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Preface Resilience and Grit

Exploring College While much of this chapter will cover very specific aspects about the act of learning, in this section, we will present different
information that may at first seem unrelated. Some people would consider it more of a personal outlook than a learning practice,

Knowing Yourself as a Learner
and yet it has a significant influence on the ability to learn.

Introduction

\What we are talking about here is called grit or resilience. Grit can be defined as personal perseverance toward a task or goal. In
learning, it can be thought of as a trait that drives a person to keep trying until they succeed. It is not tied | -

2.2 The Motivated Learner simply a tendency to not give up until something is finished or accomplished.

2.1 The Power to Learn

2.3 It's All in the Mindset
2.4 Learning Styles
2.5 Personality Types and Learning Cancel

2.6 Applying What You Know about
Learning

2.7 The Hidden Curriculum

Summary

Career Gonnection

Rethinking

Where do you go from here?

Managing Your Time and Priorities

Planning Your Academic Pathways

Reading and Notetaking b

Studying, Memory, and Test Taking Figure 2.3 U.S. Army veteran and captain of the U.S. Invictus team, Will Reynolds, races to
Tinking the finish line. (Credit: DoD News / Fiickr / Attribution 2.0 Generic- (CC-BY 2.0)
‘Communicating

Understanding Civility and Cultural The study showed that grit and perseverance were better predictors of academic success and achievement than
Competence talent or 1Q.

Understanding Financial literacy

Access. The future of education.
openstax.org
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Preface
About OpenStax

OpenStax is part of Rice University, which is a 501(c)(3) nonprofit charitable corporation. As an educational
initiative, it’ s our mission to transform learning so that education works for every student. Through our
partnerships with philanthropic foundations and our alliance with other educational resource companies,
we're breaking down the most common barriers to learning. Because we believe that everyone should and can
have access to knowledge.

About OpenStax Resources
Customization

Principles of Marketing is licensed under a Creative Commons Attribution 4.0 International (CC BY) license,
which means that you can distribute, remix, and build upon the content, as long as you provide attribution to
OpenStax and its content contributors.

Because our books are openly licensed, you are free to use the entire book or select only the sections that are
most relevant to the needs of your course. Feel free to remix the content by assigning your students certain
chapters and sections in your syllabus, in the order that you prefer. You can even provide a direct link in your
syllabus to the sections in the web view of your book.

Instructors also have the option of creating a customized version of their OpenStax book. Visit the Instructor
Resources section of your book page on OpenStax.org for more information.

Art Attribution

In Principles of Marketing, art contains attribution to its title, creator or rights holder, host platform, and
license within the caption. Because the art is openly licensed, anyone may reuse the art as long as they provide
the same attribution to its original source.

Errata

All OpenStax textbooks undergo a rigorous review process. However, like any professional-grade textbook,
errors sometimes occur. Writing style guides and other contextual frameworks also change frequently. Since
our books are web-based, we can make updates periodically when deemed pedagogically necessary. If you
have a correction to suggest, submit it through the link on your book page on openstax.org. Subject matter
experts review all errata suggestions. OpenStax is committed to remaining transparent about all updates, so
you will also find a list of past errata changes on your book page on openstax.org.

Format
You can access this textbook for free in web view or PDF through OpenStax.org, and for a low cost in print.

About Principles of Marketing
Summary

Principles of Marketing is targeted at the core marketing course for undergraduate business majors and
minors. The book is designed for conceptual accessibility to students who are relatively early in their business
curriculum (such as second-year students), yet it is also suitable for more advanced students. Due to the wide
range of audiences and course approaches, the book is designed to be as flexible as possible. It provides a
solid grounding in the core concepts and frameworks of marketing theory and analysis so that business
students interested in a major or minor in marketing will also be prepared for more rigorous upper-level
courses. Concepts are reinforced through detailed and realistic company and organization scenarios and
examples from various industries and geographical locations. Principles of Marketing also includes a diverse
array of organizations so that students can see themselves and relate to the key concepts discussed.
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Pedagogical Foundation

Principles of Marketing emphasizes marketing concepts relevant to people working in a variety of business
functions. To illuminate the meaningful applications and implications of marketing ideas, the book
incorporates a modern approach, providing connections between topics, solutions, and real-world problems.
This multifaceted framework drives the integration of concepts while maintaining a modular chapter structure.
Theoretical and practical aspects are presented in a balanced manner. Principles of Marketing exposes
students to a diverse range of for-profit and nonprofit organizations, industries, products, brands, and
services.

Table of Contents

Employability, companies demonstrating ethical awareness, and marketing metrics are strong themes
incorporated throughout most chapters.

While chapters are written to be independent, they do generally build on the understanding gained in the
previous chapters. Please bear this in mind when considering alternate sequence coverage.

The table of contents (TOC) presents 19 chapter topics in the following sequence:
Unit1 Setting the Stage
1 Marketing and Customer Value
2 Strategic Planning in Marketing

Unit2 Understanding the Marketplace

3 Consumer Markets and Purchasing Behavior

4 Business Markets and Purchasing Behavior

5 Market Segmentation, Targeting, and Positioning
6 Marketing Research and Market Intelligence

7 Marketing in a Global Environment

8 Marketing in a Diverse Marketplace

Unit3 Product, Promotion, Price, and Place
9 Products: Consumer Offerings

10 Maintaining a Competitive Edge with New Offerings

11 Services: The Intangible Product

12 Pricing Products and Services

13 Integrated Marketing Communications
Table 1

Access for free at openstax.org
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14 The Promotion Mix: Advertising and Public Relations

15 The Promotion Mix: Personal Selling and Sales Promotion
16 Direct, Online, Social Media, and Mobile Marketing

17 Distribution: Delivering Customer Value

18 Retailing and Wholesaling

19 Sustainable Marketing: The New Paradigm

Table 1

Coverage and Scope
The book is organized in a three-part structure.

Unit 1 (Setting the Stage) provides students with an overview of value as a driving concept and examines the
strategic process that organizations should undergo to realize this for their customers.

Chapter 1 introduces students to the “basics” of marketing—what marketing is, the marketing mix and the 4P
framework of marketing, customer relationship management, and how marketers go about determining
consumer needs and wants. Featured company examples include Gatorade, Volkswagen, Zappos, TOMS, and
Gexpro. Chapter 1 starts the ethical coverage found in every chapter and specifically examines the
importance—and the dos and don'ts—of ethical marketing.

Chapter 2 explores marketing strategy, the purpose and structure of the marketing plan, and how results of
the marketing strategy can be measured through marketing metrics. Featured company examples include
Frito-Lay, Procter & Gamble, Emerson Electric, Apple, Everlane, and Starbucks.

Unit 2 (Understanding the Marketplace) provides students with analytical tools and frameworks to
understand a broad range of customers (whether consumers or businesses), categorize them into target
segments, and then gather data to make solid product decisions. The last two chapters in Unit 2 emphasize
the challenges of expanding to international markets and reaching culturally and demographically diverse
segments in domestic markets. (These nuances are properly explored more in-depth in elective, advanced
courses.)

Chapter 3 focuses on consumer markets and buying behavior. Students glean an understanding of the types
of consumer buying behavior, factors that influence that behavior, and the consumer purchasing decision
process. Featured company examples include McDonald’s, Zappos, PepsiCo, Patagonia, Birchbox, Abercrombie
& Fitch, and Chipotle.

Chapter 4 focuses on the business-to-business (B2B) market. While there are similarities between consumer
markets and B2B markets, there are also significant differences, including types of buyers and buying
situations. Featured company examples include RingCentral, Office Depot, Barnes & Noble, Airbus, and
Alibaba.com.

Chapter 5 explores how companies segment markets and select the target markets—those groups upon which
companies will focus their marketing efforts. Featured company examples include Mattel Inc., McDonald’s,
Mercedes-Benz, and IKEA.

Chapter 6 focuses on the practice and process of marketing research and intelligence and their importance to
an organization’s success. In this chapter, students learn about how research is used as a tool to gather
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insights from customers and the industry. Featured company examples include LEGO, DuckDuckGo, and the
Gallup Organization.

Chapter 7 introduces students to the global arena of marketing: the advantages and nuances of international
trade, global trade, and marketing abroad. Featured global economic examples include the war between
Russia and Ukraine, the global COVID-19 pandemic, increased prices of oil and other consumer goods, and the
disruption of global supply chains.

Chapter 8 explores concepts that students must understand and apply correctly to successfully reach an ever-
growing, diverse marketplace. Students will learn about diversity and inclusion marketing, multicultural and
sociodemographic populations, cultural insights based on race and ethnicity, generational differences, and
characteristics of specific communities that speak to their needs and preferences as consumers. Featured
company examples include Procter & Gamble, PepsiCo, McDonald's, Target, Nike, and IKEA.

Unit 3 (Product, Promotion, Price, and Place) presents the standard 4P framework to organize, prioritize,
and sequence marketing activities through the value chain.

Chapter 9 reviews the types of products, the product life cycle, branding a product, packaging a product, and
the entire product experience. Students will learn how the product experience is developed and rolled out to
the market. Featured company examples include Peloton, Netflix, Domina’s Pizza, Starbucks, and Chipotle.

Chapter 10 introduces students to the manner in which companies acquire or maintain a competitive edge
through offering new products. It explores the stages of the new product development process, factors that
contribute to the success or failure of new products, and the stages in the consumer adoption process.
Featured company examples include Swarovski, Taco Bell, Gillette, and Kentucky Fried Chicken.

Chapter 11 explores services—what's sometimes known as the “intangible product.” It discusses how services
are classified, their characteristics, and several related models, including the service profit chain model and the
Gap Model of Service Quality. Featured company examples include Delta Air Lines, Zappos, Taco Bell, and the
Ritz-Carlton.

Chapter 12 covers the pricing “P” of the marketing mix. It introduces students to the critical Cs of pricing and
the five-step procedure for establishing pricing. Featured company examples include Amazon, GetUpside,
Toyota, and IKEA.

Chapter 13 describes how companies utilize Integrated Marketing Communications (IMC) to fulfill their
marketing goals and objectives. Students will learn about various IMC strategies through examples of
companies like Peloton and the ups and downs of the fitness industry. Other featured company examples
include TOMS and snack cake maker Little Debbie.

Chapter 14 introduces students to the promotion mix and its various elements. The focus of this chapter
includes both successful and failed attempts at reaching the primary target markets. Communication,
diversity, and social media are integral parts of this chapter. Featured company examples include Leo Burnett,
GameStop, PepsiCo, and SeaWorld.

Chapter 15 delves into various sales strategies, as well as the steps in the selling process, while also reviewing
the various methods of sales promotion used to create consumer demand. Featured company examples
include Hilton, HelloFresh, and Cutco.

Chapter 16 explores the various digital and direct channels that marketers use to engage with customers,
drive traffic to company websites, and turn shoppers into buyers. As consumers continue to spend more,
marketers must embrace digital technologies to meet consumers where they are, whether it's on TikTok,
Amazon, Instagram, or Gmail.

Chapter 17 explores the different types of distribution decisions that companies make when determining the
best way to get products and services to customers. Consumer demand for the speedy delivery of everything

Access for free at openstax.org
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from Nike sneakers to shave kits continues to increase. Featured company examples include Whole Foods,
Netflix, Wayfair, and AstraZeneca.

Chapter 18 outlines the ever-changing importance of retailing and wholesaling. While retailing has seen a
dramatic decrease in recent decades due to online shopping, students are introduced to up-and-coming
retailers that may change this trend. Featured company examples include Walmart, AutoZone, QVC, and
Costco.

Chapter 19 explores sustainable marketing and how it addresses the positive impact that companies can have
on people and the environment. In addition, Chapter 19 explores how brands tackle sustainability and start
from a place of purpose in their marketing. Featured company examples include Patagonia, Ben & Jerry’s, and
PepsiCo. (Designed as a supplemental chapter, Chapter 19 contains fewer review questions and features than
do the other chapters in this title.)

Key In-Text Features to Drive Understanding

+ Marketing in Practice. This feature box presents examples of challenges, managerial decisions, and the
range of accepted marketing practices in real companies and industries. It may include a reference or link
to an online resource (YouTube video, article, etc.).

+ Ethical Considerations. Each chapter concludes with a section about common ethical issues pertaining to
the chapter content, including an explanation of the importance of ethics in that particular context,
common pitfalls, and a company-specific illustrative example.

+ Link to Learning. Included multiple times in every chapter, this feature provides online resources and
videos that are pertinent to students’ deeper exploration of the topics. Link to Learning boxes allow
students to connect easily to some of the most important thought leaders and concepts in the field.

+ Companies with a Conscience. This feature box highlights a real company that is demonstrating the
ethical practices introduced in the Ethical Marketing section.

* Marketing Dashboard. This feature box, included in six chapters, guides students through the process of
applying the concepts in the chapter to analyzing and interpreting data (marketing metrics). The example
solutions are visible to student within the feature for instant feedback.

+ Careers in Marketing. This feature box, included in every chapter, has links to websites and videos that
promote employability awareness, job exploration, and career opportunities in the marketing field.

+ Knowledge Checks. Five multiple-choice questions are included at the end of all main chapter sections for
student self-review at the point of learning. A student answer key is available at the end of the book.

Organizational and Reinforcement Materials to Support Learning

+ Learning Outcomes. Every chapter section begins with a set of clear and concise student learning
outcomes (LOs). These outcomes are designed to help the instructor decide what content to include or
assign and can guide students on what they can expect to learn and be assessed on.

+ In the Spotlight. Chapter openers include real-world marketing examples that explain the relevance of
the topic for students.

+ Applied Marketing Knowledge. This end-of-chapter feature includes five discussion questions that you
can assign for students to apply their learned knowledge.

+ Critical Thinking Exercises. This end-of-chapter feature presents four or five short-answer questions that
challenge students’ analytical thinking.

+ Building Your Personal Brand. This end-of-chapter exercise guides students on how to build their
personal brand in order to capture their professional identity, talents, and methods to differentiate
themselves from others. This integrative feature will include activities such as building a LinkedIn profile,
performing a personal SWOT analysis, etc.

* What Do Marketers Do? This end-of-chapter exercise asks students to interview an individual marketing
practitioner as a method for investigating and understanding the various marketing jobs and careers.
Suggested job titles and questions are provided.
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+ Closing Company Case. This is an in-depth case study of a real company that illustrates the chapter
concepts and includes several discussion questions. It can be used as an in-class discussion prompt or as a
written homework assignment. A sample answer or rubric is included in the Instructor’s Manual.

* Marketing Plan Exercise. This running, end-of-chapter project, introduced in Chapter 1 and included in
nine chapters, provides students with a downloadable template that they will use to fill out different
sections as they move through the book. It is intended to be a multipart, semester-long exercise for which
they will select a real company and product (service) to research and analyze.

+ Chapter Summary. Designed to support both students and instructors, chapter summaries distill the
information in the chapter down to key, concise points.

+ Company Names are visually emphasized in red type in the text.

+ Key Terms. Key terms are presented in bold text and are followed by an explanation in context. Definitions
of key terms are also listed in the end-of-chapter glossary.

Answers to Questions in the Book

Sample solutions are provided for students and instructors at the end of each Marketing Dashboard feature.
Answers to the Knowledge Checks are provided in the student answer key at the end of the book. The end-of-
chapter Applied Marketing Knowledge discussion questions, Critical Thinking Exercises, and Closing Company
Case review questions are intended for homework assignments or classroom discussion; thus, student-facing
answers or solutions are not provided. Sample answers are provided in the Instructor Manual for instructors to
share with students at their discretion, as is standard for such resources. Building Your Personal Brand, What
Do Marketers Do?, and the Marketing Plan Exercise are integrative, open-ended assignments to which
standard solutions are not available; students are expected to focus on their own business interests.

Additional Resources
Student and Instructor Resources

We've compiled additional resources for both students and instructors, including Getting Started Guides, an
instructor's manual, a test bank, and image slides. Instructor resources require a verified instructor account,
which you can apply for when you log in or create your account on OpenStax.org. Take advantage of these
resources to supplement your OpenStax book.

Instructor’s Manual. For each chapter, the Instructor's Manual includes a chapter overview, ideas for
classroom activities, links to supplemental resources and examples, and discussion questions. The Instructor’s
Manual also contains sample answers to the end-of-chapter Applied Marketing Knowledge, Critical Thinking,
and Closing Company Case discussion questions. Authored by Jaciel Keltgen, Minnesota State University, and
Lauren Donovan, Delaware County Community College.

Lecture Slides. Using images, key terms, and examples, the lecture slides (in PowerPoint format) outline the
main points of each chapter, providing a starting place for instructors to build their lectures. Authored by
Debra Ellerbrook, Concordia University, Wisconsin.

Test Bank. The multiple-choice and short-answer questions in the test bank platform are correlated to
learning outcomes (LOs) in the textbook, allowing instructors to customize tests to support a variety of course
objectives. The test bank is available in Word format. Authored by Jaciel Keltgen, Minnesota State University,
and Lauren M. Donovan, Delaware County Community College.

About the Authors
Senior Contributing Authors

Senior contributing authors: Maria Gomez Albrecht (left), Mark Green (center), Linda Hoffman (right).
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Dr. Maria Gomez Albrecht, University of Texas at Dallas. Dr. Gomez Albrecht is an adjunct professor of
marketing for executive education graduate programs at The University of Texas at Dallas. She is also a
fractional chief marketing officer at Alonos Consulting, as well as the director of communications and project
management for an international restaurant chain. She has a rich career background in academics and
business practice, spanning over 20 countries and five different languages. Her specialties include strategic
marketing and planning, brand management, multicultural marketing, loyalty and growth programs, project
management, and product launches in domestic and international markets. She holds a PhD from Universidad
Central de Nicaragua, a DBA from SMC University, and an MBA from Oral Roberts University. She is also a
board officer and member of several academic and professional organizations such as Prospanica and the
American Marketing Association.

Dr. Mark Green, Simpson College. Dr. Green is a professor of management at Simpson College. He teaches
courses in management, marketing, digital marketing, international marketing, and entrepreneurship and
innovation. He is coauthor of Global Marketing (10th Edition, Pearson, 2019). During the 2011-2012 academic
year, he taught international marketing for the Consortium of Universities for International Studies (CUIS) in
Paderno del Grappa, Italy. He directed Simpson’s Semester in London program in 1997 and again in 2017. He
holds a PhD in Russian linguistics from Cornell University, an MBA in marketing management from Syracuse
University, and a BA in Russian literature from Lawrence University.

Linda Hoffman, Ivy Tech Community College. Linda Hoffman has over 20 years’ experience teaching
Principles of Marketing and other business management courses at Indiana Institute of Technology, Ivy Tech,
and Concordia University. She has developed several online business courses for Ivy Tech Community College
and Indiana Tech. She has authored and reviewed a variety of textbook chapters, supplements, and digital
content. She holds a BS in business administration from Indiana Institute of Technology and an MS in adult
education from Indiana University.
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Academic Integrity

Academic integrity builds trust, understanding, equity, and genuine learning. While students may encounter
significant challenges in their courses and their lives, doing their own work and maintaining a high degree of
authenticity will result in meaningful outcomes that will extend far beyond their college career. Faculty,
administrators, resource providers, and students should work together to maintain a fair and positive
experience.

We realize that students benefit when academic integrity ground rules are established early in the course. To
that end, OpenStax has created an interactive to aid with academic integrity discussions in your course.

attribution: Copyright Rice University, OpenStax, under CC BY 4.0 license
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Visit our academic integrity slider (https://openstax.org/r/interactive-image-defining). Click and drag icons
along the continuum to align these practices with your institution and course policies. You may then include
the graphic on your syllabus, present it in your first course meeting, or create a handout for students.

At OpenStax we are also developing resources supporting authentic learning experiences and assessment.
Please visit this book’s page for updates. For an in-depth review of academic integrity strategies, we highly
recommend visiting the International Center of Academic Integrity (ICAI) website at
https://academicintegrity.org/ (https://openstax.org/r/academicintegrity).

Community Hubs

OpenStax partners with the Institute for the Study of Knowledge Management in Education (ISKME) to offer
Community Hubs on OER Commons—a platform for instructors to share community-created resources that
support OpenStax books, free of charge. Through our Community Hubs, instructors can upload their own
materials or download resources to use in their own courses, including additional ancillaries, teaching
material, multimedia, and relevant course content. We encourage instructors to join the hubs for the subjects
most relevant to your teaching and research as an opportunity both to enrich your courses and to engage with
other faculty. To reach the Community Hubs, visit https://www.oercommons.org/hubs/openstax
(https://openstax.org/r/oercommonsorghubs).

Technology Partners

As allies in making high-quality learning materials accessible, our technology partners offer optional low-cost
tools that are integrated with OpenStax books. To access the technology options for your text, visit your book
page on openstax.org.


https://openstax.org/r/interactive-image-defining
https://openstax.org/r/academicintegrity
https://openstax.org/r/oercommonsorghubs
https://openstax.org/r/oercommonsorghubs

Unit 1
Setting the Stage

Unit Introduction

Welcome to Principles of Marketing! Some people may mistakenly believe
that marketing skills can only be applied to marketing tasks, but the fact is
that marketing isn't only for marketers. Studying marketing is essential in
almost any career field, because it teaches you the basic principles that
connect people, brands, and businesses.

This textbook is divided into three units:

+ Unit 1: Setting the Stage
+ Unit 2: Understanding the Marketplace
* Unit 3: Product, Promotion, Price, and Place

In this first section, we're going to set the stage for the remainder of this
textbook, by first exploring marketing as a discipline and understanding
the concept of customer value. Then we'll analyze the role of strategic
planning in marketing, because strategy defines how you communicate
that customer value to others.

Access for free at openstax.org
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Marketing and Customer Value

Figure 1.1 Gatorade remains a market-leading product due to parent company Pepsi’s success with the marketing mix—product,

price, place, and promotion. (credit: modification of work “Gatorade” by JeepersMedia/flickr, CC BY 2.0)

Chapter Outline

1.1 Marketing and the Marketing Process

1.2 The Marketing Mix and the 4Ps of Marketing

1.3 Factors Comprising and Affecting the Marketing Environment
1.4 Evolution of the Marketing Concept

1.5 Determining Consumer Needs and Wants

1.6 Customer Relationship Management (CRM)

1.7 Ethical Marketing

7

In the Spotlight

Since its launch in 1967, Gatorade has been a power player in the sports drink beverage category. Gatorade
dominates the US sports drink market, garnering 67.7 percent of the market, followed distantly by the Coca-
Cola Company’s Powerade and BodyArmor brands at 13.7 percent and 9.3 percent, respectively.’ The fact that
Gatorade has maintained such a large market share demonstrates parent company PepsiCo’s understanding
of the marketing mix (i.e., product, price, place, and promotion), how to integrate these elements for its target
market, and how to continually adapt its marketing mix to meet changing consumer demands.

First, let's consider its approach to the product itself. Gatorade managers saw the exercise boom coming as
baby boomers began to age and wanted to be the performance and thirst quencher for everyone from kids to
pros. The product, which was intended to replace electrolytes lost in sweat, was scientifically formulated first at
the University of Florida and later at the Gatorade Sports Science Institute. But Gatorade didn't rest on its
laurels when it comes to product innovation. For example, in order to lure back “lapsed” consumers with
concerns over sugar, it launched Gatorade Zero, a thirst quencher without sugar. It also launched its G Series
Performance, a new line of food and beverage products designed to provide fuel, fluid, and nutrients before,
during, and after activity.”

In terms of pricing, Gatorade originally priced its product using a premium strategy because the product was
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unique. However, in order to retain its lead, the company subsequently adopted competitive pricing policies
when competitors entered the market.>

Gatorade has continued to pump marketing dollars into advertising campaigns. For example, in 2020 it
launched an iconic advertising campaign that featured some of the world’s “greatest of all time (GOAT)
athletes"— the NBA's Michael Jordan, tennis star Serena Williams, soccer legend Lionel Messi, and track star
Usain Bolt. In the commercial, the sports stars appear at a mythical setting called “GOAT Camp,” where student
athletes (considered “future GOATS") can train with these stars.* Check out the GOAT camp commercial here.

Click to view content (https://openstax.org/books/principles-marketing/pages/1-in-the-spotlight)

In 2020 Gatorade launched an impactful digital strategy. When NBA games were canceled due to the
pandemic, ESPN aired a 10-part documentary, “The Last Dance,” about Michael Jordan'’s last year with the
Chicago Bulls. Because Gatorade wasn't an official sponsor, it partnered with the NBA to stream 1998's Game 6
featuring the Jazz versus the Bulls in what would be superstar Jordan's last game with the Bulls. Gatorade
sponsored a “watch party” keyed to the hashtag #Gameé6Live.” Review Gatorade’s strategy on Twitter’s
Marketing website (https://openstax.org/r/gatoradegames6live), which outlines campaign results, opportunity,
and steps taken.

Gatorade is an example of how one company built market dominance by creating the optimal integration of its
marketing mix—product, price, place, and promotion—throughout a product’s life cycle.

1.1 | Marketing and the Marketing Process

Learning Outcomes

By the end of this section, you will be able to:
M 1 Define and describe marketing.
2 Describe the benefits of marketing to the organization, its interested parties, and society.
M 3 Explain the marketing process.

Marketing Defined

When you ask a group of people, “What's marketing?” most people will answer “advertising” or “selling.” It's
true that both of these functions are part of marketing, but marketing is also so much more. The American
Marketing Association (AMA) defines marketing as “the activity, set of institutions, and processes for creating,
communicating, delivering, and exchanging offerings that have value for customers, clients, partners, and
society at large.”® That's kind of a mouthful, so let's see if we can simplify it a bit.

At its most basic level, marketing is made up of every process involved in moving a product or service from
the organization to the consumer. It includes discerning the needs of customers, developing products or
services to meet those needs, identifying who is likely to purchase the products or services, promoting them,
and moving them through the appropriate distribution channels to reach those customers. Marketing, quite
simply, is about understanding what your customers want and using that understanding to drive the business.

Marketing can also be defined as the set of activities involved in identifying and anticipating customer needs
and then attempting to satisfy those needs profitably.” But what does that really mean? Let's break down that
definition:

+ Identifying customer needs. This is typically where marketing research comes in. Methods of marketing
research will be covered in a later chapter, but market research helps a company develop a detailed
picture of its customers, including a clear understanding of their wants and needs.

+ Anticipating customer needs. After analyzing the data collected, marketers can predict how products
might be changed, adapted, or updated.

+ Satisfying customer needs. If marketers have done their homework correctly and clearly understand their
customers’ needs, consumers will be pleased with their product purchase and will be more likely to make

Access for free at openstax.org
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additional purchases.

+ Profitably. Profitability is a relatively simple term; it's when a company’s revenue is greater than its
expenses. In terms of marketing, the road to profitability means adding value to a product so that the
price customers pay is greater than the cost of making the product.®

MARKETING IN PRACTICE

Reconciling Segmentation and Diversity

We live in a multicultural world where diversity, equity, inclusion, and belonging (DEIB) is no longer the
“right” thing to do; rather, it's imperative. This is particularly true in marketing, because as the consumer
population diversifies, brands have to authentically reflect a wide range of backgrounds and life
experiences in order to effectively connect with consumers. Therefore, marketers must increasingly respect
individual preferences, celebrate differences, and promote customization of products and services to meet
customers’ needs, wants, and preferences.

At the same time, to profitably produce and sell a viable product or service, marketers must identify
potential customer groups and types with certain characteristics in common—i.e., market segmentation.
Segmentation requires assigning individuals to predefined categories with predictable behaviors, based on
standardized assumptions.

How does segmentation differ from stereotyping? How can segmentation support diversity?
Read the following articles to further explore these nuances:

+ Chron: “Difference Between Stereotyping & Market Segmentation (https://openstax.org/r/
stereotypingmarket)”

* Retail Dive: “Segmentation is dead (https://openstax.org/r/segmentationisdead)!"”

+ Spectrem Group Blog: “Why Segmentation Is OK in Market Research Not Life (https://openstax.org/r/
whysegmentationok)”

Keep these questions in mind as you explore Unit 2 of this book, where you will learn more about Market
Segmentation, Targeting, and Positioning before exploring the considerations of Marketing in a Diverse

Marketplace.

How Marketing Benefits the Organization, Its Interested Parties, and Society

Before we go on, let's consider all the people and groups that an organization needs to consider and serve.
Interested parties are those persons or entities that have an interest in the success or failure of a company.
These parties can be categorized into two types: internal and external, as shown in Figure 1.2. You may see
these people and groups referred to as “stakeholders” in business writing and other media.
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« Employees
Internal « Owners
Parties « Managers
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Figure 1.2 Types of Interested Parties (attribution: Copyright Rice University, OpenStax, under CC BY 4.0 license)

Internal interested parties are entities that reside within the organization and that affect—or are affected
by—the actions of the company. These entities include employees, owners, managers, and investors
(shareholders). When we think about marketing, marketers often tend to look outward. They build strategies
to engage customers and show them what the company has to offer.

You might think that marketing would be primarily directed toward those outside the company, like
customers, but marketing is also directed toward internal groups. Internal marketing involves promoting the
objectives, products, and services of a company to its internal constituents—particularly employees.’

Think about a recent interaction you have had with a business employee. It could be the server who took your
order at lunch or the sales associate at a big box store who showed you the features of the new laptop you
were looking to purchase. Which interactions left you with a positive experience? Chances are that your
evaluation of the experience is based on the interaction you had with the server or sales associate. That's a
function and benefit of good internal marketing, employees who are motivated and empowered to deliver a
satisfying customer experience.

External interested parties include those outside the company, such as customers, creditors, suppliers,
distributors, and even society at large. External groups don't have a direct say in the company'’s decision-
making process. However they are vital to the success of the company because companies can only succeed
with the support of others.

How does marketing benefit external parties? First, consider what marketing does for consumers. It draws out
their needs, creates new demand, locates untapped opportunities, and determines the possibilities of selling
new products. Second, marketing creates form, time, place, and possession utilities for the company’s goods
and services. Utility refers to a product’s usefulness to customers so that they are convinced enough to make
a purchase. In other words, when you hear “utility” in marketing, think “usefulness to customers.”

Marketing creates several different types of utility:

* Form utility. Form utility refers to how well an organization can increase the value of its product in the
customer’s eyes by making changes and altering its physical appearance.'® For example, when you want a
donut or a pastry, you don't want to buy the ingredients to make it; you want a donut in its final form so
you can eat it. That's where the bakery and form utility come into play. The bakery combines flour, sugar,
eggs, and other ingredients to make the cakes, donuts, and pastries that you purchase.

+ Time utility. Marketing creates time utility when it makes products and services available to customers so
that they can buy it when it is most convenient for them. Consider how many stores are open evenings,
weekends, or even 24/7 to make it convenient for customers to shop there!
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+ Place utility. Marketing creates place utility when it makes goods or services physically available,
convenient, and accessible to customers. Consider the ease a company like Uber Eats adds to your life
when you're craving tacos in the middle of the night and you don't feel like getting dressed and driving to
go get them. You can have your food delivered to you!

+ Possession utility. Marketers facilitate possession utility by ensuring that a product is relatively easy to
acquire. For example, many automobile manufacturers offer low (or sometimes no) interest rates on car
loans to make it easy for you to walk out the door with a new set of car keys. Possession utility also
encompasses the pride or satisfaction you get from owning a new product, such as a great-fitting pair of
running shoes or a smartphone with all of the features you've been wanting.

Marketing's primary benefit to society is that it drives the consumer economy. Marketing leads to increased
sales and revenue for a business which enables them to expand operations, create more internal jobs and
external jobs for partners like suppliers. Marketing also contributes tax revenue to local, state, and federal
governments, ultimately leading to overall economic growth.

The Marketing Process Defined

The marketing process refers to the series of steps that assist businesses in planning, analyzing,
implementing, and adjusting their marketing strategy. Do an internet search for “steps in the marketing
process,” and you'll immediately see that some websites outline a 10-step process, whereas others propose a
4-step or 6-step process. For our purposes, we're going to use a 5-step process.

Steps in the Marketing Process

The 5-step process (see Figure 1.3) involves understanding the marketplace and customers, developing a
marketing strategy, delivering value, growing customer relations, and capturing value from customers."’

Step 1: Understand the marketplace and your customers.

J

Step 2: Develop a customer-driven marketing strategy.

'

Step 3: Deliver high customer value.

v

Step 4: Grow profitable customer relations.
Step 5: Capture value from customers.

Figure 1.3 Steps in the Marketing Process (attribution: Copyright Rice University, OpenStax, under CC BY 4.0 license)

Step 1: Understand Both the Marketplace and Customers

Before you can start the marketing process, you need to have a good idea of what your marketplace looks like.

This means answering some basic questions about your customers, like who they are, their income and
purchasing power, and how much they're likely to spend (particularly on your products or services). If you
decide to sell at lower prices in order to attain higher unit sales volume, your marketing strategy would look
very different than if you decided to sell fewer products at a higher price.

Another way to approach this is to create separate brands and compete in both arenas. Consider Volkswagen.
You might immediately think of the VW Beetle or the Jetta, but the company’s brand portfolio extends beyond
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VW passenger cars and SUVs. It's also the parent company for Audi, Bentley, Lamborghini, Porsche, and
others, and these vehicles sell at very different price points than VW passenger cars.'?

Step 2: Develop a Customer-Driven Marketing Strategy

Marketing strategy refers to a business’s overall “game plan” to focus its limited resources in order to reach
prospective customers and turn them into paying customers, hopefully for the long run.

It's said that there are two basic types of marketing strategy: a product-driven, “build-it-and-they-will-come”
strategy and a customer-driven strategy, in which you analyze prospective consumers and then—and only
then—create something that they want or need. We're going to focus on the latter strategy. What happens in a
customer-driven marketing strategy is that the company shifts the focus from the product or service itself
to its users. Customers’ needs are the central focus and the point of beginning, not an afterthought. Your
primary goal in a customer-driven marketing strategy is to determine what users want and/or need and then
satisfy those users. Instead of being product-centric, it's about being customer-centric and developing a
mutually beneficial relationship with customers.'?

In a nutshell, it's about establishing a connection and a relationship. It's about understanding who your
customers are, what their needs and wants are, and how you can best meet those needs and wants. It's about
knowing your target market better than your competitors do and creating a strong value proposition for
those users—a promise of value that communicates the benefits of your company’s products or services. In
short, it's what makes your product or service desirable to potential customers, helps them understand why
they should buy it, how your company's product or service differs from those of its competitors, and how your
offerings are superior to similar offerings from your competitors. '

Step 3: Deliver High Customer Value

Customers have myriad buying options and alternatives today. Given that, how can a company attract
and—even more importantly—retain its customers? The answer is relatively simple: you give them value for
their money. By definition, customer value is the ratio between the perceived benefits and costs incurred by
the customer in acquiring your products or services.

The mathematical formula is simple:

Value — Ben.efits
Price

(-un)

But “value” from the customer’s perspective is a complex term, because we're really considering four different
values types:

+ Functional value: what the product “does” for the customer in terms of solving a particular want or need
* Monetary value: what the product actually costs relative to its perceived worth

+ Social value: how much owning the product allows the customer to connect with others

+ Psychological value: how much that product allows the customer to “feel better”'®

Value is increased by boosting the benefits (in the form of product, place, or promotion) or minimizing the
price.

Step 4: Grow Profitable Customer Relations

The bottom line is that profitable customer relationships are the “secret sauce” of any business. This step in the
marketing process is where marketers acquire, keep, and grow customer relationships. Successful marketers
know that acquiring customers is one of the hardest (not to mention one of the most expensive) elements of
marketing. However, when you know clearly who those potential customers are, you can more effectively
determine how to reach them, thus maximizing your marketing dollars.
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It isn't enough to have a one-and-done sale. You want repeat buyers, so marketers need to remind customers
about the company'’s products and/or services and how those products and services have met their needs and
improved their lives so they make repeat purchases. Marketers need to consider how to reach customers
about their offerings and make it easy and convenient for those customers to make continued purchases.

When customers have a positive relationship with a company or its products or services, they're more likely to
become repeat buyers. Satisfied customers are also more likely to be interested in buying additional products
or services from your company, and they tend to recommend products to others, further reducing the
company’s costs of getting new customers.'®

Step 5: Capture Customer Value in the Form of Profits

The goal of successful customer relationship management (CRM) is creating high customer equity—the
potential profits a company earns from its current and potential customers. It's a relatively simple concept:
increasing customer loyalty results in higher customer equity.

Increasing customer equity is the goal of marketers because it's a bellwether for financial success. Think about
it in simple terms: the higher a company’s customer equity, the more profit the company generates, and the
more valuable that company (and its products or services) becomes on the market."”

Marketing Jobs

In every chapter of this book, you'll find this Careers in Marketing section. It's meant to outline various jobs
so you can be well informed of all the things marketers do. These sections will outline various job roles,
what you do day-to-day, qualifications needed, and sometimes even salary information.

If you've decided you want a job in marketing, it's important to know what kinds of jobs exist and what's
expected in each role. Google and YouTube searches will bring you all kinds of information. It's
recommended that you check out the insights from people in these roles and maybe even connect with
them to ask them questions. Please do your homework, and determine what you like to do with your day,
what you're good at, and how to build a network to find the right job for you.

Here are a handful of resources to get your thinking started:

* HubSpot: “How to Start Your Marketing Career When You Know Nothing About Marketing
(https://openstax.org/r/careersblogstartyour)”

+ Setup: “The Marketing Career Path: From Entry-Level to Chief Marketing Officer (https://openstax.org/r/
themarketingcareerpath)”

+ Coursera: “Your Guide to Landing an Entry-Level Marketing Job (https://openstax.org/r/
articlesentrylevel)”

« Skillshare: “12 Entry-Level Marketing Jobs You Can Pursue Right Now (https://openstax.org/r/

12entrylevel)”

« Indeed: “Entry Level Marketing Salary in the United States (https://openstax.org/r/marketingsalaries)”

Whatever job role you choose, marketing is a creative, interesting, and at times exciting role where you can
make a real impact on people’s lives. Enjoy!

Knowledge Check

It's time to check your knowledge on the concepts presented in this section. Refer to the Answer Key at the
end of the book for feedback.
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1. Coca-Cola's mission is to refresh the world, and to that end, it has ensured that you can buy a Coke
product at numerous locations—vending machines, convenience stores, restaurant fountains, stadiums,
etc. What type of utility has marketing created through this process?

a. Form utility
b. Time utility
c. Place utility
d. Possession utility

2. Which of the following provides the most complete definition of marketing?
a. Marketing creates value.
b. Marketing is made up of every process involved in moving a product or service from your organization
to the consumer.
c. Marketing includes distribution decisions.
Marketing is about building relationships.

3. Which of the following is not an external interested party?
a. Employees
b. Customers
c. Suppliers
d. Society

4. The total potential profits a company earns from its current and potential customers is known as
a. customer equity
b. the value proposition
C. customer value
d. the marketing process

5. At which step in the marketing process would the lifetime values to a company’s customers be considered?
a. Developing a customer-driven marketing strategy
b. Delivering high customer value
c. Growing profitable customer relations
d. Capturing value from customers

1.2 | The Marketing Mix and the 4Ps of Marketing

Learning Outcomes

By the end of this section, you will be able to:
I 1 Define and describe the marketing mix.
2 List and explain the 4Ps of marketing.

Marketing Mix Defined

Having a great product or service is just the first step in establishing a successful business or building a
successful brand. The best product or service in the world won't translate to profits unless people know about
it. How do you reach customers and help them connect with your product? That's the role of the marketing
mix.

The marketing mix is commonly referred to as the tactics a company can use to promote its products or
services in the market in order to influence consumers to buy. The marketing mix is also known as the 4Ps:
product, price, place, and promotion (see Figure 1.4). Let's look more closely.
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+ The product is the good or service that the company provides.
+ The price is what the consumer pays in exchange for the product.
+ The place is where the product is purchased.

+ Promotion is comprised of advertising, sales, and other communication efforts the company utilizes to
attract the customer.

Product

Promotion The Marketing Mix Price

Place

Figure 1.4 The Marketing Mix and the 4Ps of Marketing (attribution: Copyright Rice University, OpenStax, under CC BY 4.0 license)
The 4Ps of Marketing

To this point, we've been talking marketing in somewhat of an abstract manner. Instead of continuing with a
theoretical discussion of the marketing mix and the 4Ps of marketing, we're going to approach these topics
using an example of a product you probably already own—a backpack. Let's get started.

Product

Remember: product refers to a good or service that a company offers to its customers. Let's consider a
product that many of you likely own as a college student: a backpack (see Figure 1.5).

Figure 1.5 Marketing analyzes customer product needs to determine new product models or features that customers would value,
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such as a padded computer sleeve in a backpack for students. (credit: “Incase Backpacks” by albertoziveri/flickr, CC BY 2.0)

In terms of the first of the 4Ps, marketing analyzes the needs of consumers who buy backpacks and decides if
they want more and/or different bags. For example, marketing will analyze what features consumers want in
the bag. Do they want a water bottle pocket, padded shoulder straps, reflective tape, a padded laptop sleeve,
or organizer pockets? Think about your own bag for a moment: Why did you buy this particular product? What
features did it have that made it appealing to you?

Armed with market research knowledge, marketing then attempts to predict what types of backpacks different
consumers will want and which of these consumers they will try to satisfy. For example, are you selling bags to
adults for their children’s use? Are you selling them to young adults who might want more (or different)
graphics on the bag? Are you selling to adults who will use these bags for work or for school?

Marketing will then estimate how many of these consumers will purchase backpacks over the next several
years and how many bags they’ll likely purchase. Marketing will also estimate how many competitors will be
producing backpacks, how many they'll produce, and what types.

Price

Price is the amount consumers pay for a product or service. There's a delicate balance here. On one hand,
marketers must link the price to the product’s real or perceived benefits while at the same time taking into
consideration factors like production costs, seasonal and distributor discounts, and pricing product lines and
different models within the line.

Marketers attempt to estimate how much consumers are willing to pay for the backpack and—perhaps more
importantly—if the company can make a profit selling at that price. Pricing products or services can be both an
art and a science. In the case of our backpack example, the company wants to determine two things:

+ What's the minimum price that the company can charge for the backpack and still make a profit?
* What's the maximum price that the company can charge for the backpack without losing customers?

The “correct” answer usually lies somewhere in between those points on the price continuum.
Promotion

Promotion includes advertising, public relations, and many other promotional strategies, including television
and print advertisements, internet and social media advertising, and trade shows. A company’s promotional
efforts must increase awareness of the product and articulate the reasons why customers should purchase
their product. Remember: the goal of any promotional activity is to reach the “right” consumers at the right
time and the right place.

In terms of our backpack example, marketing now needs to decide which kinds of promotional strategies
should be used to tell potential customers about the company’s backpacks. For instance, should you use TV
advertisements to make customers aware of the backpack? If so, you'll want to run your commercials during
programs that your target audience watches. For example, if you're selling backpacks to children (or trying to
entice them to badger their parents to purchase them), children’s cartoons may be the most cost-effective
avenue to reach your target market. If your backpacks are designed for work or school, you'll likely decide to
advertise on television programs that target younger adults.

¥

A real-world promotional example is the recent brand partnership between Netflix and JanSport, the
backpack company. These two companies collaborated on a Stranger Things-branded backpack with the

Netflix, JanSport, and Stranger Things
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launch of the fourth season of Stranger Things in 2022. This collaboration created five Hawkins-inspired
backpacks centered on various Stranger Things themes. Read more about this promotion and see the
backpacks here (https://openstax.org/r/jansportxstranger).

Perhaps you'll decide to run magazine print ads. If so, you'll need to decide in which magazines you'll place the
ads. Most magazines have a very specific readership demographic consisting of factors such as age, gender,
and interests. If you're going to advertise those backpacks with print ads, you'll want to leverage readership
demographics to ensure that your message is being seen by the right consumers—those who are most likely
to buy your backpacks.'®

What about internet advertising? Internet advertising (sometimes known as online advertising or digital
advertising) is a promotional strategy in which the company utilizes the internet as a medium to deliver its
marketing messages. If you're going to go the digital route, what types of internet advertising will you use?
Search engine marketing? Email marketing? Social media ads? TikTok videos?

Place

Place considerations focus on how and where to deliver the product to the consumer most likely to buy it.
Where did you buy your backpack? Did you buy it in a big box store, online, in an office products store, or
perhaps even the school bookstore? Once again, through market research, marketers determine where
potential customers will be and how to get the company’s backpacks to them.

One important factor to note about the importance of place in the marketing mix is that it doesn't refer to the
location of the company itself but rather to the location of the customers or potential customers. Place deals
with strategies the marketer can employ to get those backpacks from their present location—a warehouse, for
example—to the location of the customers.

Knowledge Check

It's time to check your knowledge on the concepts presented in this section. Refer to the Answer Key at the
end of the book for feedback.

1. Which of the following is NOT one of the 4Ps of marketing?

a. Product

b. Price

c. Place

d. Positioning

2. Which of the 4Ps focuses on determining how much consumers would be willing to pay for a product or

service?

a. Product

b. Price

c. Place

d. Promotion

3. Which of the 4Ps of marketing focuses on how and where to deliver the product to the consumer most
likely to buy it?

a. Product

b. Price

c. Place

d. Promotion
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4. DiJuan, a marketer for a soft drink company, ensures that his company’s products are available in
numerous locations—vending machines, convenience stores, restaurants, and supermarkets. Which
element of the 4Ps is Dijuan addressing?

a. Product
b. Price

¢. Promotion
d. Place

5. You're a marketer trying to determine which trade shows you might want to include in your marketing
mix. Which element of the marketing mix would address this concern?

a. Product
b. Price
c. Place

d. Promotion

1.3 | Factors Comprising and Affecting the Marketing Environment

Learning Outcomes

By the end of this section, you will be able to:
™I 1 Define and describe the marketing environment.
M 2 Explain the components of the marketing environment.
3 Identify and describe the internal factors of the marketing environment.
Il 4 List and describe the components of the micro- and macroenvironments.

The Marketing Environment Defined

Organizations don't operate in a vacuum. They're not self-contained, self-sufficient machines; rather, they are
complex systems that require interaction with facets of both their internal and external environments in order
to survive and prosper. In this section, we're going to explore the internal and external factors that drive an
organization’s marketing activities.

The marketing environment is comprised of both the external and internal factors and forces that influence
an organization’s decision regarding its marketing activities. Some of these factors—internal factors— are
within the control of the organization. Other factors—external factors—are outside the control of the
organization. We'll explore these in more depth below.

To illustrate this concept of internal and external factors and forces, think about your body as an organization.
Your body is composed of several internal organs and systems, like your heart, lungs, and digestive system.
These organs and systems function both independently and yet interdependently to keep your body going.
The same is true with a business. The systems of the business are the people and departments that make up
the internal organization (such as marketing, accounting, human resources, etc.). And just like the human
body, these systems function independently and interdependently.

At the same time, your body is exposed to external influences, like expectations from your family and friends,
cultural or gender stereotypes, and family responsibilities, that influence decision-making in either a positive
or negative way. The same is true of the marketing activities of a business. They're influenced by factors both
from the macroenvironment and the microenvironment. Let's take a closer look at these factors.

The Components of the Marketing Environment

As we'll explore below, the internal environment is company-specific and includes the 5M framework and
organizational culture. The external environment is subdivided into two components: the microenvironment
(or task environment) and the macroenvironment (or broad environment), as illustrated in Figure 1.6
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5M Framework

Internal
Environment

Organizational

Culture
Components of

the Marketing
Environment

Macroenvironment

External
Environment

Microenvironment

Figure 1.6 The Components of the Marketing Environment (attribution: Copyright Rice University, OpenStax, under CC BY 4.0 license)

Components of the Internal Environment

The internal environment in marketing refers to those elements within the organization that define the
atmosphere within the company's structure. These factors include what's known as the 5Ms of marketing and
organizational culture.

The 5Ms of marketing (sometimes also called the 5M framework) is a marketing/management model that
defines the elements of a marketing strategy that must be addressed in order to be successful. The five
elements (sometimes known as the organization’s assets) include minds, minutes, machinery, materials, and
money.'? Let's take a closer look at each of these factors:

+ Minds (Staffing): This “M" might well be considered the most important factor because it's people who
make sure the rest of the 5Ms are utilized in a productive manner to achieve the goals of the
organization.?°

* Minutes (Time): Time is another valuable asset. We've all heard the saying that time is money, and this is
true within the marketing arena. For example, in formulating and implementing a new strategy, marketing
needs to assess factors such as whether existing production processes are as efficient and effective as
they can be, the length of time it takes the organization to introduce a new product to the market, and
how responsive the organization is to competitive pressures.’!

+ Machinery (Equipment): Machinery consists of the equipment and/or physical assets used to process
materials into finished or semifinished products.

+ Materials (Production): Materials consist of the inputs needed to produce goods and services.

* Money (Finance): Perhaps second only to staffing, money is a very critical resource because it's used to
acquire and/or hire other resources.

Organizational culture is comprised of the shared values, attitudes, expectations, norms, and practices that
guide the actions of all within the company. Think about organizational culture as “the way we do things
around here,” and the culture can help or hinder an organization. For example, a good culture embodies
positive traits that lead to improved performance and profit. On the other hand, a dysfunctional culture that's
toxic and/or inefficient can hinder even the most successful organization.??

For an example of a positive organizational culture, consider Zappos, where happiness is at the core. Founder
Tony Hsieh wrote a book on the topic and has said, “We're willing to give up short-term profits or revenue
growth to make sure we have the best culture.”?3 Hsieh was not afraid to put his money where his mouth was,
either. In support of maintaining an outstanding company culture and a productive workforce, he instituted a
policy that would pay new, unhappy employees $2,000 to quit following their four-week training period.?*

By contrast, consider what a dysfunctional culture can do to an organization. During the summer of 2020, The
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Ellen DeGeneres Show was called out for having a toxic work environment. Eleven employees spoke out
publicly about the negative organizational culture. There were allegations of sexual misconduct, intimidation,
and racism.?” Ratings faltered as a result of the allegations, and DeGeneres ultimately decided to end her
daytime talk show.

But how does organizational culture impact marketing? Here are three very tangible ways that your company’s
culture can make a positive impact on marketing:

+ Branding and marketing efforts emanate from the organization’s core values and culture and guide the
organization’s marketing message. Therefore, if your marketing message doesn't match the reality of the
business, it's akin to that old adage of “putting lipstick on a pig.”?® You're talking the talk but not walking
the walk.

+ Astrong culture strengthens your marketing message because it gives prospective customers a better
idea of the values of your business, and customers who know what you believe and value are much more
likely to do business with you. For example, research has demonstrated that 86 percent of buyers are
willing to pay more for a positive customer service experience.?” Once again, think about the culture at
Zappos. One of the ways in which the company has developed a strong following of loyal customers is
through its policy that call-center employees are empowered to do “whatever it takes” to make the
customer happy. Call-center employees don’t use scripts for calls, and there are literally no time limits on
calls.?®

« Astrong organizational culture is also key in attracting and retaining employees. In his quest for a happier,
more positive work environment, Hsieh implemented several policies at Zappos that he felt contributed to
this environment, including a relaxed dress code, discounted food and drink, relaxation areas, and more.”’
TOMS (featured in Companies with a Conscience later in this chapter) is another excellent example of this.

Components of the External Environment

There are two elements within the external marketing environment: the microenvironment and the
macroenvironment. Although the factors within these environments are not directly within the marketer’s
control, they still influence the decisions made by marketers. We'll first examine the factors in the
microenvironment, as shown in Figure 1.7.

Suppliers
. Market
ComfpEliers Intermediaries
Components
of the
Microenvironment
General Public Customers

Figure 1.7 Components of the Microenvironment (attribution: Copyright Rice University, OpenStax, under CC BY 4.0 license)

The microenvironment consists of five predominant factors.
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Suppliers. Suppliers (sometimes also called vendors) are those partners from whom we receive the parts
and products necessary for our business. Let's assume that your company produces microwave ovens.
Some of your suppliers may be providers of transformers, the turntable, control panels, magnetrons, etc.
As long as you have options in terms of the component suppliers, the bargaining power of each supplier is
relatively weak. However, if two suppliers merge and decide to raise the price of the component the new
entity supplies, that vendor now wields increased power.

Market Intermediaries. Often, products are distributed by third-party sellers such as retailers,
wholesalers, and others in the distribution channel. The reputation of these market intermediaries plays
an important role in the marketing of the product or service, both positive and negative, so companies
need to select and monitor market intermediaries on an ongoing basis. We'll learn more about the roles of
these intermediaries in Distribution: Delivering Customer Value, but let's provide a couple of definitions
and examples to help you better understand some of the parties in the distribution channel. Retailers
(like Walmart or Target) purchase large quantities of goods from producers and then sell smaller
quantities to end customers for personal use or consumption. Wholesalers purchase large quantities of
products from producers and then sell to smaller businesses such as retail stores. A good example of a
wholesaler is Gexpro, which sells electrical supplies for the construction industry.

Customers. Understanding who your customers are will enable you to effectively reach them, whether

online, locally in retail stores, or internationally.
+ Competitors. Successful marketing strategies must be implemented after consideration of your
competition. Knowing who your competition is and what they are and are not offering allows you to find
the gap in the market. You want to be where the competition is not, at least in the sense of offering
something unique to a targeted market.
+ General Public. Because companies provide their offerings in communities that support them, they have
an obligation to satisfy those communities. There's an old saying that “perception is reality,” so marketers’
actions must be evaluated through the perceptual lens of those communities, because the public’s
perception of you—your reputation—is essential to your success.?°

Components of the Macroenvironment

Obviously, marketers can't ignore what's going on in the external environment. One of the tools used by
companies to assess the environment in which they are operating is a PESTLE analysis. PESTLE is an acronym
for political, economic, social, technological, legal, and environmental factors that provide marketers with a
comprehensive view of the whole environment from multiple angles.>' These macroenvironment factors can
be used to understand current external influences so that marketers can more easily identify what might
change in the future, mitigate the identified risks, and take advantage of competitive opportunities (see Figure

1.8).

Political Economic Social Technological Legal Environmental
Factors Factors Factors Factors Factors Factors
» New taxes « Inflation rates  » Demographics  +Innovations » Consumer * Climate
* Fiscal policy  «Interest rates » Cultural trends in technology laws » Geographical
* Trade tariffs < Foreign « Population » Automation * Labor laws location
exchange analytics » Research and - Safety - Stakeholder
rates development standards and consumer
« Economic « Technological values
growth awareness
patterns

Figure 1.8 PESTLE Factors (attribution: Copyright Rice University, OpenStax, under CC BY 4.0 license)

Let's look at these factors more closely:

+ Political Factors. These factors include environmental and trade restrictions, political stability, and
business policy. For example, Tesla announced in late 2021 that it is moving its headquarters out of
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California to Texas, following similar announcements by Hewlett Packard Enterprise (HPE) and Oracle,
citing such things as lower housing costs and tax rates and fewer regulations, making it easier for
companies to operate in Texas.

Economic Factors. Economic factors play a huge role in terms of a company's prospects in a market. For
example, economic factors affect pricing and can even influence the supply/demand curve for a product
or service. For example, high inflation causes consumers to have less spending power, which translates
into lower sales and revenue. In 2022, consumers experienced both product shortages and higher prices,
blamed largely on COVID-19, Russia’s war on Ukraine, and the availability of certain commodities, such as
corn, sunflower oil, and wheat.3?

Social Factors. Social factors take in a wide swath of elements, such as cultural norms and expectations,
health consciousness, population growth/decline, the age distribution of a population, and even career
attitudes. Let's take one of these factors—age distribution—and examine how it impacts marketing. Baby
boomers (born between 1946 and 1964) comprise approximately a quarter of the US population. It's
largely as a result of this group’s aging and retirement that active adult communities such as Del Webb
and others have sprung up across the nation.33

Technological Factors. These factors encompass the innovations and developments in technology that
impact an organization’s operations, as well as the rate of technological change. For example, look at one
simple technological change with which we've all become comfortable in the public arena over the past
decade or so: free WiFi. Starbucks was able to take advantage of this change and reposition its
coffeehouses and differentiate itself from competitors by offering free WiFi.>*

Legal Factors. These factors include changes to legislation impacting employment, industry regulation,
licenses and permits, and intellectual property.

Environmental Factors. In the context of a PESTLE analysis, environmental factors refer to variables
affecting the physical environment, like climate change, pollution, the scarcity of raw materials, and the
growing concern over companies’ carbon footprints.

Knowledge Check

It's time to check your knowledge on the concepts presented in this section. Refer to the Answer Key at the
end of the book for feedback.

1. The extent to which the supply chain adds value to our marketing strategy is best addressed by our

evaluation of which of the 5Ms?
a. Materials

b. Money

¢. Machinery

d. Minutes

consist of third-party sellers such as retailers, wholesalers, and other resellers in the distribution
channel.
a. Suppliers
b. Market intermediaries
c. Partners
d. Customers

. If you wanted to fill a gap in the marketplace, you would have to carefully consider to see what s

already available on the market.
a. the competition

b. the customers

c. the public

d. theresellers

Access for free at openstax.org



1.4 « Evolution of the Marketing Concept 27

4. Which of the domains of the macroenvironment are most likely to be responsible for cutting-edge
innovations?
a. Economic
b. Technological
c. Political and legal
d. Social and cultural

5. You want to target a market more narrowly than simply using demographic data. You are also considering
segmenting on people’s attitudes and interests. Which domain of the macroenvironment is most likely to
be a relevant data source for your decision-making?

a. Economic factors

b. Natural factors

c. Political and legal factors
d. Social factors

1.4 | Evolution of the Marketing Concept

Learning Outcomes

By the end of this section, you will be able to:
Ml 1 Describe the production concept.
2 Define the product concept.
3 Discuss the selling concept.
I 4 Explain the marketing concept.
5 Summarize the societal marketing concept and its features.

The Evolution of Marketing

So now you've gotten the bird’s-eye view of marketing as a practice, and you now know what marketing is.
However, let's take a trip back through time to look at the evolution of marketing practices and how many of
today's marketing strategies came to be. As you can see from Figure 1.9, and to use an old TV commercial
tagline, you've come a long way, baby!

Production
Concept

Product
Concept

Selling
Concept

Marketing
Concept

Societal
Marketing
Concept

Figure 1.9 Evolution of Marketing (attribution: Copyright Rice University, OpenStax, under CC BY 4.0 license)
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The Production Concept

In order to understand the production concept, it's important first to understand the history of technology and
mass production. Spurred on by the use of steam power, the Industrial Revolution began in the United States
by the middle of the 19th century. Although much of the population was still employed in agriculture, the
expansion of commerce and industry drew millions of factory workers into cities and towns. Suddenly, an
abundance of manufactured goods was available to households at a rate never experienced before.

The production concept assumed that consumers were mostly interested in product availability and price, not
necessarily product features. As a result, companies concentrated on high production, low costs, and mass
distribution. In other words, to use the oft-used line from the movie Field of Dreams, “If you build it, they will
come.” People were so hungry for mass-produced goods that companies didn't have to do a lot of sales or
marketing. The production concept is thought to have lasted from just after the Civil War (1861-1865) until the
1920s.% For example, inventor Samuel Colt's company began mass -producing revolvers in 1835. The Waltham
Watch Company (founded in 1850 in Waltham, MA) was the first to use division of labor to mass produce
watches and clocks.

The Product Concept

From the 1920s until the 1950s, the product concept dominated. With product availability a thing of the past,
consumers began to favor products that offered quality, performance, and/or innovative features. As a result,
companies concentrated on making superior products and improving them over time. One of the problems
with this type of thinking is that marketers may fall in love with a product (known as “marketing myopia”) and
may not realize what the market truly wants or needs. Consider the manner in which railroad marketers
overlooked the growing competition from airlines, buses, and automobiles. In his book Marketing Myopia,
author Theodore Levitt writes, “The railroads did not stop growing because the need for passenger and freight
transportation declined. That grew. The railroads are in trouble today not because that need was filled by
others (cars, trucks, airplanes and even telephones) but because it was not filled by the railroads themselves.
They let others take customers away from them because they assumed themselves to be in the railroad
business rather than in the transportation business.”*®

¥

The Reckoning

When American cars developed a reputation for not being reliable or dependable, this opened an
opportunity for Toyota and other Japanese exporters in the late 1960s and 1970s. Learn more about this
issue from David Halberstam’s 1986 book The Reckoning. Read the New York Times 1986 review of this
book (https://openstax.org/r/booksofthetimes).

The Sales Concept

By the 1950s, mass production had become the norm rather than the exception. Competition had increased
over the years, and there was little unfulfilled demand in the marketplace. Marketing evolved from simply
producing products that customers wanted to trying to persuade customers to buy through advertising and
personal selling. The basic premise of the sales concept was that consumers and businesses need to be
“coaxed” into buying, and the aim of companies was to sell what they made rather than make what consumers
wanted.

The Marketing Concept

The marketing concept was built on the premise that an organization will achieve its goals when it satisfies
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the needs and wants of the consumer. As a result, firms began to focus on customer needs before developing
products, rather than developing products and then trying to “sell” them to consumers. The marketing concept
was also the start of relationship marketing— fostering long-term relationships with customers in order to
ensure repeat sales and achieve stable relationships and reduced costs.

The Societal Marketing Concept

In a nutshell, the societal marketing concept is simple. Companies make good marketing decisions by
considering not only consumers’ wants and needs but additionally the balance between those wants and
needs and the company's capabilities and society's long-term interests. The concept emphasizes the social
responsibilities that companies bear. This means meeting consumers’ and businesses' current needs while
simultaneously being aware of the environmental impact of marketing decisions on future generations’ ability
to meet their needs.>’

Knowledge Check

It's time to check your knowledge on the concepts presented in this section. Refer to the Answer Key at the
end of the book for feedback.

1. The product concept focuses on
a. the quality of the product a company intends to sell
b. the operations of manufacturing the product a company intends to sell
c. the selling strategies a company will use to sell the product
d. the needs of the customer

2. Which of the marketing eras or concepts is most closely related to sustainability and environmental
consciousness?
a. Production concept
b. Marketing concept
c. Societal marketing concept
d. Sales concept

3. During which marketing era concept would companies not only produce products but also try to persuade
customers through advertising and personal selling to purchase those products?
a. Production concept
b. Product concept
c. Selling concept
d. Marketing concept

4. Which of the following accurately represents the evolution of marketing?
a. Production, product, sales, marketing, societal
b. Product, sales, production, marketing, societal
c. Marketing, production, sales, societal, product
d. Societal, production, sales, marketing, product

5. During the societal marketing concept,
a. customers’ wants and needs were first identified as essential
b. trustfulness, honesty, and transparency became most important
c. promotional efforts to move inventory were essential
d. the customer was the focus
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1.5 | Determining Consumer Needs and Wants

Learning Outcomes

By the end of this section, you will be able to:
I 1 Explain how an organization identifies consumer needs and wants.
2 Describe the process through which an organization satisfies consumer needs and wants.

Identifying Consumer Needs and Wants

We've repeatedly mentioned satisfying customer needs. But understanding those needs and/or wants isn't
always as simple as it sounds. For example, some customers have needs of which they're not fully aware;
others can't articulate their needs, or the words require some degree of interpretation. Consider this: what
does it mean when a customer asks for a “restful” hotel, an “attractive” bathing suit, or a “powerful” lawn
mower?

Let's consider an example to illustrate this concept. A customer comes into your car dealership and indicates
that she wants to purchase an inexpensive hybrid vehicle. That description is broad and subject to
interpretation, so it's essential that the marketer probe further, because there are really five types of
customers needs>®

+ Stated Needs. Stated needs are those that are clearly specified by the customer. It's what the customer
requests. For example, you go into a big box store such as Best Buy and tell the sales associate that you
“need a new phone.”

+ Real Needs. Real needs are one level above stated needs; they are more specific and define the
parameters that are immediate to defining and fulfilling the need. In other words, real needs are what the
stated needs actually mean. What are our phone buyer's real needs? Are they looking for a phone with
long battery life, a high-resolution camera, or a lot of internal memory?

+ Unstated Needs. Unstated needs are what the customer also expects but doesn't ask for. Once again,
using our phone example, the consumer may expect but not express the desire for good service from the
carrier and/or the big box store.

+ Delight Needs. Delight needs are those that provide the “wow” factor. These needs, like unstated needs,
can make some products more desirable than others if they meet those needs. Going back to our phone
example, delight needs can be something like a phone case or other promotional gift.

+ Secret Needs. Secret needs are those that a customer may not state or realize but can be one of the main
reasons for choosing a particular product to fulfill the basic stated need. Do customers want a new cell
phone as a status symbol but won't admit that status is important to them?

The bottom line is that responding only to a customer’s stated need may not satisfy the customer. The
marketer needs to understand what the customer really wants.

Satisfying Consumer Needs and Wants

You may be asking yourself at this point, “Does marketing satisfy needs, or does it create needs?” Some people
feel that marketing creates needs and pressures consumers into buying unneeded products or services.
However, marketing does not create needs; rather, it opens consumers’ eyes to their wants, and it's up to
marketers to understand those wants in order to guide consumers on the path to purchasing their products or
services.>? Marketing creates value, and value speaks to the satisfaction of customer needs and the benefits
customers receive from the product. It's the customer, however, who ultimately determines how well the
product fulfills their needs and how much value the product creates.

The challenge for the marketing team is to succinctly and compellingly articulate a value proposition that
speaks directly to the benefits your product or service delivers.
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The Value Proposition

A value proposition identifies the quantifiable benefits that customers can expect when they choose to
purchase your company's product or service. A value proposition is, in effect, a promise from the company to
the customer, and it can serve as a competitive differentiator to motivate customers to purchase your
company’s products or services. In other words, your value proposition should bring together in a brief,
concise statement what your customer wants and/or needs and how your product or service will meet those
wants and needs better than your competitors.*°

That's a bit abstract, so we thought we'd include a few examples of some good value propositions:

+ Bill Ragan Roofing: “Let us take the stress of roof repairs or a roof replacement off your shoulders.”*'

+ Applied Educational Systems (AES): “Spend your time connecting with students, not planning and
grading”*?

+ DuckDuckGo: “Tired of being tracked online? We can help.”*3

* HelloFresh: “Take the stress out of mealtime.”**

The Exchange Process

Marketing facilitates what is known as the exchange process—the act of obtaining a desired product or
service from an individual or business by providing in return something of value, as illustrated in Figure 1.10.

Buyer
Desired Pavment
Product y
: (Value)
or Service
Seller

Figure 1.10 The Exchange Process (attribution: Copyright Rice University, OpenStax, under CC BY 4.0 license)

The buyer (or customer) initiates the exchange process. The buyer (who has a want or need) is the individual
or business who is willing to pay money or provide other personal resources to satisfy this need or want. Let's
simplify that definition with an example. When lunchtime rolls around and you're on campus or at your job,
you're hungry; you have a need for food and drink. You go to the dining hall or a nearby restaurant to order
lunch, and you're willing to pay money in exchange for your meal. Simple, right?

Keep in mind here, however, that there is a difference between a customer and a consumer. The customer is
the individual or business that purchases the product or service. The consumer is the user of the product or
service. To put this concept in simple terms, if a grandmother buys a toy for her grandson, she is the customer;
her grandson (who will use the product) is the consumer. In the case of going out for lunch, you're both the
customer and the consumer.

The desired object is the product or service itself. It may be a physical good, service, or experience that
consumers expect will satisfy their wants and/or needs. Let's go back to our lunch example. The desired object
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is the meal. The seller is the individual or organization that supplies the need-satisfying product, service, or
experience. Once again, in the lunch example, the seller would be the dining hall or the restaurant.

Inherent in the exchange process is what's known as value—the benefit to the customer or consumer relative
to the cost in the exchange. In other words, value is the monetary worth of the benefits the customer receives
in exchange for the product or service. Let's go back to our backpack example a few sections ago. You may
really want that backpack because it keeps your “stuff” organized and it's lightweight (the benefits), but if the
cost is too high, either in terms of the monetary cost or the time you'd have to spend going to the store to buy
it, that backpack won't have value for you. No sale!

Knowledge Check

It's time to check your knowledge on the concepts presented in this section. Refer to the Answer Key at the
end of the book for feedback.

1. needs are those that provide the “wow" factor in a customer’s purchase.
Stated

Real

Unstated

Delight

& n oo

2. Inthe exchange process, the is the individual who purchases the product or service, and the
is the individual who actually uses the product or service.

buyer; seller

buyer; customer

customer; consumer

consumer, customer

& n oo

3. Which of the following terms refers to the promised value of a product or service?
a. Valuation
b. Value proposal
c. Value assessment
d. Value proposition

4, is/are the benefit(s) to the customer or consumer relative to the cost of the product or service.
Value

The exchange process

Stated needs

Expectations

Q n oo

5. Which of the following best describes a satisfactory exchange process?
a. One that allows the seller to incur the highest profit possible
One that allows the buyer to pay the lowest price possible
One that fairly addresses the needs of both the seller and buyer
One that is most convenient without regard for either the seller or buyer

& n o
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1.6 | Customer Relationship Management (CRM)

Learning Outcomes

By the end of this section, you will be able to:
Ml 1 Define customer relationship management (CRM).
2 Describe the impact of CRM on customer loyalty and retention.
M 3 Explain how CRM builds customer equity.

The Impact of CRM on Customer Loyalty and Retention

In the final analysis, companies want to accomplish two things: improve customer service relationships and
improve customer retention. It is typically easier and less expensive to retain a loyal customer than acquire a
new one. One way to accomplish that is through customer relationship management (CRM)—the means
through which companies track, manage, and analyze customer interactions.*

There are a number of CRM software systems available in the marketplace, and most accomplish the same
thing. They basically track and work with data about customers. For example, they link and analyze customer
contact information. They store and track contact with company representatives, such as phone calls, emails,
live chat conversations, service requests, purchases, and returns. One good example of CRM software is
Salesforce, which is the market leader for CRM software in North America, Western Europe, Latin America, and
the Asia-Pacific region.*®

There are many types of CRM software; however, most CRM software focuses primarily on one of the following
major categories:

+ Operational. Operational CRM software deals with three types of operations: marketing, sales, and
service automation. Operational CRM software is intended to assist businesses in automating how they
approach leads and potential customers in order to convert those potential customers into actual
customers.*’

* Analytical. Analytical CRM software is all about data management and analysis. The software is designed
to collect, organize, and analyze the inputted data, providing management with insights needed to better
understand market trends, understand customer needs and wants, and make data-driven strategic
decisions.*®

+ Collaborative. No business functions on an island. When businesses share customer data with one
another, they gain insights and additional perspectives on customer behavior that is mutually beneficial.

This collaboration allows each business to obtain information that it would not otherwise have access to.
49

Before we can explore how CRM impacts customer loyalty and retention, it's probably a good time for a few
definitions. Customer loyalty is an ongoing positive relationship between a customer and a business.
Customer loyalty is at the crux of repeat purchases of your product versus those of your competitors. One
common way to accomplish this is to offer reward/loyalty cards. For example, you may have a frequent flyer
card from an airline or a loyalty card from Starbucks or a retailer like Designer Shoe Warehouse (DSW), which
rewards VIP customers with points for each purchase.

Customer retention is a closely related concept; it refers to a company’s ability to transform new customers
into returning customers. In its simplest terms, it's how you keep your customers coming back for more. The
goal of customer retention is to reduce the number of customer defections, or those who buy your product at
least once and then not again.

How does CRM impact customer loyalty and retention? Let's take a look at some of the ways CRM accomplishes
this:

* Leveraging Customer Data. With CRM, a business can gather data on your existing customers and
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prospective customers so that their experience is a more positive one. For example, you can keep track of
important dates such as customer birthdays or purchase anniversaries, and CRM software can send
automatic emails to them with coupons or other incentives.>°

* Enhanced Customer Communications. CRM software can be programmed to automatically send thank
you notes to customers, send newsletters regarding new products, and send customer satisfaction
surveys or polls so that you can glean more insight into your customers’ levels of satisfaction with your
product or service.””

* Ascertaining Customer Needs. Fostering customer loyalty begins with understanding what your
customers want and need. An effective CRM program can track customers’ purchase history, habits and
preferences, and even web and email interaction. From this information, you can gain valuable insights
that will aid you in developing targeted marketing strategies.>?

* Gathering Feedback. We'd previously mentioned distributing customer surveys through use of your CRM
software. This will provide you with valuable feedback not only about customers’ perceptions of your
product or service but also about their customer experiences. Have you ever received a message from
Amazon after an online purchase, asking if you'd review the item you purchased? That's likely the result of
an effective CRM system.>>

+ Managing Customer Loyalty Programs. CRM software can assist you in identifying prospective loyalty
program members and track member rewards. Loyalty programs reward members for purchases and
have been shown to increase customer retention. For example, according to research, approximately 84
percent of customers indicate that loyalty programs are an incentive to remain with a brand, and 66
percent report that their spending behavior is actually altered by the ability to earn rewards.>*

The Role of CRM in Building Customer Equity

We have already talked about customer equity—the potential profit a company earns from all of its customers,
both current and potential—and customer equity is a core CRM benchmark. CRM isn't a one-way
communication street to customers. It's a two-way street that allows customers to define and consequently
shape offerings in terms of their requirements. This paves the way for open, honest dialogue that can
ultimately lead to benefits to customers, thus resulting in higher customer equity.

Knowledge Check

It's time to check your knowledge on the concepts presented in this section. Refer to the Answer Key at the
end of the book for feedback.

1. Customer relationship management is accomplished by all of the following EXCEPT
a. establishing and tracking customer interactions
b. finding ways of improving customer satisfaction from prior customer experiences
C. communicating with customers in a personalized way
d. offering the lowest price of all the companies on the market

2. What do you call the process of managing customer information in order to maximize brand loyalty?
a. Marketing
b. Customer relationship management
c. Consumer retention management
d. Branding

3. An ongoing positive relationship between a customer and a business is known as
a. customer equity
b. customer loyalty
C. customer retention
d. customer lifetime value (CLV)
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4. Which type of customer relationship management (CRM) system would pool data from outside companies
and organizations in order to create even better experiences for their customers?

Customer loyalty programs

Operational CRM

Analytical CRM

Collaborative CRM

Q n oo

5. A program that offers discounts and special incentives designed to attract and retain customers is called a
customer loyalty program

sweepstakes

discount plan

CRM software

Q n oo

1.7 | Ethical Marketing

Learning Outcomes

By the end of this section, you will be able to:
M 1 Define ethical marketing.
2 Describe the importance of ethical marketing.
3 Explain the dos and don'ts of ethical marketing.

Ethical Marketing Defined

As the term suggests, ethical marketing involves companies not only trying to market their products and
services but considering how society will benefit from the introduction of those offerings. It's not so much a
practice as it is a philosophy that tries to promote fairness, honesty, and a sense of responsibility in all of the
marketing done by the company.

What are the principles of ethical marketing? According to Lapaas Digital, a digital marketing agency based in
Delhi, India, some of those principles include the following:

+ All marketing should be true.

+ The privacy of the end user is most important.

+ Marketing campaigns must adhere to the norms, standards, rules, and regulations set forth by the
government and other lawmaking authorities.

+ Marketing professionals must be transparent about what they are trying to convey and whom they are
approaching to convey the same.>®

The Importance of Ethical Marketing

Ethics are critical to a company's reputation, particularly when public opinion—particularly negative public
opinion—can go viral in an instant, thanks to social media.

Ask yourself a question: how important are a company'’s ethics to you when you decide to purchase a product
or service? According to new research by Mintel, 56 percent of US consumers stop buying from companies
they believe are unethical. Perhaps even more importantly, approximately one-third of consumers are inclined
to tell others when they perceive a brand to be taking actions that they perceive to be honest, fair, and
responsible. Taking this one step further, 29 percent of them will share their support of ethical companies via
social media.”®

The Dos and Don’ts of Ethical Marketing

The data cited above presents a somewhat dire picture for companies that do not practice ethical marketing,
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so let's take a look at some of the dos and don'ts of ethical marketing.

First, the dos:

Ensure transparency. Transparency is key, and marketers should attempt to provide the maximum amount
of information to the consumer regarding the product, its usage, and safety concerns. For example,
Southwest Airlines ran a clever marketing campaign entitled “Transfarency,” promoting its philosophy that
customers should be treated honestly and fares should actually stay low. The result? The campaign
garnered nearly 5 million likes on Facebook alone.”” How’s that for earning the trust of potential
customers?

Respect data privacy. As we noted in our discussion of CRM above, marketers have the ability to collect
vast amounts of data about consumers. Data privacy is the biggest concern for consumers in this data-
driven world, so marketers must always respect data privacy. Consider the fallout experienced by Vizio
(the TV manufacturer) when it was learned that its devices did not ask customers for permission to track
and report viewing information. The amount of data being gathered and the fact that Vizio did not request
permission from customers meant the company was potentially in violation of the Video Privacy
Protection Act. The company was sued in a class action lawsuit.”®

Prioritize the concerns of the consumer. No matter how small the concern of your consumer is, a
marketer’s top priority should be to respond to those concerns in a prompt, meaningful way. How long do
you expect to wait for a response to an email to a company regarding its product or service—a day, two
days, a week? You might be surprised to learn that, according to research, 42 percent of consumers expect
a response within 60 minutes and 32 percent expect a response within 30 minutes. That illustrates the
importance of responding promptly in order to increase the chances of a positive customer experience.>®

Now, the don'ts:

Don't overemphasize or exaggerate. In marketing, this is sometimes referred to as “puffery.” Of course,
you want to convey the features and benefits of the product or service to the customer, but these need to
be stated clearly and accurately. Don't promise something you can't deliver— doing so is unethical and not
beneficial in the long run.

Don’t make false or unverified claims. One case illustrates the importance of honesty in advertising: Living
Essentials, LLC, the makers of 5-Hour Energy shots, advertised its product as “doctor-recommended” and
superior to traditional caffeine. Those claims were found to be misleading, and Living Essentials, LLC was
ordered to pay $4.3 million in damages.®°

Don't make false comparisons. Not only shouldn’t you make false or unverified claims about your own
products or services, but you shouldn’t do it to competitors' products either. As a matter of fact, companies
can sue competitors for false advertising claims under the federal Lanham Act, alleging that they suffered
lost sales or damage to their reputation as a result of the false statements by the competitor.®’
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TOMS Shoes

Figure 1.11 TOMS developed a marketing strategy with charitable giving in mind, in which the company shares products (such as
shoes) or profits with those in need. (credit: “New Shoes Much :D” by Rob Ellis/flickr, CC BY 2.0)

TOMS (see Figure 1.11) was founded by Blake Mycoskie in 2006 after a trip to Argentina, where he saw how
people were living in impoverished areas. Mycoskie decided to establish his company with giving in mind.
He introduced what he calls the “One for One” concept: for every pair of TOMS shoes sold, the company
donates another pair to a child in need. In a recent Impact Report, TOMS reported it had provided more
than 95 million pairs of shoes to children in 82 countries.®?

Emboldened by the success of the “One for One” concept, Mycoskie later expanded the model. For example,
in 2011, the company introduced a line of eyewear and decided to use the same philanthropic principle but
this time with a bit of a twist. Instead of donating glasses, TOMS donated a portion of the profits from each
sale to save or restore the eyesight of those living in developing countries. To give you an idea of the
success of this program, the company’s website indicates that TOMS Eyewear has helped restore sight to
more than 780,000 people.®®
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Chapter Summary

This chapter introduces the basic concepts of marketing, including adding value to a company’s business.
Marketing begins with strategy and relies on creating and delivering value to customers. It is crucial for
marketers to understand exactly what customers value and determine how to deliver the value while also
meeting company goals.

There are many activities involved in the marketing process, including creating products and services,
advertising, selling, distributing, communicating, and building relationships. Marketers must also
acknowledge the importance of employees, suppliers, and other partners involved in analyzing market
opportunities. The most important aspect of creating value is understanding both the customer and the
marketplace.

There are many tools marketers can rely upon as they develop strategies. The marketing mix—product, price,
place, and promotion—has traditionally comprised the marketer’s toolbelt. Understanding the marketing
environment, or forces outside and within the control of marketers, forms the context of all marketing efforts.
Consumers ultimately expect companies to be ethical, honest, and trustworthy. Marketers know success is
contingent upon abiding by ethical, societal, and corporate governance standards.

Key Terms

5Ms of marketing internal elements of a marketing plan that need to be resolved if the plan is successful

buyer a person or institution that purchases goods or services

consumer the final user of a purchased product or service

customer a person who purchases a product or service

customer equity total combined customer lifetime values of all the company’s customers

customer loyalty an ongoing positive relationship between a customer and a business

customer relationship management (CRM) all strategies, techniques, tools, and technologies used by
companies to develop, acquire, and retain customers

customer retention the ability of a company to turn customers into repeat buyers and prevent them from
switching to a competitor

customer value the ratio of the perceived benefits relative to the costs incurred by the customer in acquiring
the product or service

customer-driven marketing strategy a marketing strategy that shifts the focus from the product or service
to its users

delight needs an added value that a customer might receive from a seller without prior expectation or
request for the same

desired object a physical good, service, or experience that consumers expect will satisfy their wants and/or
needs

ethical marketing process that emphasizes trustworthy, transparent, social, and culturally sensitive
marketing policies

exchange process the process of satisfying a need or want by giving something of value in exchange

external interested parties a person or organization that does not have a direct relationship with a
company but is affected by the operations of the business

form utility the value given to a product by virtue of the fact that the materials and components that
comprise it have been combined to make the finished product

interested parties a group that has an interest in a company or organization and can either affect or be
affected by it; often referred to as “stakeholders”

internal interested parties those persons whose interest in a company comes through a direct relationship
such as employment, ownership, or investment

internal marketing the promotion of a company'’s objectives, products, and services to internal parties, such
as employees, owners, managers, and shareholders
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internet advertising a set of tools for delivering promotional messages to people worldwide, using the
internet as a global marketing platform

macroenvironment the set of external factors and forces, not controlled by the company, that influence its
operations

marketing the activities a company undertakes to promote the buying or selling of a product or service

marketing concept marketing philosophy that firms should analyze the needs of their customers and then
make decisions to satisfy those needs better than the competition

marketing environment all of the internal and external factors that drive and influence an organization's
marketing activities

marketing mix the set of actions or tactics that a company uses to promote its brand or product in the
market

marketing process the series of steps that assist businesses in planning, analyzing, implementing, and
adjusting their marketing strategy

marketing strategy a plan of action designed to promote or sell a product or service

microenvironment those factors or elements in a firm's immediate environment that affect its performance
and decision-making

organizational culture beliefs and behaviors that determine how a company’s employees and management
interact and handle customer relationships

PESTLE analysis a strategic framework used to assess the political, economic, social, technological, legal, and
environmental factors affecting an organization

place the geographical location in which the company sells its products and/or provides its services

place utility making goods and/or services physically available or accessible to potential customers

possession utility the amount of usefulness or perceived value from owning a product

price the cost that consumers pay in order to acquire a product or service

product anything that can be offered to a market that might satisfy a want or need

product concept the orientation that consumers will favor those products that offer the most quality,
performance, or innovative features

production concept the orientation that consumers will always acquire products that are cheaper and more
readily available

promotion any type of marketing communication used to inform audiences of the relative merits or a
product, service, or brand

real needs the value the customer is going to derive from the stated good or service

retailers companies that purchase large quantities of goods from producers and then sell smaller quantities
to end customers for personal use or consumption

sales concept orientation that analyzes buying and selling effects to place the focus primarily on generating
sales transactions

secret needs the needs that the consumer feels reluctant to admit

seller the individual or organization that supplies the need-satisfying product, service, or experience

societal marketing concept philosophy that a company should make marketing decisions by considering
not only consumers' wants and the company’s capabilities but also society’s long-term interests

stated needs those product or service needs that are clearly specified by the customer

suppliers sometimes also called vendors, these are partners from whom we receive the parts and products
necessary for our business

time utility adding value to the consumer by having the product or service available when the consumer
needs it

unstated needs those needs that are not obvious but are expected by the customer

utility how a product can be useful to customers in a way that convinces them to make a purchase

value the difference between a customer’s evaluation of the benefits and costs of one product when
compared with others

value proposition a promise of value to be delivered, communicated, and acknowledged
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wholesalers companies that purchase large quantities of products from producers and then sell to smaller
businesses, such as retail stores

Applied Marketing Knowledge: Discussion Questions

1. Why is capturing customer lifetime value so important? Choose a retailer, and apply this concept as a way
to explain, in part, its profitability and long-term viability in the marketplace.

2. The marketing mix has been compared to a toolbelt. In other words, successful marketers can devise an
appropriate marketing mix by combining the right blend of tools: product, price, place, and promotion.
Describe a recent product that you purchased on Amazon.com or some other online retailer (place), how
you located it (promotion), and whether the price was competitive when compared to similar products.

3. Why do some marketers prefer to follow the 4Ps (product, price, place, and promotion) of marketing and
others might prefer to follow the new pattern of the 5Ms (minds, minutes, machinery, materials, and
money)?

4. A person can be a product. Please give an example of this.

5. According to the US Centers for Disease Control and Prevention, the birthrate is falling in communities
around the world. In the United States, the birthrate fell by 4 percent in 2020, an all-time low. Describe why
dwindling population is a demographic concern in the macroenvironment all businesses must contend
with.

Critical Thinking Exercises

1. Your roommate in the dorm talks on his cell phone incessantly while you're trying to study. Since you're a
broke college student and it's too cold to walk to the library, you decide to explore the marketplace for
used noise-canceling headphones. How will you locate the best, most-affordable market offering to meet
your needs? Describe how marketing messages may guide your steps in this process.

2. All consumers have needs and wants. You likely felt a state of deprivation this morning—hunger—and
decided what you wanted to eat for breakfast. Do a bit of research to discover how your breakfast
preference (want) compares to what a college student living in Osaka, Japan, might want to satisfy their
need for sustenance.

3. Because relationships are so important in marketing, multiple tools have been developed to help manage
customer relationships. Many technological advances assist marketers in their efforts. Promotional
strategies include utilizing social media posts, websites, advertising, public relations, and sponsorships to
communicate with the target audience. One of the most effective tools in planning/calendaring these
promotional contacts or touch points is a Gantt chart. Do a bit of research on Gantt charts so you better
understand this scheduling tool that also visually illustrates linkages between promotional activities and
progress toward a marketing goal. List and discuss five benefits of using this CRM planning tool. Finally, in
your research, did you discover an alternative method to visually depict a marketing project schedule?

4. In 2016, Amazon announced it was building its own logistics and shipping business in an effort to put the
brakes on rising delivery costs. The overall goal was to deliver Amazon packages as well other packages
from retailers and consumers in order to cut delivery costs in half. By 2021, Amazon was shipping 72
percent of its own packages as well as packages for Walmart and eBay. Read more about the effort
(https://openstax.org/r/amazondeliveryfedex).

With this new shipping venture in mind, answer the following questions:

a. How is Amazon's decision to enter the logistics and shipping industry a move toward improving
customer loyalty and equity?
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b. How will Amazon's new delivery service benefit Amazon?
¢. How do you predict Amazon’s rivals in this distribution channel have responded?

5. Is it OK for companies to profile customers and predict their purchase behavior? Every time you, as a
consumer, visit a website, your “cookies” are gathered and used to better understand your shopping
behavior. Several years ago, Target's analysts developed an algorithm based upon Target customer buying
behavior that predicted pregnancy. Those predicted to be pregnant—based upon the products they
bought—were sent targeted marketing materials. The angry father of a high school student accused
Target of erroneously sending his daughter a sales flyer for baby products. Supposedly, the daughter was
pregnant. Read more about the incident (https://openstax.org/r/researchcompanyblog).

How do you feel about companies gathering intimate details about you for marketing purposes? Do you
believe these companies develop a better relationship with you as a result? Despite being accurate, was
Target's pregnancy-predicting algorithm ethical, invasive, or somewhere in between?

Building Your Personal Brand

Taking college courses is a huge step forward in your professional development. But there are additional
activities that can also impact your self-awareness and provide credentials sought by employers. Campus
career center directors, employers, and internship coordinators repeatedly stress the following suggestions for
improving your employability.

1. Take free online courses through LinkedIn, Coursera, Google, or Microsoft. Completion of courses offers
evidence of skill development. For instance, Google Analytics for Beginners, Advanced Google Analytics,
and Fundamentals of Digital Marketing are all available for free since they boost online education linked to
Google's technology products. Some courses even offer badges you can add to your LinkedIn profile,
resume, and cover letters. You can find more information about these programs by reading these two
articles from The Report, a source for trends on online education: [2022] 800+ Hours of Free LinkedIn
Learning Courses with Free Certification (https://openstax.org/r/linkedinlearningfree) and [2022] 600+
Google Free Certificates and Badges (https://openstax.org/r/googlefreecertificates).

2. Join campus clubs and organizations where you can be part of a giving-back project, hone your project-
management skills, or simply gain leadership experience. Employers value your initiative.

3. Keep up with current events—read newspapers, blogs, and other news sources that are pertinent to your
field—because you'll need to carry on a conversation and because what we do requires a good sense of
what's going on in the world.

4. Take advantage of campus services. Does your career center offer mock interviews? Will the staff help you
develop a resume or edit one you've already written? Some colleges even offer short courses on etiquette.

5. Put together a list of possible references. Was your work in a particular course memorable? If so, ask your
professor if they would refer you. Does your list of summer jobs indicate increasing responsibility or use of
your education? Be certain that all of your references are on board; they must agree to give you an
excellent reference and then should be kept in the loop about jobs you've applied for or, better yet, been
offered.

6. Obtain a certification from HubSpot Academy, a well-known marketing website. Learn about the various
certifications it offers by checking out its website (https://openstax.org/r/certificationoverview).

What Do Marketers Do?

The American Marketing Association (AMA) has teamed up with the Digital Marketing Institute to offer
specialized training within the marketing discipline. You can set yourself apart from other marketers with
additional certifications. Are there other benefits you can take advantage of? Take a look at one of the 65
chapters located across the country. Is there one located in your city? Not only is membership a great way to
volunteer, it's also an effective way to market yourself to potential employers. For instance, the Minnesota
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Marketing Association (https://openstax.org/r/amaminnesota) welcomes students and professionals who are
willing to help plan programs and organize mentorship programs. You can reach out to your state’s AMA
executive director and ask to interview them regarding student membership rates or opportunities for college
students to interact with professional members. College students are also encouraged to enter an annual
competition that demonstrates their marketing and business expertise before a panel of judges by providing
innovative solutions to a real-world challenge.

You can also learn a lot by following AMA blogs where insights, ideas, and trends are discussed by
knowledgeable professionals.

Marketing Plan Exercise

MARKETING PLAN PROJECT—PART I

During this course, you will develop a marketing plan as part of a semester-long project. The marketing plan
that you develop will build throughout the course over nine chapters of this textbook.

The purpose of Part I of this marketing plan project is twofold:

+ To become familiar with the Marketing Plan Template
+ To select a company or product for which you will be building the marketing plan throughout the
semester

Instructions:

1. Download the Marketing Plan Template (https://openstax.org/r/marketingplantemp) and SAVE THIS
DOCUMENT where you can easily access it again, because you will be completing additional sections of
the plan throughout the course.

2. Select a company or product which will form the basis of your marketing plan. When selecting a company,
please be sure to select a company or product that will (a) be of interest to you throughout the course and
(b) have sufficient information available about the company on the internet for you to conduct research
and make informed decisions in your marketing plan.

3. When selecting a company, please be sure NOT to choose a company that is so huge that it serves many
diverse markets. For example, General Electric produces electrical and electronic equipment, aircraft
engines, medical electronics; it also provides financial services and more. Procter & Gamble also has
diverse product lines, including beauty, grooming, health care, fabric and home care, and feminine and
family care. In the “real world,” you would not prepare a single marketing plan for the entire company;
instead, each division and/or product line would develop its own marketing plan. Therefore, if you want to
use a large company, select a brand or product line for the purpose of your marketing plan.

4. On the Marketing Plan Template, add your name and course number to the header.

5. Complete the Company Profile Information on the Marketing Plan Template for the company you have
selected.

6. Save the template with a new name using this naming convention: Course_First/LastName/Project Title.
Example, MKTG101_JohnSmith_Marketing Plan.

7. Submit this document to your instructor as directed.

Closing Company Case

Batdorf & Bronson

Coffee is a global drink loved by so many. From the simple espresso in Italy to the cinnamon added in Mexico,
coffee is a global beverage. The origins of coffee date back to the ninth century. Legend has it that in a remote
part of Ethiopia, a goat herder noticed his goats dancing about and full of energy. He realized they had eaten
some nearby small red berries. Once the herder tried the berries, he too was dancing. The small red berries
ushered in the discovery of coffee as a drink we cannot seem to get by without.

Access for free at openstax.org
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With a love for coffee and the thoughts of goats dancing in their heads, husband and wife Larry and Cherie
Challain opened their first coffee bar—Dancing Goats in Olympia, Washington, in 1988. But as any coffee
entrepreneur knows, a coffee bar is only as good as the coffee it serves. In a quest to serve the freshest coffee
in the world, the duo acquired Batdorf & Bronson Coffee Roasters.

Roasting good coffee starts with finding the best coffee beans. The Challains know that to get good coffee
beans, it is important to go to the source. By developing direct relationships with coffee farmers, Batdorf &
Bronson is assured of the most sustainable and environmentally sourced beans in the industry.

For example, the Ethiopia Sidamo Guiji is a grade 1 natural-processed bean grown on a privately held
farm—Kayon Mountain. The farm is owned by Ato Esmael and his family. This organic-certified farm produces
all-natural, sun-dried, and fully washed coffee. Sun drying means that once the beans are picked and washed,
they are dried on raised beds for 12-20 days.

It has been over 30 years since the Challains served their first cup of coffee. Through their quest to improve
the coffee experience for patrons and to elevate the growing experience, the Challains expanded their
footprint. The duo knows that coffee beans are best served fresh. Freshness means being close to the source.
The journey from the family farms to your cup is made easier through their additional roasting facility in
Atlanta, Georgia. Being centrally located on the West and East Coasts means that beans can be roasted at
either facility and be within a day’s delivery of their own Dancing Goats coffee bars in Atlanta and Olympia as
well as into the hands of their retail coffee partners across the country.

Both roasting facilities in Washington and Georgia can serve customers. Every Monday, orders are taken from
the Dancing Goats retail partners. Batdorf & Bronson waits to receive orders on Monday before beginning
roasting. For those who have not experienced the difference between freshly roasted coffee and all the rest—
there is no comparison. Coffee is roasted on Tuesday, and retail partners receive their shipments on
Wednesday.

Batdorf & Bronson is diligent about the roasting, brewing, and extraction process for all of its Dancing Goats
Coffee Bars. It is equally concerned for its retail partners across the country. To provide the support needed by
its small independent coffee bars, it provides instruction from its on-staff master baristas.

The experience of an adult coffee lover visiting a Batdorf & Bronson roasting facility is similar to that of a kid
winning the golden ticket to the Willy Wonka Chocolate Factory. While your GPS is calculating the yards before
turning into the parking lot, you can smell the coffee roasting. Upon entering the facility, you feel as though
you are entering a sophisticated laboratory. Scales, thermometers, pristine roasting chambers, and carefully
calibrated espresso machines are everywhere. Bags of green coffee beans are piled high and deep. The beans
have recently arrived from the family farms located in coffee regions around the world.

To be a retail partner with Batdorf & Bronson means that you have a team behind you. It provides training for
baristas, sample bags of new beans, and roast profile sheets describing the growing and harvesting process
for the coffee you are serving your local community residents. Batdorf & Bronson is as diligent with every cup
of coffee served to a customer as it is with every bean that is harvested and purchased for its roasting facilities.
Because of this laser-like focus on quality, a cup of coffee brewed with Batdorf & Bronson beans is like no
other coffee found at your typical coffee shop.

For customers who frequent the Dancing Goats Coffee Bars, they know the quality they can expect with their
brewed coffee and espresso-based coffee drinks, and for that quality Dancing Goats is the go-to coffee of
choice. For those who experience the Batdorf & Bronson difference at local coffee bars nationwide, the fresh
taste and exceptional quality provide a reason to choose handcrafted, small-batch coffee shops over
traditional “fast-food” coffee chains.®*

To learn more about this coffee company, check its website here (https://openstax.org/r/dancinggoats).
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Case Questions

1.

10.

11.

12.

13.

14.

15.

16.

17.

18.

Batdorf & Bronson is a coffee roasting facility. Dancing Goats Coffee Bars are retail stores. How does the
ownership of a retail store help the supplier (Batdorf & Bronson) understand its customer?

Batdorf & Bronson has direct relationships with the family farms that grow the beans it buys, roasts, and
distributes nationwide. How does this relationship with the coffee growers benefit its retail partners?

When Batdorf & Bronson provides a master barista to help train and educate retail partners, what is the
value proposition it provides to the coffee bars that buy beans from it?

How is Batdorf & Bronson fulfilling the marketing concept?
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Figure 2.1 A team of marketing strategists brainstorm to develop a strategic plan. (credit: modification of work “Design a Better

Business Masterclass @ Zoku Amsterdam, October 2017" by Sebastiaan ter Burg/flickr, CC BY 2.0)

Chapter Outline

2.1 Developing a Strategic Plan

2.2 The Role of Marketing in the Strategic Planning Process
2.3 Purpose and Structure of the Marketing Plan

2.4 Marketing Plan Progress Using Metrics

2.5 Ethical Issues in Developing a Marketing Strategy

/| In the Spotlight

Frito-Lay, the producer of Doritos, Lay’s, and Cheetos, is a $13 billion business division of PepsiCo." If you're a
snack food fan, you might have noticed how Frito-Lay seems to constantly come up with new flavors for its
chips—dill pickle, Chesapeake Bay Crab Spice, Chile Limén, and more. You might picture nutritionists and
scientists working in labs, trying recipe after recipe in order to come up with a winner. But Frito-Lay has a
unique way of including customers in its strategic decision-making process.”

The company crowdsources its new flavors through a contest called “Do Us a Flavor,” in which it asks
customers to submit ideas for flavors they'd like Lay's to develop. The company then selects the three best
entries and awards a cash prize to the winners.>

For example, Frito-Lay’'s “Turn Up the Flavor” contest resulted in three limited-time flavors inspired by three
different music genres: hip-hop, pop, and rock. To pique interest in the content, Frito-Lay teamed up with
singer/songwriter Bebe Rexha, who wrote the theme song for the campaign, and the company included a
unique code for the new chip packets so that buyers could unlock Rexha's new tracks.*
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Lay’s Commercial
Check out the Lay’'s Turn Up the Flavor commercial with Bebe Rexha.

Click to view content (https://openstax.org/books/principles-marketing/pages/2-in-the-spotlight)

2.1 | Developing a Strategic Plan

Learning Outcomes

By the end of this section, you will be able to:
M 1 Define strategic planning and list the steps in the strategic planning process.
2 Write an effective vision statement and mission statement.
Ml 3 Describe the role of company values.
I 4 Perform a gap analysis.
5 Write SMART objectives and goals.
@ 6 Summarize ways to monitor progress of the strategic plan.

Strategic Planning Defined

Let's start with a simplified definition of strategy and then move on from there. Many if not most of you have
watched a football game, either live or on TV. Perhaps you're a fan of a particular team or you'll watch the
Super Bowl (perhaps just to see the commercials). Every football coach knows that you don't enter a game
without a game plan—the process of taking plays out of the playbook and putting them into a game plan for a
specific opponent. This isn't an easy task. The coaching staff has to consider the skills and experience of the
players on the team as well as the strengths—and weaknesses—of the opposing team, and they will develop
the plays that they feel will best neutralize the strengths of the opposing team while taking advantage of the
strengths of their own players.

That football game plan is a great analogy for a business's overall strategy—the plans, actions, objectives, and
goals that outline how the business is going to compete in its chosen markets given its portfolio of products or
services. In marketing, a portfolio is a collection or listing of all the goods and services that a company sells to
customers.

Distinctions are often made between corporate-level strategy, business-level strategy, and functional strategy,
so let's briefly define them here. Corporate-level strategy covers the entire business in a complex
organization where there are multiple businesses, divisions, or operating units (sometimes called strategic
business units, or SBUs). Corporate-level strategies are formulated and implemented by upper management.
Business-level strategy is the strategic plan created for a single business or operating unit, and these plans
are generally developed by middle management to support the corporate-level strategy. Corporate-level and
business-level strategies lead to the development of functional strategy, which is the plan to achieve the
corporate- and business-level objectives in functional areas such as human resources, marketing, and
production.

People say a picture is worth a thousand words, so take a look at how this breaks down in Figure 2.2.

Access for free at openstax.org
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Corporate Strategy

1 Two-Way Influence
Business Strategy

i Two-Way Influence

Functional Strategy

Figure 2.2 Different Levels of Strategy Required in Complex Organizations (attribution: Copyright Rice University, OpenStax, under
CC BY 4.0 license)

Many organizations have only a single product line, market focus, or business, so they will require only a
business-level strategy. However, with larger organizations, it can be important to break the overall business
into smaller, more manageable strategic business units to maintain an overall focus on the business as a whole
and pull the business-level strategies into a cohesive whole.

Consider, for example, Procter & Gamble. The producer of such diverse products as diapers, Tide detergent,
and Oral-B toothpaste has five industry-based strategic business units—baby, feminine, and family care;
beauty; health care; grooming; and fabric and home care, family care, and new ventures. Each of these SBUs
has its own chief executive officer and functions essentially as a standalone business under the corporate

“umbrella.”

When you consider the complexities of the diverse markets Procter & Gamble serves, this makes sense.
Competing in the oral care market is vastly different than competing in baby products, so separate SBUs
require separate strategic plans.

Steps in the Strategic Planning Process

There are many variations of the strategic planning process—almost as many as there are publications on
strategic planning. For our purposes in this textbook, we're going to use the five-step process outlined in
Figure 2.3. Keep in mind, however, that the process may be a little different for some organizations depending
on the stage of their products in the product life cycle (which we'll learn more about in Products: Consumer

Offerings), the maturity of the industry in which the business participates, how competitive the marketplace is,
and other factors.

Establish
Objectives
and Goals

Perform
a Gap
Analysis

Define the
Vision
Statement

Establish
the Mission
Statement

Monitor
Progress

Figure 2.3 Steps in the Strategic Planning Process (attribution: Copyright Rice University, OpenStax, under CC BY 4.0 license)

These elements will all be defined in more detail in the sections that follow.
Step One: The Vision Statement: Where Do We See the Business Going?

The strategic planning process begins with a solid understanding of what the organization is trying to
create—that is, its vision statement. A vision statement is forward-looking and is intended to create a mental
image of what the organization wants to achieve in the longer term. Vision statements should be both
inspirational and aspirational.

Let's look at some vision statements from companies with which you might be familiar so you'll see how this
works:

« Amazon: “Our vision is to be earth’'s most customer-centric company; to build a place where people can
come to find and discover anything they might want to buy online”®

49
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+ Volkswagen: “To make this world a mobile, sustainable place with access to all the citizens"’
* Fujitsu: “Understanding you better—serving you best”®

7

Vision Statement

For more information on how to write a vision statement, take a look at this brief video from RapidStart
Leadership.

Click to view content (https://openstax.org/books/principles-marketing/pages/2-1-developing-a-strateqic-

plan)

Step Two: The Mission Statement: Why Does the Business Exist?

Now that the vision statement is complete, it's time to tackle the mission statement, which quite simply
answers the question, Why does the company exist? The mission statement of an organization sums up in
one to three sentences what the company does, who it serves, and what differentiates it from its competitors.
Whereas the vision statement provided the destination (i.e., Where is the business going?), the mission
statement provides the guideposts for the business to get there.

Mission statements serve two purposes. First, a well-written mission statement helps employees remain
focused on the aims of the business. Second, it encourages them to discover ways of moving toward
increasing their productivity in order to achieve company goals. Mission statements aren't just for internal use,
however. Prospective investors also often refer to a company’s mission statement to see if their values align
with those of the company. Once again, let's bring this definition to life by including a few mission statements
from well-known companies:

* BMW: “The BMW Group is the world's leading provider of premium products and premium services for
individual mobility"’

+ Tesla: “To accelerate the advent of sustainable transport by bringing compelling mass-market electric cars
to market as soon as possible”'°

+ Apple: “To bring the best personal computing products and support to students, educators, designers,
scientists, engineers, businesspersons and consumers in over 140 countries around the world""’

There are also two types of mission statements: customer oriented or product oriented. What's the difference?
A customer-oriented mission statement defines the business in terms of how it intends to provide solutions to
customer needs. As examples, take a look at some of these customer-oriented mission statements:

+ IKEA: “To offer a wide range of well-designed, functional home furnishing products at prices so low that as
many people as possible will be able to afford them”'?
+ Netflix: “To entertain the world"'3

The other type of mission statement is a product-oriented one. With a product-oriented mission statement, the
focus is on the offering itself rather than the needs of customers. Again, look at a couple of examples of
product-oriented mission statements so you can see the difference between these mission statements and the

customer-oriented mission statements shown above:
+ eBay: “To be the world's favorite destination for discovering great value and unique selection”'

+ Genentech: “To develop drugs to address significant unmet medical needs"'”

Access for free at openstax.org
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7

Mission Statement

For more information on how to write an effective mission statement, check out this brief video from
Bplans.

Click to view content (https://openstax.org/books/principles-marketing/pages/2-1-developing-a-strateqic-

plan)

Then watch this video from Entrepreneur.

Click to view content (https://openstax.org/books/principles-marketing/pages/2-1-developing-a-strateqic-

plan)

Step Three: Perform a Gap Analysis

Before we get into the specifics of how to perform a gap analysis, let's define it. Simply put, a gap analysis is
an internal analysis of the company or organization to identify and review any inherent deficiencies that may
hinder its ability to meet its goals. In other words, a gap analysis determines what factors in the organization
may be causing it to underperform.

A gap analysis answers the following questions:

* Where are we now?
* Where would we like to be?
+ What's stopping us from getting there?

A gap analysis as part of the strategic planning process is a way to determine where the “soft spots” are and
where adjustments need to be made before setting a course of action.

There are four steps to completion of a gap analysis. Let's take a look:

+ Step 1: Identify the current state of the business, organization, or department. Let's use an example
of a company that wants to increase market share of its product line. To date, current growth is sluggish,
averaging only 5 percent per year.'®

+ Step 2: Identify where you want to be. “Where you want to be” may be identified by using different
terms—the desired state, the future target, or a stretch goal. It stands to reason that you'll want to
consider your current state (from Step 1) and where you want to be in a reasonable time frame. Do you
want to increase market share by 10 percent within the first year? Do you want to increase market share
by 25 percent within the first three years? Because strategic plans often go out three to five years, your
“where you want to be” can be lengthy as well.’”

+ Step 3: Identify the gaps. At this point in your gap analysis, you've identified where your organization
current is and where it wants to be. Now it's time to identify how you're going to bridge that gap. This step
involves figuring out what those gaps are. Is market share suffering because a new competitor introduced
a similar but lower-priced product into the market? Is your pricing too high given production capabilities
and costs? Has the advertising campaign introduced last year lost its sizzle, or worse yet, did your most
recent advertising campaign flop?'®

+ Step 4: Devise improvements to close the gaps. It's time to determine the proper course of action to
close the gap, keeping in mind the cost of implementation for each solution."® This is where the rubber
hits the road, so to speak, because ideas are easy; it's the execution of those ideas that becomes
challenging. An effective gap analysis not only identifies the problems (i.e., gaps) but also sets forth what
needs to happen in specific terms to close those gaps. Will a new advertising campaign boost market
share? Do we need to hire a new advertising agency? And what will a new advertising campaign cost? Are
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there cost-cutting measures that can be taken to reduce manufacturing costs, thereby reducing the
product’s cost to consumers?

Step Four: Establish Objectives and Goals

With the mission and vision statement in place, along with a candid view of the organization through gap
analysis, we can now define the goals and objectives for the organization. Goals and objectives are a critical
part of every organization, particularly in the strategic planning process. When written effectively, these goals
provide a sense of direction and a clearer focus. It's these goals that give the organization a target at which it
can aim, so to speak.

But before we go further, let's differentiate between goals and objectives. Both terms refer to desired
outcomes that the organization wants to achieve, but that's where the similarity ends. Goals are statements of
desired outcomes that are expected to be achieved over a longer period of time, typically three to five years.
Goals are broad statements of the desired results; they do not describe the methods that will be utilized in
order to achieve those results. For example, common business goals may include increasing revenue or
market share or reducing the company’s carbon footprint.??

On the other hand, objectives are “action items.” They are specific targets to be achieved within a shorter time
frame, generally one year or less, in order to achieve the stated goal. Whereas goals describe the end result,
objectives describe the actions or activities that need to take place in order to achieve the goal. For example, if
your goal was to increase market share, the objective would likely be stated as something like “Increase
market share to 6 percent by the end of the year."?'

The goals and objectives of an organization define the key actions that allow it to execute its chosen strategy.
However, in order to be effective, goals and objectives should be SMART— specific, measurable, attainable,
realistic/relevant, and time-bound—as shown in Figure 2.4.

—  Specific

— Measurable

— Attainable

—  Realistic

—  Time-bound

Figure 2.4 SMART Goals (attribution: Copyright Rice University, OpenStax, under CC BY 4.0 license)

+ First, effective goals should be specific—there’s the “S” in SMART goals. They should be clear and easy to
understand. A specific goal answers questions like “What needs to be accomplished?” To illustrate this,
imagine that you've decided to improve your grade point average. “Improve my GPA" is indeed a goal, but
it's too vague to be a helpful goal. By how many points do you want to improve your GPA? To make your
goal more meaningful (and specific), you might want to restate your goal as “Improve my current GPA
from 2.8 t0 3.5.”

+ Second, effective goals should be measurable—there’s the “M” in SMART goals. Specificity is a solid start,
but quantifying your goals makes it easier to track progress and see when you've achieved your goal. The
bottom line is, you can't see results without knowing what they look like, and if you're not measuring
anything, how will you know when and if you've accomplished it? Your original goal of “improve my GPA’
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isn't measurable. How will you know when you've achieved your goal? When you've increased it by .1, .2, .5,
or even a full point? By setting a goal to “improve my current GPA from 2.8 to 3.5 by the end of the
semester,” you've set a goal that's easily measurable—just look at your grades at the end of the semester!

+ Third, effective goals should be attainable. There's actually some disagreement as to the name of this
third element. Some marketing experts tout using “ambitious”; others suggest “achievable” or “actionable.”
For our purposes, we're going to stick with “attainable” because although goals should be a reach,
establishing goals that aren’t within reach can turn out to be an exercise in frustration. Let's go back to our
GPA analogy. If it's mid-April and you're barely passing your current classes, you're just setting yourself up
for failure.

+ Fourth, effective goals should be realistic. Once again, there’s actually some disagreement as to the name
of this element; you may see it shown as “relevant” in other textbooks or articles. We're going to use
“realistic” because the term reflects the balance between goals that are too easy and too hard. Taken in
the context of a strategic plan, your goals must represent a substantial objective that you're willing and
able to work toward, but there should be a reasonable chance that you can achieve it.? Getting back to
our GPA analogy, if you've got Cs in all of your classes and it's already mid-April, improving your GPA to 3.5
by the end of the semester is probably not realistic.

+ Finally, effective goals should be time-bound. Every goal should be grounded by a time frame within
which the goal is to be achieved. Without a deadline, there is little sense of urgency to work to achieve the
goal. Having a goal with a target date (like the end of the semester) gives you something to focus on and
work toward and prevents everyday tasks from taking priority over your longer-term goals.

7

SMART Goals
For more information on establishing SMART Goals, check out this video from SMA Marketing.

Click to view content (https://openstax.org/books/principles-marketing/pages/2-1-developing-a-strateqic-

plan)

Monitor Progress

If you had decided to save money from each of your paychecks to eventually purchase a new car, you'd
probably check the balance in your savings account on a regular basis to see how you're progressing toward
your goal. The same is true in the strategic planning process. In order for goals and objectives to be effective,
marketers need to monitor them on a continuous basis to determine if they're on track or if the goals and
objectives need to be refined in response to unforeseen circumstances.

One way that marketers accomplish this is through the use of a marketing dashboard. Like the dashboard in
your car, which tells you at a glance how much fuel you have, how fast you're going, and a host of other
important information, a marketing dashboard summarizes important marketing metrics and key
performance indicators (KPIs; to be covered later in this chapter) into easy-to-understand measurements.”*
This enables marketers to view ongoing progress so that they can be aware of potential problems before they
actually become serious issues.
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Marketing Manager

Marketing manager jobs differ by company and industry, but in general it's a leadership position in charge
of the marketing strategy at a company or for a product. Marketing managers often complete research,
create pricing parameters, and work with other departments within the company such as finance, legal,
advertising, promotion, and product development. Read this Marketing Manager article to learn more
about (https://openstax.org/r/articlesmarketingmanager) the specifics of what a marketing manager does
and the types of marketing manager that exist. It's commonly known that marketing managers need to be
proficient in problem-solving. Read this article to learn why it's important (https://openstax.org/r/
marketingproblemsolvingskill) and the specific skills you'll need.

There is growth potential in being a marketing manager. The US Bureau of Labor Statistics projects a 10
percent growth in the job role from 2021 to 2031, and you can read more about the job outlook here
(https://openstax.org/r/advertisingpromotions).

Would you like to know more about the job role? Read this Forbes article to learn the top skills necessary,
(https://openstax.org/r/educationbecomeamarketing) the typical path to this job, and degree requirements.

There are many types of jobs in marketing. You'll be introduced to several throughout this textbook. You'll
also want to check out this list of 15 job titles and what the job role encompasses. (https://openstax.org/r/
marketingjobtitle) Keep in mind that regardless of where you start in marketing, you have options as you

move in your career journey. Many people move between marketing roles, and the skills you learn in each
role will help you in other roles.

Knowledge Check

It's time to check your knowledge on the concepts presented in this section. Refer to the Answer Key at the
end of the book for feedback.

1. Which of the following defines the reason why the business exists?
a. Vision statement
b. Mission statement
c. Gap analysis
d. Goals and objectives

2. Which of the following strategies covers the entire organization when the business includes multiple
divisions or operating units?
a. Functional strategy
b. Strategic business unit strategy
c. Corporate-level strategy
d. Business-level strategy

3. What do you call the plans, actions, objectives, and goals that outline how a business will compete in its
chosen markets?
a. Mission statement
b. Vision statement
c. Gap analysis
d. Strategy
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4. Which of the following best describes a gap analysis?
a. Astatement that answers the question, Where do we see the business going?
b. Aninternal analysis of the company to identify inherent deficiencies that may hinder its ability to meet
its goals
c. Astatement that answers the question, Why does the business exist?
A strategic plan created for a single business or operating unit

5. In “SMART goals,” what does the “R" stand for?
Relatable

Rational

Required

Realistic

& n oo

2.2 | The Role of Marketing in the Strategic Planning Process

Learning Outcomes

By the end of this section, you will be able to:
M1 1 Explain the role of marketing in the strategic planning process.
2 Discuss the business portfolio and identify planning tools.
3 Describe a SWOT analysis.
M 4 List and describe marketing strategies based on analytics.

Explain the Role of Marketing in the Strategic Planning Process

To get a better idea of the importance of marketing in the strategic planning process, let's imagine that you're
the owner of a manufacturing business that produces widgets. You've been able to recruit top engineering
talent to design these widgets and source components from trusted, reliable vendors, and your manufacturing
facility is efficient and can produce the widgets in a cost-effective manner. Sounds like a winning business,
doesn'tit?

Well, the only thing we've left out of the equation for success is customers, and without customers, the finest
engineering staff and manufacturing facility in the world won't ring the bell in terms of profits or revenue. You
need to determine who your customers are, what their needs and wants are, how you're going to reach them,
and how you're going to persuade them to buy your widgets. That's where marketing comes into the strategic
planning process, and that's why it plays a crucial role.

Marketing in the strategic planning process has several basic but critical functions:

+ First, marketers assist the strategic planning team in executing a marketing philosophy throughout the
strategic planning process.

+ Second, marketers assist the organization in gathering and analyzing information necessary to examine
the current situation (the first step in a gap analysis).

+ Third, marketers are responsible for the identification of trends in the marketing environment and
assessing the potential impact of those trends.?*

Business Portfolio Definition

As noted above, many businesses have a single product or business unit. However, larger organizations such
as Apple, Alphabet, General Electric, Meta, and Microsoft often have multiple diverse business units called
strategic business units. Despite the fact that these SBUs report directly to the parent company’s
headquarters, they typically develop their own vision statements, mission statements, objectives, and goals,
and the strategic planning for these SBUs is performed separately and apart from other SBUs within the
organization.””> When companies have multiple products or business units, these comprise the business
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portfolio—the total group of product lines, services, and business units that the company possesses.

To give you a better sense of what a business portfolio entails, look at Figure 2.5, which illustrates the products
and services of Microsoft and how each offering contributes to the overall strategic plan of the company.?®
Microsoft reported $168 billion in revenue in fiscal year 2021, and each of its product lines (or strategic
business units) contributes to this revenue in differing amounts.?’ It's easy to see from this breakdown why
each of these businesses under the Microsoft “umbrella” would have different strategic plans to execute within
the markets they serve. You likely wouldn't have one overarching marketing or business strategy for all of
these SBUs because the markets for Office, Gaming, LinkedIn, and the other SBUs are likely very different and
would require different strategies to reach and retain customers.

Revenue (in millions)

4.04%
4.13% \

2.66%

]

31.29%

23.72%

Server products and cloud services (31.29%)
Office products and cloud services (23.72%)
Windows (13.82%)

Gaming (9.14%)

LinkedIn (6.12%)

Search advertising (5.1%)

Enterprise services (4.13%)

Devices (4.04%)

Other (2.66%)

Figure 2.5 Composition of Microsoft Revenues (data source: Microsoft Annual Report 2021; attribution: Copyright Rice University,
OpenStax, under CC BY 4.0 license)

Analyze and Design the Business Portfolio

There are many reasons why an organization would establish separate business units or product lines as it
grows. For example, if the current product line is in a market where growth is limited, it may choose to branch
out to other product lines or markets. Alternatively, an organization may choose to expand into other product
lines to take advantage of emerging opportunities.

Emerson Electric, headquartered in St. Louis, Missouri, has five business segments: Network Power, Process
Management, Industrial Automation, Climate Technologies, and Commercial and Residential Solutions (i.e.,
tools and storage). These business segments provide products as diverse as hardware and software
technologies; motors; fluid control systems; heating and air-conditioning products and services; and tools,
storage products, and appliances for residential, health care, and food services.?® When you consider divisions
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as diverse as these, it should be readily evident why each is a separate division with separate strategies to
compete in its respective marketplaces.

Conversely, a business may choose to expand in areas in which it already has experience and can use the
power of its core competencies to establish sustainable competitive advantage with new products in existing
markets.

There are a few tools that can help determine which course of action is best advised given the current
circumstances of the organization, the marketplace, and other factors. Let's take a look at a few of them.

Boston Consulting Group (BCG) Matrix

The BCG matrix is a model developed by Boston Consulting Group that can be used to analyze a business's
product lines or SBUs and make decisions about which to invest in in the future and which they should try to
minimize further investment in or even eliminate. The bottom line is that no business has unlimited funds to
invest in its product lines, and the BCG matrix is a useful model in determining how to allocate money in terms
of marketing, research and development (R&D), etc. to that portfolio.

As shown in Figure 2.6, the BCG matrix considers both market share and market growth rate. The SBUs or
products that have high market share in a high-growth market are called stars and are placed in the upper left
guadrant. These are the opportunities that hold the most promise for the organization.

Relative Market Share
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Figure 2.6 Boston Consulting Group (BCG) Matrix (attribution: Copyright Rice University, OpenStax, under CC BY 4.0 license)

Conversely, those SBUs or products that have low market share in a low-growth market are referred to as dogs
and are placed in the lower right quadrant. These are prime candidates for divestiture or elimination because
they have relatively low growth potential, and although the business has significant funds tied up in them, they
bring in virtually nothing in terms of revenues. Divestiture could also provide needed capital to invest in your
stars or question marks.

Cash cows, in the lower left quadrant, are an interesting breed, so to speak. A cash cow is an SBU or product
that has high market share in a low-growth market. They're valuable to a business because they generate
significant revenue that can fund other strategic initiatives or emerging opportunities. Incidentally, they're
called cash cows because the thinking is to “milk” these products for profits.
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Those SBUs or products that have a low market share in a high-growth market are called question marks
(sometimes also called “problem children”) and are placed in the upper left quadrant. Question marks are
among the most complex decisions to be considered when developing a BCG matrix because a root cause
analysis may be required in order to determine why these SBUs are, in fact, question marks. Obviously, with
high-market growth, the market is strong, but there are one or more reasons why your organization hasn't
been able to capitalize on it and gain market share. Does the product line need more investment in order to
move into the “star” category? Is competition so strong in this market that additional funding in terms of
advertising campaigns or other marketing tactics render them useless? Is the question mark just a trend in
which you can expect high growth without a lot of market share for a short period of time?

Once you have categorized each of your SBUs or products on the BCG matrix, you'll have a crystal-clear vision
of where each stands and can identify which you should prioritize and which need to be divested.

To better understand the BCG model, let's do a simplified matrix for Apple and some of its products (see Figure
2.7). Because Apple has so many products and services, we're showing only four hardware products in this
matrix.

Relative Market Share

High Low
5 )
2
T
S °
0]
-2
: . .
E iPhone iWatch
°
(C]
4=
[J]
X
1
]
=
2
o
-
iPad and MacBook iPod

Figure 2.7 BCG Matrix of Apple’s Portfolio (attribution: Copyright Rice University, OpenStax, under CC BY 4.0 license)

In this sample matrix, we're going to place the Apple iPhone in the star category. You'll recall from our
discussion above that stars have relatively high market share in a growing market. Let's face it: the iPhone is
the shining gem of Apple's portfolio. Even though Apple has diversified its product line, the iPhone is still
responsible for 52 percent of the company’s revenue, raking in an astounding $192 billion in 2021.2°

Next, we're going to put the iPad and the MacBook in the cash cow category. Remember that the BCG matrix is
built on two parameters—market share and market growth. Both the iPad and the MacBook have relatively
high market share compared to competitors, but the market for these products is not growing much
anymore.® The Apple iPad had a 31.5 percent share of the global tablet market during the first quarter (down
from 38 percent in the previous quarter), and the MacBook still holds popularity, garnering 15.3 percent of the
market share." Both the iPad and the MacBook are well-established products that continue to generate
substantial income for Apple, and these products require relatively little additional investment for them to
remain profitable.

Let's move on to the question mark category. Remember that question marks have low market share in a high-
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growth market, and we're going to place the Apple iWatch in this category. The iWatch has the potential to
become as big of a hit as the iPhone, but the jury is still out because there are too many unknowns in the
market. Global sales of smartwatches increased by 13 percent in the first quarter of 2022, and the Apple
iWatch continues to lead in market share.>> However, Apple will need to analyze its iWatch vis-a-vis its other
products to decide if it should continue to invest in the product.®>

Finally, let's move on to the dog quadrant of the matrix. We're going to place the iPod in this category because
market growth has slowed considerably as people use their phones to listen to music or podcasts. The iPod
has experienced a shrinking market share as a result, and it wouldn't make sense for Apple to continue to
invest in the iPod.>* As a matter of fact, Apple announced in May 2022 that it would discontinue the iPod
Touch, while the touch-screen model launched in 2007 will remain on sale until supplies run out.3>

7

BCG Matrix
Would you like to learn more about the BCG Matrix? Watch this brief video from Solve It Like a Marketer.

Click to view content (https://openstax.org/books/principles-marketing/pages/2-2-the-role-of-marketing-in-
the-strategic-planning-process)

SWOT Analysis

SWOT is an acronym for a business’s strengths, weaknesses, opportunities, and threats, and it is a useful aid
for zeroing in on a feasible marketing strategy. The purpose of a SWOT analysis is really quite simple.
Marketers want to identify the strengths and weaknesses in the organization’s internal environment as well as
the opportunities and threats that exist in the organization’'s external environment. It is generally presented in
the format seen in Figure 2.8. You would complete the template with bullet points in each of the four
quadrants.

Strengths Weaknesses
Internal capabilities that may help Internal capabilities that may interfere with
a company reach its objectives a company’s ability to reach its objectives
Examples: Examples:
« Strong brand identity + Outdated technology
* Technological innovations « Strong brand identity of competitors
* High market share in industry * High employee turnover
Opportunities Threats
External factors that a company may External factors that may create barriers
be able to exploit for its advantage or challenges to the company’s performance
Examples: Examples:
» Competitor goes out of business * Rising interest rates
* Low interest rates * Pending legislation
« Favorable exchange rates * Price war with competitor

Figure 2.8 Common SWOT Analysis Template (attribution: Copyright Rice University, OpenStax, under CC BY 4.0 license)

A SWOT analysis will aid in taking advantages of the organization’s strengths and opportunities while avoiding
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(or at least minimizing) weaknesses and threats to its success. Realistically, some of the factors are in the
control of the company (i.e., strengths and weaknesses), but other factors are outside the control of the
company (i.e., opportunities and threats). Let's consider each of these in a little more detail.

Strengths can be factors such as patents or trademarks possessed by the company that hinder competitors in
participating in the market; a better cost structure than competitors; a talented, innovative staff; or strong
brand recognition in the market. Strengths are internal to the organization, and they're also positives.
Questions to ask when developing this section may be: What do you do well? What unique resources you can
draw on? Consider a company like Starbucks. If you were preparing a SWOT analysis for Starbucks, its
strengths might include a strong brand image, solid financial performance, impressive growth in the number
of stores, and an extensive international supply chain.3®

Weaknesses are also factors within a company’s internal environment, but these are hindrances to your
success, so they're categorized as negatives. Weaknesses may be difficulty in accessing capital or funding,
outdated technology, an unmotivated workforce, weak brand recognition, or high levels of debt. Let's go back
to Starbucks. If you were preparing a SWOT analysis for Starbucks, some of its weaknesses may be high prices
versus the competition and the imitability of its products.”

Now we'll switch over to external factors that affect the business. Opportunities are openings for something
positive to happen if (and only if) you can capitalize on them. Opportunities can be moving into a new market
segment that offers improved profits (like a snack food manufacturer moving into the health foods sector),
competitors that have quality or delivery problems, or impending legislation that would favorably affect your
organization if you're able to capitalize on it. Once again, let's go back to Starbucks. If you were preparing a
SWOT analysis for Starbucks, some of its opportunities might be expansion in developing markets, a coffee
subscription service similar to that offered by Panera Bread, and the introduction of new products and holiday
flavors.3®

Finally, threats are anything external to your organization that can negatively impact your business. These may
include supply chain problems, ongoing staffing problems, new competitors entering the market, or
impending legislation that would negatively impact your organization, like tariffs. If you were doing a SWOT
analysis for Starbucks, you might identify threats such as competition with lower-cost coffee sellers, tightening
discretionary spending due to inflation, or the rising price of coffee beans.*”

7

SWOT Analysis
Check out this video for a very simple example of a SWOT analysis.

Click to view content (https://openstax.org/books/principles-marketing/pages/2-2-the-role-of-marketing-in-
the-strategic-planning-process)

When preparing a SWOT analysis, it is also helpful to compare elements by ranking strengths and weaknesses
(internal factors) in terms of relative competitive importance. Marketers can also rank threats and
opportunities (external factors) in terms of their likelihood and magnitude.*°

Strategy

Earlier in this chapter, we pointed out the differences between corporate-level strategy, business-level strategy,
and functional strategy. If you're a fan of movies like Other People’s Money or Wall Street, you might think that
corporate strategy focuses on hostile takeovers, mergers, and ruthless acquisitions.
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7

Moneyball

The movie Moneyball is about a baseball general manager assembling a team by using computer analysis
to hire new players. This is a great example of using analytics to inform strategy. Watch a clip of the movie
here, where you see the analytics applied.

Click to view content (https://openstax.org/books/principles-marketing/pages/2-2-the-role-of-marketing-in-
the-strategic-planning-process)

Market Penetration

When a company focuses on growing its market share in its existing markets, it is using what's known as a
market penetration strategy. This approach generally entails significant expenditures in advertising and
other marketing efforts in order to influence consumers’ brand choice and create a brand reputation for the
company, thereby increasing its market share.

In some mature industries (like soap, laundry detergent, or toothpaste), a market penetration strategy
becomes a way of life because nearly all competitors are also engaged in intensive advertising and battle for
market share. It becomes a way of life because companies fear that if they don’t advertise as much as or more
than their competitors, they will lose market share.

To give you an idea of how fierce the competition is with a market penetration strategy, consider Procter &
Gamble, which spent $4.7 billion on advertising in 2020.%’

Product Development

As noted above, a market penetration strategy focuses on existing products and existing markets. By contrast,
a product development strategy involves the creation of new or improved products in order to drive growth
in sales, revenue, and profit. Although the advertising expenditures involved with a market penetration
strategy may be significant, they often pale compared to the expenditures involved in a product development
strategy. This is because product development generally requires significant investment in R&D activities.*?

The automobile industry provides a good illustration of the product development strategy. Car makers
generally refresh their models every few years to encourage car owners to trade in their old vehicles and buy
the redesigned cars with the latest tech features such as driver assist, Wi-Fi hotspots, and Apple CarPlay and
Android Auto.*® At the same time, all the manufacturers are spending billions of dollars developing new
electric vehicle models to meet ambitious goals for phasing out gasoline-powered engines.

Another great example of a product development strategy is Tide laundry detergent. Tide has undergone
more than 50 formulation changes over the past 40 years in an effort to continually improve its product’s
performance. The name always stays the same, but Tide has a “new and improved” formula with each new
product release.**

If you doubt the power of a product development strategy, the next time you go to the grocery store or
supermarket, just look at how many “new and improved” products are on the shelves!

Market Development

A market development strategy involves searching for new market segments and uses for a company’s
products. This strategy can involve the launch of its existing products into new markets or different
geographical areas. In doing so, the company attempts to capitalize on the strength of the brand name it has
developed in the existing markets and find new markets in which to compete.

61


https://openstax.org/books/principles-marketing/pages/2-2-the-role-of-marketing-in-the-strategic-planning-process
https://openstax.org/books/principles-marketing/pages/2-2-the-role-of-marketing-in-the-strategic-planning-process

62 2. Strategic Planning in Marketing

Facebook is a great example of a market development strategy. It's difficult to remember when Facebook
wasn't a household word, but Facebook started out as a small platform that enabled Harvard University
students to compare headshots. The popularity of the platform spread to other college campuses, and
eventually Facebook allowed nonstudents to join. It looks like the strategy worked—Facebook is now the
largest social network in the world, with nearly 3 billion users!*

To help you better understand these strategies, let’s consider each one from the perspective of one
company—Harley-Davidson. If Harley-Davidson were to adopt a market penetration strategy, the company
would focus on selling more Harley-Davidson motorcycles in the US market. If the company were to adopt a
product development strategy, it would begin selling a new product such as biker clothing for children under
the Harley-Davidson brand in the US market. Harley-Davidson is currently pursuing a market development
strategy, with plans to develop a new motorcycle to manufacture and sell in China. Harley-Davidson's
diversification strategy might entail selling new products like children’s biker clothing in China for the first
time.

Product Diversification

A product diversification strategy is still another tool that companies can use to improve profitability and
increase sales of new products. This strategy can be utilized at both the business level and the corporate level.
At the business level, marketers would expand into a new segment of an industry in which the company is
already operating.*® For example, consider Apple. The company launched its revolutionary iPhone in 2007, but
it didn’t stop there. It has since diversified into tablets and other technology-related products.*’ At the
corporate level, let's consider a dine-in restaurant that adds corporate catering and perhaps a fleet of food
trucks—both businesses outside the scope of its existing business.

There are three types of diversification techniques, as shown in Figure 2.9.

Diversification

Strategies
Concentric Horizontal Conglomerate
Diversification Diversification Diversification

Figure 2.9 Types of Diversification Strategies (attribution: Copyright Rice University, OpenStax, under CC BY 4.0 license)

Let's look at each of these strategies in a little more detail.

The concept of concentric diversification revolves around the addition of similar products or services to an
existing business.*® If a picture is worth a thousand words, then an example has to be worth even more,
particularly an example to which you can easily relate as a student. As you're reading this chapter, consider
book publishers, like Harper Collins, Simon & Schuster, or Penguin/Random House. These book publishers
don't only print the works of one author; rather, they have hundreds or perhaps thousands of authors’ works in
their arsenals. These publishers will publish print books, e-books (like the one you're reading right now), and
audiobooks and may even sell the rights to some of the books for film and TV adaptations, allowing them to
garner additional streams of revenue for one product.*’

Conversely, the concept of horizontal diversification involves making available to existing customers new
and perhaps even unrelated products or services so that you can garner a larger customer base.”° For
example, consider a company that produces dental hygiene products like toothbrushes and dental floss. In
order to increase sales to existing customers, the company may decide to introduce into the market a line of
oral irrigators or teeth whiteners. These products are new to the company, but they still serve the same
customer base as its existing products.

Access for free at openstax.org



2.2 * The Role of Marketing in the Strategic Planning Process

Finally, conglomerate diversification takes horizontal diversification one step further. Conglomerate
diversification involves the development and addition of new products or services that are significantly
unrelated. You're not only introducing a new product, you're introducing a new product that is completely
unrelated to your existing line of business.”' Consider General Electric when looking for an example of
conglomerate diversification. General Electric started out as a lighting business, but over the years, it has
diversified into medical devices, household appliances, aircraft engines, financial services, and more. That's
taking conglomerate diversification to a whole new level!

7

Blue Ocean Strategy

Learn about market-creating strategies known as the Blue Ocean strategy from Harvard Business Review,
where it uses Cirque du Soleil as an example.

Click to view content (https://openstax.org/books/principles-marketing/pages/2-2-the-role-of-marketing-in-
the-strategic-planning-process)

Knowledge Check

It's time to check your knowledge on the concepts presented in this section. Refer to the Answer Key at the
end of the book for feedback.

1. Marcus is preparing a SWOT analysis for the health club he owns. One of the factors he has identified is
the fact that the health club is the only facility in the area that offers water aerobics classes. In terms of a
SWOT analysis, how would this factor be characterized?

a. Strength

b. Weakness

c. Opportunity
d. Threat

2. What key metrics does the BCG matrix use to show the relative attractiveness of different offerings?
a. Market share and market growth rate
b. Market size and market share
c. The ratio of dogs to cash cows in the product portfolio
d. The potential for question marks to cross over and become stars

3. Hoffman Enterprises has a portfolio of businesses in a wide variety of unrelated industries. One of its
strategic business units (SBUs) has high market share in a low-growth industry. How would this SBU be
characterized in terms of the BCG matrix?

a. Star
b. Dog
c. Cash cow
d. Question mark

4. Sanjay is creating a SWOT analysis for the vegan restaurant he owns in a small college town. Until recently,
there has been only one competitor in the vegan market, but that restaurant has recently closed
temporarily due to health code violations. How would this development be characterized in terms of the
SWOT analysis?

a. Strength
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b. Weakness
c. Opportunity
d. Threat

5. Which strategy involves the creation of new or improved products to replace existing ones in order to
improve a company’s competitive position and sales?
a. Market development
b. Product diversification
¢. Horizontal diversification
d. Product development

2.3 | Purpose and Structure of the Marketing Plan

Learning Outcomes

By the end of this section, you will be able to:
I 1 Explain the purpose of a marketing plan.
M 2 List and discuss elements that should be included in a marketing plan.

Purpose and Structure of a Marketing Plan

A company’s marketing plan (Figure 2.10) is without a doubt one of the most important planning tools in
business. You might think that it's an activity that generates an impressive, colorful document that sits in a
desk drawer until the next time it gets revised, but you'd be wrong.

If you're a new business seeking funding, the bank will want to see and understand your marketing plan
before parting with funds. If you have an existing business that you want to grow, investors will likely go over
your marketing plan with a fine-tooth comb to understand how additional funding will generate a positive
return. Even if you're not seeking external funding, you still need a marketing plan to help you establish and
achieve your sales and marketing goals in the most effective manner. That's because the marketing plan will
set forth the specific actions that marketing team members need to take in order to reach target customers,
build brand awareness, and of course, generate increased revenue.

If you like sports analogies, think about marketing plans as being akin to playbooks in football. A football
playbook sets forth what needs to be done to win the game. The playbook breaks the team'’s strategy into
actionable plays and defines who is responsible for what in order to win the game. That's exactly the purpose
of a marketing plan as well!

Figure 2.10 A marketing plan breaks a company'’s strategies into implementation steps and assigns responsibilities. (credit:
“Marketing Plan Presentation Chalkboard Slide” by PLEXKITS/flickr, Public Domain)
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Structure of a Marketing Plan

Do a quick Internet search on “structure of a marketing plan,” and you'll get countless results. To make this
even more confusing, there is little agreement within marketing about the precise structure of a marketing
plan. Some marketing “experts” argue for 10 components, others for 5 or 6 components. For our purposes in
this book, we're going to use a 12-element marketing plan comprising the elements shown in Figure 2.11, each
of which will be discussed in detail.

Section 1: Executive Summary —l
Section 2: Mission Statement —|
Section 3: SWOT Analysis —|
Section 4: Objectives and Issues —l
Section 5: Market Segmentation and Target Market —l
Section 6: Buyer Personas —|
Section 7: Positioning —l
Section 8: Current Marketing Situation —‘
Section 9: Marketing Strategy —l
Section 10: Action Programs —|
Section 11: Budgeting Concerns —‘
Section 12: Controls to Monitor Progress —l

Figure 2.11 Elements of a Marketing Plan (attribution: Copyright Rice University, OpenStax, under CC BY 4.0 license)

PRPRPERERERERERERERERERR

If your professor has assigned the semester-long marketing plan template assignment, these next sections
will provide you with excellent guidance for completing each of the sections. So let's dive right in.

Executive Summary

As the name suggests, the executive summary of your marketing plan provides those who will be reviewing

your plan with a brief overview (usually one to two pages). It's going to give the reader a quick synopsis of the
main parts of the plan—an overview of what your company has done, what it plans to do, and how it plans to

doiit.

Think of the executive summary as being an “elevator pitch” of the plan. If you're not familiar with elevator
pitches, they're persuasive, concise introductions that provide the listener with the information they need to
know within just a short period of time—usually the length of the average elevator ride.

The executive summary of your marketing plan should succinctly cover the main parts of the plan. It should
contain information about the company, brand, products/services, the market itself, and the overall marketing
direction of the company.

It's important to keep in mind that a marketing plan is typically written in sections separated by headings or
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subheadings. That's not the case with the executive summary. You'll write the executive summary as a series of
paragraphs, and each paragraph will focus on a different section of the marketing plan.

Instead of talking about the executive summary strictly in abstract terms, let's see how this plays out in an
example.

+ Introduction. In this paragraph, you're going to provide the reader with an explanation of what they can

expect. You're providing the context for the plan in order to make the subsequent parts of the plan easier
to understand. In the introduction, briefly explain the plan, its purpose, and the key benefits to potential
customers. Remember the KISS rule— keep it short and simple. Here's an example that might give some
insight on what the introduction should look like:

This marketing plan is presented for ABC Company, a manufacturer of electronic components for

a variety of industries. We have developed a new product for the health care industry, and this

marketing plan will demonstrate that ABC Company has a unique opportunity to expand into this

dynamic, growing market.
Description of Company and Team. In this paragraph, you're going to briefly describe your business. Be
sure to include a succinct synopsis of the company’s history, legal structure, and customer base. You'll also
want to address a broad overview of sales figures. You will also list the key players involved in the
business, including their positions within the company; their responsibilities, skills, and experience; and
their role in achieving your marketing goals. This is particularly important if your company is seeking
funding. The purpose of this section is twofold: (1) to convince lenders and/or investors to provide
requested funds, and (2) to prove that you have the right team on board to capitalize on the opportunity
you have defined. Once again, let’s see how this section might appear on ABC Company’s marketing plan.
Please note that we've only listed two key members of the team for the sake of brevity, but you may
include others:

ABC Company was founded in 2002 and is based in Park City, Utah. The company produces

electronic components for a variety of industries. When the company was founded, it produced

electronic apparatuses primarily for the automotive industry. Its product line has expanded over

the past 20+ years to include electronic apparatuses for the appliance and heating, ventilating,

and cooling (HVAC) industries.

Key Team Members:

Khadija Simone, founder and CEO—Khadija has over 30 years of experience in the electronic
apparatus industry, having managed divisions of two Fortune 500 companies before founding
ABC Company. Khadija has a BS in electrical engineering from Purdue University and a master of
business administration from the University of Chicago.

Tanasha Turner, vice president of marketing—Tanasha has 20 years of sales and business
development experience from working with several start-up companies that she helped grow into
large businesses. She joined ABC Company in 2016 and has spearheaded the entry of the
company into the appliance industry. Tanasha has a BA in marketing from the University of
Pennsylvania and a master’s in business marketing from California Coast University.

Description of Market Factors and Trends. In this paragraph, you will set forth a brief description of the
current marketplace and industry sectors within which you sell your products and/or services, the primary
trends affecting and influencing them, and the innovations that are currently taking place within the
market. Let's look at ABC Company's example:
There are several large players in the electronic apparatus industry, including EAC Industries and
Antwell Industries, as well as a few smaller companies that sell similar products to the
automotive, appliance, and HVAC industries. The rapid pace of innovations in the industry is
stimulating demand for newer and faster apparatuses. Digital technologies such as 5G mobile
communication networks and 3D printing are expected to aid in the development of innovative
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electronic apparatuses.

+ Description of Products or Services Being Marketed. In this paragraph, you will describe the key
features and benefits of the new product being introduced in the marketing plan and outline its unique
selling propositions to demonstrate how your company's products differ from or are superior to those of
your competitors. You'll recall that ABC Company has developed a new product aimed at the health care
industry, so this portion of its executive summary might look something like this:

As noted above, ABC Company has created a new electronic apparatus for the health care
industry. The success of this product would provide the company with an inroad to a new industry
that uses the sophisticated technology developed by the company. This new product would
provide the health care industry with improved efficiencies and cost savings vis-a-vis those that
are offered by existing products on the market. Although there are similar products designed for
other industries, there are currently no competitors for this type of product designed specifically
for the health care industry.

+ Description of Customer Base and Related Marketing Activities. In this paragraph, you will describe
the key aspects of the target audience for your product and/or service. Where are you going to find your
target customers? How will you reach them in terms of a promotional strategy? What methods do you
intend to use in distributing your product or service? Let's look at how this paragraph might read in our
hypothetical marketing plan:

The target market for ABC Company's new product is large health care providers, including
hospitals, research laboratories, and clinics. This marketing plan will outline its campaign to reach
this target market through a combination of direct sales and social media marketing.

+ Financial Overview. In this paragraph, you will define the key financial information related to both the
short-term and long-term marketing activities set forth in the plan. If you are an existing company (like
ABC Company), this might be as simple as highlighting sales growth over the last year and the anticipated
marketing budget for the new product venture. Let's take a look at how this might look for ABC Company:

ABC Company has experienced significant sales growth in the appliance and HVAC industries
since the company's inception in 2002. Its sales revenue from these industries last year exceeded
$23.4 million. Our marketing budget for the coming year in connection with entry into the health
care industry is estimated to be $150,000.

+ Summary of Overall Objectives and Strategies. In this final paragraph, you will briefly describe the
plan’s goals and the strategies the company will employ to achieve those goals. Remember that this
executive summary is your marketing plan’s “elevator pitch,” so you'll want to conclude with a couple of
sentences that entice the reader to continue to read your plan. Let's look at how this might play out for
ABC's marketing plan:

ABC Company has developed a marketing plan that will enable it to quickly make inroads into the
health care industry and become the premier provider of electronic apparatuses to this growing
market. We intend to use our experience and expertise in selling to the appliance and HVAC
industries to showcase how this electronic apparatus can benefit the health care industry.

Mission Statement

The next section of your marketing plan will be the mission statement of your company. You'll recall from
Section 2.1 that a mission statement is an action statement that clearly and concisely declares the purpose of
the organization and how it serves its customers. It defines the what, why, and who of the organization. Once
again, a picture (or in this case, an example) is worth a thousand words. Earlier in this chapter, we examined
the mission statements of a couple of well-known businesses, so let's take a look at some mission statements
for some other well-known companies:

+ Pinterest: “Help people discover the things they love, and inspire them to go do those things in their daily

lives">2

+ Spotify: “To unlock the potential of human creativity by giving a million creative artists the opportunity to
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live off their art and billions of fans the opportunity to enjoy and be inspired by it">>
+ BBC: “To act in the public interest, serving all audiences through the provision of impartial, high-quality
and distinctive output and services which inform, educate and entertain™*

Keep in mind that most mission statements are one to three sentences, almost never exceeding 150 words.
You want to be succinct in letting people know what you do and who you do it for.

But how do you write a mission statement? You might start out by asking yourself four fundamental
qguestions—what does the company do, how does it do it, who does it do it for, and why does it do what it
does? The answers to these questions will likely give you enough information to synthesize and condense it
into a meaningful mission statement. Remember that your mission statement should be more than just a
meaningless string of “feel good” business jargon. It should be ambitious but realistic. It should be clear and
concise. It should be focused on what the company does for its customers. Finally, it should keep employees
focused on the organization’s objectives.

SWOT Analysis

The next section in your marketing plan will include a SWOT analysis. We've covered the concept of a SWOT
analysis in some detail earlier in this chapter, so we won't review it here. Suffice it to say that the SWOT analysis
as part of your marketing plan is crucial in identifying key internal and external influences in your company'’s
current position so that you can take advantage of the strengths and opportunities, mitigate the threats, and
address your internal weaknesses.

Objectives and Issues

As noted earlier in this chapter, marketing plan objectives should be SMART—specific, measurable, actionable,
realistic, and time-bound. Within your marketing plan, these objectives should be written in such a manner
that they communicate precisely what needs to be achieved and who is responsible for each activity. For
example, if you were writing this section of the marketing plan for ABC Company, an objective statement such
as “Increase revenue by introducing a new product in the health care industry” would be too generic and not
actionable. How much do you want to increase market share and during what time period? A better objective
may be “Generate $1.7 million in sales in the health care industry by the end of the next fiscal year.” Remember
that writing specific goals and objectives can help you more clearly define and address the issues outlined in
your marketing plan. You should also keep in mind that the marketing plan objectives aren’t limited to just
revenue. You may have objectives like increasing leads, in-store foot traffic, conversion rates, etc. Just make
certain that each of these objectives is SMART.

Market Segmentation and Target Market

Essentially, what you will define in this section of the marketing plan is your target audience and your most
likely buyers. We will cover market segmentation and targeting in more detail later in this textbook, but we'll
give you a sneak peek into these concepts. Market segmentation is the process of dividing a target market into
smaller, more defined categories of people or businesses with common needs and/or wants who are expected
to respond similarly to a marketing action. Ultimately, the purpose of segmenting a market is to highlight the
differences between groups of customers so that you can decide which group(s) upon which to focus your
marketing efforts and resources—that’s your target market.

Your marketing plan should include a description of the market for the product or service, the segments in this
market, and how the plan will address the target market strategy.

Buyer Personas

The intricacies of buyer personas will also be covered in more detail in a later chapter, but your takeaway here
is that a buyer persona is a semi-fictional representation of your “ideal customer” that helps you understand
and relate to the audience to which you want to market your product and/or services. Buyer personas help
marketers visualize the person to whom the company is selling so that marketing messages can be fine-tuned
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because brands that feel “human” to their target market usually succeed in building a rapport with them,
improving the brand reputation for both existing and new customers.

This section of the marketing plan should address who your buyer personas are (and you can have several).
These are one-page visual profiles outlining the demographics of your ideal customer, such as age, gender,
motivations, and needs. For example, let's assume that your company sells outdoor apparel and hiking
equipment. One of your buyer personas may be “On-the-go-Evan,” a Gen Z male who enjoys being outside and
participating in noncompetitive sports and relies on blog posts, influencers, and reviews to get unbiased
information about the equipment he needs.””

Buyer personas aid marketers in bringing the target customer to life in a way that both inspires marketing
strategies and prepares sales teams for conversations with customers that connect them in a meaningful way.
How many buyer personas should you create? According to LinkedIn, although there isn't a “magic number,” in
most cases three to eight buyer personas are adequate.>®

Creating Buyer Personas

Creating buyer personas is an integral part of marketing, and it can be fun. For more information on steps
to creating buyer personas, check out this tool from HubSpot that describes buyer personas
(https://openstax.org/r/hubspotmakemypersona) and provides an interactive tool for creating them.

Positioning

Similarly, positioning will be covered in more depth in a later chapter. Remember that you first will have
segmented the market by dividing it into distinct groups of customers and determined which customer
group(s) you want to target. Positioning now defines where your product or service fits into the marketplace
and why it is better than your competitors’ products.

Product positioning is typically illustrated on a perceptual positioning map that uses two determinant
attributes (those factors customers use in making their purchase decision) on the vertical and horizontal axes,
and the marketer places his or her product offering on the map, along with those of the major competitors.

Once you've developed the map, you'll have a clearer idea of where your product or service stands in relation
to the competition. The questions to address in your marketing plan might include the following:

+ Do consumer attitudes toward your product or service match what you want them to think about it?

+ Do consumer attitudes toward your competitors’ products or services match what you perceive?

* Who are the competitors that consumers perceive as offering products or services that are close to yours?
+ Are there holes or gaps in the map, indicating the potential for new offerings?

P2

Creating a Perceptual Positioning Map
See an example of a perceptual positioning map as applied to the fast-food industry.

Click to view content (https://openstax.org/books/principles-marketing/pages/2-3-purpose-and-structure-
of-the-marketing-plan)
An important aspect of these maps is understanding how your products and your competition are
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perceived by customers, and this video shows you how to process and map this information.

Click to view content (https://openstax.org/books/principles-marketing/pages/2-3-purpose-and-structure-
of-the-marketing-plan)

Check out this example using chocolate. If you're interested in using Excel data to create the map, watch
this video example.

Click to view content (https://openstax.org/books/principles-marketing/pages/2-3-purpose-and-structure-
of-the-marketing-plan)

Current Marketing Situation

This section of your marketing plan should provide the reader with a clear description of the current state of
the marketplace, including your target market and the competitive environment. It should include a synopsis
of the research into and analysis of your target market, your competitors, challenges in the marketplace, and
the company’s competitive differentiators. Some of the key items to address in the plan are as follows:

+ Market Description. This isn't intended to be a comprehensive list, but this section should address things
like statistics about the size of your target market; whether it is growing, shrinking, or staying the same; if
it is changing; and why.>’

* Product Review. The product review section of your marketing plan summarizes the main features of
your company’s products, including information about sales, price, and gross margins.

+ Competitive Analysis. This section should include a discussion of your top competitors and how they fare
in the marketplace vis-a-vis your company’s products and/or services. This typically involves researching
major competitors to glean insights into their products or services, sales, marketing tactics, product
quality, pricing, market share, and distribution.

Marketing Strategy

Now let's get to the heart of the matter. This section of the marketing plan essentially sets forth the broad
marketing strategy or game plan for achieving the objectives previously set forth in the plan. It should consist
of specific strategies for target markets, positioning, the marketing mix (i.e., product, price, place, and
promotion), and anticipated marketing expenditure levels.>®

+ Product Strategy. This is the “road map” that you'll use to develop your product(s) or features(s), including
all tasks needed to achieve the objectives set forth in the marketing plan. The product strategy essentially
outlines how the product(s) or service(s) will benefit the business, what problem it will solve, and the
impact that it will make on customers and the business. It's only when this strategy has been set forth in
straightforward terms that it can act as a baseline upon which you can measure success before, during,
and after production.®?

+ Pricing Strategy. Pricing will be covered in a later chapter in this text, but be aware that pricing is one of
the key components of any marketing plan. Not only will it determine how much revenue (profit) you will
earn, but it will also play a key role in positioning your product in the minds of consumers. The “right”
pricing strategy is one that conveys the message you want to get across to your target market in terms of
quality and features vis-a-vis the competition because price is often what is used to determine the
perceived (not actual) quality of the product or service. Some of the factors you'll want to consider in
developing this section of your marketing plan are
o setting a price that sends the right message in terms of quality and value in the minds of your target

market,
o setting a price that supports your promotion strategy (to be covered below), and
o setting a price that maximizes profit.®°

* Promotion Strategy. Your promotion strategy sets forth the tactics you intend to implement in your
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marketing plan in order to increase demand for your product(s) or service(s). List the methods you will use
to gain awareness and interest in your product from those in your target audience. Methods of reaching
potential consumers abound—company websites, social media networks, trade shows, and radio/
television/website advertising. You'll want to list the advantages and disadvantages of each method and
indicate why and how much it will cost to employ the method(s) you have selected.

+ Distribution Strategy. Your distribution strategy describes how customers in your target market will
purchase from you. Will they buy directly from your website, from a storefront, or through distributors or
retailers? What are the costs involved in this type of distribution, and why do you believe your distribution
strategy will enable you to get the right product into the hands of the right consumer at the right time?

Action Programs

You're getting to the end of the plan (finally). The marketing strategies outlined in the section above should
now be translated into specific action programs that indicate what is to be done, when it is to be done, by
whom it will be done, and the cost involved. The action program should list when activities will be started,
reviewed, and completed.

Budgeting Concerns

The action plans outlined in the section above should enable you to make a supporting marketing budget that
is essentially a projected profit-and-loss (P&L) statement. If you've previously taken an accounting course, you'll
know that a P&L statement summarizes the revenues, costs, and expenses incurred during a specified period.

On the revenue side, this statement should indicate that forecasted number of units to be sold during the
period outlined in the marketing plan and the average net price for revenues. On the expense side, this
statement should indicate the cost of production, physical distribution, and marketing expenditures.®’

Controls to Monitor Progress

Controls is the last section of the marketing plan. This section will outline the control methods that will be
utilized to monitor the action programs outlined in the plan. The reason you'll want to monitor these metrics
during the time period of the marketing plan is to see where things may have fallen outside the desired range,
at which time you'll want to dig into the details, perform an analysis of the root cause of the problem(s), and

make adjustments to get back on track.
i

There are numerous online examples of marketing plans. To be a great marketer, it would be wise to review
and study marketing plans and how they tell a unique company story. Here are several to check out:

Marketing Plans

+ Shopify blog: “7 Inspiring Marketing Plan Examples (and How You Can Implement Them)”
(https://openstax.org/r/blogmarktingplanexamples)

+ University of Illinois (https://openstax.org/r/wpcontent2021marketingplan)

* Visit Baton Rouge (https://openstax.org/r/vbrmarketingplan)

+ Bizfluent example for a generic restaurant (https://openstax.org/r/restaurantmarketingplan)

There's also a free marketing plan template available from HubSpot (https://openstax.orqg/r/
marketingplantemplate).

Knowledge Check

It's time to check your knowledge on the concepts presented in this section. Refer to the Answer Key at the
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end of the book for feedback.

1. In which section of the executive summary of a marketing plan would you describe the current
marketplace and industry sectors within which you sell your products or services and the innovations
currently taking place within the market?

a.

b.
c.
d.

Description of products or services being marketed
Description of customer base and related marketing activities
Description of company and team

Description of market factors and trends

2. In a SWOT analysis, which factors are internal to the organization?

a.
b.
C.
d.

Strengths and opportunities
Weaknesses and threats
Strengths and weaknesses
Opportunities and threats

3. What is a perceptual map, and how is it used?

a.

b.
c.
d.

A perceptual map indicates the relative strength of competitors in the market segment.

A perceptual map indicates the relative market share and market growth of a product portfolio.

A perceptual map illustrates product positioning vis-a-vis the competitors.

A perceptual map displays the product, pricing, promotion, and distribution strategy of the product or
service.

4. In which section of the marketing plan would you identify key internal and external influences on the
company’s current position?

a.

b.
C.
d.

Obijectives and issues
SWOT analysis

Buyer personas

Current marketing situation

5. In which section of the marketing plan would you include a competitive analysis and discussion of the
company’s top competitors?

a.

b.
C.
d

2.4

Positioning

Target market

Mission statement

Current marketing situation

Marketing Plan Progress Using Metrics

Learning Outcomes

By the end of this section, you will be able to:
I 1 Define marketing metrics.
2 Explain key performance indicators (KPIs).
3 Provide examples of business objective KPIs.
I 4 Characterize sales/revenue generation KPIs.
5 Provide examples of market share KPIs.
6 Classify and discuss customer support KPIs.

Marketing Metrics Explained

There can be a lot of moving parts when running even a modest-sized organization. It is often helpful to focus
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on key measurable (quantifiable) values or variables that marketers aim to achieve within a specified period of
time—known as marketing metrics. In the same way that a doctor measures height, weight, temperature,
blood pressure, etc. to assess the health of a patient, a marketer uses marketing metrics to measure
marketing performance.

Key Performance Indicators (KPIs) Explained

Have you ever pondered what life was like without the Internet? You can instantly type a term into a search
engine, and within seconds, you'll have hundreds of thousands (or even millions) of results. It's estimated that,
as of 2020, there was 40 zettabytes of data available on the Internet. (If you're curious, a zettabyte is
approximately 1 trillion gigabytes).®? That's both a blessing and a curse. There's so much information out there
that sometimes it becomes difficult to focus on the information you really need.

The same is true with marketing metrics. On one hand, a marketer can examine virtually every single aspect of
the customer journey, gleaning a fully detailed picture of what is going on in every stage; on the other hand,
the sheer amount of data the metrics can yield can be overwhelming. Metrics tell us what is happening at any
point in time without context as to why it is happening. That's why savvy marketers should have a solid
understanding of metrics to draw out the full story. The way the marketer gets to the marketing metrics that
yield the information that's needed is by identifying and maintaining a focus on the data that counts—the
business's key performance indicators (KPIs).

Although the terms metrics and KPIs are often used interchangeably, there is a subtle and very important
difference. Metrics measure the performance of a particular process; KPIs are directly tied to business
objectives and have targets and specific time frames for achieving those targets.® In a nutshell, think about
KPIs as being a “scorecard” for company health.

Marketers typically establish goals and objectives related to KPIs, because it's an easy way to track progress. If
the metrics remain within the forecasted range, marketers can focus on other more troubling elements of the
SBU. On the other hand, when the metrics fall outside of the desired range, it's time to closely examine where
the trolley is coming off the tracks, perform a root cause analysis, and make adjustments to get back on track.

The trend in marketing is to use real-time marketing dashboards that provide instant visibility of the metrics
you've selected to track. It's a quick and easy overview of where you stand and how you're progressing toward
your goals. It's also a huge time saver because instead of poring over spreadsheets and multipage reports to
assess progress, a marketer can simply refer to the dashboard to obtain the information needed.®*

7

KPIs

For more information about marketing KPIs, take a look at this brief video from SMA Marketing about why
marketing KPIs are vital for a business. Here are additional resources you may find helpful to learn about
KPIs:

Click to view content (https://openstax.org/books/principles-marketing/pages/2-4-marketing-plan-progress-
using-metrics)
* Toucan Toco: “The Most Important KPIs to Track for Improved Marketing Efficiency
(https://openstax.org/r/themostimportantkpis)”
+ Vital: “The 16 Marketing KPIs You Should Be Measuring (but Probably Aren't)” (https://openstax.org/r/
16marketingkpistomeasure)
* HubSpot: “15 Key Performance Indicators to Help Improve Your Marketing” (https://openstax.org/r/

marketingkey)
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» Marketo Engage blog: “Prove Your Worth: 10 KPIs for Marketers (https://openstax.org/r/
proveyourworth10kpis)”

Examples of Business Objective KPIs

There is a multitude of KPIs that marketers can choose to manage business objectives. The actual KPIs that are
selected depend on the nature of the process, the type of information available, and the team. The important
concept is to identify the “key” indicators that drive success. Instead of trying to develop information from a
laundry list of 300 KPIs, it's preferable to identify a handful of the most useful KPIs that allow for the effective
management of information. In other words, sometimes less is more, and instead of sifting through
mountains of statistics (remember all those zettabytes of information on the Internet), you can choose from a
small subset of measurements to review on a regular basis. Let's take a look at a few that you may wish to
consider, as shown in Figure 2.12.

Total
Sales/Revenue

Profitability l New/Incremental

Sales Revenue

Business-Level
KPIs

Figure 2.12 Business-Level KPIs (attribution: Copyright Rice University, OpenStax, under CC BY 4.0 license)

Total Sales/Revenue

Sales and revenue growth is a KPI that is used to determine whether sales and revenue are increasing or
decreasing over a specified time period. It's calculated by dividing revenue generated during one time period
by revenue generated over a subsequent time period, subtracting 1, and then multiplying by 100 to obtain a
percentage.®® Here is the formula:

2022 Revenue

Sal R =\ 0=
ales versus Revenue < 2021 Revenue

—1> X 100 = xx%

For the sake of putting numbers to the formula so you can see how it actually works, let's assume that 2022
revenue was $1.8 billion, compared to $1.4 billion in 2021. If we populate the formula with these numbers, it
looks like this:

$1.4B
1.2857 — 1 =0.2857
0.2857 x 100 =28.57% Revenue Growth

Sales versus Revenue = (%) = 1.2857

As a general rule, the metric would be used to suggest revenue growth over a year time span. However, for
companies whose revenue is affected by seasonality (such as companies that produce snow blowers or
bathing suits), it may make more sense to measure growth in revenue on a monthly or seasonal basis, as
compared to the previous season.®®

New/Incremental Sales Revenue

Marketers are also keenly interested in understanding how many new versus how many repeat customers a
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business has. The bottom line is that it's typically more expensive to acquire initial sales than repeat sales, and
repeat customers (referrals) can serve as a powerful source of new customers. Accordingly, if the majority of
sales are from return customers, that may point to a sign of weakness in a promotional program or other
marketing activity.

Profitability

Gross margin as a percentage of sales is one of the most closely watched KPIs at most organizations. Gross
margin is the percentage of sales revenue that the company can convert into gross profit, and it's generally a
good measure of how efficiently the company generates gross profit from sales of products or services.

It stands to reason that if the gross margin of a product is negative, it's going to be difficult to make money at
any level of sales. Thus, the higher the gross margin, all other elements being equal, the less sales are required
to break even.

Examples of Sales/Revenue Generation KPIs

One of the most important metrics for any organization concerns sales/revenue. Let's look at some of the KPIs
that can be helpful to marketers, as illustrated in Figure 2.13.

Average
Revenue per
Customer

N g

Sales/Revenue
Generation KPIs

New Customer
Customer Retention
Acquisition Rates

Figure 2.13 Sales/Revenue Generation KPIs (attribution: Copyright Rice University, OpenStax, under CC BY 4.0 license)
Average Revenue per Customer (ARPC)

This KPI measures the amount of money that a company expects to generate from an individual customer, and
it's a relatively simple calculation: total revenue divided by the number of customers. Where this KPI comes in
handy is that it assists the marketer in identifying trends among different time periods and segments of
customers. A low ARPC score can point to a number of reasons: you're not targeting the right customer, or
perhaps your product offering is priced too low. So marketers need to determine how to extract more revenue
from the product—whether through different value add-on products or perhaps by targeting a more valuable
customer base.®’

New Customer Acquisition

As the term suggests, customer acquisition refers to bringing in new customers. It's the action of bringing
customers down the “marketing funnel” from brand awareness to the purchase decision. Closely related to this
KPI is customer acquisition cost (CAC)—in other words, the total cost of acquiring those customers, which is
calculated by adding up the cost of sales and marketing efforts and then divided by the number of new
customers acquired during a specific period.
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Customer Retention Rates

As we pointed out above, it's cheaper to keep a customer than it is to find a new customer. The KPI for
customer retention rates measures the percentage of customers in the current period who have purchased in
the past. This KPI is particularly powerful when the product or service is subscription based, or requires a
regular recurring purchase (e.g., cell phone monthly fee, electricity bill, etc.).

Examples of Market Share KPIs

Of course, it's important to track the sales/revenue KPIs mentioned above, but they don't tell the whole story.
It's also important to track how the organization is faring in the marketplace compared to its competitors.

Let's consider a scenario to explain this further. Let's assume that your organization is in a highly competitive,
fast-growing industry. Your marketing dashboard shows that your organization’s sales increased 10 percent
during the last fiscal year. On the surface, that might be a positive—who doesn’t want sales to increase by 10
percent? However, with the right KPIs on your marketing dashboard, you might begin to see that all isn't as
good as you initially surmised because the market in general grew at 20 percent during that same period and
the sales of your major competitor grew 25 percent. That paints a different picture, doesn't it?

So, let's examine some market share KPIs that can paint a broader picture for marketers.
Market Share in Category

A company’'s market share in category (sometimes known as category share) is its sales as a percentage of all
products in a category that the company sells. It is calculated by dividing the company’s sales by the total sales
in a category.®® For most companies, market share is an important KPI because it easily translates into positive
or negative performance. For example, increases in market share typically indicate that a company is doing
more business, whereas declining market share suggests an undesirable outcome.®?

Relative Market Share

Relative market share indexes a firm’'s or brand’s market share against that of its leading competitor. It's more
complicated that industry market share because it compares your organization to your rivals rather than to
the industry as a whole.”? How is it calculated? That's best explained using an example. Let’s assume that you
own an appliance store in town, one of a handful of stores in town that sell major appliances. Your sales bring
in $1 million per year, for a 5 percent market share. Now imagine that the top appliance store in the area sells
$1.5 million worth of major appliances a year, a 13 percent market share. To determine your relative market
share compared to this competitor, divide your share by the competitor’s:

5% + 13% = 38% Relative Market Share

To get an even more in-depth picture, you can do the same for the smaller competitors in the market. This
process would give you a slightly different perspective on market share growth. For example, in some
competitive markets, a 5 percent share might make you one of the major players; however, in the example
shown with the appliance stores, it appears that you're a long way from achieving the market share of your
leading competitor.”"

Examples of Customer Support KPIs

In a perfect world, companies would have products with zero defects and the same number of customer
issues with those products. However, we all know we don't live in a perfect world, and zero defects and zero
customer issues simply aren't a realistic expectation. There will be customer issues, and the key to retaining
loyal clients is identifying and resolving those issues quickly. So let's look at some customer support KPIs that
matter to marketers, as illustrated in Figure 2.14.
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Customer
Satisfaction
Score

Customer
Support KPIs

Customer Customer
Resolution Resolution
Time Rate

Figure 2.14 Customer Support KPIs (attribution: Copyright Rice University, OpenStax, under CC BY 4.0 license)

Customer Satisfaction Score

Customer satisfaction score (also known as CSAT) is the primary metric used to measure customer satisfaction.
One way to measure CSAT is by sending out a customer satisfaction survey asking customers to rate their
satisfaction on a scale of 1 to 5, with 1 being very unsatisfied and 5 being very satisfied. The calculation from
that point is simple: take the number of satisfied customers (i.e., those who rated their satisfaction as either 4
or 5), divide that by the total number of responses, and finally multiple that number by 100. That formula will
yield the percentage of customers who consider themselves satisfied—your CSAT score.’?

Let's put some numbers to this formula to illustrate the point. Imagine that you've emailed a customer
satisfaction survey to 15,000 customers and received 1,500 responses. Of those responses, 308 customers
rated their satisfaction as “very satisfied,” 447 rated their satisfaction as “satisfied,” and the remaining 745
customers rated their satisfaction as “neutral,” “dissatisfied,” or “very dissatisfied.” The calculation of the CSAT
score would look like this:

(308 + 447) + 1,500 = 50.33%

Customer Resolution Rate

As we pointed out above, no matter how carefully you've planned and no matter how well you've trained your
staff, things will inevitably go wrong with customers at some point. That's the harsh reality of dealing with
customers. However, most (or at least many) customers will forgive a mistake if the organization acts quickly to
resolve the problem to the best of its ability. Once again, the calculation for this KPI is relatively uncomplicated.
To calculate customer resolution rate, subtract the number of unresolved cases from the total number of
cases, and then divide the sum by the total number of cases. The fewer unresolved cases, the higher your
customer resolution rate.”?

Customer Resolution Time

Closely related to the customer resolution rate is customer resolution time because most customers expect
immediate assistance. The longer it takes to resolve a customer issue, the less satisfied a customer will be.
There are a couple of ways to calculate this. First, you could measure average resolution time by taking the
sum of all case resolution durations and then dividing by the total number of customer cases. Alternatively,
you could measure the first response time. This is the average time it takes from the time a customer reaches
out for assistance and the length of time it takes for a customer service representative to respond.’*
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MARKETING IN PRACTICE

Classic Cleaners and Automated Reporting
¢ ===

& e

Figure 2.15 Classic Cleaners wanted real-time data that would help it better understand its target customers and how it could
use marketing to earn more business from them. (credit: “DSC_2665.JPG" by Banzai Hiroaki/flickr, CC BY 2.0)

Classic Cleaners is a provider of dry cleaning and laundry services based in Indianapolis, Indiana (see Figure
2.15). The company has 17 locations.”” Like many businesses, Classic Cleaners always struggled with the
question, What does my customer really want? The company wanted an easy solution to using real-time
marketing to track and measure results and obtain insights that would aid it in making data-driven
decisions.

Enter TBH Creative, which was hired by Classic Cleaners to transform its marketing efforts through
automating reporting. TBH Creative worked with the company to set up a marketing dashboard to monitor
statistics and analytics, complete an audit to determine which marketing efforts were effective, improve its
website, and more.”®

As Classic Cleaners’ General Manager Steve Arnold stated, “We . . . wanted to start tracking our customers
more thoroughly so we could identify who our target customers are, what types of messaging resonates
with them, and how we could use marketing to earn more business from these customers.”””

MARKETING DASHBOARD

Customer Lifetime Value (CLV)

Customers are not all the same. Some customers spend more money than others, while others are
customers for long periods. As marketers, we want to know how much value to expect from customer
groups to determine their value to the organization and how much we should be spending to attract and
retain customers. Customer lifetime value (CLV) provides an estimate of how much a single customer is
worth to a company over their customer life span. Unlike other marketing metrics, customer lifetime value
is a forward-looking metric. Therefore, it is an estimate, not a guarantee.

Customer lifetime value is closely related to customer acquisition cost, which is the amount an
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organization invests in attracting a new customer. We want our customer lifetime value to exceed the
customer acquisition cost to ensure that we are not spending more money to attract a customer than they
are worth. However, we also know that customers have additional costs, such as our cost of goods sold or
cost to serve. These costs must be calculated along with customer lifetime value to determine whether our
customers are profitable. We also know that retaining current customers is important so that we are not
continually investing in customer acquisition. To invest in existing customers, companies may introduce
loyalty programs, increase customer experience, design positive user experiences, and/or connect with
customers on social media.

A simple formula for customer lifetime value is:

Customer Lifetime Value = (Annual Profit per Customer
X Average Number of Years Retained)

Customer Acquisition Cost

The annual profit per customer considers the cost of goods sold and customer acquisition cost.

Give the customer lifetime value calculation a try for yourself. What is the customer lifetime value
for each of the four segments in the example shown in Table 2.1?

Millennial parents $10,000 $750
Millennial singles $18,000 12 $750
Working moms $22,000 8 $1,200

Gen Z emerging

) $34,000 2 $1,600
professionals

Table 2.1

Solution
Millennial parents: $119,250

Millennial singles: $215,250
Working moms: $174,800
Gen Z emerging professionals: $66,400

Which segment would you choose if you were tasked with starting a new campaign that maximized
CLV?

Solution
Millennial singles have the highest CLV.

Let's suppose the customer experience team could increase the average number of years that the
Gen Z segment retains from two to eight. Which segment would then have the highest CLV?

Solution
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Gen Z would have the highest CLV at $270,400.

Knowledge Check

It's time to check your knowledge on the concepts presented in this section. Refer to the Answer Key at the
end of the book for feedback.

1. What are key performance indicators (KPIs)?
a. Industry economic forecasts gathered during external analysis
b. A collection of all the detailed statistics we can find regarding firm performance
c. A competitive analysis that allows a company to understand the strategic direction of competitors
d. Specific variables that allow us to monitor the health/performance of the organization

2. How frequently should we monitor KPIs?
a. Continuously
b. Monthly when the financial statements are produced
¢. Annually when the yearly financial statements are produced
d. When things just don't “feel” quite right

3. You've emailed a customer satisfaction survey to 20,000 customers and received 1,825 responses. Of those
1,825 responses, the ratings came back as:
* 500 very satisfied
+ 300 satisfied
+ 1,025 neutral or dissatisfied or very dissatisfied

What is the customer satisfaction score?

44 percent
27 percent
9 percent

11 percent

Qe n oo

4. The observation is made that a single data point in isolation is not very useful. What can we do with a KPI
data point to make it useful?
a. Compare the KPI data point with a related goal/objective (forecast).
b. Compare the KPI data point with our historical performance.
c. Compare the KPI data point with industry averages.
d. These are all useful things to do with a KPI data point.

5. Why is it important to track customer satisfaction?
a. We don't need to; we already have their money.
b. Customer referrals can be a powerful promotional tool.
c. Customer acquisition can be expensive; repeat purchases can be much more profitable.
d. Statements b and c are both correct.
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2.5 | Ethical Issues in Developing a Marketing Strategy

Learning Outcomes

By the end of this section, you will be able to:
M 1 Explain the importance of ethical marketing.
I 2 Describe key ethical considerations in strategic planning.
3 Discuss examples of ethical companies.

The Importance of Ethical Marketing

Marketing ethics are essentially the moral guidelines that allow companies to scrutinize their marketing
strategies and actions. It means that a marketer has an obligation to ensure that all marketing activities
adhere to core ethical principles, such as integrity and honesty—both internally and externally.”®

As we'll see below, ethical marketing is a crucial factor in an organization’s overall growth over time, and it
produces many benefits:

+ Customer Loyalty. Every company wants customers who keep coming back to buy their products and
services. Companies have learned over time that, with the adoption of common-sense ethics in marketing,
they can more easily earn the trust of consumers.”®

+ Improved Credibility. Look beyond customers when considering this factor and think in terms of the
respect and credibility an ethical company earns with its investors, competitors, and other parties.

+ Brand Enhancement. Consumers, competitors, investors, and others have begun to look beyond product
features and pursue brands that consider the three Ps of sustainability—people, planet, and profits.

Millennials and Generation Z: Purchases Follow Beliefs

During the American Industrial Revolution in the early 1900s, the United States saw the rise of iconic business
enterprises like Ford, US Steel, J.P. Morgan, Union Pacific Railroad, and many others. Some (a few) gave
generously to charitable causes. Others made their wealth using unscrupulous means, exploiting labor and
using questionable business practices.

Corporate social responsibility (CSR) is the concept that a company should integrate social and
environmental concerns into its business operations and practices. It didn't begin to take hold in the United
States until the 1970s. In 1971, the Committee for Economic Development released a policy statement
declaring the concept of a “social contract” between business and society, wherein the business has an
obligation to constructively serve the needs of society.?? This concept was further fueled in part by President
George H. W. Bush's call for a “thousand points of light.”®' The bottom line is that CSR changed business as
usual. Today, Fortune Global 500 firms spend approximately $20 billion on CSR initiatives each year, and
companies take public positions on diversity, inclusion, education, and the environment.8?

We are witnessing an evolution in consumer expectations as consumers begin to vote with their wallets.
Millennials (those born between 1981 and 1996) and Generation Z (those born between 1997 and 2012) are
now the biggest global generation, making up 65 percent of the world’s population,®3 so it stands to reason
that, as these generational cohorts enter their prime spending years, many companies have begun to focus
their marketing efforts on this segment of the population. What marketers have discovered is that millennials
and Zoomers (aka Gen Z) engage with brands differently than older generations like Generation X (born
between 1965 and 1980) and the baby boomers (born between 1946 and 1964). They're more likely to steer
clear of mass-market branded products in favor of smaller, eco-friendly brands. They are the most likely to
make buying decisions on values and principles. For example, consider some statistics from a First Insight
report that shows that 62 percent of both millennials and Zoomers are willing to spend more for sustainable
products, compared with only 54 percent of Gen X and 39 percent of Baby Boomers %

Nielsen, the information, data, and marketing firm, surveyed over 30,000 consumers in 60 countries to find out
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what influences and affects their buying habits. The results were somewhat amazing:

+ 66 percent of global consumers are willing to pay more for sustainable products.?>
+ 73 percent (nearly three out of four) of millennials indicated that they would be willing to pay extra for
sustainable goods.®°

What implications does this have for marketing to these generations? The bottom line is that CSR is more than
just a buzzword for these generational cohorts. To make an impact, companies need to use their resources to
show—not just tell—these younger generations how business enterprises are making an impact through
authenticity and transparency.

Key Ethical Considerations in Strategic Planning

It's no secret that the primary goal of marketers is to increase growth by creating and maintaining customers.
However, sometimes pursuing that growth to satisfy shareholder goals to the exclusion of other groups (like
customers) has led to high-profile ethical dilemmas. Let's consider a few:

According to a Gallup poll in 2021, approximately 6 percent of US adults report that they have used e-
cigarettes within the past week®’ despite health warnings about vaping. The sale and distribution of e-
cigarettes is banned or regulated in a growing number of countries much to the dismay of vaping aficionados.
Where do you draw the line? Is vaping a matter of personal choice, or are people influenced by the marketing
efforts of e-cigarette producers like Juul?

Consider the ethical implications behind this. Should e-cigarette manufacturers sell customers what they
crave, or should they tailor their offerings based on what health experts say? Who gets to make that choice?
Does the decision fall to the consumer, the producer, a public watchdog group, or the federal government?

Consider another ethical issue. During the first decade of the new millennium, Toyota vehicles experienced
problems with unintended, uncontrolled acceleration that prompted over 6,200 complaints to the National
Highway Traffic Safety Administration and were linked to more than 89 deaths over the next five years.?8 Early
on, Toyota blamed driver error. Later, it issued recalls to address floor mats that pinned down accelerators in
some cases. But the company hid a flawed gas pedal design and lied to regulators, Congress, and the public
for years about the sudden acceleration problem, ultimately leading to a fine of $1.2 billion by the Justice
Department, which contended that Toyota's efforts to conceal the problem and protect its “corporate image”
led to a series of preventable fatalities. The settlement is being called the largest criminal penalty imposed on
a car company in US history.8?

Could these situations have been avoided with a stronger ethical focus and an eye toward the greater good? It
all starts with the strategic planning process, which can be used to build “good” into the core of the
organization.

Broader Participation

As pointed out in Marketing and Customer Value, an organization must consider all parties that it might
impact, including investors, communities, governments, customers, employees, and suppliers. In the context
of corporate social responsibility, this means that leaders of companies must create value for all of these
groups while simultaneously producing a fair return for shareholders or owners.

Organizational and Individual Values

When considering organizational and individual values, the marketer needs to ask (and answer candidly) the
following questions:

+ Does the organization’s mission reflect current activities that are focused on the triple bottom line?
+ Does the organization’s vision statement lead to outcomes that contain elements of social good?

* Do the organization’s values reflect respect for one another, the community, and the environment?
+ Are those values authentic, and do members of the organization live by them daily?
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+ Has the organization included goals and objectives that refer specifically to elements of social good?

These questions can help inform the organization's activities as it works through the strategic planning
process. Thoughtful analysis and design at this stage can build strong organizations that not only deliver
profits but also produce positive social outcomes for all parties.
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Chapter Summary

This chapter explores the topic of marketing strategy in more detail. Strategy starts with understanding where
a company is, where it wants to go, what the operating environment looks like, and what tools it has to work
with or could acquire. The foundation of who a company is is established based on the vision, mission, values,
and goals and objectives of the organization.

The vast majority of organizations have a single product line or market focus. However, there are
circumstances where a company may view its enterprise as consisting of a portfolio of products or operating
units. In this chapter, we explore tools such as SWOT analysis and the BCG matrix that can help a company
organize and analyze its portfolio.

We need to define a strategy for our organization whether we have one product or dozens. The strategy
selected for each product line or business unit does not have to be the same. We explored strategies
associated with market penetration, market development, product development, and diversification.

A well-known saying asserts, “If you fail to plan, you are planning to fail.” This chapter explores the motivation
for creating a formal marketing plan and the elements that should be included. The chapter also explores KPIs
and the metrics required to organize, monitor, and manage an organization. The chapter finishes with a
discussion of ethics, especially in terms of how authenticity, social justice, and doing business for good
resonate with millennials and the Generation Z demographic.

Key Terms

BCG matrix Boston Consulting Group's framework for analyzing an organization’s strategic business units

business portfolio the group of products, services, and business units that a company possesses

business-level strategy outline of the actions and decisions a company plans to take to reach its goals and
objectives

buyer persona a semi-fictional representation of your ideal customers based on data and research

concentric diversification the addition of similar products or services to an existing business

conglomerate diversification the development and addition of new products or services that are
significantly unrelated to a company'’s current offerings

corporate social responsibility (CSR) the concept that a company should integrate social and environmental
concerns into its business operations and practices

corporate-level strategy strategy that establishes the overall value of a business through setting strategic
goals and motivating employees to achieve them

customer acquisition cost the amount an organization invests in attracting a new customer

customer lifetime value (CLV) an estimate of how much a single customer is worth to a company over their
customer life span

executive summary a brief overview of a marketing plan

functional strategy actions and goals assigned to business units that support the overall business strategy

gap analysis an internal analysis of a company or organization to identify and review its inherent deficiencies
that may hinder its ability to meet its goals

goals the outcomes one intends to achieve

horizontal diversification the development of new and perhaps even unrelated products or services to
market to existing customers so that a company can garner a larger customer base

key performance indicators (KPIs) quantifiable measure gauging a company’s performance against a set of
targets, objectives, or competitors

market development strategy a growth strategy that identifies and develops new market segments for
current products

market penetration strategy a strategy used when a company focuses on growing its market share in its
existing markets
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marketing dashboard summarizes important marketing metrics and key performance indicators into easy-
to-understand measurements

marketing ethics area of applied ethics dealing with the moral principles behind the operation and
regulation of marketing

marketing metrics what marketers use to monitor, record, and measure progress over time; are varied and
can change from platform to platform

mission statement action-based statement declaring the purpose of an organization

objectives specific targets to be achieved within a specified period of time

product development strategy complete process of delivering a new product or improving an existing one
for customers

product diversification strategy strategy to increase profitability and achieve higher sales volume through
new products

product positioning strategic exercise that defines where a product or service fits in the marketplace

strategic business unit a relatively autonomous division of a large company that operates as an
independent enterprise with responsibility for a particular range of products or activities

strategy set of plans, actions, and goals that outlines how a business will compete

SWOT analysis identification of internal strengths and weaknesses and external opportunities and threats
impacting a business

vision statement aspirational statement that articulates what an organization aims to achieve

Applied Marketing Knowledge: Discussion Questions

1. Your university annually evaluates the current and possible value of its strategic business units (SBUs). The
university may examine its majors as SBUs, or it may examine each college, school, or division’s
performance while recruiting students. Use a Boston Consulting Group (BCG) matrix to examine the
university’s business portfolio—majors may be stars, cash cows, question marks, or dogs due to past and
current enrollment in those majors. (Chances are good that underperforming “dog” majors will be phased
out and financial support shifted from majors that serve as cash cows to fund growth of stars or question
marks.) List two majors that fit into each of the growth-share matrix quadrants.

2. Why is perceived value important in price setting?

3. Personas are especially helpful as marketers consider the for their products and are most
commonly used when developing promotional materials.

4. What are SMART goals, and why are they important in strategic planning?

Critical Thinking Exercises

1. Like Clorox and Zoom, Peloton was poised to the seize market opportunities created by the COVID-19
pandemic and stay-home mandates ordered by cities and states. Research Peloton and construct a
timeline of key Peloton events from 2020 through 2022. What key strategic decisions did Peloton make in
the exercise-at-home market? (Be sure to include Peloton’s summer 2021 decision to lower the price of its
original bike by 20 percent.) What opportunities and challenges did Peloton face during the pandemic?
How did consumer behavior change during the first year of COVID-19? How well did Peloton predict
consumer demand for its exercise products? Now that you've seen the challenges a growth strategy
presents, what do you see as the long-term business growth potential for Peloton?

2. Go to Clorox's website and review the company’s primary products (https://openstax.org/r/clorox).
Complete a SWOT matrix for Clorox that lists at least three strengths, weaknesses, opportunities, and
threats. The first level in the SWOT has been provided for you below.

3. Disney is an example of a diversified company. Its success is based upon founder Walt Disney'’s artistic
abilities and years of successful strategic planning. Answer the following questions:
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Why has it been important for Disney to identify new products and markets?

How has Disney leveraged its strengths to pursue new opportunities?

In addition to parks and resorts, list three products/services Disney has expanded into.

In your opinion, is Disney an example of an ethical company that practices a double bottom line?

oOnw>

Building Your Personal Brand

There are many brands that recognize the benefits of hiring brand ambassadors. Red Bull is one of these
brands. Because college students constitute a major portion of its target market, Red Bull relies on student
ambassadors (also called Marketeers) to interact with customers. According to Red Bull's Student Marketeer
website, “student Marketeers are in direct contact with various consumers and customers, inviting product
trial, helping establish Red Bull consumption in diverse occasions, supporting our sales teams, working with
renowned athletes and of course ensuring an unforgettable brand experience for consumers at Red Bull
events. Based on your skills, knowledge, experience and availability, your focus will be either on your campus
or you'll cover the entire region on board the iconic Mini.”°

Identify another brand that follows the strategy of welcoming brand ambassadors and express how finding
this sort of part-time job might enhance your own brand.

What Do Marketers Do?

Consider the city where you live. Why do you live there? Why have businesses chosen to locate there? Call your
Chamber of Commerce and ask to speak to the chamber director or marketing director. Ask the following
questions:

* Have you used strategic planning to explore growth opportunities?

* What are the strengths of our city that you express to Chamber members or businesses considering
relocating here?

+ Have there been any changes in politics, culture, ecology, or technology that offer opportunities to attract
businesses to this community?

* Are there weaknesses or threats that our city must overcome to improve its growth and viability?

+ How do college students contribute to the strengths of our city or overcome workforce threats?

Marketing Plan Exercise

Complete the following information about the company and products/services you chose to focus on as you
develop the marketing plan throughout the course. You may need to conduct research in order to obtain
necessary information.

Instructions: Using the Marketing Plan Template file you created from the Marketing and Customer Value
assignment, complete the following sections of your marketing plan:

+ Executive Summary

+ Mission Statement

+ SWOT Analysis

+ Marketing Goals and Objectives

Submit the marketing plan to your instructor for grading and feedback.

Closing Company Case

Blue Zones

When adventurer Dan Buettner set off around the world, riding his bike and visiting far-off destinations, he
put a way of living into motion. Through the study of various communities around the world, Dan discovered
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pockets where populations of older people seemed to be living longer than anywhere else on earth. There
were five such places where people lived a very long time and were healthier than many of the world’s people.
Dan called these places “Blue Zones.” The Blue Zones included Okinawa, Japan; Sardinia, Italy; Nicoya, Costa
Rica; Ikaria, Greece, and Loma Linda, California.

The Blue Zone concept grew and developed through the work of Gianni Pes and Michel Poulain. They originally
identified Sardinia as a part of the world where there was a high concentration of older men. As the two began
mapping the regions of longevity, they highlighted the villages and termed the inner circle of them “Blue
Zones."

“Dan and the team of demographers and researchers found that all blue zone areas share nine specific
lifestyle habits that they call the Power 9.”'

The Blue Zones became a New York Times best seller. Media attention followed, and soon there was increased
interest in the lifestyles within the Blue Zones. People began to recognize the Blue Zones as the happiest
places to live. Communities were looking for ways to emulate the lifestyles and successes of these regions and
in turn boost their longevity.

Dan realized he had not only a business, but a mission. What would happen if Blue Zones were created around
the world? What if every community became a Blue Zone and a happy and healthy place where people lived
longer? Could chronic disease be eradicated? Would health care costs drop?

In 2009, Albert Lea, Minnesota, teamed up with Blue Zones by applying the same concepts seen in the other

Blue Zone locations. The location was suffering a severe economic crisis and needed a strategy to get out of
it.%?

What do these communities get for signing on to be a structured Blue Zone? Lower obesity rates, smoking
cessation, increased exercise among their populations, reduced health care expenses, and a happier and more
productive community. The initiatives are incredibly effective at making changes in how people live, work, and
play. The Blue Zones project is population health at work. Adopting Blue Zones is creating a culture and
community of complete well-being—one in which the people have increased productivity due to less illness.

Creating these communities includes a phased in approach. Blue Zones starts with Phases I and II, which build
the foundation. Through assessment and an understanding of current state and desired future state, the gaps
and issues are identified. The plan is drawn, and then in Phase III there is a full transformation that includes
the people, the places, and the policy. When the plan is fully accepted and implemented, people will enjoy
longevity, lower health care costs, and the recognition that the community is a great place to live and work.

How does the Blue Zones process work for the communities that participate? The effort is a collaboration
between the community and the Blue Zones team. Starting with a complete evaluation of the community, Blue
Zones experts work with community leaders and residents to assess the current state of well-being.
Understanding the challenges currently facing the community provides the team with the greatest opportunity
to develop the opportunities that will transform the community.

The statistics speak for themselves. Now communities across the United States are working to find ways to
combat the crippling effects of the nation’s health care crisis. Blue Zones could be the answer. “The Blue Zones
Project helped our community set amazing, aggressive, and achievable strategies that moved the Public
Health agenda further in 10 months than what I could have expected in 10 years,” said Lois Ahern, director of
Freeborn County Health (retired), in Albert Lea.”?

Case Questions
1. What is the mission and purpose of Blue Zones?

2. Marketers use strategies such as market penetration, market development, product development, and
diversification. What is the optimal strategy for Blue Zones to pursue as it seeks to gain a foothold in the
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United States?
What is the market segmentation and target market for Blue Zones?

Blue Zones works to create healthier communities. With this goal in mind, what are some of the KPIs Blue
Zones might work to implement?

References

“About Us,” Contact Frito-Lay, PepsiCo, accessed June 5, 2022, https://contact.pepsico.com/fritolay/about-us.

Werner Geyser, “10 of the Best Marketing Strategy Examples to Power Your Campaigns,” Influencer Marketing Hub, updated
August 1, 2022, https://influencermarketinghub.com/marketing-strategy-examples/.

Geyser, “Best Marketing Strategy Examples.”

Ibid.

“Corporate Structure,” Structure & Governance, Procter & Gamble, last modified March 24, 2020, https://us.pg.com/structure-
and-governance/corporate-structure/.

Patrick Hull, “Be Visionary. Think Big,” Forbes, December 19, 2012, https://www.forbes.com/sites/patrickhull/2012/12/19/be-
visionary-think-big/.

“Analysis of Volkswagen Mission Statement & Vision Statement 2022,” Visionary BusinessPerson, last modified August 22, 2022,
https://visionarybusinessperson.com/volkswagen-mission-statement-vision-statement/.

“Corporate Vision,” Fujitsu United States, accessed August 5, 2022, https://www.fujitsu.com/us/about/philosophy/vision/.
Barbara Farfan, “Mission Statements from the Automotive Industry,” The Balance Small Business, Dotdash Meredith, updated
November 20, 2019, https://www.thebalancesmb.com/auto-industry-mission-statements-4068550.

Gennaro Cuofano, “Tesla Mission Statement and Vision Statement Analysis 2022,” FourWeekMBA, last modified May 21, 2022,
https://fourweekmba.com/tesla-vision-statement-mission-statement/.

Christine Rowland, “Apple Inc.'s Mission Statement and Vision Statement (an Analysis),” Panmore Institute, updated May 9,
2022, https://panmore.com/apple-mission-statement-vision-statement.

“About Us,” About IKEA, Inter IKEA Systems, updated June 12, 2022, https://about.ikea.com/en/about-us.

Anthony Rivera, “Netflix's Mission Statement & Vision Statement: A Strategic Analysis,” Rancord Society, updated November 10,
2019, https://www.rancord.org/netflix-corporate-vision-statement-mission-statement-strategic-analysis.

“eBay Mission and Vision Analysis,” Mission Statement, last modified January 27, 2021, https://mission-statement.com/ebay/.
Alessio Bresciani, “51 Mission Statement Examples from the World's Best Companies,” Foresight & Strategy,
AlessioBresciani.com, last modified April 11, 2022, https://alessiobresciani.com/foresight-strategy/51-mission-statement-
examples-from-the-worlds-best-companies/.

Aman Kaur, “Conducting a Gap Analysis: A Four-Step Template,” ClearPoint Strategy, Ascendant Strategy Management Group,
last modified January 4, 2022, https://www.clearpointstrategy.com/gap-analysis-template/.

Kaur, “Conducting a Gap Analysis.”

Kaur, “Conducting a Gap Analysis.”

Kaur, “Conducting a Gap Analysis.”

“Goals vs. Objectives: What's the Difference?,” Indeed Career Guide, Indeed, updated July 1, 2022, https://www.indeed.com/
career-advice/career-development/difference-between-goals-and-objectives.

Indeed, “Goals vs. Objectives.”

Helen Sabell, “10 Steps for Effective Goal Setting: Set and Achieve Goals,” The College for Adult Learning, updated March 15,
2021, https://collegeforadultlearning.edu.au/effective-goal-setting-set-and-achieve-goals/.

“Marketing Dashboard,” Marketing Dictionary, Skyword, December 1, 2016, https://www.skyword.com/marketing-dictionary/
marketing-dashboard/.

“The Role of Marketing in the Strategic Planning Process,” Studopedia, accessed June 3, 2022, https://studopedia.org/
7-101679.html.

“What Is the Strategic Business Unit? The Complete Guide,” AVADA Commerce Blog, AVADA, May 12, 2022,
https://blog.avada.io/resources/strategic-business-unit.html.

Microsoft, Annual Report 2021, October 2021, https://www.microsoft.com/investor/reports/ar21/index.html.

Access for free at openstax.org



27.
28.

29.

30.

31.

32.

33.

34.

35.

36.

37.

38.

39.

40.

41.

42.

43.

44,

45,

46.

47.

48.

49.
50.

51.

52.

53.

54.

55.

56.

2 « References 89

Microsoft, Annual Report 2021.

David Weedmark, “Emerson: Company Profile,” The Balance Careers, Dotdash Meredith, updated May 30, 2019,
https://www.thebalancecareers.com/emerson-company-profile-2071327.

David Curry, “Apple Statistics (2022),” App Data, Business of Apps, updated May 4, 2022, https://www.businessofapps.com/data/
apple-statistics/.

“The BCG Matrix | Boston Matrix,” Expert Program Management, last modified October 2, 2019,
https://expertprogrammanagement.com/2011/04/bcg-matrix-boston-matrix/.

“Tablet Shipments Market Share by Vendor Worldwide from 2nd Quarter 2011 to 1st Quarter 2022," Statista, accessed June 27,
2022, https://www.statista.com/statistics/276635/market-share-held-by-tablet-vendors/.

William Gallagher, “Apple Watch Remains the Best Seller as Smartwatch Market Grows,” Applelnsider, Quiller Media, June 1,
2022, https://appleinsider.com/articles/22/06/01/apple-watch-remains-the-best-seller-as-smartwatch-market-grows.
Gallagher, “Apple Watch.”

Expert Program Management, “BCG Matrix | Boston Matrix.”

Expert Program Management, “BCG Matrix | Boston Matrix.”

S. K. Gupta, “Starbucks SWOT 2022: SWOT Analysis of Starbucks,” Business Strategy Hub, updated January 24, 2022,
https://bstrategyhub.com/swot-analysis-of-starbucks-starbucks-swot/.

Gupta, “Starbucks SWOT 2022."

Ibid.

Ibid.

Ibid.

“Procter & Gamble's Advertising Spending in the United States from 2009 to 2020,” Statista, accessed June 5, 2022,
https://www.statista.com/statistics/191998/ad-spending-of-procter-and-gamble-in-the-us/.

Charles W. L. Hill and Gareth R. Jones, Essentials of Strategic Management, 3rd ed. (Mason, OH: South-Western Cengage
Learning, 2012).

Richard Daniels, “What Is Intensive Strategy? 3 Types of Intensive Strategies,” Business Study Notes, updated August 7, 2020,
https://www.businessstudynotes.com/finance/types-of-intensive-strategies/.

Hill and Jones, Essentials of Strategic Management.

Mark Hall, “Facebook,” Encyclopaedia Britannica, updated November 9, 2021, https://www.britannica.com/topic/Facebook.
Gary Moorhouse, “Business Diversification Strategy: The Best Examples,” Latest News & Blog, Shorts Chartered Accountants,
August 9, 2021, https://blog.shorts.uk.com/business-diversification-strategy-examples.

“Product Diversification,” Corporate Finance Institute, CFI Education, updated February 1, 2022,
https://corporatefinanceinstitute.com/resources/knowledge/strategy/product-diversification/.

“Concentric Diversification: Examples, Strategy, Advantages and Disadvantages,” Harappa Blogs, Harappa Learning, December
9, 2021, https://harappa.education/harappa-diaries/concentric-diversification-strategy/.

Harappa Learning, “Concentric Diversification.”

“What Is Horizontal Diversification? Definition, Benefits and Examples,” Indeed Career Guide, Indeed, March 15, 2021,
https://www.indeed.com/career-advice/career-development/horizontal-diversification.

Conglomerate Diversification: Examples, Strategy, Meaning, Advantages and Disadvantages,” Harappa Blogs, Harappa
Learning, December 31, 2021, https://harappa.education/harappa-diaries/conglomerate-diversification/.

“Company,” Pinterest Newsroom, Pinterest, accessed August 5, 2022, https://newsroom.pinterest.com/en/company; “Press,"” All
about Pinterest, Pinterest, accessed August 5, 2022, https://about.pinterest.com/en/node/19/
mailto%3Apress%40pinterest.com.

“16 of the Best Company Mission Statement Examples for Inspiration,” Biteable Blog, Biteable, last modified April 5, 2022,
https://biteable.com/blog/mission-statements/.

“Mission, Values and Public Purposes,” About the BBC, BBC, accessed August 5, 2022, https://www.bbc.com/aboutthebbc/
governance/mission.

Jonas Sickler and Patrick Lane, “9 Examples of Buyer Personas for B2B & B2C Brands,” SEO Blog, Terakeet, June 12, 2020,
https://terakeet.com/blog/buyer-persona-examples/.

Boz V., “How Many Personas Are Too Many?,” LinkedIn, May 3, 2016, https://www.linkedin.com/pulse/how-many-personas-too-

boz-zou/.




20

57.

58.

59.

60.

61.
62.

63.

64.

65.

66.
67.

68.

69.

70.

71.
72.

73.

74.

75.

76.

77.
78.

79.
80.

81.

82.

83.

84.

85.
86.

2 « References

“Marketing Plan Current Situation Section,” Resources for Entrepreneurs, Gaebler Ventures, accessed April 20, 2022,
https://www.gaebler.com/Marketing-Plan-Current-Situation.htm.

“Marketing Plan: Contents of a Marketing Plan,” iEduNote, last modified October 12, 2020, https://www.iedunote.com/
marketing-plan.

Clint Fontanella, “The Straightforward Guide to Product Strategy,” The HubSpot Customer Service Blog, HubSpot, updated
March 17, 2022, https://blog.hubspot.com/service/product-strategy.

“How to Develop the Pricing Strategy for Your Marketing Plan,” PriceBeam Blog, PriceBeam, February 7, 2017,
https://blog.pricebeam.com/pricing-strategy-marketing-plan.

iEduNote, “Marketing Plan.”

“A Community of 4.6 Billion,” Tech Blog, Health IT, last modified September 20, 2021, https://healthit.com.au/how-big-is-the-
internet-and-how-do-we-measure-it/.

Zoe Palmer, “KPIs vs. Marketing Metrics: What's the Difference?,” Brand Chemistry, last modified August 25, 2020,
https://www.brandchemistry.com.au/blog/kpis-vs-marketing-metrics.

“5 Benefits of Dashboards in the Marketing Industry,” InfoCaptor BI, Rudrasoft, March 13, 2017, https://www.infocaptor.com/
5-benefits-of-dashboards-in-the-marketing-industry.

“KPI of the Week: Revenue Growth,” News & Publications, Porte Brown Accountants & Advisors, accessed June 5, 2022,
https://www.portebrown.com/news/kpi-of-the-week-revenue-growth.

Porte Brown Accountants & Advisors, “KPI of the Week.”

“What Is Average Revenue per User (ARPU) and How to Calculate It,” Peel Insights, accessed June 4, 2022,
https://www.peelinsights.com/post/what-is-average-revenue-per-user-and-how-to-calculate-it.

“Market Share,” Encyclopedia Table of Contents, Inc., updated February 6, 2020, https://www.inc.com/encyclopedia/market-
share.html.

“Evaluating Market Share as a KPL," Insights, Ungerboeck, updated January 18, 2021, https://ungerboeck.com/resources/
evaluating-market-share-as-a-kpi.

Fraser Sherman, “How Do You Calculate a Company'’s Relative Market Share?,” Small Business, Chron.com, updated September
24, 2020, https://smallbusiness.chron.com/calculate-companys-relative-market-share-11401.html.

Sherman, “How Do You Calculate?”

“How to Measure Customer Satisfaction KPIs,” Resource Center, GetFeedback, last modified January 20, 2022,
https://www.getfeedback.com/resources/csat/how-to-measure-customer-satisfaction-kpis/.

Andrea Paul, “Top Metrics and Strategies for How to Measure Customer Service Performance,” Kustomer Blog, Kustomer, last
modified December 2, 2021, https://www.kustomer.com/blog/how-to-measure-customer-service-performance/.

Paul, “Top Metrics and Strategies.”

“Locations,” Classic Cleaners, accessed August 5, 2022, https://classiccleaners.com/locations/.

“Case Study: Company Tracks Performance with Marketing Reporting Dashboard,” Perspective, Tips, and Insights (blog), TBH
Creative, February 4, 2020, https://blog.tbhcreative.com/2020/02/case-study-marketing-reporting-dashboard.html.

TBH Creative, “Case Study.”

Shivani, “Marketing Ethics: Meaning, Importance, and Examples,” InviteReferrals, December 14, 2021,
https://www.invitereferrals.com/blog/marketing-ethics/.

Shivani, “Marketing Ethics.”

“Corporate Social Responsibility: A Brief History,” Association of Corporate Citizenship Professionals, last modified April 21,
2022, https://accp.org/resources/csr-resources/accp-insights-blog/corporate-social-responsibility-brief-history/.

John Edelman, “George H. W. Bush’s Impact on CSR,” Insights, Edelman, December 5, 2018, https://www.edelman.com/insights/
george-hw-bush-impact-csr.

Michael Ledecky, “Corporate Social Responsibility: Past, Present, and Future,” Resources to Engage Your Cause (blog), EVERFI,
last modified July 20, 2022, https://everfi.com/blog/community-engagement/csr-history/.

Submittable, “Millennials, Gen Z, and the Rising Demand for Corporate Social Responsibility,” American Marketing Association,
July 6, 2020, https://www.ama.org/2020/07/06/millennials-gen-z-and-the-rising-demand-for-corporate-social-responsibility/.
Submittable, “Millennials, Gen Z.”

Ibid.

Ibid.

Access for free at openstax.org



2 « References 91

87. Zach Hrynowski and Megan Brenan, “What Percentage of Americans Vape?,” Gallup News, Gallup, August 19, 2021,
https://news.gallup.com/poll/267413/percentage-americans-vape.aspx.

88. Meagan Parrish, “The 2009 Toyota Accelerator Scandal That Wasn't What It Seemed,” Manufacturing.net, Industrial Media,
August 11, 2016, https://www.manufacturing.net/automotive/blog/13110434/the-2009-toyota-accelerator-scandal-that-wasnt-
what-it-seemed.

89. Danielle Douglas and Michael A. Fletcher, “Toyota Reaches $1.2 Billion Settlement to End Probe of Accelerator Problems,”
Washington Post, March 19, 2014, https://www.washingtonpost.com/business/economy/toyota-reaches-12-billion-settlement-
to-end-criminal-probe/2014/03/19/5738a3c4-af69-11e3-9627-c65021d6d572_story.html.

90. “Red Bull Student Marketeer,” Red Bull Jobs, Red Bull, accessed June 4, 2022, https://jobs.redbull.com/us-en/microsite/student-
marketeer.

91. “History of Blue Zones,” Blue Zones, last modified April 30, 2021, https://www.bluezones.com/about/history/.

92. “Blue Zone Results: Albert Lea, MN,” Blue Zones, last modified January 8, 2019, https://www.bluezones.com/blue-zones-results-
albert-lea-mn/.

93. Blue Zones, “History of Blue Zones."




Unit 2
Understanding the Marketplace

Unit Introduction

Welcome to Unit 2 of Principles of Marketing. In Unit 1, the stage was set
for studying marketing. Unit 2 discusses the analytical tools and
frameworks to understand a broad range of customers (whether
consumers or businesses) and categorize them into target markets. It
then reviews marketing research techniques used to gather data and
make sound marketing decisions. Finally, the last two chapters of this unit
emphasize the challenges of expanding to international markets and
reaching culturally and demographically diverse segments in domestic
markets.
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Figure 3.1 Understanding consumer purchasing decisions is important because it allows companies to better influence those

behaviors. (credit: modification of work “Hong Kong Street Market” by Bernard Spragg. NZ/flickr, Public Domain)

Chapter Outline

3.1 Understanding Consumer Markets and Buying Behavior
3.2 Factors That Influence Consumer Buying Behavior

3.3 The Consumer Purchasing Decision Process

3.4 Ethical Issues in Consumer Buying Behavior

7

In the Spotlight

There is no denying that COVID-19 affected the entire economy, but fast-food restaurants were particularly
hard-hit when indoor dining was restricted. McDonald’s quickly adapted during the pandemic by focusing on
what it calls the 3 Ds: digital, delivery, and drive-through.

McDonald's had a strong position in terms of digital innovation even before the pandemic. It had installed self-
order kiosks in its restaurants beginning in 2015 and launched its mobile app (Mobile Order & Pay) in 2017,
allowing customers to browse the menu, find nearby restaurants, place their orders, and pay within the app.
Digital sales exceeded $10 billion in 2020, nearly 20 percent of system-wide sales.

The company also tackled the efficiency of its drive-through lanes by investing in dynamic menu boards and
cutting its menu items to its “core menu.” As a result, McDonald's was able to shave 30 seconds from its drive-
through time. That time savings enabled the company to serve 300 million additional drive-through
customers.

The pandemic and the subsequent restrictions on indoor dining also led McDonald's to scale up its delivery
platform and the number of restaurants that offer delivery. By ramping up the number of restaurants that
offer delivery from 28,000 to 41,000 total restaurants, delivery sales more than tripled.

Focusing on the 3 Ds enabled McDonald’s to weather the pandemic and create a faster, easier, and improved
customer experience.’
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3.1 | Understanding Consumer Markets and Buying Behavior

Learning Outcomes

By the end of this section, you will be able to:
™I 1 Define consumer buying behavior.
2 Explain the nature of the buyer’s black box.
3 Describe how consumer behavior is characterized into types.

Consumer Markets and Consumer Buying Behavior Defined

How many buying decisions did you make today? Perhaps you stopped on the way to work or class to buy a
soft drink or coffee, went to the grocery store on the way home to get bread or milk, or ordered something
online. You likely make buying decisions nearly every day and probably don’t give most of those decisions
much thought. But the way you make those decisions is significant for marketers, because if they can
understand why you buy what you buy and when you buy it, they can use that information to boost revenue.

Consumer buying behavior refers to the decisions and actions people undertake to buy products or services
for personal use. In other words, it's the actions you take before buying a product or service, and as you will
see, many factors influence that behavior. You and all other consumers combine to make up the consumer
market.

The Buyer’s Black Box

It stands to reason that the hundreds of millions of people who make up the global consumer market don't all
buy the same products and services. Why do certain people prefer different items than others? The answer lies
in the factors that influence consumer buying behavior. One model of consumer buying behavior is what's
known as the buyer’s black box, which is named as such because little is known about what goes on in the
human mind. It's also known as the stimulus-response model.

As illustrated in the model shown in Figure 3.2, consumer buying behavior is based on stimuli coming from a
variety of sources—from marketers in terms of the 4Ps (product, price, promotion, and place), as well as
from environmental stimuli, such as economic factors, legal/political factors, and technological and cultural
factors.

These stimuli go into your “black box,” which consists of two parts: buyer characteristics such as beliefs and
attitudes, motives, perceptions, and values, and the buyer decision-making process, which is covered later in
the chapter. Your response is the outcome of the thinking that takes place in that black box. What will you buy,
where, when, how often, and how much?

Marketing Stimuli

Product, Price, Place, i
Promotion Buyer Responses

Buyer Characteristics Product/Brand Choice
Retail/Dealer Choice
Purchase Timing
Purchase Amount
Purchase Frequency

- Buyer Decision-Making

) ) ) Process
Environmental Stimuli

Economic, »
Legal/Political,
Technological, Cultural

Figure 3.2 Stimulus-Response Model/Buyer’s Black Box (attribution: Copyright Rice University, OpenStax, under CC BY 4.0 license)
Types of Consumer Buying Behavior

Buying behavior is not influenced solely by the external environment. It's also determined by your level of
involvement in a purchase and the amount of risk involved in the purchase. There are four types of consumer
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buying behavior, as shown in Figure 3.3.
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Figure 3.3 Types of Consumer Buying Behavior (attribution: Copyright Rice University, OpenStax, under CC BY 4.0 license)

Complex buying behavior occurs when you make a significant or expensive purchase, like buying a new car.
Because you likely don't buy a new car frequently, you're highly involved in the buying decision, and you
probably research different vehicles or talk with friends or family before reaching your decision. By that time,
you're likely convinced that there’s a significant difference among cars, and you've developed your own unique
set of criteria that helps you decide on your purchase.

Dissonance-reducing buying behavior occurs when you're highly involved in a purchase but see little
difference among brands. Let's say you're replacing the flooring in your kitchen with ceramic tile—another
expensive, infrequent purchase. You might think that all brands of ceramic tile in a certain price range are
“about the same,” so you might shop around to see what's available, but you'll probably buy rather quickly,
perhaps as a result of a good price or availability. However, after you've made your purchase, you may
experience post-purchase dissonance (also known as buyer’s remorse) when you notice some disadvantages
of the tile you purchased or hear good things about a brand you didn't purchase.

Habitual buying behavior has low involvement in the purchase decision because it's often a repeat buy, and
you don't perceive much brand differentiation. Perhaps you usually buy a certain brand of organic milk, but
you don't have strong brand loyalty. If your regular brand isn't available at the store or another brand is on
sale, you'll probably buy a different brand.

Variety-seeking buying behavior has the lowest customer involvement because brand switching is your
norm. You may not be unhappy with your last purchase of tortilla chips, but you simply want to try something
new. It's a matter of brand switching for the sake of variety rather than because of dissatisfaction with your
previous purchase.

¥

The 4Ps and Consumer Behavior

Watch this short, humorous 4Ps video as a way to help you remember the concept. This video also includes
several examples of target markets and how a marketer might respond.

Click to view content (https://openstax.org/books/principles-marketing/pages/3-1-understanding-
consumer-markets-and-buying-behavior)
Consumer behavior is an important marketing topic, and depending on the marketing program at your
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institution, you may have the opportunity to take a consumer behavior course and learn more about the
topics covered above. Studying consumer behavior is important in marketing because it will teach you how
to best know your customer, an integral aspect to marketing a product or service. You can also watch this
selfLearn-en video to get a stronger grasp of consumer behavior.

Click to view content (https://openstax.org/books/principles-marketing/pages/3-1-understanding-
consumer-markets-and-buying-behavior)

As mentioned, environmental factors have an impact on consumer behavior. Can you think of a recent
environmental influence that has had a significant impact? The coronavirus pandemic has probably been
the most influential in recent years, and for many reasons! We still have a lot to learn about the impacts of
the pandemic, and new information is being released daily about changing human behavior and the impact
on marketing. For example, in this Google article, the author shares a cultural anthropologist’s insights
(https://openstax.org/r/thinkwithgoogle) for understanding consumer behavior and how it relates to three
core needs all people experience—self-care, social connection, and identity—and how these needs correlate
to recent YouTube video trends. Learn about how marketers can respond to this trend.

Continually trying to understand environmental influences will keep you on the cutting edge and ahead of
the competition. It's a great practice to always be looking for the latest information so that you can shift
your strategies as needed. Bain & Company is an example of one company that wanted to understand how
the pandemic changed consumer behavior. The company ran a survey in 2021 to better understand the
impact of the pandemic, and it found five trends from the data.

Click to view content (https://openstax.org/books/principles-marketing/pages/3-1-understanding-
consumer-markets-and-buying-behavior)

A survey from Accenture (https://openstax.org/r/insightsstrategy), one of the top-ranked consulting firms in
the world, found that the pandemic caused 50 percent of consumers to evaluate their purpose and what's
important to them. Read more about the findings in this article.

Always be looking for information to be the best marketer you can be!

Knowledge Check

It's time to check your knowledge on the concepts presented in this section. Refer to the Answer Key at the
end of the book for feedback.

1. You're considering buying a widescreen TV. You've researched different features, looked up and reviewed
models on the Internet, and even asked a few friends for their recommendations. What type of buying
behavior are you exhibiting?

a. Dissonance-reducing buying behavior
b. Variety-seeking buying behavior

¢. Complex buying behavior

d. Habitual buying behavior

2. Inthe buyer’s black box, external stimuli that are planned and created by the producer and/or seller are

known as stimuli.
a. economic

b. marketing

c. technological

d. social

3. Samantha sees a TV commercial announcing that a mattress she’s been considering is on sale through the
holiday weekend and makes plans to visit the store the next day in order to take advantage of the sale. In
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terms of the buyer’s black box, how would this TV commercial be characterized?
a. Product choice

b. Brand choice

c. Social stimuli

d. Purchase timing

4. You're at the grocery store buying potato chips for a barbeque you're having this weekend. You normally
buy Lay’s potato chips, but you notice that Ruffles are on sale, so you pick up a few bags of Ruffles. What
buying behavior have you displayed?

a. Dissonance-reducing buying behavior
b. Habitual buying behavior

c. Variety-seeking buying behavior

d. Complex buying behavior

5. The decisions and actions people undertake to buy products or services for personal use are known as

a. the consumer market

b. the buyer’s black box

c. consumer buying behavior
d. complex buying behavior

3.2 | Factors That Influence Consumer Buying Behavior

Learning Outcomes

By the end of this section, you will be able to:
M1 1 List and describe the cultural factors that influence consumer buying behavior.
2 Explain the social factors that impact consumer buying behavior.
3 Discuss the personal factors that influence consumer buying behavior.
M 4 Describe the psychological factors that influence consumer buying behavior.
5 Explain situational factors that impact consumer buying behavior.

Cultural Factors That Influence Consumer Buying Behavior

Why people buy isn't always a straightforward question. Think about the last time you bought a car, a bike, or
other item. Why did you buy that specific make and model? Was it because its sleek style made you feel good
about yourself? Perhaps you bought a particular brand because someone in your family bought the same
brand. These are just a couple of examples of some of the factors that influence consumer buying behavior.
Let's examine some others.

Cultural factors comprise a set of values or ideologies of a particular community or group of individuals.
These can include culture, subcultures, social class, and gender as outlined in Figure 3.4.
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Gender Subculture

Social
Class

Figure 3.4 Cultural Factors Influencing Consumer Purchasing Behavior (attribution: Copyright Rice University, OpenStax, under CC
BY 4.0 license)

Culture refers to the values, ideas, and attitudes that are learned and shared among members of a group.
Human behavior is largely learned. When you were a child, you learned basic values, perceptions, wants, and
behaviors from your family and other external influences like the schools and churches you attended. Consider
how these values and attitudes have shaped your buying behavior. For example, in a traditional Hindu
wedding in India, a bride may wear red lehenga to the wedding, whereas Christian brides typically wear white.
In India, widows are expected to wear white, whereas widows in the United States and other parts of the world
generally wear more somber colors to a funeral.?

A subculture is a group of people, such as environmentalists or bodybuilders, who share a set of values.
Ethnic and racial groups share the language, food, and culture of their heritage. Other subcultures, like the
biker culture, which revolves around a dedication to motorcycles, are united by shared experiences. The Amish
subculture is known for its conservative beliefs and reluctance to adapt to modern technology. Think about
what subculture(s) you may belong to and how they influence your buying behavior. For example, hip-hop
music has long been associated with fashion, particularly sneakers. Run DMC's 1986 hit “My Adidas” led to the
first endorsement deal between a fashion brand and a musical act, setting the stage for lucrative partnerships
spanning the decades since—Master P with Converse, Jay-Z and 50 Cent with Reebok, Missy Elliott and Big

Sean with Adidas, and Drake with Nike.
i

Cultural factors play a major role in determining how best to market to consumers. There are numerous
examples of company efforts that failed because they did not reflect an understanding of the culture in a
particular market. Watch this CNBC video on why Starbucks failed in Australia and read this article about
how Coca-Cola and PepsiCo failed (https://openstax.org/r/examplescompanyfailure) when they first moved
into the Chinese market.

Failures and Inspirations

Click to view content (https://openstax.org/books/principles-marketing/pages/3-2-factors-that-influence-
consumer-buying-behavior)
Also check out this CNBC video about why 7-Eleven failed in Indonesia.
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Click to view content (https://openstax.org/books/principles-marketing/pages/3-2-factors-that-influence-
consumer-buying-behavior)

Failures are always important because they come with learned knowledge, and if you understand the WHY
behind the failure, the learning can lead to shifts in strategy and possible success. Read the inspiring story
(https://openstax.org/r/inspiringstory) behind Run DMC's revolutionary market deal with Adidas and how it
opened the door for current artists like 50 Cent, Jay-Z, and Puffy.

For more success stories, check out these videos about numerous companies that got it right
(https://openstax.org/r/examplesofbrands). Examples include stories from Rihanna’s Fenty beauty line,
Adobe’s “When I See Black” ad, Bumble’s “Find Me on Bumble” campaign, and many more!

Your social class is also an important influence on your buying behavior. Sociologists base definitions of social
class on several different factors, including income, occupation, and education. While there is disagreement on
the number of social classes defined by income in the United States, many sociologists suggest five social
classes: upper class, upper-middle class, lower-middle class, working class, and the economically
disadvantaged.® Income is largely defined by disposable income (the money you have left to spend or save
after taxes are deducted), but its influence goes beyond just dollars, euros, yen, etc. For example, a lower-
middle-class individual might focus primarily on price when considering a product, whereas an upper-middle-
class person might consider product quality and features before price. However, you also can be influenced by
a social class to which you don't belong but by which you want to be accepted. Have you ever spent money you
really didn't have on brand name running shoes or a designer purse because that's what your friends have?

Finally, your gender plays an important role in your buying behavior. People of different genders not only want
different products as a result of their upbringing and socialization, but they approach shopping itself with
different motives, perspectives, and considerations. While it's always dangerous to stereotype, those who
identify as male typically follow a utilitarian, more logic-based approach when shopping. They want a quick,
effortless shopping experience. Those who identify as female, on the other hand, make decisions on a more
emotional level. Zappos considers these different motives and provides different layouts on their landing
pages for different genders. While the “male” version focuses on providing clear navigation by product
categories, the “female” version aims to sell on emotion.*

¥

Gender differences lead to different buying behaviors. Read this article about one such example, Birchbox
(https://openstax.org/r/men-vs-women), a hair care and skin care subscription service. For even more
information, check out this article about the reasons for the differences (https://openstax.orq/r/women-vs-
men), which include purpose, experience, brain make-up, and more. Interesting reads!

Behind the Gender Differences

You can also watch this Gaby Barrios TED Talk. Barrios is a marketing expert who speaks about how
targeting consumers based on gender is bad for business.

Click to view content (https://openstax.org/books/principles-marketing/pages/3-2-factors-that-influence-
consumer-buying-behavior)

This humorous video from The Checkout, a TV show about consumer affairs, discusses gender marketing
packaging decisions and their impact on your wallet.

Click to view content (https://openstax.org/books/principles-marketing/pages/3-2-factors-that-influence-
consumer-buying-behavior)



https://openstax.org/books/principles-marketing/pages/3-2-factors-that-influence-consumer-buying-behavior
https://openstax.org/books/principles-marketing/pages/3-2-factors-that-influence-consumer-buying-behavior
https://openstax.org/r/inspiringstory
https://openstax.org/r/inspiringstory
https://openstax.org/r/examplesofbrands
https://openstax.org/r/examplesofbrands
https://openstax.org/r/men-vs-women
https://openstax.org/r/men-vs-women
https://openstax.org/r/women-vs-men
https://openstax.org/r/women-vs-men
https://openstax.org/books/principles-marketing/pages/3-2-factors-that-influence-consumer-buying-behavior
https://openstax.org/books/principles-marketing/pages/3-2-factors-that-influence-consumer-buying-behavior
https://openstax.org/books/principles-marketing/pages/3-2-factors-that-influence-consumer-buying-behavior
https://openstax.org/books/principles-marketing/pages/3-2-factors-that-influence-consumer-buying-behavior

100 3 Consumer Markets and Purchasing Behavior

Another video about fashion brands focuses on how their parent companies leverage gender strategies.

Click to view content (https://openstax.org/books/principles-marketing/pages/3-2-factors-that-influence-
consumer-buying-behavior)

Women in Marketing

Let's look at gender from another angle—women advancing in marketing. Part of a series about jobs in
marketing (https://openstax.org/r/gender-diversity), this article examines equity in the world of marketing.
Findings include data on gender balance and inequality, and guidance on ways to improve.

For an inspirational moment, be sure to read these heartwarming stories about six mothers of great
marketers (https://openstax.org/r/behindeverygoodmarketer).

Social Factors That Influence Consumer Buying Behavior

Social factors are those factors that are prevalent in the society where the consumer lives. Every society is
composed of individuals who have different preferences and behaviors, and these individuals influence the
personal preferences of others in the society. Humans are social individuals, and the influences of people’s
family, reference groups, and roles and status (refer to Figure 3.5) have a huge impact on their buying
behavior.

Family
Social
Factors
Roles and Reference
Status Groups

Figure 3.5 Social Factors Influencing Consumer Purchasing Behavior (attribution: Copyright Rice University, OpenStax, under CC BY
4.0 license)

Let's first consider the influence of family. It is generally believed that most people pass through two families:
a family of orientation (i.e., the family to which you were born or with whom you grew up) and a family of
procreation (the family formed through marriage or cohabitation, including your spouse, partner, and/or
children). Consider first the family of orientation. When you were growing up, whether or not you recognized
it, you likely developed some degree of buying behavior through watching adult members of your household
and probably tend to buy the same products or services as you grow older. Was your father a die-hard Chevy
driver? If so, the chances are good that you'll probably at least consider buying a Chevy, too. Now consider the
influence that your spouse, partner, and/or children have on your buying behavior. You may want that Chevy
pickup because that's what your father drove, but your spouse or partner may subtly (or perhaps not so subtly)
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sway you toward a Chevy crossover SUV because it's more practical with kids to transport to school, sports, and
other activities.

Reference groups are those groups with which you like to be associated. These can be formal groups, such as
members of a country club, church, or professional group, or informal groups of friends or acquaintances.
These groups serve as role models and inspirations, and they influence what types of products you buy and
which brands you choose. Reference groups are characterized by having opinion leaders—people who
influence others. These opinion leaders aren't necessarily higher-income or better educated, but others view
them as having more expertise in a particular area. For example, a teenage girl may look to the opinion leader
in her reference group of friends for fashion guidance, or a college student might aspire to getting an
advanced degree from the same university as an admired professor. Social media influencers also play a role
here. Consider the influence that celebrities like Kendall Jenner (with more than 217 million Instagram
followers)® or Leo Messi (with over 310 million Instagram followers)® have on individuals.

All people assume different roles and status depending upon the groups, clubs, family, or organizations to
which they belong. For example, a working mother who is taking classes at the local community college
assumes three roles at varying times—that of an employee, a mother, and a student. Her buying decisions will
be influenced by each of these roles at different times. When she is shopping for clothing, her purchases may
be influenced by any or all of these roles—professional attire for the office, casual clothes for classes, or yoga
pants for home.

Personal Factors That Impact Consumer Buying Behavior

Personal factors, such as your occupation, age and life cycle stage, economic situation, lifestyle, and
personality and self-concept also play a major role in your buying behavior (refer to Figure 3.6). Let's examine
each of these in more detail.

Age
Personality/ Life Cycle
Self- Stage
Concept
Personal
Factors
_ Economic
Lifestyle Situation
Occupation

Figure 3.6 Personal Factors Influencing Consumer Purchasing Behavior (attribution: Copyright Rice University, OpenStax, under CC
BY 4.0 license)

Age is a major factor that influences buying behavior because consumer needs and wants change with age.
Your buying habits as a teenager or twentysomething are likely to be vastly different from your buying habits
in middle age and beyond. Consider the four generational cohorts currently comprising the consumer market:

* Baby boomers (born between 1946 and 1964) are currently in their 60s and 70s. This generational cohort
is approximately 70 million people strong in the United States and accounts for $2.6 trillion in buying
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power,” so you can imagine its impact on the consumer market. What types of products would you expect
baby boomers to buy? Key categories for this group of buyers include pharmacy and health care products,
household goods and appliances, wine, books (both digital and physical), cosmetics, and skin care
products.®

+ Generation X (born between 1965 and 1979/80) are currently in their 40s and 50s. This cohort is
approximately 65 million strong® and generally has more spending power than younger generational
cohorts because they're at or reaching the peak of their careers, and many Gen Xers are dual-income
families.'® This makes them an optimal target for higher-end brands and convenience-related goods, like
made-to-order or prepared meals from the grocery store.

+ Generation Y, also known as Millennials, (born between 1981 and 1994/96) are currently in their 20s and
30s. This cohort is the largest generation group in the United States, with an estimated population of 72
million.”" One interesting aspect of Millennial buying is that they shop sustainably. They shop for brands
that produce items with natural ingredients and ethical production lines and sustainable goods in every
sector, such as food, household cleaning products, linens, and clothes.’?

* Generation Z, also known as Zoomers, (born between 1997 and 2012) are currently in their teens to early
20s, and they are just starting to have an economic impact on the consumer market. Although over 67
million strong,’® many Zoomers are still in school and living with their parents, and their discretionary
spending is limited.

MARKETING IN PRACTICE

Marketing to the Ages

Knowing how to speak to your target market is critical. Knowing how to frame your message to a Baby
Boomer versus a Gen Xer is what makes marketers successful. Want to know how to speak to each group?
Check out these articles about marketing to different age demographics (https://openstax.org/r/
marketingtodifferentage) and generational marketing (https://openstax.org/r/generationalmarketing).

Learn from real-world examples of how age-agnostic marketing (https://openstax.org/r/ageagnostic) can
work.

Have you ever seen a commercial or advertisement that pulls on your heartstrings because it gets you
reminiscing? Nostalgia is an impactful tool in marketing because it gives a feeling of meaning and comfort.
Check out this online blog to learn more about the impact of nostalgia (https://openstax.org/r/
examplesnostalgia) in marketing.

Likewise, your life cycle stage has a major influence on your buying habits. Consider the different buying
choices you would make as a single person who is renting an apartment in an urban area versus the choices
you would make as a homeowner in the suburbs with children. It should be noted, though, that age and life
cycle stage can often be poor predictors of buying behavior. For example, some 40-year-olds are just starting
their families, while others are sending their kids off to college. Still other 40-year-olds are single (or single
again). Some 70-year-olds may fit the stereotype of a retired person with a fixed income; others are still active
or perhaps still working, with plenty of disposable income.

Your economic situation (income) is a huge influence on your buying behavior. Higher income typically means
higher disposable income, and that disposable income gives consumers more opportunity to spend on high-
end products. Conversely, lower-income and middle-income consumers spend most of their income on basic
needs such as groceries and clothing.

Your occupation is also a significant factor in your buying behavior because you tend to purchase things that
are appropriate to your profession. For instance, a blue-collar worker is less likely to buy professional attire like
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business suits, whereas attorneys, accountants, and other white-collar workers may favor suits or business
casual work clothes. There are even companies that specialize in work clothes for certain types of workers,
such as health care professionals who buy scrubs or construction workers who buy steel-toed boots.

Your lifestyle reflects your attitudes and values. What do you consider to be your lifestyle? Do you strive to live
an active, healthy lifestyle? If so, your purchasing decisions may focus on healthier food alternatives instead of
fast food. Do you consider yourself to be a soccer parent? You may (perhaps reluctantly) forgo that sports car
for a minivan in order to transport your kids to youth sporting events or other activities.

Your personality and self-concept are also important factors influencing your buying behavior. Personality is
the characteristic patterns of thoughts, feelings, and behaviors that make a person unique. It's believed that
personality arises from within the individual and remains fairly consistent throughout life."* Some examples of
the many personality traits people might have include things like self-confidence, individualism, extroversion,
introversion, aggression, or competitiveness. Your personality greatly influences what you buy as well as when
and how you use or consume products and services.

Perhaps even more importantly, as consumers, people tend to buy not only products they need but also those
products or services that they perceive as being consistent with their “self-concept.” In other words, they
generally want the products they buy to match or blend in with who they think they are.’®

Psychological Factors That Influence Consumer Buying Behavior

Your buying choices are further influenced by several major psychological factors, including motivation,
perception, learning, feelings, beliefs, and attitudes (refer to Figure 3.7).

Motivation

Learning ~—— Psylt::::::lggcal —— Perception

Beliefs,
Feelings,
and
Attitudes

Figure 3.7 Psychological Factors Influencing Consumer Buying Behavior (attribution: Copyright Rice University, OpenStax, under CC
BY 4.0 license)

Let's first consider how motivation affects your buying behavior. Motivation is the process that initiates,
guides, and maintains goal-oriented behaviors. It's the driving force behind your actions. One of the most
widely known motivation theories is Maslow’s hierarchy of needs (see Figure 3.8).
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Self-Actualization Needs

Esteem Needs

Social Needs

Safety Needs

Physiological Needs

Figure 3.8 Maslow’s Hierarchy of Needs (attribution: Copyright Rice University, OpenStax, under CC BY 4.0 license)

Abraham Maslow asserted that all individuals have five needs, arranged from the most basic lower-level
deficiency needs to the highest-level growth needs. As Figure 3.8 shows, physiological needs are at the most
basic level and include things like adequate food, water, and shelter. Think about how marketers may try to
appeal to consumers based on physiological needs. For example, Snickers ran a very successful ad campaign
based on the slogan “You're not you when you're hungry.”

The second level is safety and security, the need to be safe from physical and psychological harm. Once again,
consider just a few successful marketing campaigns that have focused on safety—"You're in Good Hands with
Allstate” and Lysol's “Practice Healthy Habits” campaign with its tagline “What It Takes to Protect.”

The third level is belonging, or social needs. This level includes things like the need for emotional attachments,
friendship, love, or belonging to community or church groups.

Esteem, the fourth level, includes such needs as recognition from others, taking pride in your education or
work, awards, and/or prestige.

The highest level is self-actualization, which involves self-development and seeking challenges. For example,
Nike's “Find Your Greatness” campaign was intended to spark greatness in ordinary people, not just
i

professional athletes.
Check out this Snickers' “You're not you when you're hungry” commercial, which appeals to basic human
physiological needs.

Examples of Maslow’s Five Needs

Click to view content (https://openstax.org/books/principles-marketing/pages/3-2-factors-that-influence-
consumer-buying-behavior)
This Lysol “What It Takes to Protect” commercial appeals to the human needs for safety and security.

Click to view content (https://openstax.org/books/principles-marketing/pages/3-2-factors-that-influence-
consumer-buying-behavior)

Consider this public service announcement (PSA) from the Ad Council that is dedicated to fostering a more
welcoming nation where everyone can belong. How does it appeal to the human need for community and
belonging?

Click to view content (https://openstax.org/books/principles-marketing/pages/3-2-factors-that-influence-
consumer-buying-behavior)
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One awesome esteem level example to check out is this one from Dove. Dove launched a campaign to
boost female self-esteem (https://openstax.org/r/doveself) and to celebrate female beauty in all shapes and
sizes. The company also created “confidence-boosting boards” on Pinterest. The boards include self-esteem
activities so girls and their parents can share words of encouragement.

Check out one of Nike's commercials from the “Find Your Greatness” campaign. How does it appeal to the
human need for self-actualization?

Click to view content (https://openstax.org/books/principles-marketing/pages/3-2-factors-that-influence-
consumer-buying-behavior)

Maslow asserted that people strive to satisfy their most basic needs before directing their behavior toward
satisfying higher-level needs, so it stands to reason that consumer buying behavior would follow this model.
For example, you'd first have to fulfill your needs for food and shelter before you might consider putting
money away for retirement or purchasing a home security system.

i

Understanding Maslow's hierarchy of needs will help you be an effective and impressive marketer. You're
going to see this model in many of your business courses, not just marketing, so take the time to learn
about it. Check out this brief video that may help you understand how to use Maslow’s hierarchy of needs in
marketing. Learn about why Maslow's hierarchy of needs matters.

Maslow and Marketing

Click to view content (https://openstax.org/books/principles-marketing/pages/3-2-factors-that-influence-
consumer-buying-behavior)

Perception is the way in which people identify, organize, and interpret sensory information. It's another
variable in consumer buying behavior because the perceptions you have about a business or its products or
services have a dramatic effect on your buying behavior. What makes perception even more complex is that
consumers can form different perceptions of the same stimulus because of three perceptual processes:
selective attention, selective distortion, and selective retention. Let's take a closer look.

Every day, you're bombarded with marketing messages from TV commercials, magazine and newspaper ads,
billboards, and social media ads. As of 2021, it was estimated that the average person encounters between
6,000 and 10,000 ads every single day.'® It stands to reason that you can't possibly pay attention to all of the
competing stimuli surrounding you, so you'll pay attention to only those stimuli that you consider relevant to
your wants and needs at the time and screen out the rest. That's the process known as selective attention.

MARKETING IN PRACTICE

When Bombarding Backfires

Bombarding consumers with marketing messages can cause more harm than good. According to this
article from Marketing Dive (https://openstax.org/r/studyadoverload), bombarding people with ads would
negatively impact a brand. This article from the Advertising Association (https://openstax.org/r/newcredos)
shares data that indicates bombardment and intrusiveness negatively impact perceptions of advertising.

How can you combat the issue? Quantcast outlines (https://openstax.org/r/bombardmentmight) ways to
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avoid ad bombardment.

It's about Ability

Your personal brand will be a significant factor when it comes to finding a job. What does your personal
brand say today? What is your marketing story? Is it what you want it to be? If not, what will you do to
change it? The end-of-chapter content includes various ways to explore your personal brand to help you
prepare for your job search.

How are you going to stand out among other candidates? What can you do with your résumé? According to
Jason Shen'’s TED Talk, you should highlight your abilities and not your experience. He speaks to potential
and how you can make yourself more attractive to potential employers by telling a story in a compelling
way.

Click to view content (https://openstax.org/books/principles-marketing/pages/3-2-factors-that-influence-
consumer-buying-behavior)

According to the American Marketing Association (AMA), you need to know yourself well. Self-knowledge
will help you know the kind of work environment you perform best in and what kind of work you enjoy
most. The AMA is a great place to learn how to stand out as a marketing job applicant
(https://openstax.org/r/howtostandout), target companies, prepare your best résumé, and have a
successful interview.

Check out these sources on how to stand out and ways you can beat the competition:

+ Freemanleonard (https://openstax.org/r/marketersandcreat): “How Marketers and Creatives Can Stand
Out in Today's Competitive Job Market”

+ Recruiter.com (https://openstax.org/r/13triedandtrue): “13 Tried-and-True Creative Tactics Candidates
Have Used to Stand Out in Interviews"”

« Acadium (https://openstax.org/r/digitalmarketingcareer): “Launch Your Digital Marketing Career: How
to Stand Out as a Candidate”

+ Indeed (https://openstax.org/r/careeradvice): “8 Marketing Interview Questions to Expect”

+ Entrepreneur (https://openstax.org/r/buildingyourbrand): “Building Your Brand Is How You Will Stand
Out When Applying for a Job”

+ Smart Insights (https://openstax.org/r/tacticstohelp): “7 Tactics to Help You Stand Out as a Marketer
and Get Better Jobs”

+ 24 Seven (https://openstax.org/r/10tipstoace): “10 Tips to Ace Your Next Marketing Job Interview”

If you want to go the extra mile in making yourself stand out, reach out to current marketers and ask them
questions. You can find hundreds, even thousands, of current marketers on LinkedIn. Try targeting people
from companies you're interested in or would like to learn more about. Look for specific people who are
doing jobs that interest you. Going to an interview armed with information is incredibly powerful and will
speak volumes to your interviewer. Be sure to find a way to work your completed research into the interview
conversation because it will speak to your drive, curiosity, and ambition—all traits every interviewer wants
to hear about. This will also be another way you can stand out from others interviewing for the job.
Questions you could ask current marketers in preparation for an interview include (but by no means are
limited to):

+ What about you stood out in your interview process that made your current company hire you?

Access for free at openstax.org
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+ Canyou tell me about examples of people you've interviewed and why they stood out to you?

+ How have candidates stood out when they spoke about their abilities in a job interview scenario?

* What are your thoughts on candidates sharing a college project with you as a way to demonstrate
abilities?

* What advice do you have for me?

Be creative with your questions! Look online for other questions you could ask. Have fun!

Even the stimuli that people notice don't always come across in the way in which the marketers intended.
Selective distortion is the tendency of people to interpret information in a way that fits their preconceived
notions. This was demonstrated years ago when PepsiCo launched its Pepsi Challenge blind taste test
commercials. Participants were presented with two colas in unmarked plastic cups and asked to taste both
colas and choose the one they liked better. Then the tester would lift a small screen to reveal the brand the
participants preferred. In TV commercials that aired for years, Pepsi showed the stunned reactions of loyal
Coca-Cola drinkers who had chosen Pepsi over Coke in the test. One grandmother in a commercial said, “I
can't believe it. I've never had a Pepsi in my life, but it must be better!”!”

People also tend to forget much of what they learn and to retain information that supports their preconceived
attitudes and beliefs. That's the power of selective retention, a bias by which you're more likely to remember
messages that are closely related to your interests, values, and beliefs rather than those that are contrary to
those values and beliefs.

Beliefs, feelings, and attitudes also play an important role in consumer buying behavior. Beliefs are consumer
perceptions of how a product or brand performs relative to different attributes. These beliefs are generally
formed through personal experience, advertising, and conversations with others, and they play a vital role
because they can be either positive or negative. You can even hold both positive and negative beliefs about the
same thing. For example, you may believe that coffee is good for you because it helps you focus and stay alert,
but you may also worry about the effect of coffee on your health and the way it stains your teeth. Human
beliefs aren’t always accurate and can change according to the situation.

Consumer attitudes are a composite of a consumer’s beliefs, feelings, and behavioral intentions toward a
product or service (see Figure 3.9).

Affect Behavioral

Beliefs (Feelings) Intentions

Figure 3.9 Components of Attitudes (attribution: Copyright Rice University, OpenStax, under CC BY 4.0 license)

We've already talked about beliefs, so let's focus for a moment on affect, or feeling. Consumers often have
certain feelings toward brands, products, or services. Sometimes these feelings are based on people’s beliefs,
such as a vegetarian who can't stand the thought of eating a hamburger, but you may also have feelings that
are relatively independent of your beliefs. For example, someone who has strong environmentalist beliefs may
object to clearing forests to make way for a housing development but may have positive feelings toward
Christmas trees because they subconsciously associate these trees with the experience that they had at
Christmas as a child.

107



108 3+ Consumer Markets and Purchasing Behavior

The behavioral intention aspect of an attitude is what you as a consumer plan to do—buy the brand or not buy
the brand. As with affect, this is sometimes a logical consequence of your beliefs but may sometimes reflect
other circumstances. Consider a consumer who doesn't particularly like a restaurant but will go there because
it's an after-class gathering spot with her friends.'®

Learning is still another important factor in consumer buying behavior. The fact is that consumer behavior is
learned, and much of what you buy is based on your previous experiences with particular brands. This is
commonly known as the Law of Effect, which asserts that, if an action is followed by a pleasant consequence,
you're likely to repeat it; if the action is followed by an unpleasant consequence, you're less likely to repeat it.
For example, let's say you buy an Apple iPhone. If your experience with the iPhone is positive, you'll probably
be more inclined to buy another Apple product when you're looking for a tablet or wearable. On the other
hand, if you've had a not-so-positive experience with your iPhone, you're likely to look at other brands when
considering purchasing other devices.

MARKETING IN PRACTICE

Lessons in Psychology

Psychology is a big part of marketing. Insight into your customers’ thinking will allow you to create
marketing messages and stories that better speak to their needs. Learning, the process where customers
acquire information they can apply to future purchases, is a foundational concept in marketing. Learn
about the various types of learning and how they can impact marketing strategies from this Forbes article
(https://openstax.org/r/becomeamindreader).

Situational Factors That Impact Consumer Buying Behavior

Situational factors influencing consumers are external (refer to Figure 3.10). These factors play an important
role in how consumers experience a product and how these consumers’ opinions are formed.

Environmental

Factors
Mood Life Cycle
Stage
Situational
Factors
_ Economic
Timing

- Situation

Occupation

Figure 3.10 Situational Factors Influencing Consumer Buying Behavior (attribution: Copyright Rice University, OpenStax, under CC BY
4.0 license)

Environmental factors such as music, lighting, ambient noise, and even smells can either discourage or
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encourage a consumer’s purchase decision. For example, researchers conducted a study on the effect of
lighting on consumer purchases in a grocery store. They lit half the store with traditional fluorescent lighting
and the other half of the building with LED lighting. Researchers conducted the study over 21 weeks and
discovered that consumers bought 25 percent more products on the LED-lit side of the store.'®

Spatial factors also play a role. The way a product is displayed may make it seem desirable, but a crowded
store or a long line at the cash register can suddenly make that same product seem less desirable. Think about
it: Have you ever seen a long line to check out at the cash register and put the product you intended to buy
back on the shelf because it simply wasn't worth it to waste your time standing in line?

The Marketing in Practice feature box shows how sound and smell can affect consumers.

MARKETING IN PRACTICE

Abercrombie & Fitch

Figure 3.11 Psychological factors like smell and sound affect buying behavior, so Ambercrombie & Fitch utilizes fragrances and
music as a way to attract customers. (credit: “Abercrombie & Fitch” by prayitnophotography/flickr, CC BY 2.0)

As consumers, people usually don't think twice about what a store smells or sounds like, the way it makes
them feel or think, or what it makes them do. But Abercrombie & Fitch (A&F) thinks about it a lot (see Figure
3.11).

The company has its own line of men'’s fragrances called “Fierce,” which is sprayed liberally in stores to give
off what the company describes as a “lifestyle . . . packed with confidence and a bold, masculine attitude.”
A&F knows who it wants in its stores, and by associating its fragrance with its stores, it creates a self-
fulfilling prophecy for its male clientele who, by wanting to smell like A&F, will be like the models and sales
staff in the store.

A&F also plays loud club music throughout its stores, attracting young people who can withstand loud
music longer, while older customers may run from it. It's just another way that A&F is enabling its stores to
maintain a more youthful clientele and a “fresher” image.?°

Watch this video on Abercrombie & Fitch's brand transformation for further insight on how A&F has
positioned its retail brand Hollister as a global iconic teen brand and modernized the A&F brand to focus on
young millennial consumers.

Click to view content (https://openstax.org/books/principles-marketing/pages/3-2-factors-that-influence-
consumer-buying-behavior)

109


https://openstax.org/books/principles-marketing/pages/3-2-factors-that-influence-consumer-buying-behavior
https://openstax.org/books/principles-marketing/pages/3-2-factors-that-influence-consumer-buying-behavior

110 3+ Consumer Markets and Purchasing Behavior

The social situation of shopping is another situational factor. Did you know that you're more likely to stop to
look at certain products when you're in the company of a friend as opposed to a parent? The social aspect can
even alter the price you're willing to pay. You might be more inclined to purchase a more expensive product
when you're with a colleague or potential partner than you would if you're with a friend or spouse.?’

The goal of your shopping trip is yet another situational factor. If you go to a store to look for a birthday
present for your mother, your purpose is totally different than if you're casually shopping for a new pair of
shoes. The reason for shopping dictates the kinds of products customers are willing to interact with at that
time and may cause them to bypass certain products they would normally interact with on another shopping
trip. This is even true at the grocery store. You'll interact with products differently if you're on your weekly
shopping trip versus simply going into the store because you're out of milk.

Much like the purpose of your shopping trip, timing also influences your consumer behavior. If you're in a rush
because it's Christmas Eve and you haven’t bought a present for your best friend yet, you'll interact with fewer
products than if you have hours to shop. Even if two people are looking for the same type of product, the one
in a rush will probably end up with the most accessible product, whereas the leisurely consumer has time to
weigh the price and quality of offerings.

Finally, your mood influences your buying behavior. Someone who is feeling sad or stressed interacts
differently with products than a happy, relaxed shopper. The same can be said for someone who's fatigued
versus someone who's full of energy.

MARKETING IN PRACTICE

Situational Factors

There are many examples where companies use situational factors in their marketing approaches. Here are
several online sites and specific articles:

+ Westin and the White Tea Signature Scent (https://openstax.org/r/transportedbyfragrance)

« The Aroma Trace (https://openstax.org/r/examplesofolfactory): “Best Examples of Olfactory Marketing
in Companies”

+ Sync Originals (https://openstax.org/r/musicpart): “10 Brands That Made Music Part of Their Marketing
DNA"

+ Omnify (https://openstax.org/r/lightingtechniques): “8 Simple Lighting Techniques That Boost Retail
Sales”

+ Science News (https://openstax.org/r/sciencedaily): “Does Background Noise Make Consumers Buy
More Innovative Products?”

+ Journal of the Academy of Marketing Science (https://openstax.org/r/springerlink): “Sounds Like a
Healthy Retail Atmosphere Strategy: Effects of Ambient Music and Background Noise on Food Sales”

Knowledge Check

It's time to check your knowledge on the concepts presented in this section. Refer to the Answer Key at the
end of the book for feedback.

1. You're at the shopping mall looking for a new pair of shoes when you smell the wonderful aroma of freshly
baked pretzels. Before you know it, you've bought a giant pretzel with cheese sauce. What type of factors
influenced your purchase?

a. Psychological factors
b. Social factors

Access for free at openstax.org
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c. Situational factors
d. Personal factors

2. Traditionally, in China, the bride’s wedding gown is red because the color is associated with good luck,
happiness, and prosperity. Which influence on consumer buying behavior does this illustrate?

a. Culture

b. Social class
c. Lifestyle

d. Personality

3. Jazmine purchases a wireless alarm system for her apartment. According to Maslow’s hierarchy of needs,
which level of needs does this purchase reflect?
a. Physiological
b. Safety/security
c. Self-esteem
d. Social

4. The tendency of people to interpret information in a way that supports what they already believe is known

as .

cognitive dissonance
selective attention
selective retention
selective distortion

Q n oo

5. Attitudes are a composite of a consumer’s beliefs, feelings about, and toward a product or service.
a. predispositions
b. behavioral intentions
C. preconceived notions
d. attributions

3.3 | The Consumer Purchasing Decision Process

Learning Outcomes

By the end of this section, you will be able to:
Il 1 Explain the first stage in the consumer purchasing decision process.
2 Summarize the second stage in the consumer purchasing decision process.
3 Describe the third stage in the consumer purchasing decision process.
M 4 Discuss the fourth stage in the consumer purchasing decision process.
5 Explain the fifth and final stage in the consumer purchasing decision process.

Consumer Decision Process

This chapter has examined many of the factors that influence consumer buying behavior, but behind the
visible act of making a purchase lies an important decision process that takes place before, during, and after
the purchase of a product or service. Figure 3.12 shows the five stages of the consumer decision process.
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Need o

Recognition/ Information Evaluation of ost-
Problem Search Alternatives Purchase EPU'I'Cha_Se
valuation

Awareness

Figure 3.12 The Consumer Decision Process (attribution: Copyright Rice University, OpenStax, under CC BY 4.0 license)

A buyer passes through five stages of the consumer decision process when making choices about which
products or services to buy. Let's examine each, starting at the beginning.

Stage 1: Need Recognition

The buying process starts when you sense a difference between your actual state and your desired state. This
is referred to as problem awareness or need recognition. You might become aware of a need through internal
stimuli (such as feeling hungry or thirsty when you're on a long road trip) or external stimuli (such as passing a
bakery and smelling the wonderful aroma of cookies baking).

Sometimes recognizing the problem or need is easy. You've run out of toilet paper or milk. But other times
recognizing the problem or issue is more complicated. For example, think about this first stage in terms of
your decision to enroll in college. What was the stimulus that triggered your interest in attending college? Are
you a working adult who has recognized that upward advancement in your company won't happen without
possessing a college degree? Have you long aspired to be an entrepreneur, and you wanted to get some
business and marketing courses under your belt so that you're better prepared for the challenges of
entrepreneurship? Perhaps a career in marketing has been on your internal radar since high school, and
you've decided to take the plunge and get your degree in marketing. Or perhaps, after graduating from high
school, your parents gave you an ultimatum—either find a job or enroll in college.

Stage 2: Information Search

Now that you've identified the problem or need, you'll be inclined to search for more information. There are
two different search states. The milder search state is called “heightened attention,” in which you become
more receptive to information about the product or service. The stronger search state is called “active
information search,” in which you might do some research about the product or service on the Internet
(referred to as an internal search), ask friends and/or family members their opinions (what's known as an
external search), or even visit stores to view and touch the product (called an experiential search).

Keep in mind, of course, that not all needs/problems identified in Stage 1 will require this second stage. If
you've run out of bread or toilet paper, you're probably not going to do an information search; rather, you'll just
go to the store to buy what you need, and your information search may be as simple as checking prices at the
grocery store to see if your favorite brand is available or another brand is on sale. However, purchase decisions
of more consequence will usually trigger an information search of some type.

Again, consider the process you went through in deciding which college to attend. What sources of
information did you use to find out about the colleges or universities you considered attending? Did you look
at their websites, talk with friends or family who attended that school, or perhaps even visit the campus and
meet with an admissions counselor?

Stage 3: Evaluation of Alternatives

Consumers are said to view a product or service as a “bundle of product attributes,” and you evaluate several

Access for free at openstax.org
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attributes of a product or service in reaching your purchase decision. For example, if you're buying a
smartphone, you'll consider factors such as battery life, speed, storage capacity, or price. If you're booking a
hotel, you'll probably consider its location, cleanliness, free Wi-Fi, whether it has a free breakfast in the
morning or a pool, and of course price.

What bundle of attributes did you use when evaluating your college alternatives? You may have considered
factors such as location, size of the campus, whether the school had the program of study you wanted, if it had
online learning, and cost.

Stage 4: Purchase Decision

This stage involves actually reaching a decision on the purchase of the product or service. One way people
navigate all the information, evaluations, and choices in their purchase decision is to use heuristics—mental
shortcuts or “rules of thumb.” Heuristics are types of preexisting value judgments that people use to make
decisions.

For example, do you believe that the more expensive product is always of higher quality than the lower-priced
product? That's known as the price = quality heuristic. Brand loyalty is another heuristic people use in reaching
their purchase decisions. For example, do you eat cereal? Do you always buy the same brand, or do you buy
whatever's on sale or a brand for which you have a coupon? Country of origin is still another heuristic. Given a
choice, do you prefer to buy products made in the United States versus products made in other countries?

How did you make your purchase decision to enroll in your college or university? What heuristics did you use?
Stage 5: Post-Purchase Evaluation

After purchasing the product or service, you'll experience either satisfaction or dissatisfaction. You may have
second thoughts after making a purchase decision, and these doubts lead to cognitive dissonance, or buyer’s
remorse—tension caused by uncertainty about the correctness of your decision. This may lead you to search
for additional information to confirm the wisdom of your decision in order to reduce that tension.

What determines if a consumer is very satisfied, somewhat satisfied, or dissatisfied with his or her purchase?
Satisfaction is a function of the closeness between the buyer’s expectations and the product’s perceived
performance. If the product’s performance falls short of expectations, you'll be dissatisfied. If the product’s
performance meets your expectations, you'll be satisfied, and if the product’s performance exceeds your
expectations, you'll be very satisfied.

Think about the purchase decision you made when you decided to enroll in your college or university. Are you
very satisfied, satisfied, or dissatisfied with your decision? Refer to Table 3.1 for a summary of the five stages of
the consumer decision process.

The buying process actually starts when you sense a difference between your actual state
Stage 1: and your desired state. This is referred to as problem awareness or need recognition. You
Need might become aware of the need through internal stimuli (such as feeling hungry or thirsty
Recognition  when you're on a long road trip) or external stimuli (such as passing a bakery and smelling
the wonderful aroma of cookies baking).

Stage 2: Once the problem of need is identified, the next step is to search for more information that
Information  will help you make a choice. There are two different search states—heightened attention
Search and active information search.

Table 3.1 Five Stages of the Consumer Decision Process
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Stage 3:

Evaluation This is the stage in the process where you'll evaluate several attributes of the product or

of service in making a decision on a purchase.

Alternatives

Stage 4:

Purchase This stage involves actually reaching a decision on the purchase of the product or service.

Decision

Stage 5: After purchasing the product or service, you'll now experience either satisfaction or

Post. dissatisfaction. You may have second thoughts after making the purchase decision, and
these doubts lead to cognitive dissonance, or buyer’s remorse. This may lead you to search

Purchase - . . ) . L

Evaluation for additional information to confirm the wisdom of your decision in order to reduce that

tension.

Table 3.1 Five Stages of the Consumer Decision Process

You Are Also a Consumer

Learn about the five stages of the consumer decision process in this video from Open Up (Upatras)
Entrepreneurship and this article from Business Study Notes (https://openstax.org/r/
stagesconsumerdecision).

Click to view content (https://openstax.org/books/principles-marketing/pages/3-3-the-consumer-
purchasing-decision-process)

GWI, a company that researches global consumer thinking, published its 2022 consumer trends report
(https://openstax.org/r/connectingthedots), which showed that consumers' needs and priorities have
shifted. Read the report and see if you find the same results for yourself. Have your priorities and needs
changed since the pandemic hit? What are the other factors influencing your needs assessment?

Several tools can help you with a personal needs assessment. Practice your marketing skills on yourself by
trying this needs assessment worksheet (https://openstax.org/r/selfassessment). This personal awareness
will help you in many ways, including finding the right job that best fits your interests and abilities. Also
take a few assessments and compare your results to better identify jobs worth learning more about. There
are several free career aptitude tests to try:

» 123 Career Test (https://openstax.org/r/careertest)

* Interest Assessment (https://openstax.org/r/interestassessment)
* Work Values Matcher (https://openstax.org/r/workvaluesmatcher)
» A Personality Color Test (https://openstax.org/r/personalitytest)

In addition to career aptitude tests, personality tests assess your skill level and your ability to succeed in a
career. Try a few of these:

* Typology Central Jung Personality Test (https://openstax.org/r/typologycentral)
« Myers-Briggs Type Indicator (https://openstax.org/r/mbtipersonalitytype)
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The Balance Careers site also provides a wealth of resources (https://openstax.org/r/freecareeraptitude) on
additional aptitude, personality, talent, and preemployment tests. It's worth your time to dive into this

information to help you identify which career might be your best fit.

Knowledge Check

It's time to check your knowledge on the concepts presented in this section. Refer to the Answer Key at the
end of the book for feedback.

1.

2,

3.

Janelle and her sister are planning a reception for their parents’ 50th wedding anniversary. They have
looked at several venues, comparing size, location and accommodations, photo opportunities, and

parking. What stage in the consumer decision process model does this best illustrate?
a. Need recognition

b. Information search
c. Evaluation of alternatives
d. Purchase decision

Ra'Shana’s car broke down on the way to work, and she realizes that she needs to quickly find a repair

shop to take care of her vehicle. Which stage of the consumer decision process model does this represent?
a. Need recognition

b. Information search
c. Evaluation of alternatives
d. Purchase decision

Jason is considering buying a new laptop computer. He is researching different models based on factors
like the processor, the hard drive capacity and speed, RAM, operating system, and price. He has also asked

a few friends what they like and dislike about their laptops. Which stage of the consumer decision process
model does this illustrate?

a. Problem identification

b. Evaluation of alternatives
¢. Information search

d. Post-purchase evaluation

4. What is a heuristic?

a. Itis the mental conflict that occurs when a person’s behaviors and beliefs do not align.

b. Itis a mental shortcut that allows people to solve problems and make judgments more quickly and
efficiently.

C.

Itis a function of the closeness between your expectations of a product or service and its actual
performance.

It is the process of assigning the cause of behavior to either internal or external characteristics.

5. Nathan and his husband have decided to purchase a new car. They have narrowed their list to a few

models and visited a few dealerships to see the models and test-drive them. Which stage of the consumer
decision process does this illustrate?

a.

b.
C.
d

Need recognition
Information search
Evaluation of alternatives
Purchase decision
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3.4 | Ethical Issues in Consumer Buying Behavior

Learning Outcomes

By the end of this section, you will be able to:
I 1 Describe ethical issues related to consumer buying behavior.
2 Identify the characteristics of an ethical consumer.

Ethical Issues in Consumer Buying Behavior

All purchase behavior is in some sense ethical, involving moral judgment. For example, a consumer is
concerned about the abuse of human rights in a foreign country, so corporate involvement in that country
may be a factor in the consumer’s purchasing decisions. Similarly, consumers concerned about animal rights
may consider whether a cosmetic product has been tested on animals. For example, in one 2017 survey, 32
percent of US cosmetics consumers reported that they would “very likely” stop purchasing their favorite brand
if the manufacturer tested on animals.”?

Ethical Consumerism

Economic theory suggests that consumers seek to maximize utility (the total satisfaction received from
consuming a product or service) at the lowest cost possible, so it follows that firms that have higher costs of
production will be driven out of the market. Recently, more and more firms have started using “ethical” labels
as a means of product differentiation, a marketing strategy in which a brand identifies the one thing that
makes it genuinely different from competitors and then leverages that notion in its branding and messaging.
But what does this look like in action? Let's take a quick look at one popular brand that honed its
differentiation strategy and succeeded as a result.

Like many fast-food chains, Chipotle (see Figure 3.13) focuses on the quality of its ingredients above all else.
One of the brand's hallmarks is that it works with family farmers within a 130-mile radius of each of its
locations and attempts whenever possible to source local and sustainably raised ingredients. Additionally,
Chipotle eliminated genetically modified (GMO) foods from its menu, citing public concerns about the safety of
genetically modified ingredients.*

Figure 3.13 Chipotle works with family farmers and has eliminated genetically modified foods as a way to differentiate itself in the
market. (credit: “Chipotle” by JeepersMedia/flickr, CC BY 2.0)

Access for free at openstax.org
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MARKETING IN PRACTICE

Ethics and Corporations

Hundreds of companies are known for being ethical, including Patagonia (more information later in this
chapter), TOMS, and Conscious Coffees, among others. Read about five examples of truly ethical companies
(https://openstax.org/r/trulyethicalcompanies) and how they are working to make an impact in their
markets.

Business Insider provides a list of the most ethical companies (https://openstax.org/r/
themostethicalcompanies) in the world. Do any of the companies on this list surprise you? Are there
companies missing that you think should be included?

What corporate ethical decisions are you aware of that have positively impacted a company’s brand? Here
are 10 examples (https://openstax.org/r/ethicaldecisionmaking) where companies made the ethical
decision.

Many consumers research companies before making a purchasing decision. Is the ethical footprint of a
company important to you? Does it impact where you purchase products and services? Why or why not?

Are You an Ethical Consumer?

At its most basic level, being an ethical consumer simply means choosing goods that are ethically sourced,
produced, and distributed. Ethical consumerism has become something of a buzzword over the last decade,
and organizations are taking notice of consumers' expectations in terms of social and environmental practices.
Consider some statistics to better understand how consumers put ethical consumerism in practice:

+ According to a Statista poll, 90 percent of US survey respondents indicated that they would boycott a
brand if they discovered that the company was engaged in irresponsible business practices.?*

+ Research from Mintel, a market research firm, indicates that 56 percent of US consumers indicate that
they would no longer do business with organizations they believe to be unethical.?®

+ Arecent survey showed that consumers seek a match between their beliefs and those exemplified by the
organization. According to the survey, an overwhelming 72 percent of respondents indicated that they
purchase goods and services from companies with beliefs similar to theirs in terms of environmental
preservation and child labor.?®

By choosing brands that align with their values, consumers are voting with their pocketbooks. Modern
consumers are more than willing to take their business elsewhere if they perceive a disconnect between their
values and those of the organization, and they will likely share their sentiments on social media.

MARKETING IN PRACTICE

Consumer Ethics

Do consumers care about ethics when making a purchasing decision? You can find marketers on both sides
of the fence on this hotly debated topic. Some studies show that consumers are interested in products that
align with their values. Other studies show that consumers aren't interested. According to an article from
Kellogg Insight (https://openstax.org/r/productisethical) (a publication from the Kellogg School of
Management at Northwestern University), current research by Jacob Teeny, an assistant professor of
marketing at Kellogg, suggests that consumers care.
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This Jason Garman TEDx Talk focuses on ethical consumerism and the power of having a choice and a voice
through purchasing decisions.

Click to view content (https://openstax.org/books/principles-marketing/pages/3-4-ethical-issues-in-
consumer-buying-behavior)

Are you new to ethical shopping? Watch this video to learn the basics about shopping ethically. Also check
out this article to learn specific reasons for being an ethical consumer (https://openstax.org/r/
whyshopethically).

Click to view content (https://openstax.org/books/principles-marketing/pages/3-4-ethical-issues-in-
consumer-buying-behavior)

This hotly debated topic is becoming a larger part of the conversation in marketing with the increase of
eco-friendly products on the market. It's important in your marketing work that you're aware of the
discussion, as it will help you to become a great marketer.

Patagonia

Figure 3.14 Patagonia is known for its ethical leadership and environmental mission. (credit: “Trekkin!" by Pierce Martin/Zach
Dischner/flickr, CC BY 2.0)

If you're looking for a company that's a leader in environmental and social responsibility on many fronts,
look no further than Patagonia, a designer of outdoor clothing gear for the “silent sports”—climbing,
surfing, skiing, snowboarding, fly fishing, and trail running (see Figure 3.14). Just start with Patagonia'’s
mission statement: “Build the best product, cause no unnecessary harm, use business to inspire and
implement solutions to the environmental crisis.”

In addition to being fair-trade certified for all of its sewing production, the brand knows and publicly
discloses all of its first-tier suppliers and is actively working to map out the rest down to the farm level for
the raw materials used in its gear. Many consider Patagonia to be an outdoor brand, but it offers products
in many categories, from sundresses to skinny jeans.?’

A large portion of the company’s products are made from recycled materials or raw organic cotton. Plastic
soda bottles are made into fleece jackets, guayule plants are made into wetsuits, and they take back worn-
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out Patagonia products that consumers return to the store at no charge and then recycle them into their
supply chain. Look no further if you want to be an ethical consumer!?®

Read more (https://openstax.org/r/supplychainenvironmental) about Patagonia’s environmental
responsibility program.
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Chapter Summary

This chapter defined consumer markets and consumer buying behavior and discussed the buyer’s black box,
the concept that attempts to mark the pattern consumers follow when making a purchase decision. It also
categorized consumer buying behavior into four types: complex buying behavior, dissonance-reducing buying
behavior, habitual buying behavior, and variety-seeking buying behavior.

This chapter also looked at the cultural, social, personal, psychological, and situational factors that influence
consumer behavior and scrutinized the stages of the consumer decision process. Finally, it examined the role
of ethics in consumer buying behavior and discussed ethical consumerism.

Key Terms

4Ps the "marketing mix"—product, price, promotion, and place

attitudes a learned set of emotions, beliefs, and behaviors developed toward a particular brand, object,
person, thing, or event

beliefs ideas that a person holds as being true

buyer’s black box a model used in the study of the buying behavior of consumers

cognitive dissonance the mental conflict that occurs when a person’s behaviors and beliefs do not align;
also referred to as buyer's remorse

complex buying behavior the consumer buying behavior that occurs when the consumer is highly involved
with the purchase and perceives significant differences between brands

consumer buying behavior the actions taken by consumers before buying a product or service

consumer decision process the process through which consumers become aware of and identify their
needs, collect information on how to best solve those needs, evaluate alternative options, make a
purchasing decision, and evaluate their purchase

consumer market a market where consumers purchase products and/or services for consumption

cultural factors a set of values or ideologies of a particular community or group of individuals that include
culture, subcultures, social class, and gender

culture the pattern of learned and shared behavior and beliefs of a particular social, ethnic, or age group

dissonance-reducing buying behavior any activity aimed at decreasing the tension or feelings of
discomfort and unease that accompany an unfamiliar purchase

economic situation a measure of a consumer’s income and financial situation

environmental factors factors such as music, lighting, ambient noise, and smell that can either discourage
or encourage a consumer’s purchase decision

family a group of persons united by ties of marriage, blood, or adoption, or those who live in the same
household

gender the socially constructed roles, behaviors, and norms of individuals, which vary between societies and
over time

habitual buying behavior consumer buying decisions made out of “habit” and without much deliberation or
product comparison

heuristics mental shortcuts that allow people to solve problems and make judgments quickly and efficiently

learning the acquisition of knowledge or skills through experience, study, or being taught

life cycle stages various stages in a human’s life, including fetus, baby, childhood, adolescence, adulthood,
and elderly

lifestyle the habits, attitudes, tastes, moral standards, economic level, etc. that together constitute the mode
of living for an individual or group

Maslow’s hierarchy of needs a theory of motivation by Abraham Maslow which states that five categories of
human needs dictate an individual's behavior

motivation the process that initiates, guides, and maintains goal-oriented behaviors

occupation an activity or task with which one occupies oneself, usually the productive activity, service, trade,
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or craft for which one is regularly paid

perception the manner in which sensory information is organized, interpreted, and consciously experienced

personality the combination of characteristics or qualities that form an individual’s distinctive character

product differentiation a marketing strategy in which a brand identifies the one thing that makes it
genuinely different from competitors

reference groups groups that consumers compare themselves to or associate with

roles the set of norms, values, behaviors, and personality characteristics attached to a status

selective attention the process of directing one’s awareness to relevant stimuli while ignoring irrelevant
stimuli in the environment

selective distortion a tendency of people to interpret information in a manner that supports what they
already believe

selective retention the tendency of people to retain only part of the information to which they are exposed

social class a group of people within a society that possesses the same or similar socioeconomic status

social factors factors that are prevalent in the society where a consumer lives

status the relative social, professional, or other standing of an individual

subculture a cultural group within a larger culture, often having beliefs or interests at variance with those in
the larger culture

variety-seeking buying behavior the buying tendencies of consumers who do not have a high involvement
with a product when there are significant differences between brands

Applied Marketing Knowledge: Discussion Questions

1. What sort of purchasing behavior do you, as a student, exhibit? Do you stop by a convenience store and
buy a soda on the way to class? This is convenience shopping behavior, and the business is located,
conveniently, in your daily pathway. Do you sometimes buy a different beverage, perhaps an energy drink
or a bottled iced tea? You're exhibiting variety-seeking behavior. When the time came for you to choose
your college, what sort of shopping behavior did you engage in?

2. You belong to many membership groups. You might be a member of the college soccer team or sing in a
choir. Right now, you likely aspire to join the group of college graduates. Why is it so important for
marketers to know which groups consumers have joined or refer to when making purchases?

3. Businesses send you thousands of marketing messages each day through the radio, TV, Internet,
billboards, and bus benches. You sort through these messages, perhaps unconsciously, and decide which
ones to pay attention to. This is called selective attention. Which messages are most influential right now
in your life as a student? Messages regarding your social life? Personal life? Psychological factors relating
to your motivation to try a new product? Cultural factors such as gender-related products? A situational
factor such as a flat tire? Where would you find an example of each message?

4. Provide a recent example of a purchase you made and describe your progress through the stages of the
consumer decision process model.

5. You just locked your door and are heading out to get a haircut. How do these two needs—safety through
the locked door and esteem through the haircut—fit with Maslow’s hierarchy of needs? Why is this
hierarchy helpful for marketers in understanding human needs and resulting buying behavior?

Critical Thinking Exercises

1. Research has shown that consumers' buying behavior changes over time, reflecting their age or stage of
the family life cycle. Visit Salesfloor.com and read the summaries (https://openstax.org/r/shoppinghabits)
this site offers on age-based shopping habits. Do you agree with research findings that despite being
bombarded with digital content, Zoomers still prefer to stop in store? Do you research products
thoroughly through search engines, reviews, and social media before purchasing? Explain why you agree
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or disagree with this study’s conclusions about generational buying behavior.

2. One way consumers evaluate alternatives is by identifying the “bundle of attributes” of a product or
service. Assume that you're in the market for a new smartphone. What would that bundle of attributes
look like? In other words, what attributes do you consider important, and how would you rank the
importance of these features on a scale of 1 to 5, with 5 being the attribute of greatest importance and 1
being the attribute of lowest importance? Some attributes are already listed, but you can add your own
attributes as well. Complete Table 3.2 with your rankings.

Storage

Battery Life

Processing

Price

Ease of Use

Durability

Camera Quality

Table 3.2 The Bundle of Attributes

3. Delve into McDonald's, a company mentioned at the beginning of this chapter. Does McDonald'’s have an
environmental sustainability statement? If so, list evidence showing how McDonald’s carries out this policy.

Building Your Personal Brand

Knowing yourself well is essential to helping you identify your personal brand. How would you characterize
your personal brand right now? Is it what you want it to be?

There are numerous free tools to help you gain self-awareness. The Careers in Marketing section earlier in this
chapter lists numerous resources that you could try. Or you can try this short personality assessment
(https://openstax.org/r/humanmetrics) that is similar to the Myers-Briggs Type Indicator. After you complete
the assessment, your personality information will be revealed. You'll learn if you're extroverted or introverted,
thinking or feeling, sensing or intuitive, and judging or perceiving. The results are shown as a four-letter
acronym (for example, ENFP or ISTJ), and there are 16 possibilities that could arise.

Is the outcome a surprise to you, or is it as expected? Does it help explain some of your friendships, how you
approach your studies, or the feelings you have? Keep your personality type in mind as you gain better
understanding of yourself and others, and especially as you begin to develop and express your personal
brand.

What Do Marketers Do?

Have you ever wondered where analysts gather consumer behavior data and how they make sense of it? One
way to find out is to ask someone who currently does this job. Using LinkedIn, conduct a search for data
analysts in your geographic area and invite one or more to connect with you through the LinkedIn platform.
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Once connected, send a message to each one telling them who you are and that you're a marketing student.
Request a 15-minute phone conversation with them to ask them about their job. Come prepared to the phone
conversation with a list of questions you want to ask. Be prepared to go off script and ask questions that come
to mind on the spot. You can learn a lot about various marketing careers, and you can make great contacts by
simply asking the right questions! What questions do you want to ask? You might consider some of the
following:

+ How did you get started in this area of marketing?

* Where do you collect data from, and how do you complete an analysis?
* What happens after you conduct an analysis?

+ Do you help make marketing decisions based on your analysis?

+ What areas of the company does your analysis impact?

+ What specific courses did you take to prepare you for this job/career?

Closing Company Case
Wired Coffee Bar

Figure 3.15 Recognizing an opportunity to open a coffee shop in a small community where none existed, Wired Coffee Bar was
launched. (credit: reproduced with permission of Wired Coffee Bar)

During high school and college, Lisa worked in an upscale retail boutique. On the mornings Lisa opened the
store, she grew to love the deep, rich smell of the coffee that would permeate the air from the local gourmet
food store across from the boutique. Her love for coffee only deepened as she experienced local cafés
throughout her travels while in college. In the back of her mind, she glamorized opening her own café.

Throughout her early thirties, Lisa looked at locations, talked with coffee entrepreneurs, developed business
feasibility studies, and dreamed of one day having her own place. One big problem was finding the right
geographical area where a small, independent coffee shop would be successful.

After moving for the fifth time, Lisa realized the new, growing community where she now lived with her two
small children lacked one important thing—good coffee. The town was rapidly expanding and was the fastest-
growing community in the state of Tennessee. This might be the time and place to revisit the idea of a coffee
shop.

Every feasibility study Lisa completed pointed to the need for strong community support. This new town had
two important ingredients—college students and a burgeoning population. The area was abundant with many
different church denominations; a few small, local colleges; and some new international businesses that had
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recently relocated to the community.

With no coffee shop in the town, Lisa believed her concept could be successful. Currently, if you wanted a
coffee, the nearest place to grab a cup was a Starbucks, which was over 20 minutes away. Starbucks made
specialty coffee mainstream, but it seemed that sitting down to enjoy a cup of coffee was becoming a thing of
the past. As more and more people began grabbing their coffee from the drive-through, could a community
coffee bar with a wide variety of seating options and complimentary Wi-Fi be successful?

Going forward with the idea, Lisa began to develop Wired Coffee Bar. Prior to opening, Lisa went to every local
community event and provided free coffee for people to sample. Once the community had a taste of the coffee
and an expectation for the opening, there was an eager clientele waiting in line on the first day of business.
One customer even hugged Lisa to thank her for bringing coffee to the community.

The concept took off, and soon Lisa was a purveyor of fine coffee. Wired Coffee Bar was widely supported by
the community. The local churches loved to meet for a coffee drink and connect with friends and neighbors.
Throughout the day, business was conducted at the tables over a coffee, and into the evening hours college
students gathered to study and talk with friends.

If you looked at the clientele throughout the day, you could see the “grab and go” customers who came every
morning to get their mochas, lattes, and cappuccinos. Into the late-morning hours, the tables filled up with
business meetings—builders and their new clients, PTA groups, pharmaceutical sales reps strategizing for the
day and grabbing coffee for customers, and moms meeting for coffee before picking up kids at school. As the
afternoon wore on, the seats would fill up with high school students meeting with tutors and friends to
complete homework. The later evening hours had every seat filled with college students doing class projects
or just “hanging out” with friends.

Wired Coffee Bar had a focused niche of coffee and community. The menu wasn't complex. It featured just
coffee—hot, iced, and frozen. Wired also offered a variety of teas that could be served hot or iced. Along with
the drink options, customers could choose from a selection of sweet or savory locally baked muffins, scones,
quiche, cookies, and coffee cakes. But Wired was not a restaurant; they were a true coffee bar.

With a regular and steady customer base, Wired could see the busier times happening when school was in
session, and then summers saw a lighter revenue stream as the college students left and the local families
took summer vacations out of town. The coffee business definitely needed the local support to offset the
vacation schedules of the college students.

Just as Wired Coffee Bar was hitting its stride, new coffee shops started to enter the once-dormant community.
Each new coffee location offered a drive-through, something Wired Coffee Bar never wants to be—fast-food
coffee. As Lisa looked at ways to create more business, provide good coffee, and differentiate from the
masses, she wondered if her concept could survive the hustle and the need for quicker service and a less laid-
back atmosphere.

For further resources, visit the company website (https://openstax.org/r/thewiredcoffeebar). They also have a
Facebook page (https://openstax.org/r/facebookwiredcoffeebar) and an Instagram account (@getwiredcoffee
(https://openstax.org/r/getwiredcoffee)).

Case Questions
1. What type of consumer buying behavior are consumers exhibiting when they are buying coffee?

2. Consumers are faced with many different influences when they are making purchasing decisions. What
social influences have the greatest impact on the decision to purchase coffee from Wired Coffee Bar? What
personal influences have the greatest impact?

3. What situational factors may influence consumers to purchase from Wired Coffee Bar versus Starbucks?

4. How might Wired Coffee Bar further differentiate itself from other coffee bars as consumers search for
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alternatives in their buyer decision-making process?
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Business Markets and Purchasing Behavior

Figure 4.1 Business-to-business marketing is when one business sells products or provides services to another business, which
involves building strong working relationships. (credit: “CC-BY-Mapbox-Uncharted-ERG_Mapbox-c086" by Mapbox Uncharted ERG/
flickr, CC BY 3.0 US)
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In the Spotlight

Say hello to RingCentral, a company that provides businesses with cloud-based business communications
solutions that include messaging, video meetings, phone, and an omnichannel cloud contact center.
RingCentral, a business-to-business (B2B) company, partnered with Medallia, a customer feedback
management software platform. Soon after implementing Medallia, RingCentral was able to obtain important
insights about product innovation and was able to turn that feedback into product features and customer
retention.

How did it do that? First, with direct access to customer feedback, the product teams at RingCentral can use
that feedback to spur product feature innovations that meet customers’ needs. Second, the company’s sales
and support teams were able to use that same customer feedback to tweak their training programs and
support processes. The results? After rolling out the dashboards (visual displays of the information captured),
the company's support team reached an average customer satisfaction (CSAT) score of 9/10 in two key market
segments. “Without real time customer feedback and the opportunity to close the loop with the customer
when the feedback is fresh, this score would have been much more difficult,” said Chad Freeman, RingCentral’s
customer support director.’
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P2

<4

RingCentral

To learn more about RingCentral's business model, watch this video of Jim Cramer, from CNBC's show Mad
Money, interviewing RingCentral's CEO.

Click to view content (https://openstax.org/books/principles-marketing/pages/4-in-the-spotlight)

4.1 | The Business-to-Business (B2B) Market

Learning Outcomes

By the end of this section, you will be able to:
1 Define the business-to-business (B2B) market.
M 2 Distinguish characteristics of the B2B market versus the business-to-consumer (B2C) market.

Business-to-business (B2B) is a marketing transaction or business conducted between businesses. It refers to
businesses that sell products and/or services to other businesses, such as retailers or wholesalers, rather than
to consumers. These transactions can include everything from materials used in manufacturing to office
supplies or furniture and everything in between. B2B's “counterpart” is what's known as B2C, or business-to-
consumer. The focus in B2C transactions is selling products, goods, and services to consumers for personal
use.

Many businesses have both B2B and B2C components. For example, consider Office Depot. You may have
stopped into an Office Depot store before the semester to stock up on pens, a ream of paper for your printer,
or notebooks. That's a B2C transaction. However, a large law firm or an accounting firm might order hundreds
of reams of copy paper, folders, and print cartridges from Office Depot. That's a B2B transaction.

Characteristics of the B2B Market

B2B markets differ from B2C markets in several ways (see Table 4.1). Let's take a closer look at each of these
differences.

Buying decisions for companies that serve

Buying decisions for individuals and/or households )
consumers or other companies

Smaller purchases/many buyers Larger purchases/fewer buyers

Direct demand Derived demand

Shorter buying decision cycles Longer, more complex buying decision cycles
More reliance on mass marketing More reliance on personal selling

Fewer customers, often geographically
Many customers located throughout the world concentrated in areas based on cost, access, and
availability of resources

Table 4.1 Differences between Consumer Markets/Buyers and Business-to-Business Markets/Buyers
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4.1 » The Business-to-Business (B2B) Market

Nature of the buying decision. It may seem a little obvious, but it's important to remember that B2C
buyers generally make buying decisions for themselves or their households, whereas B2B buyers make
buying decisions for their companies, which serve either consumers or other companies. When you go
grocery shopping, you're buying a loaf of bread, a gallon of milk, and a dozen eggs for yourself or your
household. However, if you are buying food to be prepared and served at a large hospital or a university,
the complexity and volume of that purchase will be far greater.

Fewer buyers, higher volume. Another difference between the two markets is that B2B markets deal with
fewer buyers, who purchase a much higher volume than the B2C market. For example, when Barnes &
Noble sells textbooks to students, the potential market includes hundreds of thousands of students
worldwide. These students purchase one or more textbooks for their semester’s classes. However, Barnes
& Noble is just one commercial buyer purchasing those hundreds of thousands of textbooks.

Direct demand versus derived demand. Another difference between the two markets lies in the nature of
the demand for products. B2C markets are driven by direct demand, the demand for goods and services
for direct consumption purposes. By contrast, B2B markets are driven by what's known as derived
demand, in that demand in the B2B market is dictated by the demand for consumer goods on the B2C
market. For example, as more workers are working from their homes, the demand for computers has
risen. As a result, you'll see derived demand in computer-related products, such as mice, monitors,
printers, and so on.

Longer buying cycles. As a general rule, the higher the dollar volume of the sale and the more complex the
product, the longer it takes for the sale to be made. As a consumer in the B2C market, you might buy a
desktop computer within a relatively short time after deciding that you need a new computer. In the B2B
market, a hospital purchasing a magnetic resonance imaging (MRI) machine may well be spending
millions of dollars, and the sale can take months or even years to accomplish. Not only will there be more
people involved in the decision-making process, but the hospital needs to be concerned with many
factors, such as safety, reliability, and post-purchase service. A lot of time and effort is typically required to
“close the deal” with a big-ticket item like an MRI machine. We'll be examining the stages in the B2B buying
process in depth later in this chapter, but the B2B buying process is typically longer and more complex,
not only because of the involvement of different decision makers, but also because these decision makers
must consider a wide range of factors when making high-volume or high-dollar purchases.

Reliance on personal selling. Whereas B2C markets tend to rely more heavily on mass marketing, B2B
markets typically are characterized by increased reliance on personal selling. Additionally, B2B purchasing
is more likely to involve complex negotiations concerning price, delivery schedules, technical
specifications, etc., so personal selling plays a vital role. Typically, because B2B buyers and sellers often
need to work together to define problems and implement solutions, they focus on building long-term
relationships rather than a one-and-done purchase. For example, it took nearly four years to negotiate the
contract, but the Indian government and Airbus finally reached agreement on the purchase of 56 Airbus
C295MW tactical transport aircraft from Airbus.?

Geographical concentration. Finally, the scope of the market is different. In the B2C market, you have
millions of potential customers dispersed throughout a region, a country, or perhaps the world. On the
other hand, the B2B market is more concentrated. The B2B market has far fewer customers that are often
geographically concentrated in areas based on cost, access, and availability of resources. Detroit (the heart
of the US automotive industry) and Silicon Valley (home to many technology-based companies) are prime
examples.
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B2B Jobs

If you're considering marketing for your job, B2B marketing is a career choice. Why would you want to go
this path? Read this article from the author of B2B Marketing Strategy (https://openstax.org/r/
b2bmarketingcareerchoice). If you're not entirely sure what a B2B marketer would do, read this article on
HubSpot (https://openstax.org/r/b2bmarketing) to gain insight into the job role.

If you're still not quite clear on what B2B marketing is and how it differs from B2C, read this article from
Business News Daily (https://openstax.org/r/5000whatisb2b) to gain more information. Get a sense for
what the work looks like by using LinkedIn for B2B marketing (https://openstax.org/r/linkedinforb2b).

Knowledge Check

It's time to check your knowledge on the concepts presented in this section. Refer to the Answer Key at the
end of the book for feedback.

1. The demand for smartphones and similar devices has created a demand for other needed components,
such as touch-sensitive glass screens, microchips, and circuit boards. This is an example of

demand.

a. direct

b. irregular
c. derived

d. negative

2. Jason, a purchasing agent for an electronics firm, places an order with a supplier for diodes to be used in

the manufacturing process. This is an example of a transaction in the market.
a. B2B
b. B2C
c. B2G
d. ca2c

3. Alejandro is a salesperson for a company that manufactures electrosurgical units. He calls on hospitals in
his sales region to familiarize the buying centers in the hospitals with the benefits of his company’s
equipment. Which difference between B2B and B2C markets does this scenario illustrate?

a. Longer, more complex buying decision cycles
b. More rigid product standards

c. More reliance on personal selling

d. More reliance on mass marketing

4. Many of the world’s high-tech companies are located in Silicon Valley, California, including the
headquarters of more than 30 businesses in the Fortune 1000. Which difference between B2B and B2C
markets does this illustrate?

a. More reliance on personal selling

b. Derived demand versus direct demand

c. Fewer customers, often geographically concentrated in areas
d. Larger purchases/fewer buyers than the B2C market

5. DaVonte has a home repair business. He goes to a home improvement store to purchase a large quantity
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of lumber for his next repair project. While he is there, he picks up batteries for the smoke detector in his

house. In this scenario, the lumber is a purchase, and the batteries are a purchase.
a. B2C; B2B
b. B2B; B2G
c. B2C; B2G
d. B2B; B2C

4.2 | Buyers and Buying Situations in a B2B Market

Learning Outcomes

By the end of this section, you will be able to:
@I 1 1dentify the types of buyers involved in the B2B market.
2 Describe the types of buying situations that exist in the B2B market.
M 3 List and describe the parties who participate in the B2B buying process.

Types of Buyers in the B2B Market

The B2B marketplace is populated by many different types of buyers, each with their own requirements,
policies, and procedures. Some B2B buyers (known as producers) purchase goods in the B2B market so they
can produce other goods to be sold to other businesses or consumers. Other B2B buyers (known as resellers)
purchase goods in the B2B market so they can resell, rent, or lease those goods or services. Still other B2B
customers, such as the government and nonprofit institutions such as the Wounded Warrior Project, the
Salvation Army, churches, and charities, purchase goods to serve the public in some way.? These types of
buyers are shown in Figure 4.2.

Producers

B2B

Institutions
Buyers

Resellers

Governments

Figure 4.2 Types of Buyers (attribution: Copyright Rice University, OpenStax, under CC BY 4.0 license)

Producers are companies that purchase goods and services that are transformed into other products, and
they include both manufacturers and service providers. For example, in one of its divisions, Emerson Electric
produces electronic controls for the heating, ventilating, and air conditioning (HVAC) industry. Its buyers need
to purchase capacitors, printed circuit boards, resistors, diodes, and dozens of other components in order to
build those controls. Burger King needs beef patties, buns, lettuce, pickles, and other ingredients to make its
sandwiches. Your local tattoo shop needs tattoo ink and needles. You've likely bought a smartphone. Imagine
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the dozens of components that go into the product’s manufacturing—circuit boards, LCDs, speakers,
microphones, batteries, etc. The producer needs to purchase these components from various vendors. This is
a large market for B2B sellers, because producers don't typically buy in small quantities. For example, OSI
supplies 45 million pounds of steak, salsa, beans, and other food products for Chipotle and has been supplying
meat to McDonald's for over 50 years. From a marketing perspective, that's the kind of B2B relationship you
want to pursue!*

Resellers sell goods and services produced by other companies without any material change. These resellers
include retailers, wholesalers, and brokers. This is a very important segment in the B2B market because these
resellers typically buy in large volumes, so if marketers can convince these resellers to stock their
organization’s products, it can mean a significant uptick in sales. We'll learn more about retailers, wholesalers,
and brokers in Distribution: Delivering Customer Value, when we talk about distribution, but some quick
definitions may help here. Retailers are businesses that sell goods to consumers in relatively small quantities
for personal consumption. Walmart and Target are two big retailers you're likely familiar with, but even the
convenience store across from campus buys a variety of products, like candy, snacks, and soft drinks, from
wholesalers to make them available for purchase—unaltered—by you. Wholesalers, on the other hand,
typically purchase larger quantities from producers and then resell them to retailers. Brokers bring buyers
and sellers together (for a commission, of course), and they may represent many producers of noncompeting
products.

MARKETING IN PRACTICE

Alibaba

Figure 4.3 Alibaba.com, a leading platform for global wholesale trade, utilizes shipping containers to extend its reach to its
millions of consumers and suppliers around the world. (credit: “Shotley Suffolk” by Martin Pettitt/flickr, CC BY 2.0)

Founded in 1999 by Jack Ma, Alibaba.com is an online B2B marketplace (see Figure 4.3). In this virtual
marketplace, buyers and sellers have the ability to connect with one another and carry out purchase/sale
transactions. Alibaba is sort of like a giant variety store for B2B buyers. The company has hundreds of
millions of products in over 40 different categories, including machinery, consumer electronics, and
apparel.”

Alibaba’s B2B marketplace has millions of sellers, similar to eBay in the B2C market. The sheer number of
sellers translates to millions of products to choose from, so B2B buyers can easily select the sellers and
products that best suit their needs.
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Many of Alibaba's suppliers are businesses that sell raw materials or manufactured goods, and the B2B
buyers of these goods are typically retailers, wholesalers, sourcing agents, or manufacturers who source
products for reselling for their own businesses (see Figure 4.3). Alibaba.com even has “Pay Later” options
(backed by Kabbage Funding) so that buyers can purchase inventory, even if they don't have immediate
funds available. This “Pay Later” option helps B2B buyers avoid more complicated financing options.®

For more information about Alibaba.com, watch this CNBC video.

Click to view content (https://openstax.org/books/principles-marketing/pages/4-2-buyers-and-buying-
situations-in-a-b2b-market)

Trivia question for you: Who is the largest purchaser of goods and services in the world? If you answered the
US government, you'd be correct.” Government markets make up the largest single business and
organizational market in the United States. The US government buys everything you can imagine, from paper
clips and staples to tanks, weapons, and jets. But it's not only products that governments purchase. They also
enter into contracts with companies that provide services to citizens—everything from transportation to
garbage collection and construction services.

You might be interested to know that there isn't one central department within the government that purchases
all these products. Organizations that want to sell to the US government must first register with the System for
Award Management and then consult with the General Services Administration (GSA), the agency that is
charged with assisting hundreds of federal agencies that procure a vast array of routinely purchased products
such as office supplies, vehicles, and information technology services. However, the savvy marketer knows that
agencies don't buy products; people do. The agencies the GSA works with still have influence over what is
purchased, so the marketer knows to contact each agency the organization wants to do business with and
market its products to them.®

Institutions is a rather broad term for nonprofit organizations such as the Wounded Warrior Project and
Ronald McDonald House Charities, charities, and churches, as well as educational institutions, hospitals,
museums, nursing homes, and civic clubs. Like the government, these institutions often purchase large
quantities of products and services. For example, a large nursing home buys food, beverages, linens, janitorial
supplies, medications, and a host of other products and services to serve its residents. Similarly, a church may
purchase candles, vestments, furniture, and much more.

A smart B2B marketer will carefully examine all of the markets mentioned above to determine if they
represent significant potential opportunities, as well as looking at pursuing B2B opportunities abroad and
online B2B markets.

Major Types of Buying Situations in the B2B Market

As a consumer, you face different types of buying situations every day. Some purchases you make are almost
automatic and made with little forethought, such as when you stop for a cup of coffee on your way to work or
class. Other buying decisions you make take more time and effort. The same is true in the B2B market. Buy
classes refer to buying situations that are differentiated in terms of four characteristics: newness (i.e., how
familiar or unfamiliar the product is to the B2B buyer), how many alternatives can/should be evaluated, how
much uncertainty is involved in the buying situation, and how much information is required to make the
buying decision.’

In the B2B market, there are four different types of buy classes. You can see the buy classes in Figure 4.4.
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Straight
Rebuy

Systems Buy Modified
Selling Classes Rebuy

New-Task
Buy

Figure 4.4 Types of Buy Classes in the B2B Market (attribution: Copyright Rice University, OpenStax, under CC BY 4.0 license)

Straight rebuys are the simplest buying situation for a B2B buyer. With a straight rebuy, the B2B buyer is
making a routine purchase of a standard product or products with no modifications from a familiar supplier.
An example of a straight rebuy would be a B2B buyer who orders copier paper, pens, and pencils from Office
Depot or another local office supplier. That buyer has likely purchased these (or similar) products before, so
the amount of effort involved in a straight rebuy is minimal beyond confirming that the order has been
fulfilled.

In a modified rebuy situation, the B2B buyer is looking to purchase a similar product, but there are one or
more significant differences from the previous purchase, such as new product specifications or a new supplier.
Modified rebuy situations typically involve more effort on the part of the B2B buyer than straight rebuys
because they have to consider product specifications, evaluate vendors, and negotiate new contracts. For
example, let's consider a restaurateur who has changed the logo of the restaurant, necessitating buying new
menus, coffee cups, and paper napkins. In essence, the same products are being purchased as
before—menus, coffee cups and napkins—but the logo has changed. This might be the time for the
restaurateur to look at different suppliers who may offer better pricing or cups in a different size and shape to
better display the new logo. A modified rebuy situation involves more effort than a straight rebuy situation
because the restaurateur is likely going to need to research product specifications, evaluate vendors, and
possibly negotiate new contracts.

The new-task buy occurs when a B2B buyer buys a product or service for the first time. These buying
situations are among the most difficult and time-consuming ones because typically the B2B buyer has no
previous experience with the product, the service, or perhaps the vendors. This means that, instead of relying
on past purchase orders or product specifications, the B2B buyer has to start from scratch and do considerable
research in terms of product specifications, find out which firms supply the product, and obtain information on
the quality, pricing, delivery, and customer service of each of these vendors. For example, if Whirlpool designs
a new microwave oven, the B2B buyer will have to source new vendors to design an electronic control panel
for this microwave.

Systems selling (sometimes called a solution sale) involves buying a complete solution to a problem or need
rather than purchasing separate components from different vendors. For example, a B2B buyer may choose to
purchase an entire human resource management system from one supplier rather than purchasing applicant
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and/or employee management software from one vendor, payroll software from another vendor,
compensation and benefits management software from still another vendor, etc. and putting them together."°

Participants in the B2B Purchase Process

Think about how you make buying decisions in your household. You're likely the only decision maker involved
in minor purchases, such as groceries or personal clothing. If you're buying a bigger-ticket item such as a new
car or a flatscreen TV, you may involve other members of your household in the decision. That's typically not
the case in B2B buying. The decision-making unit of a buying organization is referred to as the buying center,
sometimes called a decision-making unit. Buying centers are comprised of all of the different people in the
organization who have a stake in the B2B buying decision and have some degree of influence in the
purchasing decision. The buying center can have one or more of the following roles, as shown in Figure 4.5.

Influencer
Initiator Gatekeeper
Buying
Center
User Buyer
P
\ Decider

Figure 4.5 Individuals in the Buying Center (attribution: Copyright Rice University, OpenStax, under CC BY 4.0 license)

The initiator is typically the individual who first identifies a purchasing need within the organization. Initiators
are the people within the buying center who start (or initiate) the buying process. For example, a machine
operator might initiate a request for a particular tool or piece of equipment, or the payroll department may
initiate a request for new payroll software. At other times, the need may be identified by senior management
or the engineering department.

Influencers are those within the organization who help define specifications and/or provide information to be
used in the evaluation process. Simply put, these are the people in the organization who influence the buying
situation and provide information for strategically evaluating alternatives."' Influencers may not have a direct
role in the purchasing decision, but they wield influence over the purchase. There are two categories of
influencers. Business influencers typically focus on how the purchase impacts revenue, whereas technical
influencers will generally focus on how the purchase will impact business processes and operations.

Gatekeepers filter information. The gatekeeper is the person the marketer has to negotiate their way through
in order to reach the decision makers. Gatekeepers play a strategic role in the buying process, because they
have the ability to allow only that information favorable to their opinion to flow to the decision makers. For
example, an executive assistant might have control of the decision maker's appointment calendar and might
tell the marketer, “There are no openings on the calendar at this time.”

Buyers are those who have authority within the organization to select suppliers and negotiate and arrange
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the purchase terms. Buyers may also assist others within the organization to help shape product
specifications, but their primary role is selecting vendors and negotiating the terms of the contract. They are
also responsible for issuing purchase orders, following up, and keeping track of deliveries.

Being a Buyer

Interested in learning more about what a buyer does on the job? Read this Indeed.com article
(https://openstax.org/r/whatdoesabuyer) about the roles, responsibilities, salary, and education of a buyer.
The article also includes steps to become a buyer. Also read this article from The Princeton Review on the
life of a buyer (https://openstax.org/r/careers26buyer).

Deciders are the critical link for a marketer in getting the order, particularly in major purchases. These are the
people within the organization who have the authority to select or approve the final suppliers. B2B buyers may
be the deciders for routine purchases (i.e., straight rebuys), but in more complex purchases, decisions are
often made higher up in the organization.

Users are those people within the organization who will actually use the product or service. These users may
or may not be the initiators of the purchase proposal. However, depending on how complex the purchase is,
they may help define product specifications.

It's important to note that not all of these parties may be involved in every buying decision, depending on the
nature of the purchase, and sometimes people in the buying center play more than one role. For example,
consider a medium-sized law firm that needs a new copier. The initiator may be an administrative assistant
(who is also a user) who complains to their boss, the managing partner, that the copier is too slow and lacks
features like auto-duplexing and the capacity to enlarge and reduce the size of documents. As such, the
administrative assistant is also acting as a technical influencer, since they have firsthand knowledge of how a
new copier with improved features would impact business processes. Since the managing partner in a law firm
oversees the day-to-day operations, that person has the authority to direct the buyer to evaluate new copiers
that would meet the specifications described by the administrative assistant and present an analysis of
copiers. After evaluating the list provided by the buyer, the managing partner can make the final selection and
thus act as the decider.

According to Tony Rutigliano and Brian Brim in their book Strengths Based Selling, “The days of a single
economic decision maker are over in most companies and industries. Even some small businesses make
decisions in groups.”'?

For example, a study in Germany found that 86% of procurement decisions at large- and medium-sized
companies are made by groups of 2 to 20 people. In companies of less than 100 employees, there were
typically 3 people involved, whereas in companies of 1,000 or more, there were as many as 34 people
involved.'® This illustrates the importance of the marketer (or salesperson) understanding the set of roles in
the buying center, identifying the role(s) each individual plays, and developing an execution strategy to make
the sale.
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MARKETING IN PRACTICE

The Buyer Center

Watch this quick video of the buying center applied to a real-world example. It's a great way to gain insight
into this process.

Click to view content (https://openstax.org/books/principles-marketing/pages/4-2-buyers-and-buying-
situations-in-a-b2b-market)

Knowledge Check

It's time to check your knowledge on the concepts presented in this section. Refer to the Answer Key at the
end of the book for feedback.

1. The largest business and organizational market in the United States is
a. producers
b. institutions
C. governments
d. resellers

2. Jenae, a purchasing agent for an electronics firm, places an order with a local office supply company for
several dozen reams of copy paper. He has ordered the same brand of paper from the company several
times before. This is an example of

a. astraight rebuy
b. a modified rebuy
C. anew-task buy
d. systems selling

3. Alejandro, the owner of a Mexican restaurant, decides to revise the restaurant’s menu. He intends to use
the same printing company but has to make several changes in the menu. What type of buying situation
does this best illustrate?

a. Systems selling
b. Straight rebuy
¢. Modified rebuy
d. New-task buy

4. The human resources manager submits a request to upper management for a new software package that
will manage payroll, benefits, compliance, and information technology. Within the buying center, what role
is illustrated by this scenario?

a. Influencer

b. Buyer
c. Initiator
d. Decider

5. Metro Corp. wants to acquire a new IT system, and Aliyah has been charged with selecting potential new
vendors. Within the buying center, what is Aliyah's role?
a. Gatekeeper
b. Influencer
c. Initiator
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d. Buyer

4.3 | Major Influences on B2B Buyer Behavior

Learning Outcomes

By the end of this section, you will be able to:
M 1 List and describe the external influences on B2B buyer behavior.
2 Explain the internal factors that influence B2B buyer behavior.
3 Examine the individual factors that impact B2B buyer behavior.
M 4 List and describe the interpersonal factors that influence B2B buyer behavior.
5 Explain the conditional factors that impact B2B buyer behavior.

Think about it: B2B buyers are people just like you. They don't make buying decisions in a vacuum; rather, they
are influenced by a number of different factors throughout the B2B buying process, just as consumers are
influenced in making purchases for their own consumption. These factors can be grouped into five major
categories: external factors, internal factors, individual factors, interpersonal factors, and conditional factors
(as shown in Figure 4.6). Let's take a closer look.

External
Factors
Conditional Internal
Factors Factors
Interpersonal Organizational
Factors Factors
—

Figure 4.6 Influences on B2B Behavior (attribution: Copyright Rice University, OpenStax, under CC BY 4.0 license)
External Factors

External factors at work in the B2B buying decision can be economic conditions, the political/legal
environment, competition, and the social environment.

First consider economic factors, such as the level of primary demand, the economic outlook, and the cost of
money (i.e., interest rates). When the economy is strong, when unemployment is low, and when personal
income is up, B2C demand increases, driving upward demand in the B2B market. Conversely, during economic
recession, B2B buyers look for ways to cut costs, and buying is significantly reduced.

Political and legal factors also influence B2B buying decisions. These factors include the political system, the
political situation, and government policies. Legal factors include laws, rules, and regulations, including tariffs
(which are taxes on imported goods) and exchange rates (the value of one country’s currency versus another.)
To give you an idea of how such legal factors can negatively impact a firm, consider that, in 2018, after an
expert panel found possibilities of health risks, the Indian government banned approximately 6,000 brands of
medicine, dealing a blow to both domestic and foreign pharmaceutical firms.'* It doesn't take much
imagination to recognize the impact this policy had on these pharmaceutical firms.
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Competition also affects B2B buying behavior. It stands to reason that, when a competitor changes its product
offering and garners more market share, a business will want to respond by going on the defensive and
changing its product offering as well, triggering one or more B2B buying situations. The fast-food industry is
just one example of this. Wendy’s was the first national fast-food chain to introduce salads in response to
consumers’ desires for healthier food options."® Shortly thereafter, many other competitors, including Arby’s,
McDonald’s, Chick-fil-A, and Burger King, followed suit.

Finally, the social environment influences B2B buying behavior because each member of the class will likely
approach the situation armed with different information, different perspectives, and perhaps different
personal agendas. For example, the vice president of the marketing department may want to spend money on
a new customer relationship management software package, whereas the vice president of the finance
department may be more inclined to reserve capital and forego the purchase.

Internal Factors

Organizational factors are those factors internal to the organization that affect buying decisions. Every
organization has certain business objectives and goals, and goods and services should be purchased
according to these objectives. For example, if a company experiences a period of poor sales performance,
management might slow down or halt major purchasing decisions until the financial performance of the
company improves. Conversely, a company with a strong track record of sales may push for more strategic
purchases to gain or maintain a competitive edge.

Consider how an organization’s technology influences B2B buying behavior, particularly if the purchases must
be compatible with the technology that is already in place in the organization. When purchasing a new product
or service, decision makers are often reluctant to change the existing technology and go with something new.

Finally, workforce skills are as important as the decision makers and the products or services themselves
since the workers are the ones who are going to use the new equipment or service and (hopefully) will make
the most of it. Thus, new purchases must be compatible with the existing workforce skills, or employees must
be offered training on the new technology.

Individual Factors

Just as with consumers, B2B buying decisions are influenced by the characteristics of the individuals in the
buying center. Consider just one factor: age. FINN Partners compiled its B2B Buyer’s Influence Report and
discovered several interesting statistics. Millennials (i.e., those born between 1981 and 1995) are generally the
most optimistic about purchase decisions. A whopping 83% are confident that they are paying a reasonable
price, and 97% believed that the vendor would deliver as promised. This compares to only single digits for
baby boomers (those born between 1946 and 1964).'°

The B2B buyer’s education also plays a role. A more educated buyer is assumed to select goods and services
carefully and approach the buying decision rationally, whereas a buyer with less education may make the
buying decision based on a hunch.

Job position typically conveys an individual's status within the organization. Those individuals involved in the
buying decision who are higher up in the organization’s hierarchy may have more influence than those with
less formal authority within the organization.

Those involved in B2B buying decisions are, after all, human beings, so it stands to reason that personality will
play a role. Personality refers to an individual's distinctive patterns of thinking, feeling, and behavior, and
these factors will play a role in making buying decisions. Examples of the many personality traits that B2B
buyers and consumers have include things like self-confidence, aggression, and competitiveness. For example,
some risk-averse individuals may prefer to do business with a known supplier rather than a vendor they are
not familiar with. Likewise, personal preferences play a role in the B2B buying situation. Some individuals in
the buying center may favor products of a certain quality, brand, price point, and so on.
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140 4 - Business Markets and Purchasing Behavior

Interpersonal Factors

Business buying decisions are typically collective and follow procedures established by the organization. The
buying center usually consists of several individuals with different formal or informal authority, status within
the organization, and technical expertise.

If the buying situation involves a highly complex product or service, an individual with significant expertise will
have and exert more influence in the buying decision. It's also important to note that some individuals in the
buying center may have more influence than others, whether due to their position within the organization or
their personal persuasiveness.

Finally, organizational politics and culture may also impact who the decision makers are and the degree of
power or influence they exert on the decision process. Companies with a strong hierarchical structure may
foster a tendency for decisions to be made at a higher level within the organization. This may be particularly
true in international B2B transactions, which will be covered in more depth in Marketing in a Global
Environment.

Conditional Factors

It stands to reason that the present financial condition of the organization will play a large role in the buying
decision. If the organization is financially struggling and cash is in short supply, it may decide to make a
purchase from suppliers who offer credit or may choose to purchase a less expensive product that is within its
budget.

Likewise, availability of the product or service will play a significant role in the buying decision. An organization
may choose to go with a supplier who can readily deliver the product or service within the time constraints of
the project, even if the price is higher.

Knowledge Check

It's time to check your knowledge on the concepts presented in this section. Refer to the Answer Key at the
end of the book for feedback.

1. Garrett's company is considering whether or not to purchase new manufacturing equipment that will
lower its manufacturing cost significantly and improve its profit margins. Which factor appears to be
influencing the B2B purchase?

a. Workforce skills

b. Personality

c. Business objectives and goals
d. Social environment

2. The local government has just passed an ordinance requiring manufacturing firms to reduce pollutants
from their manufacturing processes. As a result, Shereace Manufacturing Company is investigating the
purchase of pollution control equipment. What factor appears to be influencing the B2B purchase?

a. Political and legal factors
b. Economic factors

¢. Competition

d. Workforce skills

3. Shane's company has been experiencing a downturn in sales, and cash is tight right now. This has caused
Shane to look only at suppliers who offer credit to the company. Which factor appears to be influencing
the B2B purchase?

a. External factors
b. Internal factors
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Interpersonal factors
Conditional factors

4. Interest rates have gone up significantly in the past few months, prompting Johnson Manufacturing to
reconsider purchasing a new building. Which factor appears to be at play in this B2B transaction?

a.

b.
c.
d

Political and legal factors
Economic factors
Workforce skills
Competition

5. A worldwide shortage of microchips has prompted Vorderman Enterprises to use a new vendor who has
higher prices but can deliver the product on time. Which factor appears to be at play in this B2B
transaction?

a.

b.
c.
d

4.4

External factors

Political and legal factors
Economic factors
Conditional factors

Stages in the B2B Buying Process

Learning Outcomes

By the end of this section, you will be able to:
™I 1 Explain and describe the stages in the B2B buying process.

The B2B Buying Process

The B2B buying process—the journey B2B buyers and the buying center take to complete a purchase—is
significantly different and more complex than the consumer purchasing decision process. You'll recall from
Consumer Markets and Purchasing Behavior. That the consumer buying decision encompasses five

stages—need recognition or problem awareness, information search, evaluation of alternatives, purchase
decision, and post-purchase evaluation. By contrast, the B2B process involves eight stages (shown in Figure
4.7). Let's take a closer look at each of these stages.
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Problem Recognition

Y

Need Description

Y

Product Specification

Y

Supplier Search

Y

Proposal Solicitation

Y

Supplier Selection

Y

Order-Routine Specification

Y

Performance Review
Figure 4.7 The Stages of the B2B Buying Process (attribution: Copyright Rice University, OpenStax, under CC BY 4.0 license)

Stage 1: Problem Recognition

Similar to the consumer purchasing decision process, the first stage in the B2B buying decision process begins
when someone within the organization identifies a problem or a need that can be resolved through a
purchase. For straight rebuy purchases, this stage may be as simple as the fact that the organization is
running low on copier paper or toner. In a case like this, the B2B buyer simply places the order, and the process
ends.

Modified rebuy purchases make the process more complex, as these may involve replacing outdated
equipment, technological changes, or revising marketing brochures or advertisements. Now, instead of
placing an order from an existing supplier for an already-purchased product, the B2B buyer has to follow
through on more of the stages in the process.

New-task buying is the most complex. For example, your organization may decide that, due to the growth of
the organization, it needs to purchase an accounting software system or a new piece of manufacturing
equipment. In these cases, the B2B buying process will likely incorporate all of the steps listed in Figure 4.7.

Stage 2: Need Description

Next, the buying center will need to further define what needs to be purchased. This often involves
collaboration among members of the buying center in terms of describing what is needed from a technical
perspective, desired features, quantity, etc.

Consider a firm that is developing a new electronic control for an appliance. The components are many—a
printed circuit board, capacitors, resistors, microprocessors, etc. Members of the buying center will be called
upon to develop a bill of materials—a list of parts, items, assemblies, subassemblies, documents, drawings,
and other materials required to create the control. Think of the bill of materials as the “recipe” used to create
the finished product.

Stage 3: Product Specification

B2B buyers often develop product specifications, a blueprint that outlines the product to be built, how it will
look, what features it will have, and how it will function. The product specification needs to be concise and
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readable for everyone in the buying center and yet contain sufficient technical data to provide the product
team with the information it needs to develop the new product or feature.

Stage 4: Supplier Search

Now that you've established the technical specifications for the product, it's time to identify potential suppliers.
This is where the experience of those in the buying center comes into play, as they attempt to determine which
suppliers have the best quality, delivery, and price. Just like consumers in the “information search” stage of the
consumer buying process, those in the buying center may look online to find suppliers, but there are many
other resources available to B2B buyers, such as trade magazines, industry expert blogs, and webinars
conducted by suppliers.

Stage 5: Proposal Solicitation

Once the list of potential vendors has been developed and whittled down, qualified vendors will be asked to
submit proposals. If it's a relatively straightforward purchase, this proposal may be as easy as a vendor
sending the buyer a catalog or providing the buyer with a link to the company’s website. However, more
complex purchases typically require the vendor to submit a detailed proposal outlining what the vendor can
do to address the company's needs. This proposal will likely contain product specifications, timing, and—of
course—pricing.

Stage 6: Supplier Selection

After reviewing the proposals from the various vendors, the buying center makes a choice. This stage in the
B2B buying process involves a thorough review of the proposals submitted, with a critical eye tuned to factors
such as supplier capabilities, reputation, warranties, price, etc. If the purchase requires a substantial financial
outlay and/or is extremely complex, or if many proposals were solicited, the buying center may narrow down
the list of vendors to just a few and invite them to meet (either in person or virtually) to further discuss the
proposal and address any questions or concerns.

Stage 7: Order-Routine Specification

After selecting suppliers, the B2B buyer negotiates the details of the order. The critical items here are what is
needed (i.e., the technical specifications), how much is needed (i.e., the quantity required), and when it is
needed (i.e., the expected time of delivery). This stage will likely also include negotiation of things such as
return policies, warranties, and other critical items involved with the purchase.

Stage 8: Performance Review

Just as consumers evaluate purchases after they have made them, and similar to the way that your employer
may conduct a performance review to assess your job performance, the B2B buyer periodically reviews the
performance of the selected supplier to assess if the product and the supplier meet expectations. For example,
the B2B buyer may solicit product feedback from users and/or rate the supplier on different criteria such as
quality, promptness of delivery, etc. As a result of the performance review, the B2B buyer may decide to
continue, modify, or even end a supplier relationship.

Knowledge Check

It's time to check your knowledge on the concepts presented in this section. Refer to the Answer Key at the
end of the book for feedback.

1. A blueprint that outlines the product the company will be building, what it is going to look like, and its
specific requirements and functions is known as a
a. project scope
b. bill of materials
¢. product specification
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d. participant matrix

2. Jackson has asked several qualified vendors to submit proposals. Which stage of the B2B buying process
does this illustrate?
a. Stage 2: Need description
b. Stage 3: Product specification
c. Stage 4: Supplier search
d. Stage 5: Proposal solicitation

3. During which stage of the B2B buying process will members of the buying center be called upon to
develop a bill of materials?
a. Stage 1: Problem recognition
b. Stage 2: Need description
c. Stage 3: Product specification
d. Stage 4: Supplier search

4. During which stage of the B2B buying process will the B2B buyer negotiate the order?
a. Stage 4: Supplier search
b. Stage 5: Proposal solicitation
c. Stage 6: Supplier selection
d. Stage 7: Order-routine specification

5. Donita has determined that the current payroll software system is no longer adequate to handle the
growing number of employees in the company. Which stage of the B2B buying process does this illustrate?
a. Stage 1: Problem recognition
b. Stage 2: Need description
c. Stage 5: Proposal solicitation
d. Stage 8: Performance review

4.5 | Ethical Issues in B2B Marketing

Learning Outcomes

By the end of this section, you will be able to:
M 1 Discuss ethical issues pertaining to B2B marketing.
2 Explain the Foreign Corrupt Practices Act.
Il 3 Provide an example of a company that displays ethics in B2B marketing.

Business Culture and Industry Practices

As we've seen above, there are several differences between B2C and B2B marketing. Consider purchasing, for
example. Unlike B2C transactions, it is far more common in B2B transactions for vendors to offer “perks” such
as free dinners, golf outings, and trips. In some foreign countries, B2B and government buyers not only expect
these types of “perks” but also may demand bribes if you want to do business with them on their turf. This
presents unique ethical challenges for B2B sellers and buyers. As a B2B seller, of course you want to make the
sale, particularly if it's a large sale. On the other hand, you know that a reputation for ethical behavior,
including honesty, transparency, and open communication, is critical to the success of your business and may
even be the decisive factor in a B2B buyer’s decision to buy from you instead of a competitor.

Bribes and “Grease Payments”

Transparency International, a watchdog group, annually ranks the likelihood of companies from the world’s
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industrialized countries to bribe abroad. The index ranks 180 countries and territories by their perceived levels
of public sector corruption on a sale of 1 to 100, in which 100 is perceived to be very clean and 0 is perceived to
be highly corrupt.’”

Which countries ranked in the bottom five for 2021? Let’s take a look:

+ South Sudan
* Syria

+ Somalia

* Venezuela

+ Yemen's

If you're curious, the United States ranked 25th in the world. And the least corrupt countries in 2021? That
would be Denmark, Finland, and New Zealand, which tied for first place.19
i

Fighting Corruption

For more information about Transparency International, including corruption wins, scandals, and
predictions, check out this corruption perceptions index (https://openstax.org/r/encpi2021). You may also
enjoy this TEDx Talks video about the power of corruption.

Click to view content (https://openstax.org/books/principles-marketing/pages/4-5-ethical-issues-in-b2b-

marketing)

Let's consider how you would handle a scenario involving bribes. You're the plant manager in Taiwan for a US-
based electronics company. You are expecting a critical shipment of diodes that are being imported into
Taiwan from South Vietnam. Without the diodes, you will miss an important production deadline for a
new—and potentially lucrative—customer. The shipment arrives in the Port of Taipei on a timely basis, but
customs refuse to release the shipment, claiming that it needs to do further inspection, and it may be several
days or even a couple of weeks before the shipment is released. However, an agent of customs advises you
that in exchange for a “facilitation fee” of several hundred dollars, the process can be expedited. How do you
handle this? Do you pay the “facilitation fee” (essentially a bribe, which is illegal according to the Foreign
Corrupt Practices Act, covered below) and meet your customer’s deadline, or do you refuse to pay the fee and
miss your customer’s deadline? How will missing that deadline impact your firm’s relationship with the new
customer?

Let's consider how you would handle still another similar scenario. You're the regional distribution manager for
a US company, and you've been assigned to head up a new distribution facility in a South American country. At
least two other competitors (both foreign corporations) are also trying to enter the same market, so you've
been instructed to establish this facility as quickly as possible in order to beat the competition. However,
government officials have advised you that it may take up to 10 months to obtain a building permit but that
the time frame could be considerably shortened in exchange for the payment of an “expediting fee.” These
fees (essentially a bribe) are both illegal according to US law. However, your competitors are foreign firms not
subject to US law, and paying such fees is neither illegal nor considered unethical. How will you handle this
situation? Will you pay the fees in order to be first in the market, or will you let your competitors beat you to
the market?

These are a couple of dilemmas faced by marketers in B2B situations.


https://openstax.org/r/encpi2021
https://openstax.org/books/principles-marketing/pages/4-5-ethical-issues-in-b2b-marketing
https://openstax.org/books/principles-marketing/pages/4-5-ethical-issues-in-b2b-marketing
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P2

<4

Corruption Scandals

Check out Transparency International’s list of top corruption scandals (https://openstax.org/r/
25corruptionscandals). Interesting read!

Price Fixing

Price fixing—an agreement among competitors (either written, verbal, or inferred from the parties' conduct)
that affects prices or competitive terms—is prohibited by the Federal Trade Commission (FTC).?’ Keep in mind
that, despite the term, price fixing isn't confined to an agreement to set the same price. Companies can also be
involved in price fixing if they offer or withhold the same discounts or shipping terms or set a production
amount or quota.

Price fixing is illegal because it's considered anticompetitive and hurts both consumers and businesses. Let's
illustrate with a real-life example with a company you're likely familiar with—StarKist. In 2019, a San Francisco
federal judge ordered the company to pay a fine in the amount of $100 million in connection with a canned
tuna price-fixing conspiracy that involved StarKist, Bumble Bee Foods, and Chicken of the Sea, who regularly
exchanged information about their sales and plans for pricing. The lawsuit alleged that, under the scheme,
consumers were forced to pay more for canned tuna than they would have otherwise.?’

<
Tuna Price-Fixing Lawsuit
Learn more about the details of the price-fixing lawsuit from this short video on the Ring of Fire channel.

Click to view content (https://openstax.org/books/principles-marketing/pages/4-5-ethical-issues-in-b2b-

marketing)

The Foreign Corrupt Practices Act

The Foreign Corrupt Practices Act (FCPA) was enacted in 1977. Its purpose is to prohibit the payment of
bribes (sometimes called “facilitation fees”) to foreign officials in order to obtain or retain business. The FCPA
applies to prohibited conduct anywhere in the world and extends to publicly traded companies and their
officers, directors, employees, stockholders, and agents.22

The Securities and Exchange Commission (SEC) and the Department of Justice work cooperatively to enforce
the FCPA. Sanctions for violations can be significant, including both civil and criminal penalties. The SEC can
bring civil enforcement actions against companies (along with their officers, directors, employees,
stockholders, and agents) for violations or for bribery, and if found guilty under the act, the company may
have to pay back its “ill-gotten gains” as well as paying prejudgment interest and civil penalties. For example,
one of its most recent cases involved KT Corporation, a South Korean telecommunications company, in which
the SEC alleged that the company had violated the books and records and internal accounting controls
provisions of the FCPA by making improper payments to government officials in Korea and Vietnam.?3
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Kforce

Figure 4.8 Giving to the community is continuing to grow as a priority for many companies, so they continually collaborate to
develop ideas and initiatives within their mission statements or business plans. (credit: “Design a Better Business Masterclass @
Zoku Amsterdam, October 2017 by Sebastiaan ter Burg/flickr, CC BY 2.0)

Kforce is a B2B professional staffing and solutions firm that specializes in technology, finance, and
accounting. Headquartered in Tampa, Florida, the company has over 50 offices nationwide and two national
recruiting centers.?*

The location of its corporate headquarters played a big role when Hurricane Irma struck South Florida and
the Bahamas in 2017, because the hurricane’s impact was felt on a personal level by the company. The
hurricane, which struck Florida as a Category 4 storm, ripped off roofs, flooded coastal cities, and knocked
out power for more than 6.8 million people.?”

Instead of idly standing by or focusing solely on getting its business back up and running, Kforce decided to
“make lemonade out of lemons” and have a positive impact on the community (see Figure 4.8). The
company raised $1 million for the American Red Cross and sponsored private jet missions that flew
essential supplies to the Bahamas. It also encouraged users to make donations for hurricane relief,
generating several thousand additional dollars for the cause.?®

But Kforce’s philanthropy after Hurricane Irma wasn't a one-time deal. In 2021, the company expanded its
“Day of Giving” campaign to a “Season of Impact” and encouraged employees to give their time and talents
to nonprofit organizations of their choice. It also held a number of events such as a food drive and the
Tampa Bay Heart Walk to benefit the American Heart Association.?’

KForce does a lot for the community. Check out its website (https://openstax.org/r/kforcecorporate) to learn
more about its corporate social responsibility programs.


https://openstax.org/r/kforcecorporate
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Chapter Summary

In this chapter, we defined business-to-business (B2B) markets and buying behavior and explored the
differences between business-to-consumer (B2C) and B2B markets. We discussed the types of buyers in B2B
transactions—producers, resellers, governments, and institutions—and identified the different types of buy
classes in the B2B market, as well as the roles of those in the buying center—the people within the
organization who have varying influence on the purchase decision.

We examined the five major categories of influencing factors on B2B decisions: external factors, internal
factors, organizational factors, interpersonal factors, and conditional factors. We also reviewed the eight
stages of the B2B buying process: problem recognition, need description, product specification, supplier
search, proposal solicitation, supplier selection, order-routine specification, and performance review. Finally,
we explored some ethical issues with respect to the B2B buying process, including Transparency
International’s Corruption Perceptions Index and the Foreign Corrupt Practices Act (FCPA).

Key Terms

authority the right to give orders, supervise the work of others, and make certain decisions

B2B buying process encompasses 8 stages: problem recognition, need description, product specification,
supplier search, proposal selection, supplier selection, order-routine specification, performance review

bill of materials a comprehensive inventory of the raw materials, assemblies, subassemblies, parts, and
components

brokers individuals or businesses that bring buyers and sellers together, usually for a commission

business objectives and goals achievable outcomes that provide a framework for achieving success

business-to-business (B2B) a transaction or business conducted between one business and another

buy classes buying situations that are distinguished on four characteristics: newness to decision makers,
number of alternatives to be considered, uncertainty inherent in the buying situation, and the amount of
information needed for making a buying decision

buyers the people in the buying center who handle the paperwork of the actual purchase

buying center groups of people within organizations who make purchasing decisions

competition the rivalry between companies selling similar products and services with the goal of achieving
revenue, profit and market share growth

deciders the people in the buying center who ultimately determine any part of the entire buying decision

derived demand market demand for a good or service that results from a demand for a related good or
service

direct demand the demand for a commodity for direct consumption purposes

economic factors factors that affect the economy, such as interest rates, tax rates, laws, policies, wages, and
government actions

expertise expert skill or knowledge in a particular field

Foreign Corrupt Practices Act (FCPA) a US statute that prohibits firms and individuals from paying bribes to
foreign officials

gatekeepers individuals in the buying center who control information and/or access to decision makers and
influencers

government markets purchases made by the governing bodies of nations, states, or communities

influence the capacity to have an effect on the character, development, or behavior of someone or
something

influencers individuals whose views influence other members of the buying center in making the final
decision

initiator the person in the buying center who first suggests or thinks of the idea of buying the product or
service

institutions organizations, establishments, foundations, societies, or the like devoted to the promotion of a
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particular cause or program, especially one of a public, educational, or charitable character

modified rebuy a buying situation in which an individual or organization buys goods that have been
purchased previously but changes either the supplier or some element of the previous order

new-task buy a complex B2B buying situation in which the organization buys a product or service for the
first time

personality the combination of characteristics or qualities that form an individual's distinctive character

political and legal factors factors such as the political system, the political situation, and government
policies that influence B2B buying decisions

producers those individuals or businesses who buy raw goods to use in the creation of goods or services

product specifications a document carrying essential information to keep teams on track when designing
and developing a product

resellers companies or individuals (merchants) that purchase goods or services with the intention of selling,
leasing, or renting rather than consuming or using them

retailers businesses that sell goods to consumers in relatively small quantities for personal consumption

social environment the values, attitudes, beliefs, wants, and desires of the consuming public

straight rebuys purchases in which the business customer buys the same goods from the same supplier in
the same quantity at the same terms and requires minimal decision making

systems selling selling a complete solution to a problem or need rather than one or more of the component
parts

technology applications of science, data, engineering, and information for business purposes

users the people who consume or use the product or service

wholesalers businesses that typically purchase larger quantities from producers and then resell them to
retailers

workforce skills also called employability skills, the basic skills a person must have to succeed in any
workplace

Applied Marketing Knowledge: Discussion Questions

1. Go to the Tesla corporate website (https://openstax.org/r/tesla). Which market(s)—consumer, business,
institutional, resellers, producers/suppliers—does Tesla serve? Why did Tesla decide to serve these
markets? When reading Tesla’s 2021 Impact Report (https://openstax.org/r/2021teslaimpactreport), what
main goal does the company say it is “driven” by?

2. Manufacturers work with resellers primarily to move large amounts of inventory quickly, thus limiting
stagnant inventory that can limit cash flow. Which two types of businesses historically have contributed to
moving manufacturers' products to end consumers?

3. Visit your college’s website, and look through academics, sports, organizations, and campus life. When
looking at the photos, which items do you see depicted that are likely straight rebuys? Do you see sports
uniforms, test tubes, musical instruments, computers, desks, library books? Which items are likely
modified rebuys, new task situations, and systems selling?

4. What segmentation tools do you have at your disposal when marketing in a B2B setting? Are there
challenges associated with using social media platforms in marketing to other businesses rather than
individual consumers? If so, one of these challenges might be that members of the buying center are
more experienced and less emotional purchasers. Can you identify additional challenges?

5. City, county, state, and federal governments are heavily engaged in the B2B market. List one product each
governmental entity might purchase directly from a producer/supplier.

Critical Thinking Exercises

1. Compose a paragraph of 250-500 words using all of the following terms as they relate to B2B. The goal is
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to prove you understand the meaning of each term.

Terms:
business markets
institutions
business culture
competitors
internal factors
gatekeeper
deciders
problem recognition
buying center
economic factors
personal selling
derived demand
product specifications
reseller
performance review

2. Explain the Foreign Corrupt Practices Act and why it is important as US businesses compete in the
international marketplace.

3. Teslais building a 10 million square-foot “Gigafactory” (https://openstax.org/r/teslagigafactory) in Nevada.
While Tesla didn't rely on systems selling in building the manufacturing facility, the company did contract
with many suppliers, such as Anning-Johnson (https://openstax.org/r/projecttesla), to provide vital
elements such as decking. For Tesla, this was a new task situation. List the various phases Tesla went
through to arrive at the construction and operation of this lithium-ion battery Gigafactory.

Building Your Personal Brand

Your personal brand is the skills and talents you bring to future employers or to your own business. Think
about how businesses market to other businesses. How can you adopt some of those same marketing
techniques and develop 