cafés and galleries of Copenhagen although Malmö does not

seem so attractive to the Danes.

Economic reality is proving to be well short of expectations.

Peaking at 20,000 crossings a day soon after opening, traffic fell 

to 6,000. Seventy-five per cent more people cross the straits than

did before the construction but numbers are way below target. 

An advertising campaign aims to attract more people to use the

bridge but price seems to be the problem. With many fewer cars

Prelude case The Oresund Bridge: over or under, 
down and out, again and again

Some designs for
an Oresund Bridge
date from 1886
and Napoleon
planned to attack
Britain using a
tunnel under the
English Channel.
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than expected crossing the bridge, the Danish and Swedish

governments have to find a route to a better possible return 

on investment, by changing their pricing strategy.

There are currently two types of fares, depending on whether

drivers pay at the toll station or whether they sign an agreement

which offers discounts for frequent travellers. Motorists who

cross the bridge only a few times a year will pay ‘the cash price’,

whilst those who use the bridge regularly will be in position to

benefit considerably from a subscription agreement (Exhibit 16.1).

Following the tradition when bits of land are attempts to

overcome ‘fundamental structural problems’ faced by the bridge,

the Danish tax minister is proposing a tax deduction for people to

cummute across the bridge in order to encourage greater use.1

Questions
1. Why do you think the forecasts for national or international

prestige projects, including the Anglo-French Concorde,

Britain’s Millennium Dome and Humber Bridge, are so far 

off target? Is price the problem?

2. Since it looks like these prestige projects will never cover

their costs, never mind produce a financial return on

investment made, what criteria should be used in evaluating

pricing alternatives?

3. Suggest an alternative pricing schedule for the Oresund

Bridge, giving the reasons for your pricing decision.

Exhibit 16.1 Oresund Bridge typical pricing (A)

Vehicle type Length Basic price 4-trip card 10-trip card Business rate 
7,501–10,000 trips 
(per trip)

Motorcycle – 17 34 104 –
Private Up to 6 m 32 64 192 12.10
Private Up to 9 m 64 128 192 26.89
Lorries 9 m to 12 m 82.80 – – 38.31
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Introduction
Companies today face a fierce and fast-changing pricing environment. The recent economic
downturn has put many companies in a ‘pricing vice’. One analyst sums it up this way: ‘They
have virtually no pricing power. It’s impossible to raise prices, and often, the pressure to slash
them continues unabated. The pricing pinch is affecting business across the spectrum of manu-
facturing and services – everything from chemicals and autos to hoteliers and phone services.’2

It seems that almost every company is slashing prices, and that is hurting their profits.
Yet, cutting prices is often not the best answer. Reducing prices unnecessarily can lead to

lost profits and damaging price wars. It can signal to customers that price is more important
than the brand. Instead, companies should ‘sell value, not price’.3 They should persuade
customers that paying a higher price for the company’s brand is justified by the greater value
it delivers. Most customers will gladly pay a fair price in exchange for real value. The challenge
is to find the price that will let the company make a fair profit by harvesting the customer
value it creates. According to one pricing expert, pricing involves ‘harvesting your profit
potential’.4 If effective product development, promotion and distribution sow the seeds of
business success, effective pricing is the harvest. Firms successful at creating customer value
with the other marketing mix activities must still capture some of this value in the prices they
earn. Yet, despite its importance, many firms do not handle pricing well.

In this chapter, we will focus on the problem of setting prices and the development of
pricing strategies and programmes. First, we define price and evaluate the internal and
external factors that marketers must consider when setting prices. Next, we examine general
pricing approaches. Finally, we address pricing strategies available to marketers – new-product
pricing strategies, product mix pricing strategies, price adjustment strategies based on buyer
and situational factors, and price reaction strategies.

What is price?
All products and services have a price, just as they have a value. Many non-profit and all profit-
making organisations must also set prices, be they for crossing some water (as in the prelude
case) or the price of Madonna’s Brixton Academy comeback celebration-cum-concert tickets
for those who cannot get them officially. Pricing is controversial and goes by many names:

Price is all around us. You pay rent for your apartment, tuition for your
education and a fee to your physician or dentist. The airline, railway, taxi and
bus companies charge you a fare; the local utilities call their price a rate; and
the local bank charges you interest for the money you borrow . . . The guest
lecturer charges an honorarium to tell you about a government official who
took a bribe to help a shady character steal dues collected by a trade
association. Clubs or societies to which you belong may make a special
assessment to pay unusual expenses. Your regular lawyer may ask for a
retainer to cover her services. The ‘price’ of an executive is a salary, the 
price of a salesperson may be a commission and the price of a worker is a
wage. Finally, although economists would disagree, many of us feel that
income taxes are the price we pay for the privilege of making money.5
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In the narrowest sense, price is the amount of money charged for a product or service.
More broadly, price is the sum of all the values that consumers exchange for the benefits of
having or using the product or service. In the past, price has been the major factor affecting
buyer choice. This is still the case in poorer countries, among less affluent groups and with
commodity products. However, non-price factors have become more important in buyer-
choice behaviour in recent decades.

Historically, prices were set by negotiation between buyers and sellers. Through bargaining,
they would arrive at an acceptable price. Individual buyers paid different prices for the same
products, depending on their needs and bargaining skills. By contrast, fixed-price policies –
setting one price for all buyers – is a relatively modern idea that evolved with the development
of large-scale retailing at the end of the nineteenth century. F.W. Woolworth and other
retailers advertised a ‘strictly one-price policy’ because they carried so many items and had 
so many employees.

Now, some 100 years later, the Internet promises to reverse the fixed pricing trend 
and take us back to an era of dynamic pricing – charging different prices depending on
individual customers and situations. The Internet, corporate networks and wireless
communications are connecting sellers and buyers as never before. Websites such as
Compare.Net and PriceScan.com allow buyers to compare products and prices quickly 
and easily. Online auction sites such as eBay.com and Amazon.com Auctions make it 
easy for buyers and sellers to negotiate prices on thousands of items – from refurbished
computers to antique tin trains. Sites like Priceline even let customers set their own prices. 
At the same time, new technologies allow sellers to collect detailed data about customers’
buying habits, preferences and even spending limits, so they can tailor their products 
and prices.6

Price is the only element in the marketing mix that produces revenue; all other elements
represent costs. Price is also one of the most flexible elements of the marketing mix. Unlike
product features and channel commitments, price can be changed quickly. At the same time,
pricing and price competition is the number one problem facing many marketers. Yet, many
companies do not handle pricing well. One frequent problem is that companies are too quick
to cut prices in order to gain a sale rather than convincing buyers that their products or
services are worth a higher price. Other common mistakes are: pricing that is too cost-
oriented rather than customer-value oriented; prices that are not revised often enough 
to reflect market changes; pricing that does not take the rest of the marketing mix into
account; and prices that are not varied enough for different products, market segments 
and buying occasions.

Factors to consider when setting prices
A company’s pricing decisions are affected both by internal company factors and by external
environmental factors (see Figure 16.1).7
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Figure 16.1 Factors affecting
price decisions
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Internal factors affecting pricing decisions
Internal factors affecting pricing include the company’s marketing objectives, marketing-mix
strategy, costs and organisation.

Marketing objectives

Before setting price, the company must decide on its strategy for the product. If the com-
pany has selected its target market and positioning carefully, then its marketing-mix strategy,
including price, will be fairly straightforward. For example, when Toyota decided to produce
its Lexus cars to compete with European luxury cars in the higher-income segment, this
required charging a high price. Sleep Inn and Travelodge position themselves as motels 
that provide economical rooms for budget-minded travellers, a position that requires
charging a low price. Thus pricing strategy is largely determined by past decisions on 
market positioning.

At the same time, the company may seek additional objectives. A firm that has clearly
defined its objectives will find it easier to set price. Examples of common objectives are
survival, current profit maximisation, market-share maximisation and product-quality
leadership.

Companies set survival as their fundamental objective if they are troubled by too much
capacity, heavy competition or changing consumer wants. To keep a factory going, a company
may set a low price through periods of low demand, hoping to increase prices when demand

Part 6 Price
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Marketing objectives: the price that BMW has set for its new 6 Series Coupé is consistent with its exclusive image and positioning – a car

you’ve waited long enough for will not come ‘cheap’.
SOURCE: BMW Great Britain. Agency: WCRS
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recovers. In the public sector, such as with Britain’s Millennium Dome, survival became the
issue when government tired of demands for subsidy. In this case, profits are less important
than survival. As long as their prices cover variable costs and some fixed costs, they can stay 
in business.8 However, survival is only a short-term objective. In the long run, the firm must
learn how to add value or face extinction.

Many companies use current profit maximisation as their pricing goal. They estimate 
what demand and costs will be at different prices and choose the price that will produce the
maximum current profit, cash flow or return on investment. In all cases, the company wants
current financial results rather than long-run performance. Other companies want to obtain
market-share leadership. They believe that the company with the largest market share will
enjoy the lowest costs and highest long-run profit. To become the market-share leader, these
firms set prices as low as possible.

A variation of this objective is to pursue a specific market-share gain. Say the company
wants to increase its market share from 10 per cent to 15 per cent in one year. It will search
for the price and marketing programme that will achieve this goal.

Digital television transmission is set to make the current analogue television
as outdated as 16 mm cine film or vinyl albums. It produces cinema-quality
pictures while cramming hundreds of channels through the wavebands
needed for a dozen analogue transmissions. Seeing its mould-breaking
potential, satellite television company BSkyB was determined to fight for
market leadership of digital television transmission. BSkyB’s consortium of
BT, HSBC and Matsushita subsidised its TV set-top converters by A1 billion,
almost giving them away although they cost over A500 each to produce.

In pricing its set-top boxes below cost, BSkyB aims to increase its market share and long-
term profitability by considering the long-term cash flows that result from the customer’s
subscription. In this case the income will come from access charges to BSkyB’s channels.

A company might decide that it wants to achieve product-quality leadership. This normally
calls for charging a high price to cover such quality and the high cost of R&D:

For example, Jaguar’s limited edition XJ220 sold for £400,000 (A600,000) each,
but had wealthy customers queuing to buy one. Pitney Bowes pursues a
product-quality leadership strategy for its fax equipment. While Sharp, Canon
and other competitors fight over the low-price fax machine market with
machines selling at around A600, Pitney Bowes targets large corporations
with machines selling at about A6,000. As a result, it captured some 45 per
cent of the large-corporation fax niche. Less exotically, at the height of the
1990s baked bean price wars, Heinz’s strategy was to set the price at 2p 
above the price of supermarket own-label baked beans. As retailers slashed
prices, so did Heinz. At one point, retailers’ cheapest can of beans cost as little
as 3 pence. Heinz realised that this was crazy. So, it decided to price up rather
than down. The company invested in the quality of the product; it added ring-
pull ends on the cans for easy opening and reinvested in TV advertising.
Heinz’s market share went up.9
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Target costing—A technique

to support pricing decisions,

which starts with deciding a

target cost for a new product

and works back to designing

the product.

A company might also use price to attain other more specific objectives. It can set prices
low to prevent competition from entering the market or set prices at competitors’ levels to
stabilise the market:

Leading UK grocery retailers Sainsbury and Tesco used ‘Essentials’ and
‘Everyday super value range’ campaigns to counter the attack of discounters
Aldi and Netto on the UK market. Originally projected to take 20 per cent of
the grocery market by 2000, forecasters later predicted the discounters 
would take only 12 per cent.10

Prices can be set to keep the loyalty and support of resellers or to avoid government
intervention. Prices can be reduced temporarily to create excitement for a product or to 
draw more customers into a retail store. One product may be priced to help the sales of 
other products in the company’s line. Thus pricing may play an important role in helping 
to accomplish the company’s objectives at many levels.

Non-profit and public organisations may adopt a number of other pricing objectives. 
A university aims for partial cost recovery, knowing that it must rely on private funds or
endowments and public grants to cover the remaining costs. A non-profit hospital may aim
for full cost recovery in its pricing. A non-profit theatre company may price its productions 
to fill the maximum number of theatre seats. A social service agency may set a social price
geared to the varying income situations of different clients.

Marketing-mix strategy
Price is only one of the marketing-mix tools that a company uses to achieve its marketing
objectives. Price decisions must be coordinated with product design, distribution and
promotion decisions to form a consistent and effective marketing programme. Decisions
made for other marketing-mix variables may affect pricing decisions. For example, producers
using many resellers that are expected to support and promote their products may have to
build larger reseller margins into their prices. The decision to position the product on high-
performance quality will mean that the seller must charge a higher price to cover higher costs.

Companies often make their pricing decisions first and then base other marketing-mix
decisions on the prices that they want to charge. Here, price is a crucial product-positioning
factor that defines the product’s market, competition and design. The intended price determines
what product features can be offered and what production costs can be incurred.

Many firms support such price-positioning strategies with a technique called target
costing, a potent strategic weapon. Target costing reverses the usual process of first designing
a new product, determining its cost and then asking ‘Can we sell it for that?’. Instead, it starts
with a target cost and works back:

When starting up, Swatch surveyed the market and identified an unserved
segment of watch buyers who wanted ‘a low-cost fashion accessory that also
keeps time’. Armed with this information about market needs, Swatch set 
out to give consumers the watch they wanted at a price they were willing to
pay, and it managed the new product’s costs accordingly. Like most watch
buyers, targeted consumers were concerned about precision, reliability and
durability. However, they were also concerned about fashion and affordability.
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To keep costs down, Swatch designed fashionable simpler watches that con-
tained fewer parts and that were constructed from high-tech but less expensive
materials. It then developed a revolutionary automated process for mass-
producing the new watches and exercised strict cost controls throughout the
manufacturing process. By managing costs carefully, Swatch was able to
create a watch that offered just the right blend of fashion and function at a
price consumers were willing to pay. As a result of its initial major success,
consumers have placed increasing value on Swatch products, allowing the
company to introduce successively higher-priced designs.11

Other companies de-emphasise price and use other marketing-mix tools to create non-price
positions. Often, the best strategy is not to charge the lowest price, but rather to differentiate
the marketing offer to make it worth a higher price.

London’s City Airport and the airlines that fly from there do not compete on
price. Instead they offer the retailing, speed of processing and convenience
wanted by frequent-flying executives. In this case less means more. City’s
compact terminal has no burger bars, no video arcades and no air bridges.

Target costing: by managing

costs carefully, Swatch was able

to create a watch that offered

just the right blend of fashion 

and function at a price

consumers were willing to pay.
SOURCE: Courtesy of Swatch Ltd.
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Surveys show that City Airport’s regular users prefer using the aircraft’s 
own stairs and braving the English weather rather than wait, hunched 
under luggage racks while air bridges are connected.12

Thus the marketer must consider the total marketing mix when setting prices. If the
product is positioned on non-price factors, then decisions about quality, promotion and
distribution will strongly affect price. If price is a crucial positioning factor, then price will
strongly affect decisions made about the other marketing-mix elements. Even so, marketers
should remember that buyers rarely buy on price alone. Instead, they seek product and service
offerings that give them the best value in terms of benefits received for the price paid.

Costs

Costs set the floor for the price that the company can charge for its product. The company
wants to charge a price that both covers all its costs for producing, distributing and selling 
the product, and delivers a fair rate of return for its effort and risk. A company’s costs may be
an important element in its pricing strategy. Many companies work to become the ‘low-cost
producers’ in their industries. Companies with lower costs can set lower prices that result in
greater sales and profits.

Types of cost
A company’s costs take two forms, fixed and variable. Fixed costs (also known as overheads)
are costs that do not vary with production or sales level. For example, a company must pay

”

Gucci’s very strong image and

reputation as a prestigious brand

mean that customers are willing

to pay for the fashion house’s

expensive fragrances.
SOURCE: Advertising Archives.
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each month’s bills for rent, heat, interest and executive salaries, whatever the company’s
output. In many industries, such as airlines, fixed costs dominate. If an airline has to fly a
sector with few passengers on board it can only save on the 15 per cent of its costs accounted
for by cabin crew and passenger service. All other costs, including flight crew (7 per cent), 
fuel (15 per cent) and maintenance (10 per cent), are fixed.13

Variable costs vary directly with the level of production. Each personal computer produced
involves a cost of computer chips, wires, plastic, packaging and other inputs. These costs tend
to be the same for each unit produced, their total varying with the number of units produced.

Total costs are the sum of the fixed and variable costs for any given level of production.
Management wants to charge a price that will at least cover the total production costs at a
given level of production. The company must watch its costs carefully. If it costs the company
more than competitors to produce and sell its product, the company will have to charge a
higher price or make less profit, putting it at a competitive disadvantage.

Costs at different levels of production
To price wisely, management needs to know how its costs vary with different levels of
production. For example, consider Roberts, a maker of high-quality radios owned by the Irish
domestic appliance company, Glen Dimplex. Glen Dimplex seeks to add new and innovative
products to the Roberts range. It builds a plant to produce 1,000 Roberts luxury travel clocks
per day. Figure 16.2A shows the typical short-run average cost curve (SRAC). It shows that
the cost per clock is high if Roberts’ factory produces only a few per day. But as production
moves up to 1,000 clocks per day, average cost falls. This is because fixed costs are spread over
more units, with each one bearing a smaller fixed cost. Roberts can try to produce more than
1,000 clocks per day, but average costs will increase because the plant becomes inefficient.
Workers have to wait for machines, the machines break down more often and workers get in
each other’s way.

If Roberts believed it could sell 2,000 clocks a day, it should consider building a larger
plant. The plant would use more efficient machinery and work arrangements. Also, the unit
cost of producing 2,000 units per day would be lower than the unit cost of producing 1,000
units per day, as shown in the long-run average cost (LRAC) curve (Figure 16.2B). In fact, 
a 3,000-capacity plant would be even more efficient, according to Figure 16.2B. But a 4,000
daily production plant would be less efficient because of increasing diseconomies of scale –
too many workers to manage, paperwork slows things down and so on. Figure 16.2B shows
that a 3,000 daily production plant is the best size to build if demand is strong enough to
support this level of production.

Costs as a function of production experience
Suppose Roberts runs a plant that produces 3,000 clocks per day. As Roberts gains experience
in producing hand-held clocks, it learns how to do it better. Workers learn short-cuts and
become more familiar with their equipment. With practice, the work becomes better
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different levels of production
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organised and Roberts finds better equipment and production processes. With higher 
volume, Roberts becomes more efficient and gains economies of scale. As a result, average
cost tends to fall with accumulated production experience. This is shown in Figure 16.3.14

Thus the average cost of producing the first 100,000 clocks is a10 per clock. When the
company has produced the first 200,000 clocks, the average cost has fallen to a9. After its
accumulated production experience doubles again to 400,000, the average cost is a7. This
drop in the average cost with accumulated production experience is called the experience
curve (or learning curve).

If a downward-sloping experience curve exists, this is highly significant for the company.
Not only will the company’s unit production cost fall; it will fall faster if the company makes
and sells more during a given time period. But the market has to stand ready to buy the
higher output. And to take advantage of the experience curve, Roberts must get a large market
share early in the product’s life-cycle. This suggests the following pricing strategy. Roberts
should price its clocks low; its sales will then increase and its costs will decrease through
gaining more experience, and then it can lower its prices further.

Some companies have built successful strategies around the experience curve. For example,
during the 1980s, Bausch & Lomb consolidated its position in the soft contact lens market 
by using computerised lens design and steadily expanding its one Soflens plant. As a result, 
its market share climbed steadily to 65 per cent. Yet a single-minded focus on reducing 
costs and exploiting the experience curve will not always work. Experience curves became
somewhat of a fad during the 1970s and, like many fads, the strategy was sometimes 
misused. Experience-curve pricing carries some serious risks. The aggressive pricing might
give the product a cheap image. The strategy also assumes that competitors are weak and 
not willing to fight it out by meeting the company’s price cuts. Finally, while the company 
is building volume under one technology, a competitor may find a lower-cost technology 
that lets it start at lower prices than the market leader, who still operates on the old experi-
ence curve.

Organisational considerations

Management must decide who within the organisation should set prices. Companies handle
pricing in a variety of ways. In small companies, prices are often set by top management
rather than by the marketing or sales departments. In large companies, pricing is typically
handled by divisional or product line managers. In industrial markets, salespeople may be
allowed to negotiate with customers within certain price ranges. Even so, top management
sets the pricing objectives and policies, and it often approves the prices proposed by lower-
level management or salespeople. In industries in which pricing is a key factor (such as in
aerospace, steel and oil), companies will often have a pricing department to set the best prices
or help others in setting them. This department reports to the marketing department or top
management. Others who have an influence on pricing include sales managers, production
managers, finance managers and accountants.
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Figure 16.3 Cost per unit as 
a function of accumulated
production: the experience
curve
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External factors affecting pricing decisions
Pricing decisions are affected by external factors such as the nature of the market and
demand, competition and other environmental elements.

The market and demand

Whereas costs set the lower limit of prices, the market and demand set the upper limit. Both
consumer and industrial buyers balance the price of a product or service against the benefits
of owning it. Thus, before setting prices, the marketer must understand the relationship
between price and demand for its product. In this section, we explain how the price–demand
relationship varies for different types of market and how buyer perceptions of price affect the
pricing decision. We then discuss methods for measuring the price–demand relationship.

Pricing in different types of market
The seller’s pricing freedom varies with different types of market. Economists recognise four
types of market, each presenting a different pricing challenge.

Under pure competition, the market consists of many buyers and sellers trading in a
uniform commodity such as wheat, copper or financial securities. No single buyer or seller 
has much effect on the going market price. A seller cannot charge more than the going price
because buyers can obtain as much as they need at the going price. Nor would sellers charge
less than the market price because they can sell all they want at this price. If price and profits
rise, new sellers can easily enter the market. In a purely competitive market, marketing
research, product development, pricing, advertising and sales promotion play little or 
no role. Thus sellers in these markets do not spend much time on marketing strategy.

Under monopolistic competition, the market consists of many buyers and sellers that 
trade over a range of prices rather than a single market price. A range of prices occurs because
sellers can differentiate their offers to buyers. Either the physical product can be varied in
quality, features or style or the accompanying services can be varied. Each company can create
a quasi-monopoly for its products because buyers see differences in sellers’ products and will
pay different prices for them. Sellers try to develop differentiated offers for different customer
segments and, in addition to price, freely use branding, availability, advertising and personal
selling to set their offers apart. For example, Ty’s Beanie Babies have cultivated a distinctive
appeal that has both stimulated demand and seen the price of some Beanies rocket.15

Under oligopolistic competition, the market consists of a few sellers that are highly
sensitive to each other’s pricing and marketing strategies. The product can be uniform (steel,
aluminium) or non-uniform (cars, computers). There are few sellers because it is difficult for
new sellers to enter the market. Each seller is alert to competitors’ strategies and moves. If 
a steel company slashes its price by 10 per cent, buyers will quickly switch to this supplier. 
The other steel makers must respond by lowering their prices or increasing their services. An
oligopolist is never sure that it will gain anything permanent through a price cut. In contrast,
if an oligopolist raises its price, its competitors might not follow this lead. The oligopolist
would then have to retract its price increase or risk losing customers to competitors.

In a pure monopoly, the market consists of one seller. The seller may be a government
monopoly (a postal service), a private regulated monopoly (a power company) or a private
non-regulated monopoly (Microsoft Windows). Pricing is handled differently in each case. 
A government monopoly can pursue a variety of pricing objectives: set price below cost
because the product is important to buyers who cannot afford to pay full cost; set price either
to cover costs or to produce good revenue; or set price quite high to slow down consumption
or to protect an inefficient supplier. In a regulated monopoly, the government permits the
company to set rates that will yield a ‘fair return’, one that will let the company maintain 
and expand its operations as needed. Non-regulated monopolies are free to price at what the
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market will bear. However, they do not always charge the full price for a number of reasons: a
desire not to attract competition, a desire to penetrate the market faster with a low price, or a
fear of government regulation.

Consumer perceptions of price and value
In the end, the consumer will decide whether a product’s price is right. When setting prices,
the company must consider consumer perceptions of price and how these perceptions affect
consumers’ buying decisions. Pricing decisions, like other marketing-mix decisions, must be
buyer-oriented.

When consumers buy a product, they exchange something of value (the price) to get
something of value (the benefits of having or using the product). Effective, buyer-oriented
pricing involves understanding how much value consumers place on the benefits they receive
from the product and setting a price that fits this value. These benefits can be actual or
perceived. For example, calculating the cost of ingredients in a meal at a fancy restaurant 
is relatively easy. But assigning a value to other satisfactions such as taste, environment,
relaxation, conversation and status is very hard. And these values will vary both for different
consumers and in different situations.

Functional confectionery, such as Clorets or Fisherman’s Friend, offers
tangible problem solutions that customers value. These products may cost
little more to make than conventional sugar-based confectionery, such as 
Polo Mints or Rowntree’s Fruit Pastilles, but customers value their physical
performance. Makers of these products do not rely on consumers’ perception
of their brand’s value, but convey the products on the pack and by promotions.
For instance, the flavour, strength and packaging of Hall’s Mentho-Lyptus 
is fine-tuned for local markets but remains true to its core benefit: throat
soothing.

Thus the company will often find it hard to measure the values that customers will attach
to its product. But consumers do use these values to evaluate a product’s price. If customers
perceive that the price is greater than the product’s value, they will not buy the product. If
consumers perceive that the price is below the product’s value, they will buy it, but the seller
loses profit opportunities.

Marketers must therefore try to understand the consumer’s reasons for buying the 
product and set the price according to consumer perceptions of the product’s value. Because
consumers vary in the values they assign to different product features, marketers often vary
their pricing strategies for different segments. They offer different sets of product features at
different prices. For example, Philips offers a250 small 41 cm portable TV models for
consumers who want basic sets and a1,200 68 cm 100-Hz Nicam stereo models loaded with
features for consumers who want the extras.

Analysing the price–demand relationship
Each price the company might charge leads to a different level of demand. The relation
between the price charged and the resulting demand level is shown in the demand curve 
in Figure 16.4A. The demand curve shows the number of units that the market will buy in 
a given time period at different prices that might be charged. In the normal case, demand 
and price are inversely related: that is, the higher the price, the lower the demand. Thus the
company would sell less if it raised its price from P1 to P2. In short, consumers with limited
budgets will probably buy less of something if its price is too high.
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In the case of prestige goods, the demand curve sometimes slopes upward. Consumers
think that higher prices mean more quality.

When Gibson Guitars lowered its prices to compete more effectively with
Japanese rivals like Yamaha and Ibanez the result was not what they
expected. Gibson found that its instruments didn’t sell as well at lower 
prices. ‘We had an inverse [price–demand relationship]’, noted Gibson’s chief
executive officer. ‘The more we charged, the more product we sold.’ Gibson’s
slogan promises: ‘The world’s finest musical instruments’. It turns out that
low prices simply aren’t consistent with ‘Gibson’s century-old tradition 
of creating investment-quality instruments that represent the highest
standards of imaginative design and masterful craftsmanship’.16

However, even for prestige products, if the price is too high, demand will reduce.
Most companies try to measure their demand curves by estimating demand at different

prices. The type of market makes a difference. In a monopoly, the demand curve shows 
the total market demand resulting from different prices. If the company faces competition, 
its demand at different prices will depend on whether competitors’ prices stay constant or
change with the company’s own prices. Here, we will assume that competitors’ prices remain
constant. Later in this chapter, we will discuss what happens when competitors’ prices change.

In measuring the price–demand relationship, the market researcher must not allow other
factors affecting demand to vary. For example, if Philips increased its advertising at the same
time that it lowered its television prices, we would not know how much of the increased
demand was due to the lower prices and how much was due to the increased advertising. 
The same problem arises if a holiday weekend occurs when the lower price is set – more 
gift-giving over some holidays causes people to buy more portable televisions. Economists
show the impact of non-price factors on demand through shifts in the demand curve rather
than movements along it.

Price elasticity of demand
Marketers also need to know price elasticity – how responsive demand will be to a change 
in price. Consider the two demand curves in Figure 16.4. In Figure 16.4A, a price increase
from P1 to P2 leads to a relatively small drop in demand from Q1 to Q 2. In Figure 16.4B,
however, a similar price increase leads to a large drop in demand from Q ′1 to Q ′2. If demand
hardly changes with a small change in price, we say the demand is inelastic. If demand 
changes greatly, we say the demand is elastic. The price elasticity of demand is given by the
following formula:
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Price elasticity of demand =

Suppose demand falls by 10 per cent when a seller raises its price by 2 per cent. Price
elasticity of demand is therefore −5 (the minus sign confirms the inverse relation between
price and demand) and demand is elastic. If demand falls by 2 per cent with a 2 per cent
increase in price, then elasticity is −1. In this case, the seller’s total revenue stays the same: 
that is, the seller sells fewer items, but at a higher price that preserves the same total revenue.
If demand falls by 1 per cent when the price is increased by 2 per cent, then elasticity is −1/2

and demand is inelastic. The less elastic the demand, the more it pays for the seller to raise 
the price.

What determines the price elasticity of demand? Buyers are less price sensitive when the
product they are buying is unique or when it is high in quality, prestige or exclusiveness. 
They are also less price sensitive when substitute products are hard to find or when they
cannot easily compare the quality of substitutes. Finally, buyers are less price sensitive when
the total expenditure for a product is low relative to their income or when another party
shares the cost.17

If demand is elastic rather than inelastic, sellers will consider lowering their price. 
A lower price will produce more total revenue. This practice makes sense as long as the 
extra costs of producing and selling more do not exceed the extra revenue. At the same 
time, most firms want to avoid pricing that turns their products into commodities. In 
recent years, forces such as deregulation and the instant price comparisons afforded by 
the Internet and other technologies have increased consumer price sensitivity, turning 
products ranging from telephones and computers to new automobiles into commodities 
in consumers’ eyes. Marketers need to work harder than ever to differentiate their offerings
when a dozen competitors are selling virtually the same product at a comparable or lower
price. More than ever, companies need to understand the price sensitivity of their customers
and prospects and the trade-offs people are willing to make between price and product
characteristics.

% change in quantity demanded

% change in price
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Price influence on profits
Increasing sales volume in items sold is the driving force behind much marketing activity.
There are good reasons for this: increased sales show success and a growing company,
increased market share shows competitive success and, if sales do not match production,
capacity will be underused or customers disappointed.

Unfortunately, when price is used to increase sales volume, sales value – the proceeds 
from sales – may reduce. Sales value and sales volume do not always move hand in hand. 
A company that increases sales by 5 per cent by cutting prices by 10 per cent increases 
sales volume but reduces sales value, as the example in Table 16.1 shows.

Gross profit is the difference between net proceeds from sales and the cost of goods sold.
The costs are the variable costs incurred each time a product is made. They typically include
raw materials, labour, energy and so on. The interplay between gross profit and price is
dramatic. The once popular idea of ‘everyday low prices’ increased sales volumes and value,
but not always by enough to cover lost margins. The example in Table 16.1 shows that the 
10 per cent price cut has much more impact on gross profits than do sales.

Net profit is the surplus remaining after all costs have been taken. The gross profit shows
the contribution made to the company by each unit sold, but neglects many other trading
expenses incurred by a company. These included fixed costs like rates and staff, and strategic
expenditure like research and development. Interest paid on debts is sometimes not included
because this depends upon the capital structure of the company. The fixed cost means that net
profit is more volatile than gross profit (see Table 16.1). This sensitivity encourages companies
to convert some of their fixed costs into variable ones: for example, hiring trucks rather than
buying them.

Return on sales (or margin) measures the ratio of profit to sales:

Return on sales =

This is useful in comparing businesses over time. During a four-year period a company may
find both sales and net profit increasing, but are profits keeping pace with sales? In Table 16.1
the 10 per cent price promotion gives an increase in sales volume, but a big reduction in return
on sales. The interplay between price, sales, profits and investment makes these and other ratios
central to marketing decision making and control. Marketing Insights 16.1 introduces Economic
Value Added (EVA), a measure that has become increasingly important in recent years.

Net profit

Sales
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Action Regular price 10% discount Percentage change

Sales
Price (A) 1.00 0.90
Sales volume 100 105
Sales value (A) 100.00 94.50 (5.5)

Cost of goods sold
Unit cost (A) 0.50 0.50
Sales (units) 100 105
Cost (A) 50.00 52.50 5.0
Gross profit 50.00 42.00 (16.0)
Other trading expenses 40.00 40.00 0.0
Net profit 10.00 2.00 (80.0)
Return on sales (%) 10.0 2.1

Table 16.1 How discounts

influence sales and profits

POM4_C16.qxd  6/20/06  1:26 PM  Page 677



Part 6 Price

678

Economic Value Added

Return on capital employed (ROCE)

Some companies, such as grocery chains, have low returns on sales but are profitable.

They achieve this because the critical measure is return on capital employed. This is

the product of return on sales (ROS) and the speed at which assets are turned over

(the activity ratio):

ROCE = ROS × ACTIVITY = ×

By turning over its assets four times each year, a supermarket can achieve a 20 per

cent return on capital employed although its return on sales is only 5 per cent, while

an exclusive clothes shop has very high margins but turns its assets over slowly.

Supermarket ROCE = × = 20 per cent

Clothes shop ROCE = × = 13.3 per cent

These are powerful ratios that can define how a company can do business. Aldi, the

German discount grocery chain, succeeds with margins half those of many grocers. Its

margins are very low (2–3 per cent), but it keeps its return on capital employed high by

high stock turnover and keeping its other assets low.

There are two benefits from increasing asset turnover: improved return on capital

employed, and reduced fixed costs. The firm that hires trucks rather than buying 

them reduces its fixed costs and, therefore, its sensitivity to volume changes. Also, 

by reducing its assets it increases its activity ratio and return on capital employed.

Increased asset turnover is one of the direct benefits of just-in-time (JIT) and lean

manufacturing. JIT cuts down the assets tied up in stock, and improves quality while

lean manufacturing reduces investment in plant.

Capital cost covered (C3)

Assets cost money and return on capital costs takes that into account. It is a powerful

tool because it combines three critical business ratios:

C3 = ROS × ACTIVITY × CAPITAL EFFICIENCY

= × ×

The cost of capital is the average cost of debt and shareholder equity. For a super-

market the figure is 10 per cent per year. With assets of A25 million, the cost of capital

is A25m × 0.10 = A2.5m, giving:

Assets

Cost of capital

Sales

Assets

NP

Sales

100

300

40

100

100

25

5

100

Sales

Assets

NP

Sales

16.1
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C3 = × × = = 2.0

In other words, the net profit is double the capital cost – the company is healthy. This

ratio is more discriminating than the familiar distinction between profit and loss. If the

capital cost covered is below zero, a firm is making a loss. A capital cost covered

above zero indicates a profit. However, capital cost covered between zero and 1 shows

that a firm is in profit but not adding value – its profit does not cover its cost of capital.

Economic Value Added (EVA)

EVA makes a direct comparison between the cost of capital and net profits. It is a

simple idea that has hugely increased the value of companies using it. Many leading

companies see EVA as a way of examining the value of their investments and strategy.

The supermarket’s EVA is:

EVA = Net profit − Cost of capital = 5 − 2.5 = A2.5m

Profit, economic value added and capital cost covered are related concepts: profit shows

how a company’s trading is going, economic value added shows a company’s wealth

creation in monetary terms, while capital cost covered gives the rate of wealth creation.

NP

CC

25

2.5

100

25

5

100 ...16.1

The supermarket is a clear category I company. This contrasts with the clothes store

whose capital, at 16.25 per cent, is more expensive because the clothes market is cyclical

and fashion-dependent. Assets of A300 million give a capital cost of A48.75 million.

Category C3 EVA NP Economic state

I >1 >0 >0 A profitable company which is adding economic value
II 0–1 <0 >0 A company whose profits do not cover the cost of capital
III <0 <0 <0 A loss-making company

Many of the dot bombs (dotcom companies that went bust) never strayed beyond

being category III companies, never making any net profits (NP < 0) after having a 

high advertising spend with low margins and sales volume.

C3 EVA (Cm) NP (Cm) Category

Supermarket 2.0 2.5 5 I
Clothes store 0.8 (9.5) 40 II

SOURCES: Ross Tieman, ‘Innovation and business agility is vital to success’, Special Report FT Management:

Customer Relations. Financial Times (19 May 2003), p. II; Neil Buckley, ‘Potential cost of selling it cheap every day’,

Financial Times (24 March 1994), p. 17; ‘Valuing companies: a star to sail by?’, The Economist (2 August 1997), 

pp. 61–3.
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Competitors’ costs, prices and offers

Another external factor affecting the company’s pricing decisions is competitors’ costs and
prices, and possible competitor reactions to the company’s own pricing moves. A consumer
who is considering the purchase of a Canon camera will evaluate Canon’s price and value
against the prices and values of comparable products made by Nikon, Minolta, Pentax and
others. In addition, the company’s pricing strategy may affect the nature of the competition it
faces. If Canon follows a high-price, high-margin strategy, it may attract competition. A low-
price, low-margin strategy, however, may stop competitors or drive them out of the market.

Canon needs to benchmark its costs against its competitors’ costs to learn whether it is
operating at a cost advantage or disadvantage. It also needs to learn the price and quality of
each competitor’s offer. Once Canon is aware of competitors’ prices and offers, it can use
them as a starting point for its own pricing. If Canon’s cameras are similar to Nikon’s, it will
have to price close to Nikon or lose sales. If Canon’s cameras are not as good as Nikon’s, the
firm will not be able to charge as much. If Canon’s products are better than Nikon’s, it can
charge more. Basically, Canon will use price to position its offer relative to the competition.

Other external factors

When setting prices, the company must also consider other factors in its external
environment. Economic conditions can have a strong impact on the firm’s pricing strategies.18

Economic factors such as boom or recession, inflation and interest rates affect pricing
decisions because they affect both the costs of producing a product and consumer perception
of the product’s price and value. The company must also consider what impact its prices 
will have on other parties in its environment. How will resellers react to various prices? The
company should set prices that give resellers a fair profit, encourage their support and help
them to sell the product effectively. The government is another important external influence
on pricing decisions. Finally, social concerns may have to be taken into account. In setting
prices, a company’s short-term sales, market share and profit goals may have to be tempered
by broader societal considerations.

General pricing approaches
The price that the company charges will be somewhere between one that is too low to produce
a profit and one that is too high to produce any demand. Figure 16.5 summarises the primary
considerations in setting price. Product costs set a floor to the price; consumer perceptions of
the product’s value set the ceiling. The company must consider competitors’ prices and other
external and internal factors to find the best price between these two extremes.

Companies set prices by selecting a general pricing approach that includes one or more 
of these three sets of factors – costs, consumer perception and competitors’ prices. We will
examine the following approaches: the cost-based approach (cost-plus pricing, break-even
analysis and target profit pricing); the buyer-based approach (perceived-value pricing); and 
the competition-based approach (going-rate and sealed-bid pricing).
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Figure 16.5 Primary
considerations in price settings
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Cost-based pricing

Cost-plus pricing

The simplest pricing method is cost-plus pricing – adding a standard mark-up to the cost of
the product. Construction companies, for example, submit job bids by estimating the total
project cost and adding a standard mark-up for profit. Lawyers, accountants and other
professionals typically price by adding a standard mark-up to their costs. Some sellers tell
their customers they will charge cost plus a specified mark-up: for example, aerospace
companies price this way to the government.

To illustrate mark-up pricing, suppose a toaster manufacturer had the following costs and
expected sales:
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Mark-up/mark-down—The
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age of selling price or cost.

Variable cost A10
Fixed cost A300,000
Expected unit sales 50,000

Then the manufacturer’s cost per toaster is given by:

Unit cost = Variable cost + = a10 + = a16

Now suppose the manufacturer wants to earn a 20 per cent mark-up on sales. The
manufacturer’s mark-up price is given by:

Mark-up price = = = a20

The manufacturer would charge dealers a20 a toaster and make a profit of a4 per unit. The
dealers, in turn, will mark up the toaster. If dealers want to earn 50 per cent on sales price,
they will mark up the toaster to a40 (a20 + 50 per cent of a40). This number is equivalent to 
a mark-up on cost of 100 per cent (a20/a20).

Does using standard mark-ups to set prices make logical sense? Generally, no. Any pricing
method that ignores demand and competitors’ prices is not likely to lead to the best price.
Suppose the toaster manufacturer charged a20 but sold only 30,000 toasters instead of 50,000.
Then the unit cost would have been higher, since the fixed costs are spread over fewer units
and the realised percentage mark-up on sales would have been lower. Mark-up pricing works
only if that price actually brings in the expected level of sales. Moreover, what if the firm’s
costs are too high compared to competitors’ costs?

Brio, the Swedish toy producer and the largest toy distributor in Scandinavia,
have seen a major drop in both profits and sales for its toys, in recent years.
While the Brio brand symbolizes a high quality toy, robust enough to become 
a family heirloom to be passed down from brother to sister and to the next
generation, parents see Brio toys as being far too expensive. Besides, 
these days, parents can buy basic toy products of the same quality from
supermarket chains and furniture retailers like Ikea, who are churning out
their own private-label wooden toys, notably train sets, at a fraction the price
Brio charges. Brio realizes that in its quest to fulfil its vision of ‘the good toy’,

a16

1.0 − 0.2

Unit cost

1.0 − desired return on sales

a300,000

50,000

Fixed costs

Unit sales
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Figure 16.6 Break-even chart
for determining target price

the company had ignored the question of whether parents were able to 
afford to buy it. The company had placed too much emphasis on the value
(premium) of the toys and not enough on their cost!19

Still, mark-up pricing remains popular for a number of reasons. First, sellers are more
certain about costs than about demand. By tying the price to cost, sellers simplify pricing –
they do not have to make frequent adjustments as demand changes. Second, when all firms in
the industry use this pricing method, prices tend to be similar and price competition is thus
minimised. Third, many people feel that cost-plus pricing is fairer to both buyers and sellers.
Sellers earn a fair return on their investment, but do not take advantage of buyers when
buyers’ demand increases.

Break-even analysis and target profit pricing
Another cost-oriented pricing approach is break-even pricing or a variation called target profit
pricing. The firm tries to determine the price at which it will break even or make the target
profit it is seeking. Target pricing is used by General Motors, which prices its cars to achieve 
a 15–20 per cent profit on its investment. This pricing method is also used by public utilities,
which are constrained to make a fair return on their investment. Target pricing uses the con-
cept of a break-even chart, which shows the total cost and total revenue expected at different
sales volume levels. Figure 16.6 shows a break-even chart for the toaster manufacturer discussed
here. Fixed costs are a300,000 regardless of sales volume. Variable costs are added to fixed
costs to form total costs, which rise with volume. The total revenue curve starts at zero and
rises with each unit sold. The slope of the total revenue curve reflects the price of a20 per unit.

The total revenue and total cost curves cross at 30,000 units. This is the break-even volume.
At a20, the company must sell at least 30,000 units to break even: that is, for total revenue 
to cover total cost. Break-even volume can be calculated using the following formula:

Break-even volume = = = 30,000

If the company wants to make a target profit, it must sell more than 30,000 units at a20 each.
Suppose the toaster manufacturer has invested a1,000,000 in the business and wants to set a
price to earn a 20 per cent return or a200,000. In that case, it must sell at least 50,000 units 
at a20 each. If the company charges a higher price, it will not need to sell as many toasters to
achieve its target return. But the market may not buy even this lower volume at the higher
price. Much depends on the price elasticity and competitors’ prices.

a300,000

a20 − a10

Fixed cost

Price − Variable cost

”
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Value-based pricing—
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buyers’ perceptions of

product values rather 

than on cost.

(1) Price (2) Unit demand (3) Expected (4) Total (5) Total cost* (6) Profit
(C) needed to unit demand revenues 

break even at given price = (1) × (3) = (4) − (5)
(000) (000) (C000) (C000) (C000)

14 75 71 994 1,010 −16
16 50 67 1,072 970 102
18 37.5 60 1,080 900 180
20 30 42 840 720 120
22 25 23 506 530 −24

*Assumes a fixed cost of A300,000 and a constant unit variable cost of A10.

Table 16.2 Break-even volume

and profits at different prices

Value-based pricing
An increasing number of companies are basing their prices on the product’s perceived value.
Value-based pricing uses buyers’ perceptions of value, not the seller’s cost, as the key to
pricing. Value-based pricing means that the marketer cannot design a product and marketing
programme and then set the price. Price is considered along with the other marketing-mix
variables before the marketing programme is set.

Figure 16.7 compares cost-based pricing with value-based pricing. Cost-based pricing is
product driven. The company designs what it considers to be a good product, totals the costs

The manufacturer should consider different prices and estimate break-even volumes,
probable demand and profits for each. This is done in Table 16.2. The table shows that as
price increases, break-even volume drops (column 2). But as price increases, demand for 
the toasters also falls off (column 3). At the a14 price, because the manufacturer clears only 
a4 per toaster (a14 less a10 in variable costs), it must sell a very high volume to break even.
Even though the low price attracts many buyers, demand still falls below the high break-even
point and the manufacturer loses money. At the other extreme, with a a22 price, the manu-
facturer clears a12 per toaster and must sell only 25,000 units to break even. But at this high
price, consumers buy too few toasters and profits are negative. The table shows that a price 
of a18 yields the highest profits. Note that none of the prices produces the manufacturer’s
target profit of a200,000. To achieve this target return, the manufacturer will have to search
for ways to lower fixed or variable costs, thus lowering the break-even volume.

Airbus Industries base their forecasts for their superjumbo A3XX on the
superior breakeven that it will offer airlines who buy it. Although much larger
than its major competitor, the Boeing B747–400, the A3XX operating cost
means that it breaks even at a fraction of its total capacity.20

”
Aircraft Boeing 747–400 Airbus A3XX

Passenger capacity 413 555
Break-even: passengers 290 323
Profitable seats: beyond break-even 123 232
Break-even: percentage of capacity 70% 58%
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of making the product and sets a price that covers costs plus a target profit. Marketing must
then convince buyers that the product’s value at that price justifies its purchase. If the price
turns out to be too high, the company must settle for lower mark-ups or lower sales, both
resulting in disappointing profits.

Value-based pricing reverses this process. The company sets its target price based on
customer perceptions of the product value. The targeted value and price then drive decisions
about product design and what costs can be incurred. As a result, pricing begins with
analysing consumer needs and value perceptions and a price is set to match consumers’
perceived value:

Consider Thorn selling its 10W 2D energy-saving electric light bulbs to a hotel
manager. The SL18 costs far more to make than a conventional 60-watt
tungsten light bulb, so a higher price has to be justified. Value pricing helps by
looking at the hotel manager’s total cost of ownership rather than the price 
of electric light bulbs. The life-cycle costs of the manager using a tungsten
bulb for the 1,000 hours that they last includes the price of the bulb (60c), the
labour cost of replacing it (50c) and electricity (A4.80). The life-cycle cost of
the tungsten bulb is therefore a5.90. The Thorn 10W 2D bulb uses a sixth of
the electricity of a conventional bulb and lasts eight times longer. Its life-cycle
cost must therefore be compared with the cost of owning eight tungsten
bulbs: 8 × A5.90 = A47.20. To work out the value of the Thorn bulb, its cost 
of ownership is also considered: changing the bulb 50c and electricity A6.40
(one-sixth the electricity costs of eight tungsten bulbs). The maximum 
value-based price of the Thorn bulb to the hotel manager is therefore:

Maximum value-based price = competitor’s cost of ownership – own operating costs

= A47.20 − (A6.40 + 50c)

= A40.30

Using this evidence, Thorn can argue that it is worth the hotel manager paying
a lot more than 60c to buy the energy-saving bulb. It is unrealistic to think 
that the manager would pay the full A40.30, but based on these figures, the
actual price of A10.00 for the Thorn energy-saving bulb looks very reasonable.
At first sight it seems hard to justify replacing a 60c tungsten bulb with a
A10.00 energy-saving one, but value-based pricing shows the hotel manager 
is saving A30.00 by doing so. The value-based pricing using life-cycle costs 
can be used to justify paying a premium price on products, from low-
energy light bulbs to airliners.21 ”

Figure 16.7 Cost-based versus
value-based pricing
SOURCE: The Strategy and Tactics of

Pricing, 3rd edn by Thomas T. Nagle

and Reed K. Holden (2002), 

p. 4. Reprinted by permission of

Pearson Education, Inc., Upper

Saddle River, NJ 07458.
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A company using perceived-value pricing must find out what value buyers assign 
to different competitive offers. However, measuring perceived value can be difficult.
Sometimes consumers are asked how much they would pay for a basic product and for 
each benefit added to the offer. Or a company might conduct experiments to test the
perceived value of different product offers. If the seller charges more than the buyers’
perceived value, the company’s sales will suffer. Many companies overprice their products 
and their products sell poorly. Other companies underprice. Underpriced products sell very
well, but they produce less revenue than they would if prices were raised to the perceived-
value levels.

In recent years, several companies have adopted value pricing strategies – offering just the
right combination of quality and good service at a fair price. In many cases, this has involved
the introduction of less expensive versions of established brand-name products such as
Travelodge and Holiday Express budget hotels. In other cases, such as IKEA and Wal-Mart,
value pricing has involved redesigning existing brands in order to offer more quality for a
given price or the same quality for less.

In many business-to-business marketing situations, the pricing challenge is to find ways 
to maintain the company’s pricing power – its power to maintain or even raise prices without
losing market share. To retain pricing power – to escape price competition and to justify
higher prices and margins – a firm must retain or build the value of its marketing offer. This 
is especially true for suppliers of commodity products, which are characterised by little
differentiation and intense price competition. In such cases, many companies adopt value-
added strategies. Rather than cutting prices to match competitors, they attach value-added
services to differentiate their offers and thus support higher margins.

An important type of value pricing at the retail level is everyday low pricing (EDLP). EDLP
involves charging a constant, everyday low price with few or no temporary price promotions
and special sales. The king of EDLP is Wal-Mart, who practically defined the concept. Except
for a few sale items every month, Wal-Mart promises everyday low prices on everything it
sells.22 These constant prices eliminate week-to-week price uncertainty and can be contrasted
to the ‘high–low’ pricing of promotion-oriented competitors. In high–low pricing, the retailer
charges higher prices on an everyday basis but runs frequent promotions to lower prices
temporarily on selected items below the EDLP level.

Retailers adopt EDLP for many reasons, the most important of which is that constant 
sales promotions are costly and have eroded consumer confidence in the credibility of
everyday shelf prices. Consumers also have less time and patience for such time-honoured
traditions as watching for supermarket specials and clipping coupons. However, to offer
everyday low prices, a company must first have everyday low costs. If not, the company 
could not make money at the lower prices that it charges for the products that it sells.

Competition-based pricing
Consumers will base their judgements of a product’s value on the prices that competitors
charge for similar products. Here, we discuss two forms of competition-based pricing: 
going-rate pricing and sealed-bid pricing.

Going-rate pricing

In going-rate pricing, the firm bases its price largely on competitors’ prices, with less attention
paid to its own costs or to demand. The firm might charge the same as, more, or less than 
its chief competitors. In oligopolistic industries that sell a commodity such as steel, paper 
or fertiliser, firms normally charge the same price. The smaller firms follow the leader: they
change their prices when the market leader’s prices change, rather than when their own
demand or costs change. Some firms may charge a bit more or less, but they hold the amount
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of difference constant. Thus, minor petrol retailers usually charge slightly less than the big oil
companies, without letting the difference increase or decrease.

Going-rate pricing applies to complex products as well as commodities. Fierce
competition between aerospace producers cut world aircraft prices by a fifth
between 1996 and 1998. Manfred Bischoff, chief executive of Daimler-Benz’s
Dasa, cites Boeing as the chief culprit. ‘There is a crumbling of prices in
certain markets’, he says. ‘The price is dictated by Boeing. We are 
followers in this case.’23

Although it gives firms little control of their revenue, going-rate pricing can be quite
popular. When demand elasticity is hard to measure, firms feel that the going price represents
the collective wisdom of the industry concerning the price that will yield a fair return. They
also feel that holding to the going price will prevent harmful price wars.

Sealed-bid pricing

In sealed-bid pricing, a firm bases its price on how it thinks competitors will price rather than
on its own costs or on demand. Would-be suppliers can submit only one bid and cannot
know the other bids. Sealed-bid auctions, where buyers submit secret bids, have always been
common in business-to-business (B2B) marketing and some consumer markets, such as
Scottish house buying. Governments also often use this method to procure supplies.

Until the advent of the Internet, haggling (one-to-one negotiations) and a non-negotiable
price had grown to dominate pricing. Auctions existed in specialised markets, such as
commodities, some specialised financial services, fine art and antiques. Now, led by eBay.com,
online auctions for Beanie Babies and much more have become one of the most influential
Internet innovations. Whereas conventional auctions needed the market to gather for an
auction or have simultaneous telephone contact, the Internet’s global reach and simultaneity
are putting auctions at the centre of trading. If forecasters are correct, auctions are set to
become an increasingly common part of everyone’s life. B2B is currently the dominant 
form but consumer-based auctions, both B2C and C2C, are now running at an estimated 
a20 billion a year. Because of the growth in popularity of auctions, especially with the growth 
of the Internet, companies should be aware of the array of auction-type pricing procedures.
Here, we discuss sealed-bid pricing as a form of auction-type pricing as well as address recent
developments in auction-type pricing.

In the late nineteenth century the French economist Léon Walras likened the entire 
pricing mechanism to the operation of a ‘Walrasian auctioneer’ who calls out a price, sees
how many buyers and sellers there are and, if they do not balance, makes adjustments until
demand equals supply. In the non-negotiable price setting that dominated C2C markets, the
‘adjustments’ take place over time to match supply and demand. In auctions, as in haggling
where buyers and sellers negotiate a price or walk away, prices are set during each transaction.
Economists see auctions as an efficient way of matching supply and demand but they do
introduce uncertainty into transactions. The sellers do not know the price they will receive
and buyers have no guarantee of making a purchase. One of the most common forms of
auction, sealed-bid pricing, is an example.

First-price sealed-bid pricing occurs in two ways. Potential buyers may be asked to submit
sealed bids, and the item is awarded to the buyer who offers the highest price. Conversely,
firms may have to bid for a contract to supply goods or services that is awarded to the
contender with the lowest price.
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In sealed-bid pricing, a firm bases its bid price on how it thinks competitors will bid. To
win a contract, a contender has to price below other firms. Yet the firm cannot set its price
below a certain level. It cannot price below cost without harming its position. In contrast, the
higher the company sets its price above its costs, the lower its chance of getting the contract.

The net effect of the two opposite pulls can be described in terms of the expected profit of
the particular bid (see Table 16.3). Suppose a bid of a9,500 would yield a high chance (say,
0.81) of getting the contract, but only a low profit (say, a100). The expected profit with this
bid is therefore a81. If the firm bid a11,000, its profit would be a1,600, but its chance of
getting the contract might be reduced to 0.01. The expected profit would be only a16. Thus
the company might bid the price that would maximise the expected profit. According to 
Table 16.3, the best bid would be a10,000, for which the expected profit is a216.

Using expected profit as a basis for setting price makes sense for the large firm that 
makes many bids. In playing the odds, the firm will make maximum profits in the long run.
But a firm that bids only occasionally or needs a particular contract badly will not find the
expected-profit approach useful. The approach, for example, does not distinguish between 
a a100,000 profit with a 0.10 probability and a a12,500 profit with a 0.80 probability. Yet 
the firm that wants to keep production going would prefer the second contract to the first.

In English auctions the price is raised successively until only one bidder remains. This is
the most common auction form, familiar from scenes of rare items, be it a Van Gogh or a 
pair of Madonna’s pants, being sold by one of the great auction houses, such as Sotheby’s or
Christie’s. These have joined eBay as providers of online auctions aimed at its network of
regular dealers (sothebys.com) or, for smaller collectables ($100 to $100,000), at consumers
(sothebys.amazon.com). One of the largest European operators, qxl.com, operates both B2C 
and C2C while on holidayauctions.net customers can bid for bargain late-break holidays.

In Dutch auctions prices start high and are lowered successively until someone buys. 
These auctions originated in the Dutch wholesale flower markets. B2B online traders, such as
Bidbusiness.co.uk and constrauction.com, use both English and Dutch auctions to sell industrial
products.

In collective buying increasing numbers of customers agree to buy as prices are lowered to
the final bargain. The more customers join in, the lower the price becomes until a minimum
demand is met. Letsbuyit.com and adabra.com offer each auction over a limited period for each
option, then move on to the next batch. These sites often offer batches of products, say several
items of kitchen equipment that are most suited to B2B markets.

In a reverse auction customers name the price that they are willing to pay for an item and
seek a company willing to sell. In pioneering their online service priceline.com takes advantage
of two major trends: first, most industries being in a continual state of excess capacity and,
second, customers being ‘brand neutral’ if they can get a good deal. Most of Priceline’s
business is in travel services and mortgages but it is moving into life insurance, groceries 
and second-hand goods.

Although economists see auctions as close to Adam Smith’s ‘invisible hand’ that drives
markets, there are few cool hands at auctions. Major art auctions are social, newsworthy and
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Company’s bid (C) Profit if bid wins (C) Assumed probability Expected profit (C)
of bid winning

(1) (2) (3) = (1) × (2)

9,500 100 0.81 81
10,000 600 0.36 216
10,500 1,100 0.09 99
11,000 1,600 0.01 16

Table 16.3 Effects of different

bids on expected profit
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exciting events. Jim Rose, of QXL, has no doubt about why online auctions are similarly
popular: ‘They’re fun, they’re entertaining, and people describe it as “winning” something
rather than “buying” it.’ The ‘winner’s curse’ is very apparent in some South-east Asian
markets where to ‘win’, contenders pay more than high street prices. And how many people
can attend an auction and not walk away with something they had no intention of buying!
The second-price sealed bid method can reduce some of the stress. In this, sealed bids are
submitted but the buyer pays a price equal to the second-best bid.24

We have explored the many internal and external factors that affect a company’s pricing
decisions and examined general approaches to setting prices. Next, we will look at the
complex dynamics of pricing and the dynamic pricing strategies available to marketers. 
Price setting involves balancing conflicting interests and can be used to achieve a range of
objectives. Even more, a company does not set a single price, but rather a pricing structure 
that covers different items in its line. This pricing structure changes over time as products
move through their life-cycles. The company adjusts product prices to reflect changes in 
costs and demand, and to account for variations in buyers and situations. As the competitive
environment changes, the company considers when to initiate price changes and when to
respond to them.

New-product pricing strategies
Pricing strategies usually change as the product passes through its life-cycle. The introductory
stage is especially challenging. We can distinguish between pricing a product that imitates
existing products and pricing an innovative product that is patent protected.

A company that plans to develop an imitative new product faces a product-positioning
problem. It must decide where to position the product versus competing products in terms of
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Integrated marketing
communication strategy
Chapter objectives
After reading this chapter, you should be able to:

n Name and define the four tools of the marketing communications mix.

n Discuss the process and advantages of integrated marketing communications.

n Outline the steps in developing effective marketing communications.

n Explain the methods for setting the promotion budget and factors that affect the

design of the promotion mix.

Mini Contents List
n Prelude case – Cadbury’s Dairy Milk: staying at the top of the chocolate tree

n Introduction

n Integrated marketing communications

n Marketing Insights 17.1 – Outdoor compaigns staying ‘cool’ after all this time

n A view of the communication process

n Steps in developing effective communication

n Setting the total promotion budget and mix

n Socially responsible marketing communication

n Marketing Insights 17.2 – Promoting health on the Internet: for whose eyes only?

n Summary

n Concluding concepts 17 – Absolut Vodka: Samantha and the Hunk on the Level

CHAPTERseventeen
Beat your gong and sell your candies.
CHINESE PROVERB

SOURCE: DoH/Crown copyright.s
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The past year has not been an easy one for the UK’s confectionery

companies. There was the long hot summer, concerns over

obesity, and the continuing fight for market share in a slow-

growing market. But, boosted by its flagship Dairy Milk brand,

Cadbury Schweppes, for now at least, has emerged victorious 

in the chocolate wars. Revenue at Cadbury Trebor Bassett, the

group’s UK confectionery arm, rose 13 per cent thanks to the

Dairy Milk line, following its biggest product relaunch ever in

2003. This saw its smaller brands – Cadbury’s Caramel and Wispa

– moved into the Dairy Milk stable, where they were renamed

Dairy Milk Caramel and Dairy Milk Bubbly, while adding new

variants such as Dairy Milk with Mint Chips.

The relaunch came after a strategic review

following the integration of Trebor Bassett 

in 2001. ‘[The number of] brands became a

business issue – there were too many small

brands which we couldn’t sustain amid media

inflation. Consumers were also confused’, 

Louise Cooke, the group’s marketing director

says. ‘We decided that, both from a business and

consumer perspective, there was a better way 

to do this.’

At around £4bn, the UK chocolate market is

one of the largest in Europe. Britons consume

about 10 kg each of chocolate a year, and while

this is less than the Swiss and the Irish, it still amounts to three to

four chocolate bars per person per week, says the Biscuit Cake

Chocolate and Confectionery Association. Consumers look for

variety, dipping into 10 to 15 products, but can only maintain

strong relationships with a limited number of brands.

After quantitative market research, Cadbury decided that 

it needed to cut its number of brands, but also noted that the

consumer’s relationship with the Cadbury brand was very strong.

‘The important thing is to offer people the product variety in the

brand that they love’, says Cooke. Hence the move to rebrand

Wispa, launched in the 1980s to compete against Rowntree’s

Aero, and Caramel. The relaunch also included the redesign of 

the Dairy Milk packaging, emphasising the Cadbury purple, 

and the creation of new displays for the large supermarkets.

Briefing the sales force and getting them to sell the ‘Dairy Milk

story’ to retailers was also key.

But what of the communications? The Dairy Milk relaunch 

was accompanied by low-key marketing, with Cadbury preferring

to emphasise the role played by product design and sales in its

success. ‘The first thing you look at is the structure of the brand,

then the product, then execution. Communication is the last

thing’, according to Cooke.

Cadbury is planning more advertising later in 2004, but 

until now, apart from its Coronation Street sponsorship which

promotes assorted chocolate offerings, it has been limited to a TV

campaign for Dairy Milk Caramel plus direct mailing for Caramel

devotees, and an outdoor campaign for Dairy Milk variants Mint

Chips and Turkish.

Compared with Nestlé Rowntree and Masterfoods whose

market shares are 22.1 per cent and 26.7 per cent respectively 

in 2003, Cadbury leads with 28.4 per cent. It is in the enviable

position of consumers associating the company name closely with

chocolate. It also has history on its side, with the Dairy Milk brand

having been around since 1905.

While Cadbury may be at the top of the chocolate tree now,

will this continue, and what of its competitors? Observers note

that with Masterfoods’ reputation for innovation, and Nestlé

pushing to revitalise its brands, the fight for market share 

is likely to become even fiercer. Arnaud Langlois, analyst at 

JP Morgan detects real momentum at Cadbury, especially after

the integration with Trebor Bassett: ‘[They are] supported by an

improved distribution platform, increased media investment and

point of sale [promotional] activity. Cadbury’s products have

gained shelf space – you can see Cadbury products more than

ever.’1

Questions
1. To what extent do you agree with Louise Cooke’s view that

‘The first thing you look at is the structure of the brand, then

the product, then execution. Communication is the last thing.’

What role does communication play in building brands in

general, and in supporting the relaunch of Dairy Milk?

2. Consider the major forms of communication used in the 

Dairy Milk relaunch. Critically evaluate the communication

mix adopted by the company.

3. What factors must be considered to ensure that the firm’s

communication strategy serves to maintain strong consumer

relationships with its flagship Dairy Milk brand?

SOURCE: adapted from EmikoTerazone, ‘Cadbury hits a purple patch’,

FT Creative Business (2 March 2004).

Prelude case Cadbury’s Dairy Milk:
staying at the top of the chocolate tree

Britons consume
about 10 kg each 
of chocolate a year
– amounting to
three to four
chocolate bars per
person per week.

FT
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Introduction
Modern marketing calls for more than just developing a good product, pricing it attractively,
and making it available to target customers. Companies must also communicate with current
and prospective customers, and what they communicate should not be left to chance. Just as
good communication is important in building and maintaining any kind of relationship, it is
a critical element in a company’s efforts to build customer relationships.

To communicate well, companies often hire advertising agencies to develop effective ads,
sales promotion specialists to design sales-incentive programmes, direct-marketing specialists
to develop databases and interact with customers and prospects by mail and telephone, and
public relations firms to develop corporate images. They train their salespeople to be friendly,
helpful and persuasive. For most companies, the question is not whether to communicate, but
how much to spend and in what ways. All of their communications efforts must be blended
into a consistent and coordinated communications programme.

A modern company has to communicate with its intermediaries, consumers and various
publics. Its intermediaries communicate with their consumers and publics. Consumers have
word-of-mouth communication with each other and with other publics. Meanwhile, each
group provides feedback to every other group. The company therefore has to manage a
complex marketing communications system (see Figure 17.1).

A company’s total marketing communications mix – also called its promotion mix –
consists of the specific blend of advertising, personal selling, sales promotion, public relations
and direct marketing tools that the company uses to pursue its advertising and marketing
objectives. Let us define the five main promotion tools:

n Advertising. Any paid form of non-personal presentation and promotion of ideas, goods
or services by an identified sponsor.

n Personal selling. Personal presentation by the firm’s sales force for the purpose of making
sales and building customer relationships.

n Sales promotion. Short-term incentives to encourage the purchase or sale of a product or
service.

n Public relations. Building good relations with the company’s various publics by obtaining
favourable publicity, building up a good ‘corporate image’, and handling or heading off
unfavourable rumours, stories and events.

n Direct marketing. Direct connections with carefully targeted individual consumers both
to obtain an immediate response and to cultivate lasting customer relationships – the use
of telephone, mail, fax, email, the Internet and other tools to communicate directly with
specific consumers.2

Each category in the promotions mix involves specific tools. For example, advertising
includes print, radio and television broadcast, outdoor and other forms. Personal selling
includes sales presentations, fairs and trade shows, and incentive programmes. Sales
promotion includes activities such as point-of-purchase displays, premiums, discounts,
coupons, competitions, speciality advertising and demonstrations. Direct marketing includes
catalogues, telephone marketing, fax, kiosks, the Internet and more. Thanks to technological
breakthroughs, people can now communicate through traditional media (newspapers, radio,
telephone, television) as well as through newer types of media (fax machines, mobile phones,
computers). The new technologies have encouraged more companies to move from mass
communication to more targeted communication and one-to-one dialogue.

At the same time, communication goes beyond these specific promotion tools. The
product’s design, its price, the shape and colour of its package, and the stores that sell it – 
all communicate something to buyers. Thus, although the promotion mix is the company’s
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primary communication activity, the entire marketing mix – promotion and product, price
and place – must be coordinated for greatest communication impact.

In this chapter, we begin by examining the rapidly changing marketing communications
environment, the concept of integrated marketing communications and the communication
process. Next, we discuss the factors that marketing communicators must consider in shaping
an overall communications mix. Finally, we summarise the legal, ethical and social
responsibility issues in marketing communications.

In Chapter 18, we look at mass-communication tools – advertising, sales promotion and
public relations. Chapter 19 examines the sales force and direct marketing as communication
and promotion tools.

Integrated marketing communications
During the past several decades, companies around the world have perfected the art of mass
marketing – selling highly standardised products to masses of customers. In the process, they
have developed effective mass-media advertising techniques to support their mass-marketing
strategies. These companies routinely invest huge sums of money in the mass media, reaching
tens of millions of customers with a single ad. However, in the twenty-first century, marketing
managers face some new marketing communications realities.

The changing communications environment
Two major factors are changing the face of today’s marketing communications. First, as mass
markets have fragmented, marketers are shifting away from mass marketing. More and more,
they are developing focused marketing programmes designed to build closer relationships
with customers in more narrowly defined micromarkets. Second, vast improvements in
information technology are speeding the movement towards segmented marketing. Today’s
information technology helps marketers to keep closer track of customer needs – more
information is available about customers at the individual and household levels than ever
before. New technologies also provide new communications avenues for reaching smaller
customer segments with more tailored messages.

The shift from mass marketing to segmented marketing has had a dramatic impact on
marketing communications. Just as mass marketing gave rise to a new generation of mass-
media communications, so the shift towards one-to-one marketing is spawning a new
generation of more specialised and highly targeted communications efforts.3

Part 7 Promotion

720

Figure 17.1 The marketing communications system
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Given this new communications environment, marketers must rethink the roles of various
media and promotion-mix tools. Mass-media advertising has long dominated the promotion
mixes of consumer-product companies. For example, in 2003, media advertising represented
40.5 per cent of global marketing spend, followed by sales promotion (20.5 per cent), PR and
sponsorships (15.4 per cent), direct mail (14.0 per cent) and interactive marketing (7.7 per
cent). However, although television, magazines and other mass-media remain very important,
their dominance is declining. Companies are not giving up on mass-media advertising, but
are seeking ways to get better value for money.4
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The Swissôtel promise – comfort,

relaxation, peace-of-mind as a

result of the brand’s reliability –

is central to the Hotel’s

communication strategy, no

doubt subtly captured in this ad.
SOURCE: Raffles International

Hotels and Resorts. Agency: Leo

Burnett, Singapore.
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For example, Unilever’s Comfort Refresh, a clothing and fabric deodorant spray, is
advertised in the women’s lavatories of clubs and pubs, because its target audience of young
females, who use it to remove the smell of cigarette smoke from their clothing, are more likely
to be out partying than sitting at home watching television for hours at a time. Refresh also
sponsors a TV series that appeals to young females. In keeping with the assumption that the
company can no longer expect to communicate efficiently with consumers through a mere
30-second TV commercial, when the company launched Comfort Easy Iron spray, product
demonstrations were staged in shopping malls across the country. Unilever is also increasing
its use of outdoor poster advertising in brand-building campaigns for product launches (see
Marketing Insights 17.1).5

Market fragmentation has resulted in media fragmentation – in an explosion of more focused
media that better match today’s targeting strategies. Beyond the traditional mass-media
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The new media environment: the relatively few mass magazines of past decades have been replaced today by thousands of magazines

targeting special-interest audiences (see bottom three magazines). Add to these own-brand glossies (see top three magazines) with their 

own targeted and captive audiences.
SOURCE: Asda, © New Crane Ltd., Profile Pursuit Ltd., BBC Worldwide, F1 Racing, Health and Fitness, Highbury Communications Plc.
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Outdoor campaigns staying ‘cool’ after 
all this time 

As advertisers seek new and dramatic ways of reaching mass audiences, outdoor

campaigns are undergoing a revival. Although still in their infancy, digital technologies

such as plasma screens and wireless networks for projecting moving images on to

walls on airport lounges, bus shelters and metro stations may, given time, promise

new and dramatic ways of capturing audience attention. Already, ‘Transvision’, 6 m ×
3 m light emitting diode (LED) screens, pioneered by outdoor media owner Maiden

Outdoor, are found next to train indicator boards in London’s Victoria, Waterloo and

Euston stations, serving a diet of advertising messages as well as news, sports and

weather updates from the BBC. LED posters were also fitted to London buses in a

promotion Viacom Outdoor ran for Nike. Adshell, part of the Clear Channel media

group, even created sensory experiences by embedding the sound of puppies barking

in a bus shelter campaign for 101 Dalmatians and the smell of oranges in another

shelter ad for the drink Tango. 

At £20,000 upwards a screen compared with £1,000 for a conventional wood or

metal panel, digital outdoor ads, however, are unlikely to consign traditional posters 

to the scrap yard. And who can dispute the power of good old-fashioned paper and

paste? More than 100 years ago, it was outdoor advertising that shouldered Unilever’s

brand-building campaign for Sunlight soap, as the now celebrated images of Victorian

children began to adorn the arches of railway bridges, shop fronts and the gable ends

of houses. 

According to Keith Weed, chairman of Lever Fabergé, Unilever’s UK operating

company for home and personal care products, and owner of household brands such

as Persil, Dove and Lynx, the company is increasing its use of outdoor advertising in

the years ahead. The reason for this is the belief that big brands have to reach mass

audiences – big brands need the ‘oxygen’ of a mass consumer audience, and even

more so in today’s ultra-noisy marketing environment. The £15m launch of Lever

Fabergé’s Dove new moisturising shampoo back in January 2002 illustrates the 

point. In order to dominate attention at the launch, Dove turned to outdoor which gave

greater control and allowed more effective targeting of the 16–34 age group, who are

relatively light TV viewers.

The campaign presented a simple, powerful proposition that was tested in situ to

ensure maximum impact when the campaign broke. The campaign outperformed

category averages, with awareness reaching a whopping 76 per cent, compared to 

a cosmetics and toiletries average of 44 per cent. The outdoor visuals spearheaded 

a campaign that was extended across all the media channels, including in-store

17.1
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channels, advertisers are making increased use of new, highly targeted media, ranging from
highly focused speciality magazines and cable or satellite television channels to CD catalogues
and websites on the Internet, to airport kiosks and floor decals in supermarket aisles. Many
companies are diverting marketing spending to interactive marketing (online communication
and sponsorship, websites and extranets, email marketing and interactive digital TV), which
can be focused more effectively on individual consumer and trade segments. In all, companies
are doing less broadcasting and more narrowcasting.
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displays. They were also used to support the sales effort which exceeded a target

figure of 10 per cent market share in 10 weeks.

Mass media tools like outdoor campaigns have plenty of mileage left in them. 

One reason is their ability to deliver mass audience impact at an affordable rate in an

increasingly fragmented, multi-media environment. According to advertising agency 

J Walter Thompson, consumers, on average, are exposed weekly to 350 posters, 250 TV

ads, 3 cinema ads, 150 radio commercials and 400 press ads and inserts. However, the

constant bombardment of ad messages is matched by a rising level of ad avoidance.

Pan-European media buyer CIA reckons that almost 50 per cent of European TV

viewers are trying to avoid ad breaks. True, the digital revolution, spearheaded by

television and the Internet, is supposed to create multi-channel outlets delivering

highly targeted advertising campaigns with ever-greater returns on marketing

investment. But multi-channel television has meant an increasingly fragmented

audience and declining audience share. To reach the same number of people today

compared with five years ago takes seven times as many ad spots. Moreover, the

growth in Internet take-up is now tailing off and ad revenues are growing only

moderately from what is a very low base. Even so, online advertising must compete

for a share of the noise on the internet; and, e-mails must compete for attention with

dozens of other messages, ranging from faxes and voicemail to telephone messages

and letters.

Although certain products and services may benefit from the new, fragmented

media landscape, there is a growing feeling that these cannot deliver by themselves

the mass audience impact that consumer brands need. Outdoor advertising stands out

as one of the few media with the potential to grab everyone’s attention and to deliver

big impact. In the foreseeable future, cutting-edge technology could transform the

face of outdoor campaigns. Using wireless technology, imagine the possibilities:

posters can be ‘fired’ into position; content could be changed at the press of a key; or

screen messages could be directed towards specific audiences identified by their

mobile phones. While television is the biggest mass medium today, the great outdoors

is set to play an increasingly important role in communicating the promise of brands.

...17.1

SOURCES: Adapted from Alan Cane, ‘Signs of the times’, Financial Times Creative Business (28 January 2003),

p.11; based upon a article by Keith Weed, ‘The great outdoors’, Financial Times Creative Business (9 July 2002), p.6. 
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The need for integrated marketing communications
The shift from mass marketing to targeted marketing, and the corresponding use of a richer
mixture of communication channels and promotion tools, poses a problem for marketers.
Customers do not distinguish between message sources the way marketers do. In the
consumer’s mind, advertising messages from different media such as television, magazines 
or online sources blur into one. Messages delivered via different promotional approaches all
become part of a single overall message about the company. Conflicting messages from these
different sources can result in confused company images and brand positions.
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Lever has successfully used

outdoor advertising to support its

brand-building campaigns. In the

1880s, ads like this Sunlight Soap

campaign adorned the arches of

Victorian railway bridges, shop

fronts and the gable ends of

houses. Today, Lever continues

to rely on outdoor advertising 

as in the launch of its Dove 

hair-care range in 2002.
SOURCE: Reproduced with kind

permission of Lever Fabergé from

originals in Unilever Archives.
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All too often, companies fail to integrate their various communications channels. The
result is a hodgepodge of communications to consumers. Mass-media advertisements say one
thing, a price promotion sends a different signal, a product label creates still another message,
company sales literature says something altogether different, and the company’s website seems
out of sync with everything else.

The problem is that these communications often come from different company sources.
Advertising messages are planned and implemented by the advertising department or
advertising agency. Personal selling communications are developed by sales management.
Other functional specialists are responsible for public relations, sales promotion, direct
marketing, online sites and other forms of marketing communication.

Recently, such functional separation has been a major problem for many companies 
and their Internet communications activities. Many companies first organised their new 
Web communications operations into separate groups or divisions, isolating them from
mainstream marketing activities. However, although some companies have compart-
mentalised the new communication tools, customers won’t. Customers may do a bit of 
Web-surfing to find out about companies’ products or services, but this does not mean 
that they no longer pay attention to TV or magazine ads or take any notice of firms’ sales
promotion campaigns.6

To be sure, the Internet promises exciting marketing communications potential. However,
marketers trying to use the Web alone to build brands face many challenges. One limitation 
is that the Internet does not build mass brand awareness. The Web simply cannot match 
the impact of World Cups, Olympic Games or Six Nations Rugby, where tens of millions of
people see the same 30-second Nokia or Nike ad at the same time. Instead, it is like having
millions of private conversations. Using the Web, it is hard to establish universal meanings –
such as ‘Nokia Connecting People’ or ‘Just do it’ that are at the heart of brand recognition
and brand value.

Thus, if treated as a special case, the Internet – or any other marketing communication
tool – can be a disintegrating force in marketing communications. Instead, all the
communication tools must be carefully integrated into the broader marketing
communications mix.

For example, supermarket chain Sainsbury’s used seamlessly integrated
offline and online communications to promote its ‘Sainsbury’s To You’ home
delivery service. A consistent message was used to promote a consistent offer
of £5 (A7) off the customer’s first online shop via online and offline advertising,
the Sainsbury’s website, emailouts and in-store events. Although it seems
obvious, according to John Baker, head of digital services at media agency
Proximity London, it is not uncommon to find the online agency saying they
will offer a discount of £5 to shop online, and the offline ad saying £10 off.7

In the past, no one person was responsible for thinking through the communication roles
of the various promotion tools and coordinating the promotion mix. Members of various
departments often differ in their views on how to split the promotion budget. The sales
manager would rather hire a few more salespeople than spend a few hundred thousand euros
more on a single television commercial. The public relations manager feels that he or she can
do wonders with some money shifted from advertising to public relations. Today, however,
more companies are adopting the concept of integrated marketing communications (IMC).
Under this concept, as illustrated in Figure 17.2, the company carefully integrates and
coordinates its many communications channels to deliver a clear, consistent and compelling
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message about the organisation and its products.8 It builds a strong brand identity in the
marketplace by tying together and reinforcing all the company’s messages, positioning and
images, and identity, coordinating these across all its marketing communications venues. It
means that your PR materials say the same thing as your direct mail campaign, and your
advertising has the same ‘look and feel’ as your website.

IMC calls for recognising all contact points where the customer may encounter the
company, its products and its brands. Each brand contact will deliver a message, whether
good, bad or indifferent. The company works out the roles that the various promotional tools
will play and the extent to which each will be used to deliver a consistent and positive message
at all contact points. It carefully coordinates the promotional activities and the timing of 
when major campaigns take place. It keeps track of its promotional expenditures by product,
promotional tool, product life-cycle stage and observed effect in order to improve future use
of the promotion-mix tools. Finally, to implement integrated marketing communications,
some companies appoint a marketing communications director – or marcom manager – who
has overall responsibility for the company’s communications efforts. Essentially, in order for
the firm’s external communications to be integrated effectively, it must first integrate its
internal communications activities.

Integrated marketing communications produce better communications consistency and
greater sales impact. They place the responsibility in someone’s hands – where none existed
before – to unify the company’s image as it is shaped by thousands of company activities.
They lead to a total marketing communication strategy aimed at showing how the company
and its products can help customers solve their problems.

A view of the communication process
Integrated marketing communications involve identifying the target audience and shaping a
well-coordinated promotional programme to elicit the desired audience response. Too often,
marketing communications focus on overcoming immediate awareness, image or preference
problems in the target market. This approach to communication is too shortsighted. Today,
marketers are moving towards viewing communications as managing the customer relationship
over time, that is, during the pre-selling, selling, consumption and post-consumption stages.

Chapter 17 Integrated marketing communication strategy

727

Figure 17.2 Integrated

marketing communications

POM4_C17.qxd  6/20/06  1:28 PM  Page 727



Because customers differ, communications programmes need to be developed for specific
segments, niches and even individuals. Importantly, given the new interactive communica-
tions technologies, companies must ask not only ‘How can we reach our customers?’ but also
‘How can we find ways to let our customers reach us?’.

Thus, the communication process should start with an audit of all the potential
interactions that target customers may have with the product and company. For example,
someone buying a new personal computer may talk to others, see television commercials, read
articles and advertisements in newspapers and magazines, visit various websites and try out
computers in one or more stores. The marketer needs to assess the influence that each of 
these communications experiences will have at different stages of the buying process. This
understanding helps marketers to allocate their communication budget more effectively 
and efficiently.

To communicate effectively, marketers need to understand how communication works.
Communication involves the nine elements shown in Figure 17.3. Two of these elements are
the major parties in a communication – the sender and the receiver. Another two are the major
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communication tools – the message and the media. Four more are primary communication
functions – encoding, decoding, response and feedback. The last element is noise in the system.
We will explain each of these elements using an ad for Ericsson mobile phones.

n Sender. The party sending the message to another party – in this case, Ericsson.

n Encoding. The process of putting the intended message or thought into symbolic form –
Ericsson’s advertising agency assembles words and illustrations into an advertisement 
that will convey the intended message.

n Message. The set of words, pictures or symbols that the sender transmits – the actual
Ericsson mobile phone ad.

n Media. The communication channels through which the message moves from sender to
receiver – in this case, the specific magazines that Ericsson selects.

n Decoding. The process by which the receiver assigns meaning to the symbols encoded by 
the sender – a consumer reads the Ericsson mobile phone ad and interprets the words 
and illustrations it contains.

n Receiver. The party receiving the message sent by another party – the consumer or business
customer who reads the Ericsson mobile phone ad.

n Response. The reactions of the receiver after being exposed to the message – any of
hundreds of possible responses, such as the customer is more aware of the attributes of
the Ericsson mobile phone, actually buys the mobile phone advertised, or does nothing.

n Feedback. The part of the receiver’s response communicated back to the sender – Ericsson’s
research shows that consumers like and remember the ad, or consumers write or call the
company praising or criticising the ad or its products.

n Noise. The unplanned static or distortion during the communication process, which results
in the receiver getting a different message from the one the sender sent – for example, the
customer is distracted while reading the magazine and misses the Ericsson mobile phone
ad or its key points.

For a message to be effective, the sender’s encoding process must mesh with the receiver’s
decoding process. Thus, the best messages consist of words and other symbols that are
familiar to the receiver. The more the sender’s field of experience overlaps with that of the
receiver, the more effective the message is likely to be. Marketing communicators may not
always share their consumers’ field of experience. For example, an advertising copywriter from
one social stratum might create an ad for consumers from another stratum – say, blue-collar
workers or wealthy business executives. However, to communicate effectively, the marketing
communicator must understand the consumer’s field of experience.
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This model points out the key factors in good communication. Senders need to know what
audiences they want to reach and what responses they want. They must be good at encoding
messages that take into account how the target audience decodes them. They must send
messages through media that reach target audiences and they must develop feedback 
channels so that they can assess the audience’s response to the message.

Steps in developing effective
communication
We now examine the steps in developing an effective integrated communications and
promotion programme. The marketing communicator must identify the target audience,
determine the communication objectives, design a message, choose the media through which
to send the message, and collect feedback to measure the promotion’s results. Let us address
each of these steps in turn.

Identifying the target audience
A marketing communicator starts with a clear target audience in mind. The audience may be
potential buyers or current users, those who make the buying decision or those who influence
it. The audience may be individuals, groups, special publics or the general public. The target
audience will heavily affect the communicator’s decisions on what will be said, how it will be
said, when it will be said, where it will be said and who will say it.

Determining the communication objectives
Once the target audience has been defined, the marketing communicator must decide what
response is sought. Of course, in many cases, the final response is purchase. But purchase is
the result of a long process of consumer decision making. The marketing communicator
needs to know where the target audience now stands and to what state it needs to be moved.
To do this, he or she must determine whether or not the customer is ready to buy.

The target audience may be in any of six buyer-readiness stages – the stages that consumers
normally pass through on their way to making a purchase. These stages are awareness, know-
ledge, liking, preference, conviction and purchase (see Figure 17.4). They can be described as a
hierarchy of consumer response stages. The purpose of marketing communication is to move
the customer along these stages and ultimately to achieve final purchase.

Awareness

The marketing communicator’s target market may be totally unaware of the product, know
only its name or know one or a few things about it. If most of the target audience is unaware,
the communicator tries to build awareness, perhaps starting with just name recognition. This
process can begin with simple messages that repeat the company or product name. For
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example, when Orange introduced its mobile phone network, it began with an extensive
‘teaser’ advertising campaign to create name familiarity. Initial ads for Orange created
curiosity and awareness by emphasising the brand name, but not the service.

Knowledge
The target audience might be aware of the existence of the company or of the product, but
not know much more. The company needs to learn how many people in its target audience
have little, some or much knowledge about its offering. At launch, Orange ads created
knowledge by informing potential buyers of the company’s service and innovative features.

Liking
Assuming target audience members know the product, how do they feel about it? Once
potential buyers knew about Orange, the company’s marketers would want to move them
along to the next stage – to develop favourable feelings about the brand. If the audience 
looks unfavourably on the brand, the communicator has to find out why, and then resolve
the problems identified before developing a communications campaign to generate 
favourable feelings.

Preference
The target audience might like the product, but not prefer it to others. In this case, the
communicator must try to build consumer preference by promoting the product’s quality,
value and other beneficial features. The communicator can check on the campaign’s success
by measuring the audience’s preferences again after the campaign. If Orange finds that many
potential customers like its service offering but prefer other mobile phone operators’ brands,
it will have to identify those areas where its offerings are not as good as competing deals 
and where they are better. It must then promote its advantages to build preference among
prospective clients, while redressing its weaknesses.

Conviction
A target audience might prefer the product, but not develop a conviction about buying it. Thus
some customers may prefer Orange to other mobile phone network brands, but may not be
absolutely sure that it is what they should subscribe to. The communicator’s job is to build
conviction that the offering is the best one for the potential buyer. A combination of the
promotion-mix tools should be used to create preference and conviction. Advertising can 
be used to extol the advantages offered by the brand. Press releases and public relations
activities would be used to stress the brand’s specific features, such as its innovativeness 
or performance.

Direct marketing tools could be used or dealer salespeople could also be encouraged 
to educate potential buyers about the product or service options, value for the price and 
after-sale service.

Purchase
Finally, some members of the target audience might be convinced about the product, but 
not quite get around to making the purchase. Potential buyers might decide to wait for more
information or for the economy to improve. The communicator must lead these consumers
to take the final step. Actions might include offering special promotional prices, rebates or
premiums. Salespeople might call or write to selected customers, inviting them to visit the
sales outlet for a special demonstration or product trial.
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In discussing buyer readiness stages, we have assumed that buyers pass through cognitive
(awareness, knowledge), affective (liking, preference, conviction), and behavioural (purchase)
stages, in that order. This ‘learn–feel–do’ sequence is appropriate when buyers have high
involvement with a product category and perceive brands in the category to be highly
differentiated, such as the purchase of a car. But consumers often follow other sequences. 
For example, they might follow a ‘do–feel–learn’ sequence for high-involvement products 
with little perceived differentiation, such as a central heating system. Still a third sequence 
is the ‘learn–do–feel’ sequence, where consumers have low involvement and perceive little
differentiation, as is the case when they buy a product such as salt.

Furthermore, marketing communications alone cannot create positive feelings and
purchases for the product. So, for example, Orange must provide superior value to potential
buyers. In fact, outstanding marketing communications can actually speed the demise of a
poor product. The more quickly potential buyers learn about the poor product, the faster 
they become aware of its faults. Thus, good marketing communications call for ‘good deeds
followed by good words’. Nonetheless, by understanding consumers’ buying stages and their
appropriate sequence, the marketer can do a better job of planning communications.

Designing a message
Having defined the desired audience response, the communicator turns to developing an
effective message. Ideally, the message should get Attention, hold Interest, arouse Desire and
obtain Action (a framework known as the AIDA model). In practice, few messages take the
consumer all the way from awareness to purchase, but the AIDA framework suggests the
desirable qualities of a good message.

In putting the message together, the marketing communicator must decide what to say
(message content) and how to say it (message structure and format).

Message content

The communicator has to figure out an appeal or theme that will produce the desired
response. There are three types of appeal: rational, emotional and moral. Rational appeals
relate to the audience’s self-interest. They show that the product will produce the desired
benefits. Examples are messages showing a product’s quality, economy, value or performance.
Thus, in its ads, Mercedes offers automobiles that are ‘engineered like no other car in the
world’, stressing engineering design, performance and safety.

Emotional appeals attempt to stir up either positive or negative emotions that can
motivate purchase. Communicators may use positive emotional appeals such as love,
humour, pride, promise of success and joy. Consider the following examples:

British Telecom’s ‘Make someone happy with a phone call’ and ‘It’s good to
talk’ campaigns stir a bundle of strong emotions. Ad campaigns for Häagen-
Dazs equate ice-cream with pleasure (foreplay, to be precise): one classic 
ad tells consumers how ‘It is the intense flavour of the finest ingredients
combined with fresh cream that is essentially Häagen-Dazs’, and is 
followed by the strapline: ‘Now it’s on everybody’s lips’.9

Communicators can also use negative emotional appeals, such as fear, guilt and shame
appeals in order to get people to do things they should (brush their teeth, invest in a pension
plan, buy new tyres) or to stop doing things they shouldn’t (smoke, drink too much, eat fatty
foods). For example, a recent Crest ad invoked mild fear when it claimed ‘There are some
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things you just can’t afford to gamble with’ (cavities). So did Michelin tyre ads that featured
cute babies and suggested ‘Because so much is riding on your tyres’.10

Moral appeals are directed to the audience’s sense of what is ‘right’ and ‘proper’. They are
often used to urge people to support social causes such as a cleaner environment, better race
relations, equal rights for women and aid to the disadvantaged.

Message structure

The communicator must decide how to say it. This requires the communicator to handle
three message-structure issues. The first is whether to draw a conclusion or to leave it to 
the audience. Early research showed that drawing a conclusion was usually more effective
where the target audience is less likely to be motivated or may be incapable of arriving at the
appropriate conclusion. More recent research, however, suggests that in many cases where the
targets are likely to be interested in the product, the advertiser is better off asking questions to
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Two-sided arguments can be

used to good effect in commun-

icating basic product benefits.
SOURCE: NESCAFÉ®; GOLD

BLEND®, DECAF®, Courtesy

Société des Produits Nestlé S.A.,

trademark owners.

stimulate involvement and motivate customers to think about the brand, and then letting
them come to their own conclusions.

The second message structure issue is whether to present a one-sided argument
(mentioning only the product’s strengths), or a two-sided argument (touting the product’s
strengths while also admitting its shortcomings). Usually, a one-sided argument is more
effective in sales presentations – except when audiences are highly educated or likely to hear
opposing claims or when the communicator has a negative association to overcome. The third
message-structure issue is whether to present the strongest arguments first or last. Presenting
them first gets strong attention, but may lead to an anticlimactic ending.11
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Message format

The communicator also needs a strong format for the message. In a print ad, the com-
municator has to decide on the headline, copy, illustration and colour. To attract attention,
advertisers can use novelty and contrast, eye-catching pictures and headlines, distinctive
formats, message size and position, and colour, shape and movement. If the message is to 
be carried over the radio, the communicator has to choose words, sounds and voices. The
‘sound’ of an announcer promoting banking services should be different from one promoting
quality furniture.

If the message is to be transmitted on television or conveyed in person, then all these
elements plus body language have to be planned. Presenters plan their facial expressions,
gestures, dress, posture and even hairstyle. If the message is carried on the product or its
package, the communicator has to watch texture, scent, colour, size and shape. For example,
colour plays an important communication role in food preferences.

When consumers sampled four cups of coffee that had been placed next 
to brown, blue, red and yellow containers (all the coffee was identical, but 
the consumers did not know this), 75 per cent felt that the coffee next to the
brown container tasted too strong; nearly 85 per cent judged the coffee next to
the red container to be the richest; nearly everyone felt that the coffee next to
the blue container was mild; and the coffee next to the yellow container 
was seen as weak.

Thus, if a coffee company wants to communicate that its coffee is rich, it should probably use
a red container along with label copy boasting the coffee’s rich taste.12

Even when an individual is exposed to a message, he or she may pay no attention to the
message because it is either boring or irrelevant. The communicator increases the chances of
the message attracting the attention of the target audience by taking into consideration the
following factors:

n The message must have a practical value to the target audience because individuals 
are in the market for the product (for example, advertising pension schemes to
undergraduates is a waste of time as they are likely to find such policies irrelevant to 
them for the time being).

n The message must interest the target group.

n The message must communicate new information about the product or brand.
Consumers pay more attention to new messages.

n The message must reinforce or help to justify the buyer’s recent purchase decisions – if
you have recently bought a personal computer, it is likely that you will notice or your
attention will be quickly drawn to ads for the PC (the phenomenon is called cognitive
dissonance reduction).

n The message must be presented in such a way as to make an impact. As explained above,
this objective can be achieved by paying attention to message formats and stressing
creativity in the way the copy, artwork/illustrations and physical layout or presentation
are delivered.

While advertisers’ basic aim is to get their ads noticed, they must be sensitive to, and
comply with, codes of practice operated by the industry watchdogs or country regulators.
Messages should create maximum impact but without causing public offence and irritation.
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For example, in Spain, the Madrid agency responsible for a direct marketing
campaign for Fiat’s Cinquento car sent out love letters to 50,000 young
mothers. A second batch of letters was then sent to these women revealing the
Cinquento as the secret admirer. Rather than this being seen as an amusing
piece of junk mail, it caused a storm of protest. The Spanish Women’s Institute
denounced the campaign: apparently, some women were so troubled by the
letters, they were scared to leave the house. For most of the time, people are
prepared to enjoy a light-hearted puzzle. But in this case, the intrigue, though
interesting, only stretched so far. There is a fine dividing line between attract-
ing and irritating consumers. Then, there are the bad taste ads and ones using
‘shock tactics’ which can also do much damage. In the UK, one RSPCA (Royal
Society for the Prevention of Cruelty to Animals) campaign drew attention to
the plight of horses exported for consumption by using a harrowing image of a
dead pony hanging from a hook. Although the advertising watchdog, the ASA,
had no intention to frustrate the worthy efforts of the RSPCA, it upheld 
public complaints of the visual image used in the ad which was deemed
misleading and grossly offensive.
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Choosing media
The communicator must now select channels of communication. There are two broad types of
communication channel: personal and non-personal.

Personal communication channels

In personal communication channels, two or more people communicate directly with each
other. They might communicate face to face, over the telephone or mobile phone, through 
the mail or even through an Internet ‘chat’. Personal communication channels are effective
because they allow for personal addressing and feedback.

Some personal communication channels are controlled directly by the company. For
example, salespeople contact buyers in the target market. Other personal communications
about the product may reach buyers through channels not directly controlled by the
company. These might include independent experts – consumer advocates, consumer buying
guides and others – making statements to target buyers. Or they might be neighbours, friends,
family members and associates talking to target buyers. This last channel, known as word-of-
mouth influence, has considerable effect in many product areas.

Personal influence carries great weight for products that are expensive, risky or highly
visible. For example, buyers of cars and major appliances often go beyond mass-media sources
to seek the opinions of knowledgeable people. Companies can take steps to put personal
communication channels to work for them. For example, they can create opinion leaders –
people whose opinions are sought by others – by supplying certain people with the product
on attractive terms. This is also called buzz marketing – cultivating opinion leaders and
getting them to spread information about a product or service to others in their communities.
They could work through community members such as local radio personalities, heads of
local organisations or community leaders. They can also use influential people in their
advertisements or develop advertising that has high ‘conversation value’.

For example, the Mini USA unit of BMW North America used buzz marketing
to kick-start demand for its new retro-style Mini Cooper in the USA. The Mini
USA unit is now bucking car advertising tradition by using unconventional
tactics. To launch the return of the Mini, ‘we wanted to be as different as we
could because the car is so different than anything out there’, says a Mini
marketer. As a result, there is no national television advertising. Instead, BMW
generated buzz for the Mini in less conventional ways. For example, the ‘Mini
Ride’ display touring the United States, which includes an actual Mini, looks
like a children’s ride. The car is also being promoted on the Internet, in ads
painted on city buildings and on baseball-type cards handed out at auto shows.
To intrigue passers-by, BMW put Minis on top of sport utilities and drove them
around 24 cities. In addition, BMW is selling unusual Mini-brand items –
including remote-control cars, watches and cuckoo clocks – on its website.
The country’s 70 dealers – top BMW dealers who agreed to build separate 
Mini showrooms – have been deluged with orders, practically assuring that
the 20,000 cars available in the United States will quickly be sold. The
campaign attracted more than 50,000 people who expressed interest in buying
the car by registering at www.miniusa.com. Not a bad response, considering that
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interest was built from the ground up through buzz marketing. Until a few
years ago, fewer than 2 per cent of Americans apparently had even heard 
of the original Mini.13

Non-personal communication channels
Non-personal communication channels are media that carry messages without personal
contact or feedback. They include major media, atmospheres and events. Important 
media consist of print media (newspapers, magazines, direct mail), broadcast media (radio,
television), display media (billboards, signs, posters) and online and electronic media (online
services, websites, CDs, DVDs). Atmospheres are designed environments that create or
reinforce the buyer’s leanings towards buying a product. Thus lawyers’ offices and banks are
designed to communicate confidence and other factors that might be valued by their clients.
Events are occurrences staged to communicate messages to target audiences. For example,
public relations departments arrange press conferences, grand openings, shows and exhibits,
public tours and other events to communicate with specific audiences.

Non-personal communication affects buyers directly. In addition, using mass media often
affects buyers indirectly by causing more personal communication. Communications first
flow from television, magazines and other mass media to opinion leaders and then from 
these opinion leaders to others. Thus opinion leaders step between the mass media and their
audiences and carry messages to people who are less exposed to media. This suggests that
mass communicators should aim their messages directly at opinion leaders, letting them carry
the message to others. For example, pharmaceutical firms direct their new drugs promotions
at the most influential doctors and medical experts first – the ‘thought leaders’ in the
profession; if they are persuaded, their opinions have an impact upon the new product’s
acceptance by others in the field. Thus opinion leaders extend the influence of the mass
media. Or they may alter the message or not carry the message, thus acting as gatekeepers.

Selecting the message source
In either personal or non-personal communication, the message’s impact on the target
audience is also affected by how the audience views the communicator. The credibility and
attractiveness of the message source – the company, the brand name, the spokesperson for 
the brand, or the actor in the ad who endorses the product – must therefore be considered.

Messages delivered by highly credible sources are more persuasive. Pharmaceutical firms
want doctors to tell about their products’ benefits because doctors rank high on expertise in
their field, so they have high credibility. Many food companies promote to doctors, dentists
and other healthcare experts to motivate these professionals to recommend their products to
patients. For example, for years, Sensodyne Toothpaste has promoted the product in dental
surgeries, and ads use endorsements by dental practitioners to persuade target users to adopt
the brand. But, to remain credible, the source must be perceived by the target audience as
being an expert where the product is concerned, and trustworthy: that is, objective and 
honest in his or her opinion of the benefits claimed for the product.

Marketers also use celebrity endorsers – top athletes, well-known film stars, fashion models
and even cartoon characters – to deliver their brand messages. Michael Owen, Paul Gascoigne
and Gary Lineker have all spoken for Walkers crisps, while Tiger Woods stands behind Nike,
Tag Heuer and a dozen other brands.

However, companies must be careful when selecting celebrities to represent their brands.
Picking the wrong spokesperson can result in embarrassment and a tarnished image. Nike
found this out when it entrusted its good name to the care of Kobe Bryant who was trialled
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for sexual assault. Pepsi and Kodak faced similar embarrassment when their spokesperson,
boxer Mike Tyson, was accused of beating his wife and was later jailed for rape.

Collecting feedback
After sending the message, the communicator must research its effect on the target audience.
This involves asking the target audience members whether they remember the message, how
many times they saw it, what points they recall, how they felt about the message, and their
past and present attitudes towards the product and company. The communicator would also
like to measure behaviour resulting in the message – how many people bought a product,
talked to others about it or visited the store.

Figure 17.5 shows an example of feedback measurement for two hypothetical brands.
Looking at Brand A, we find that 80 per cent of the total market is aware of it, that 60 per cent
of those aware of it have tried it, but that only 20 per cent of those who tried it were satisfied.
These results suggest that although the communication programme is creating awareness, the
product fails to give consumers the satisfaction they expect. Therefore, the company should 
try to improve the product while staying with the successful communication programme. In
contrast, only 40 per cent of the total market is aware of Brand B, only 30 per cent of those
aware of Brand B have tried it, but 80 per cent of those who have tried it are satisfied. In this
case, the communication programme needs to be stronger to take advantage of the brand’s
power to obtain satisfaction.

Setting the total promotion budget 
and mix
We have looked at the steps in planning and sending communications to a target audience.
But how does the company decide on the total promotion budget and its division among the
major promotional tools to create the promotion mix? By what process does it blend the tools
to create integrated marketing communications? We now look at these questions.
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Managing marketing
channels
Chapter objectives
After reading this chapter, you should be able to:

n Explain why companies use marketing channels and discuss the functions these

channels perform.

n Discuss how channel members interact and how they organise to perform the work of

the channel.

n Identify the major channel alternatives open to a company and how companies select,

motivate and evaluate channel members.

n Discuss the nature and importance of retailers, wholesalers and physical distribution.

n Explain integrated logistics, including how it may be achieved and its benefits to the

company.

Mini Contents List
n Prelude case – Dell Corporation

n Introduction

n Supply chains and the value delivery network

n The nature and importance of marketing channels

n Channel behaviour and organisation

n Marketing Insights 20.1 – Mail Box Etc: signed, sealed and delivered

n Channel design decisions

n Channel management decisions

n Marketing logistics and supply chain management

n Channel trends

n Marketing Insights 20.2 – Retail giants: coming to terms with the global marketplace

n Summary

n Concluding concepts 20 – Pieta luxury chocolates

CHAPTERtw
enty

Keep your shop and your shop 
will keep you.
THOMAS FULLER

SOURCE: H&M.s
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What if a manufacturing company didn’t need to have any
inventory? Imagine the reduction to cost structure that could be
achieved by simply getting rid of the need to carry huge amounts
of finished goods on its books – and eliminating the nail-biting
stress of waiting until those goods are sold. For Michael Dell,
founder and CEO of Austin, Texas-based Dell Corporation, very
little imagination is required. He has built a company with annual
revenues in excess of $40bn entirely around a vision whereby
manufacturing of an individual item does not begin until it has
been ordered by a customer. Every single Dell product has an end
user’s name on it before it even leaves the factory.

Visiting a Dell factory gives you an idea of just
how effective Michael Dell has been in executing
this supply chain management philosophy. At the
company’s Irish factory near Limerick, for
example, there are 40 doors at one end of the
factory that deliver the parts needed to build a
variety of products – including desktop
computers and servers – and 40 doors at the
other end of the factory where the finished goods
are dispatched to be delivered to customers. The
company never holds more than four hours’

worth of parts inventory at any time – and Dell is not even
considered to have acquired the parts until the moment they are
offloaded from a truck and brought into the factory. The same
process is used in Dell operations throughout the world, including
the company’s showcase factory at its US headquarters in Austin.

After the parts are unloaded, the process of building individual,
custom-made systems begins. All the parts that are needed for
the assembly of a given system are placed in a plastic box that
passes along a conveyor belt and is then routed to an assembler.
Each part is scanned – along with a label denoting the name,
address and details of the buyer (including the specifications of
the system that has been ordered) – so that individual parts are
associated with individual systems sold to individual buyers. This
means that if a problem with a given part is discovered at any
point, the company knows exactly which systems contain that part
and can notify the owners about the need for a fix. In addition, it
means that if a buyer reports problems, Dell’s technical support
system can pull up the details of what was installed in the system
at the factory, when it was assembled, and by whom.

Over the past year, Dell has started to build products other
than desktop, server and notebook computer systems using this
method of manufacturing – and recently changed its corporate
name (from Dell Computer Corporation to Dell Corporation) to
reflect this fact. It is all part of the ‘Dell model’ that Michael Dell
says is just as applicable to manufacturing computer printers,
handheld computers and MP3 players as it is to a personal
computer. ‘If we look across the whole $800bn IT market, we see
that there is a kind of standardisation and commoditisation

occurring across many different product areas, so we have tried
to understand what the best opportunities are for us to deliver
value’, he said in a recent interview. Mr Dell also said that the
direct manufacturing model gave his company an unparalleled
insight into the kinds of product areas that his company should
move into – as well as those from which it should retreat. ‘One of
the magic abilities of any great product company is to understand
technologies and customer requirements and come up with the
perfect combination to solve a problem’, said Mr Dell, although he
admits that customers sometimes do not realise that they have a
problem that technology can solve. ‘The customer is not likely to
come and say they need a new metallic compound used in the
construction of their notebook computer, but they may tell us they
need a computer that is really light and rugged. Where some
companies fall down is that they get enamoured with the idea of
inventing things – and sometimes what they invent is not what
people need.’ He said that by using the Dell model, he knows very
quickly when a product isn’t going to sell. ‘When we launch a new
product, we know within 48 hours whether or not it’s going to
work’, he says. ‘We had a Web PC that didn’t turn out so well. 
But if you have no experiments, then you have no success.
Occasionally, you just miss.’

Mr Dell concluded that by having a sales, manufacturing 
and distribution model where the maximum possible number 
of variables are under its control, the company has been 
in a position to grow significantly during the recent economic
downturn. ‘We have a fortunate situation in our business’, he 
said. ‘To the extent that there are tensions in the economy, we
tend to be a more attractive choice. We have done well in tough
economies – and we have a very efficient system that works well
in many different economic environments.’

Questions
1. Taking the case of computer products, identify the supply

chain for the distribution of these products and explain the
channel service needs of customers. To what extent are
store- and non-store-based distribution channels alike or
different in terms of the channel functions they perform?

2. What are the advantages and disadvantages of the ‘Dell
model’ of sales, manufacturing and distribution?

3. How might Dell sustain its competitive advantage in an
increasingly competitive and mature market place? What
channel strategies should it consider to enhance its value
delivery network? Justify.

SOURCE: This case is a reproduction of Geof Wheelwright, ‘Bytes 

to order’, Financial Times, FT Understanding supply chain execution

(26 November 2003), p. 15.

Prelude case Dell Corporation

Every single Dell
product has an end
user's name on it
before it even
leaves the factory.

FT
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Introduction
In this chapter, we will examine the last of the marketing mix tools – place. Firms rarely work
alone in bringing value to customers. Instead, most are only a single link in a larger supply
chain or distribution channel. As such, an individual firm’s success depends not only on how
well it performs but also on how well its entire marketing channel competes with competitors’
channels. For example, Mercedes can make the world’s best cars but still not do well if its
dealers perform poorly in sales and service against the dealers of Ford, Toyota, BMW or
Honda. In order to bring value to customers, Mercedes must choose its channel partners
carefully and practise sound partner relationship management.

In the first part of this chapter, we address the basics of marketing channel design and
channel partner relationship management. Then we will look more deeply into the two major
intermediary channel functions, retailing and wholesaling. We investigate the characteristics
of different kinds of retailers and wholesalers, the marketing decisions they make and trends
for the future. You’ll see that the retailing and wholesaling landscapes are changing rapidly to
match explosive changes in markets and technology.

Specifically, in this chapter, we examine the following questions concerning marketing
channels:

n What is the nature of marketing channels?

n How do channel firms organise to do the work of the channel?

n What problems do companies face in designing and managing their channels?

n What role does physical distribution play in attracting and satisfying customers?

n How are marketing channels changing and what are their implications for marketers?

Most firms cannot bring value to customers by themselves. Instead, they must work closely
with other firms in a larger value delivery network. Let us take a look at what is meant by a
value delivery network.

Supply chains and the value 
delivery network

Producing a product or service and making it available to buyers requires building
relationships not just with customers, but also with key suppliers and resellers in the
company’s supply chain. This supply chain consists of upstream and downstream 
partners, including suppliers, intermediaries and even intermediaries’ customers.

Upstream from the manufacturer or service provider is the set of firms that supply the raw
materials, components, parts, information, finances and expertise needed to create a product
or service. Marketers, however, have traditionally focused on the ‘downstream’ side of the
supply chain – on the marketing channels or distribution channels that look forward towards
the customer. Marketing channel partners such as wholesalers and retailers form a vital
connection between the firm and its target consumers.

Both upstream and downstream partners may also be part of other firms’ supply chains.
But it is the unique design of each company’s supply chain that enables it to deliver superior
value to customers. An individual firm’s success depends not only on how well it performs
but also on how well its entire supply chain and marketing channel competes with
competitors’ channels.
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The term supply chain may be too limited – it takes a make-and-sell view of the business. It
suggests that raw materials, productive inputs and factory capacity should serve as the starting
point for market planning. A better term would be demand chain because it suggests a sense-
and-respond view of the market. Under this view, planning starts with the needs of target
customers, to which the company responds by organising resources with the goal of building
profitable customer relationships.

Even a demand chain view of a business may be too limited, because it takes a step-by-step
linear view of purchase–production–consumption activities. With the advent of the Internet,
however, companies are forming more numerous and complex relationships with other firms.
For example, companies such as Toyota, Mercedes and Ford manage numerous supply chains.
They also sponsor or transact on many B2B websites and online purchasing exchanges as
needs arise. Like these companies, many large companies today are engaged in building and
managing a continuously evolving value delivery network.

A value delivery network is made up of the company, suppliers, distributors and
ultimately customers who ‘partner’ with each other to improve the performance of the entire
system. For example, Palm, the leading manufacturer of handheld devices, manages a whole
community of suppliers and assemblers of semiconductor components, plastic cases, LCD
displays and accessories, of offline and online resellers, and of 45,000 complementors who
have created over 5,000 applications for the Palm operating systems. All of these diverse
partners must work effectively together to bring superior value to Palm’s customers.

This chapter focuses on marketing channels – on the downstream side of the value delivery
network. However, it is important to remember that this is only part of the full value network.
To bring value to customers, companies need upstream supplier partners just as they need
downstream channel partners. To provide banking services, for example, HSBC buys
equipment and supplies such as automated teller machines (ATMs), printed deposit slips 
and computers. To make its services available to customers and obtain information about
customer transactions, the bank maintains a distribution channel consisting of company-
owned bank branches and websites as well as thousands of ATMs owned by other banks.
Increasingly, marketers are participating in and influencing their company’s upstream
activities as well as its downstream activities. More than marketing channel managers, 
they are becoming full network managers.

The nature and importance of 
marketing channels
Few producers sell their goods directly to the final users. Instead, most use third parties or
intermediaries to bring their products to market. They try to forge a marketing channel
(or distribution channel) – a set of interdependent organisations involved in the process of
making a product or service available for use or consumption by the consumer or business
user.1 The channel of distribution is therefore all those organisations through which a product
must pass between its point of production and consumption.2

A company’s channel decisions directly affect every other marketing decision. The
company’s pricing depends on whether it uses mass merchandisers or high-quality speciality
stores. The firm’s sales force and advertising decisions depend on how much persuasion,
training and motivation the dealers or resellers need. Whether a company develops or
acquires certain new products may depend on how well those products fit the abilities of 
its channel members.

Companies often pay too little attention to their distribution channels, however,
sometimes with damaging results. In contrast, many companies have used imaginative
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distribution systems to gain a competitive advantage. For example, the creative and imposing
distribution system created by FedEx made it a leader in the small-package delivery industry.
Amazon.com pioneered the delivery of books via the Internet. And Dell Corporation
revolutionised its industry by selling personal computers directly to consumers rather than
through retail stores. As we saw in the prelude case, an effective supply chain management
model lay at the very heart of Dell’s success.

Distribution channel decisions often involve long-term commitments to other firms. For
example, companies such as BMW, Nokia or McDonald’s can easily change their advertising,
pricing or promotion programmes. They can scrap old products and introduce new ones 
as market tastes demand. But when they set up distribution channels through contacts 
with franchises, independent dealers or large retailers, they cannot readily replace these
channels with company-owned stores if conditions change. Therefore, management must
design its channels carefully, with an eye on tomorrow’s likely selling environment as well 
as today’s.

How channel members add value
Why do producers give some of the selling job to intermediaries? After all, doing so 
means giving up some control over how and to whom the products are sold. The use of
intermediaries results from their greater efficiency in making goods available to target
markets. Through their contacts, experience, specialisation and scale of operation,
intermediaries usually offer the firm more than it can achieve on its own.

Figure 20.1 shows how using intermediaries can provide economies. Part A shows three
manufacturers, each using direct marketing to reach three customers. This system requires
nine different contacts. Part B shows the three manufacturers working through one distributor,
which contacts the three customers. This system requires only six contacts. In this way,
intermediaries reduce the amount of work that must be done by both producers and 
consumers.

From the economic system’s point of view, the role of marketing intermediaries is to
convert the assortments of products made by producers into the assortments wanted by
consumers. Producers make narrow assortments of products in large quantities, but
consumers want broad assortments of products in small quantities. In the marketing
channels, intermediaries buy the large quantities of many producers and break them 
down into the smaller quantities and broader assortments wanted by consumers. As 
such, intermediaries play an important role in matching supply and demand.

The concept of marketing channels is not limited to the distribution of tangible products.
Producers of services and ideas also face the problem of making their output available to
target populations. Hotels, banks, airlines and other service providers take great care to make
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their services conveniently available to target customers. Social service organisations and
agencies develop ‘education delivery systems’ and ‘healthcare delivery systems’ for reaching
sometimes widely dispersed populations. Hospitals must be located to serve various patient
populations, and schools must be located close to the children who need to be taught.
Communities must locate their fire stations to provide rapid response to fires and polling
stations must be placed where people can vote conveniently.

In making products and services available to consumers, channel members add value by
bridging the major time, place and possession gaps that separate goods and services from
those who would use them. Members of the marketing channel perform many key functions.
Some help to complete transactions:

n Information. Gathering and distributing marketing research and intelligence information
about actors and forces in the marketing environment needed for planning and
facilitating exchange.

n Promotion. Developing and spreading persuasive communications about an offer.

n Contact. Finding and communicating with prospective buyers.

n Matching. Shaping and fitting the offer to the buyer’s needs, including such activities as
manufacturing, grading, assembling and packaging.

n Negotiation. Reaching an agreement on price and other terms of the offer, so that
ownership or possession can be transferred.

Others help to fulfil the completed transactions:

n Physical distribution. Transporting and storing goods.

n Financing. Acquiring and using funds to cover the costs of the channel work.

n Risk taking. Assuming the risks of carrying out the channel work.

The question is not whether these functions need to be performed, but rather who is to
perform them. To the extent that the manufacturer performs these functions, its costs go up
and its prices have to be higher. At the same time, when some of these functions are shifted 
to intermediaries, the producer’s costs and prices may be lower, but the intermediaries 
must charge more to cover the costs of their work. In dividing the work of the channel, the
various functions should be assigned to the channel members who can add the most value 
for the cost.

Number of channel levels
Companies can design their marketing channels to make products and services available to
customers in different ways. Each layer of marketing intermediaries that performs some work
in bringing the product and its ownership closer to the final buyer is a channel level. Because
the producer and the final consumer both perform some work, they are part of every channel.
The number of intermediary levels indicates the length of a channel. Figure 20.2A shows several
consumer distribution channels of different lengths.

Channel 1, called a direct-marketing channel, has no intermediary levels. It consists 
of a manufacturer selling directly to consumers. For example, Avon and Tupperware sell 
their products door-to-door or through home and office sales parties. Wine clubs, such as
Laithwaites and The Wine Society in the UK, sell their wines through mail order, telephone or
at their websites. Marks & Spencer sells its products through its own stores, offline and online,
as well as through mail order and telephone. And a university may deliver education on its
campus or through distance (or off-campus) learning.

The remaining channels in Figure 20.2A are indirect-marketing channels containing one or
more intermediaries. Figure 20.2B shows some common business distribution channels. The
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business marketer can use its own sales force to sell directly to business customers. Or it can
sell to various types of intermediaries, who in turn sell to these customers. Consumer and
business marketing channels with even more levels are sometimes found, but less often. 
From the producer’s point of view, a greater number of levels means less control and greater
channel complexity. Moreover, all of the institutions in the channel are connected by several
types of flows. These include the physical flow of products, the flow of ownership, the payment
flow, the information flow and the promotion flow. These flows can make even channels with
only one or a few levels very complex. The types of intermediary channel will be discussed in
greater detail in a later section.

Channel behaviour and organisation
Distribution channels are more than simple collections of firms tied together by various 
flows. They are complex behavioural systems in which people and companies interact to
accomplish individual, company and channel goals. Some channel systems consist only 
of informal interactions among loosely organised firms, while others consist of formal
interactions guided by strong organisational structures. Moreover, channel systems 
do not stand still – new types of intermediary surface and whole new channel systems 
evolve. Here we look at channel behaviour and at how members organise to do the work of
the channel.
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Channel behaviour

A marketing channel consists of firms that have banded together and are dependent on each
other to achieve a common goal. For example, a Peugeot dealer depends on the manufacturer
to design cars that meet consumer needs. In turn, Peugeot depends on the dealer to attract
consumers, persuade them to buy Peugeot cars, and service cars after the sale. The Peugeot
dealer also depends on the other dealers to provide good sales and service that will uphold the
reputation of Peugeot and its dealer body. In fact, the success of individual Peugeot dealers
depends on how well the entire Peugeot marketing channel competes with the channels of
other car manufacturers.

Each channel member plays a specialised role in the channel. For example, Philips’ role is
to produce consumer electronics products that consumers will like and to create demand
through national, regional and worldwide advertising. The role of the specialist shops,
department stores and other independent outlets that stock and sell Philips’ products is to
display these items in convenient locations, to answer buyers’ questions, to close sales and 
to provide a good level of customer service. The channel will be most effective when each
member is assigned the tasks it can do best.

Ideally, because the success of individual channel members depends on overall channel
success, all channel firms should work together smoothly to secure healthy margins or
profitable sales. They should understand and accept their roles, coordinate their activities and
cooperate to attain overall channel goals. By cooperating, they can more effectively sense,
serve and satisfy the target market. Unfortunately, individual channel members rarely take
such a broad view. Cooperating to achieve overall channel goals sometimes means giving up
individual company goals. Although channel members are dependent on one another, they
often act alone in their own short-term best interests. They often disagree on the roles that
each should play – that is, on who should do what and for what rewards. Such disagreements
over goals, roles and rewards generate channel conflict. Conflict can occur at two levels.

Horizontal conflict is conflict among firms at the same level of the channel. For instance,
Peugeot dealers in a particular geographic territory may complain that the other dealers in the
territory steal sales from them by pricing too low or by selling outside their assigned territories.

Vertical conflict is more common and refers to conflicts between different levels of the 
same channel. For example, some personal computer manufacturers created conflict with
their high street dealers when they opened online stores to sell PCs directly to customers.
Dealers, not surprisingly, complained. To resolve the conflict, manufacturers had to develop
communication campaigns to educate dealers on how online efforts would assist dealers
rather than hurt sales.

Some conflict in the channel takes the form of healthy competition.

Over the past five years, the toy company Lego opened a number of concept
stores including licensed children’s-wear stores, airport and other shopping
stores throughout Europe, park stores in the UK, Denmark and the US, and
United Nations-themed stores in the US. Lego management argued that the
concept stores are about investing time and effort in inspiring high-street
retailers – about setting a standard of retail innovation which ordinary
retailers alone would not be able to achieve. Far from being inspired, many 
of Lego’s current retailers objected to the potential impacts on their own
businesses. Many were concerned about having to cut price to compete with
the stores. Some felt they had been undervalued or devalued as Lego
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stockists. Lego management were quick to reassure disgruntled channel
members that the stores that offer a ‘new retail experience’ will not at all
threaten customer traffic in the conventional retail outlets. The ‘Lego store’ 
is about building and sustaining a superior standard for the brand, which in
turn promotes the esteem of the company’s products for all Lego retailers.
According to the company, Lego sales within a 50-mile radius of Legoland 
UK lifted after opening the park store. Lego product sales have risen above
industry trends since its Minneapolis store opened. Besides, Lego’s strategy
has been to build an armoury of retailing experiences which would be
transferred to its retail customers through franchise operations. Essentially,
both manufacturer and retailer can satisfy consumers more effectively
through building upon Lego’s tradition for quality, heritage and innovation.

Such competition can be good for the channel – without it, the channel could become
passive and non-innovative. But severe or prolonged conflict can disrupt channel effectiveness
and cause lasting harm to channel relationships. Companies should manage channel conflict
to keep it from getting out of hand.

For the channel as a whole to perform well, each channel member’s role must be specified
and channel conflict must be managed. The channel will perform better if it includes a firm,
agency or mechanism that has the power to assign roles, secure channel cooperation and
manage conflict. Let us take a look at how channel members organise to do the work of the
channel.

Channel organisation
Historically, marketing channels have been loose collections of independent companies, 
each showing little concern for overall channel performance. These conventional distribution
channels have lacked strong leadership and power, often resulting in damaging conflict and
poor performance. One of the biggest recent channel developments has been the emergence 
of vertical marketing systems that provide channel leadership.

Vertical marketing systems

Figure 20.3 contrasts the two types of channel arrangement.
A conventional distribution channel consists of one or more independent producers,

wholesalers and retailers. Each is a separate business seeking to maximise its own profits, even
at the expense of profits for the system as a whole. No channel member has much control
over the other members and no formal means exists for assigning roles and resolving channel
conflict. In contrast, a vertical marketing system (VMS) consists of producers, wholesalers
and retailers acting as a unified system. One channel member owns the others, has contracts
with them, or wields so much power that they must all cooperate. The VMS can be dominated
by the producer, wholesaler or retailer.

We now look at the three main types of VMS shown in Figure 20.4. Each type uses a
different means for setting up leadership and power in the channel.

Corporate VMS
A corporate VMS combines successive stages of production and distribution under 
single ownership. Coordination and conflict management are attained through regular
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