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his coliege dorm room in 1984, competitors and industry insiders
scoffed at the concept of direct computer marketing, Yet young Michael
nroved the skeptics wrang—way wrang. In [ittle more than two decades, hie has
turned his dorm-room mail-order business into the burgeoning, $56 billion Dell
computer ampire.

Dell is now the world's largest direct marketer of computer systems and the
number-one PG maker worldwide, [n the United States, Dell is number-one in desk-
top PC sales, number-one in laptops, number-one in servers, and number-twa (and
gaining) in printers, In fact, Dell flat out dominates the U.S. PG market, with a2
33.5 percent market share, compared with number-two HF's 13.4 percent and
number-three Gateway's 6.1 parcent. Dell has produced a ten-year average annual
ratuen to irmvestors of 39 percent, best amang all Fortune 300 companies. invastors
have enjoyed explosive share gains of mare than 28,000 percent since Dell went
pubtic fewer than 20 years ago.

What's the secret to Dall's stunning success? Anyone at Dell can tell you without
hesitation: II's the campany’s radically different business model—the diract model.
"Wz have a tremendously clear business model,” says Michael Dell, the company's
41 -year-ald founder and chairman. “There's no confusion about what the value
proposition is, what the company cffers, and why it's great for custorners.” Anindus-
fry analyst agrees: “There’s no better way to make, self, and deliver PCs than the way
Dell does it, and nobody executes [the direct] model bebier than Dell.”

Deil's direci-marketing approach delivers greater customer value through an
unbeatable combination of product customization, low prices, fast delivery, and
award-winning cusiomer service, A customer can talk by phone with a Delf repre-
sentative at 1-200-Buy-Detl or jog onte www.dell.com on Monday marning; order a
fully customizad, state-of-the-art FC to suit his or her special needs; and have the
machine delivered to his or her doorstep or desktop by Wednesday—all &t a price
that's well below competitars' prices for a comparably performing PC. Dall backs its
products with high-quality service and support. As a result, Dell consistently ranks
among the industry leaders in product reliability and service, and its customers are
rodtinely armang the industry’s most satisfied.

Dell customers get exactly the machines they need. Michael Deli's initial idea was
o serve individual buyars by letting them customize machines with the spesial fea-
fures they wanted at low prices. Howeaver, this one-to-one approach aiso appeals
srongly to corpaorate buyers, because Dell can so easily precanfigure each computer
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to precise requirements. Dell routinely preloads machines with a company's own
software and even undertakes tedious izsks such as pasting inventory tzgs onto
gach machine so that computars can be delivered directly to a given employee's
desk. As a result, more than 85 percent of Dell's sales caome from business, govern-
meant, and educatianal buyers,

The direci model results in mare efficient selling and lower costs, which trans-
late info lower prices for customers. “Mobedy, but nobody, makes [and markets)
camputer hardware mare efficiently than Deli," says another anaiyst. “MNo unneces-
sary costs: This is an all-but-sacred mandate of the famous Dell direct business
madel.” Beczuse Dell builds machines {o order, i carries barely any inventary—
iess than three days’ worth by some accounts. Dealing one-to-oneg with customears
helps the company react immediately fo shifts in demand, so Dell doesn't get stuck
with PGs no cne wants, Finally, by selling directly, Dell has no dealers o pay. As a
result. an average, Delf's costs are 12 percent lower than those of its leading PC
competitar.

Dell knows that time is mangy, and the company is obsessed with "speed.”
According to ooe account, Dell squeezes “time outf of every step in the process—
from the moment an order is taken to coliecking the cash. [By selling direct, manu-
facturing to order, and) tapping credit cards and electranic payment, Deil canverts
the average sale to cash in less than 24 hours.” By contrast, competitors selling
through dealers mighl, take 35 days or langer.
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Such blazing speed results in more satisfied customers and still lower costs, For examiple, custormers
are often delighted to find their new computers arriving within as few as 36 hours of placing an order,
And hecause Dell doesn't order parts until an order is booked, it can take advantage of ever-falling com-
nanent costs, On average, its parts are 60 days newer than those in competing machines, and, hence,
60 days farther down the price curve. This gives Dell a & percent profit advantage from parts costs alone,

As you might imagine, competiters are no longer scoffing at Michael Dell's vision of the future. In
fact, competing and noncompeting companies alike are studying the Dell direct model closely.
"Somenow Dell has been able to take Hexibility and speed and build it into their DNA. It's almost like
drinking water," says the CEC of ancther Forfune 500 company, who visited recently to absorb some
of the Dell magic to apply to his own company. "Fm trying to drink as much water here as i can.”

Still, as Dell grows larger and as the once-tarrid growth in the sales of PCs stows, the Dell direct
madel is facing challenges. After years of rocketing revenue and profit numbers, Delf's recent growth
has slowed. Alihough Dell stili dominates in seliing PCs, servers, and peripherals to business markets,
it appears to be stumbling in its attermpts to sell an expanding assortment of high-tech consumer elec-
tronics products to final buyers, Some analysis suggest that Deidl's vaunted direct model may rat work
as well for selling LCD TVs, handhelds, MP3 players, digital cameras, and cther personal digitat
devices--products that consumers want (o see and experience first-hand before buying. In fact, Dell
plans to add retail stores to help bolster the consumer side of its business.

Slowing growth has led some analysts to ask, “is the much-feared Dell Way running out of gas?” No
way, says Dell. Theres na guestion, the company admits, that Dell isn't the high-flying growth com-
pany it once was—vou can't expect a $56-biilion-a-year giant to grow like a full-throttle star-up. But
Dell continues ko domirate ks PC markets, and ather companies would Kill for Delts “disappointing”
grawth numbers—sales last year grew 13.6 percent, and profits were up 17.4 percent, “We still have
an autragecus track racord,” says Oell CEC Kevin Rollins. “Our [direct] model still works very well,”
Michael Dell agrees. “We woukdn's trade ours for anyone else’s!”™ he zays, “in the past ten years our
sales are LD about 15 times, eamings and the stock price are up about 20 times. Not too shabby”

s hard to argue with success, and Michael Dell has been very successful. By fakowing his
hunches, at the tender age of 41 he has built one of the world's hotiest companies. in the process,
he's become cne af the world's richest men, amassing a persanal fortune of mere than $17 billion.!

Many of the marketing and promotion tools that we've examined in provious chapters were
developed in the context of mass marketing: targeting broad markets with standardized mes-
sagas and offers distributed through intermediaries. Today, however, with the trend toward
mare narrowly targeted marketing, many companies are adopting divect marketing, either as a
primary marketing approach ar as & supplempent to other approaches. In this section, we

explore the exploding world of direct marketing.

Direct marketing consists of divect connections with carefully targeted individual con-
sumers to both obtain an immediafe response and cultivate lasting customer relationships.
Direct marketers communicate directly with customers, often on a one-to-une, interactive
basis. Using detailed databases, they tailor their marketing offers and communications to the
needs of narrowly defined segments or even individuwal buyers.

Beyond brand and relationship building, direct marketers usuaily seek a direet, immedi-
ate, and measurable consumer response. For example, a5 we learned in the chapter-opening
story, Dell interacts directly with customers, by telephone or through its Web site, to design
built-to-order systems that meet customers’ individual needs. Buyers order directly from Dell,
and Dell guickly and efficiently delivers the new computers to their homes or offices,

i The New Direct-Marketing Model

Early divect marketers—catalog companies, direct jpailersy, and (elemarketers—pathered cns-
tomer names and sold goods mainly by mail and telephone. Today, however, fired by rapid
advances in database technologies and new marketing media—especially the Internet—direct
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marketing has undergone a dramatic transformation. According to the head of the Direct
Marketing Association, “In recent years, the dramatic growth of the Intsrnet and the increas-
ing sophistication of databuse technolagies have [created] an extraordinary expansion of
direct markeling and a seismic shift in what it is, how it’s used, and whao uses it,”2

In previous chapters, we've discussed direct marketing ag direct disfribution—as market-
ing channels thal contain neo intermediaries. We also include direct marketing as one element
of the promotion mix—as an approach for communicating directly with consumens. In actual-.
ity, dircet marketing is both these things.

Most campanies still use divect marketing as a supplementary channel or medium for
marketing their goods and messages. Thus, Lexus markets mostly through mass-media adver-
tising and its high-yuality dealer network but also supplements these channels with direct
marksting, Its divect murketing includes promotional CDs and other materials mailed directly
to prospective buyers and a Web page (www.lexus.com) that provides consumers with infor-
mation abput various models, competitive comparisans, financing, and dealer localions.
Similarly, most department stores sell the majority of (heir merchandise off their store shalves
hut also sell through direct mail and online catalogs.

Howaever, for many companies today, ditect marketing is more than just a supplementary
channel or medinm. For these companies, direct marketing—especiaily in its most vecent
transformation, online warketing—constitutes a complete madel for daing business. More
than just another marketing channel or advertising medium, this new direct mode! is Tapidly
changing the way cumpanies think about building relatiomships with customers.

Rather than using direcl marketing and the Internet anly as supplemental approachss,
firms employing the direct model use it as the only approach. Companies such as Dell,
Amazon.com, eBay, and GEICO have built their entire approach to the marketplace around
direct marketing.

Growth and Benefits of Direct Marksting

Direct marketing has becone the fastest-growing loem of marketing, According to the Direct
Markeling Association, 1.8, companies spent $161 billion on divect marketing last year,
accounting for whopping 48 percent of total 1.5, advertising expenditures. These expendi-
tures generated an estimated $1.85 trillion in direct marketing sales, or about 7 percent of
total sales in the TS, economy. And direct marketing-driven sales are growing rapidly. The
DMA estimates that direct marketing sales will grow 6.4 percent annually through 2004, com-
pared with 4 projected 4.8 percent anoual growth for total U.S. sales.”
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Dirsct marketing continues to become more Web criented, and Internet marketing is
claiming a fast-growing share of direct marketing spending and sales. The Internet now
accounts far only about 16 percent of direct marketing-driven sales. However, the DMA pre-
dicts that over the next five years Internet marketing expenditures will grow at a blistering
18 percent a year, three times faster than expenditures in other direct marketing medta.
Internet-driven zales will grow by 12.6 percent.

Whether employed as a comnplete business madel or a5 a supplement to & broader inte-
grated marketing mix, direct marketing brings many beaefits to both buyers and sellers.

Benefits o Buyers

For buyers, direct marketing is_convenignt, easy, and Frivate. Direct marketers naver elose

thelr doors, and customers don't have to baltle traffic, [ind parking spaces, and trek through

stores to find produets. From the comfort of their bomes or offices, they can browse catalogs
or carnpany Web sites at any time of the day or night. Business buyers can learn about prod-
uets and services without tying up time with salespeople.

Direct marketing gives buyers ready access to a wealth of products. For example, unre-
strained by physical boundaries, direct marketers can offer an alinost unlimited selection to
consumers ahnost anywhers in the world, For example, by making computers to order and
selling dizectly, Dell can offer buyers thousands of seif-designed PC configurations, many
times the number oflered by competitors who sell preconfigured PCs through retail stores. And
just compare the huge selections offered by many Web merchants to the more meager assort-
ments of their brick-and-morlar counterparts. For [nstance, log onto Bulbs.com, “the Web's
no. 1 light bulb superstare,” and you'll have instant access to every imaginable kind of light
bulb or lamp-—incandescent bulbs, [luorescent bulbs, projection bulbs, surgical bulbs, automo-
tive hulhs—you name it. No physical stare could offer handy access to such a vast selection.

Direct marketing channels also give buyers access to a wealth of comparative information
about campanies, products, and competitors. Good catalogs or Web sites ofter provide more
inforimation in more useful forms than even the most helpful retail salesperson can, For exam-
ple, the Amazon.com site offers more information than most of us can digest, ranging from
top-10 product lists, extensive product descriptions, and expert and user product reviews lo
recommendations based on cuslomers’ previous purchases. And Sears catalogs offer a trea-
surg trovo of information about the store’s merchandise agd services. In fact, you probably
wouldn’t think it strange to see & Sears salesperson referring to a catalog in the store while try-
ing to advise a customer on a specific product or offer.

Finatly, direct marketing s interactive and immediale—buyers can interact with sellers
by phone or on the seller’'s Web site to create exactly the configuration of information, prod-
ucts, or services they desire, and then order them on the gpot. Moreover, direct marketing
pives consumers a graater measure of control. Consumers decide which catalogs they will
browse and which Web sites they will visit.

Benefits to Sellers

For sellers. dizect marketing is a_powerful fldi ships. Using

database marketing, today's marketiTs can target small groups or mdnqdua_i consumers and
promota their offers through personalized communications, Because of the one-to-one nature
of direct marketing, companies can interact with customers by phane or online, learn more
about their needs, and tailor products and services to specific customer tastes, In turn, cus-
tomers can ask questions and volunteer feedback.

Direct marketing also offers sellers a low-cost, efficient, speedy allernative for Ieachu:lg
their markets. Divecl marketing has grown rapidly in business-io-businéss marketing, partly in
response to the over-increasing costs of marketing through the sales force. When personal sales
calls cost an average uf more than $400 per contact, they should be made only when necessary
and o high-potential customers and prospects. Lower-cost-per-contact media—such as tele-
marketing, direct mail, and company Web sites—often prove mare cost effactive. Similarly,
online direct marketing results in lower costs, improved efficiencies, and speedier handling of
channel and logistics functions, such as order processing, inventory handling, and delivery.
Direct marketers such a8 Amazon.com or Dell also avoid the expense of maintaining a store
and the related costs of rent, insurance, and utilities, passing the savings along to customers.

Direct marketing can also offer greater flextbility. It allows marketers to make ongoing
adjustments to its prices and programs, ar to make immediate and timely announcercents and
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offers, For example, Southwest Airlines” DING! application takes advantage of the flexibility
and immediacy of the Web to share low-fare offers directly with customera:4

When Jim Jacobs hears & "ding” coming from his desktop computer, he thinks abaut
discount air fares like the $122 ticket he recently hought for a flight from Tampa to
Baltimore on  Southwest Airlines,

* Several times a day, Southwest sends

Jacobs and hundreds of thousands of
other computer users discounts through
an apphcation called DING! “If | move

quickly.” says Jacobs, a corporate
telecommunications salesman whao lives
in Tampa, “I can usually save a lot of

Huta Glas anplnes 02112085, - 5 money.” The fare Lo Ballimore underbid
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the airline’s own Web site by $36, he

Lo e e B iy : says. DING! lets Southwest bypass the

reservations system and pass bargain
fares directly to interested customers.
Eventually, DING! may even allow
Southwest to customize fare offers hased
on each customer's unique characteris-
tics and travel prefersnces. For now,
DING! gets a Southwest icuon on the cus-
tomer’s desktop and lats the airline build
relationships with customers by helping
them to save maney. Following its DING!
launch in early 2005, Southwest experi-
enced its two biggest online sales days
ever, In the first 13 months, two million
customers downloaded DING! and the

B Southwest Airlines "DING." application takes advantage of flexibility and program produced more than $86 mil-
immediacy of the Web to share low-fare offers directly with customers. lion wurth of Fares.

Customer database
comprehensive data about
ingiiduai customers or
prospects, Inciuding

geographic, demodrzpiric,
Lehauinal daja_

Finally, direct marketing pives sellers access to buyers that they could not reach through
other channels. Smaller firms can mail catalogs to customers outside their local markets and

post 1-8010 telephone numbers to handle orders and inquiries. Internet marketing is a Luly
glohal medium that allows buyers and sellers to click from one country (o anather in seconds.
A Web surfer from Paris or Istanbul can access an online L.1. Bean catalog as easily as some-
ane living in Freeport, Maine, the direct retailer’s hometown. Even small marketers find that
thev have ready access to global marksts.

Customer Databases and Pirect Marketing

Effective direct marketing begins with a pood customer database. A cusiomer database is an
organized collection of comprehensive data about individual customers or prospects, wclud-
ing geographic, demographic, psychographie, and hehavioral data. A good customer database
can be a polent relationship-building tool. The database gives companies “a snapshot of how
customers look and behave.” Says one expert, “A company is no better than what it knows
[about its customers]. "

Many companies confuse a custormer database with a cuslomer mailing list. A customer
mailing list is simply a set of names, arddresses, and telephone numbers, A customsr database
contains much more information, In conswmer marketing, the customer databese Tight con-
tain a customer's demographics {ags, income, family members, birthdays),.pssrkagraphics
{activities, interests, and opinions}), and buzing behavior (buying preferences and the recency,
froquency, and monetary value—RFM—of past purchases}. In business-te-business markat-
ing, the cusiomer profile might contain the products and services the customer has bought;
past volumes and prices; key contacts (and their ages, birthdays, hobbies, and favc_orite foods);
competing suppliers; status of current contracts; estimated customer spending for the next
few vears; and assessments of competitive strengths and weakoesses in selling and servicing
the accoumnt.
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Some of these databases are huge. For example, casino operator Harrah's Entertainment
has built a customer database containing 30 terabytes worth of custamer information, roughly
three times the number of printed characters in the Library of Congress. Internet portal Yahoo!
records every click made by every visitor, adding some 400 billion bytes of data per day o ils
databasc—the equivalent of 806,000 books. And Wal-Mart captures data on every item, for
every customer, for every store, every day. lts database contains mare than 57 terabytes of
data—that's 570 trillion bytes, far greater than the storage horsepower of 100,000 personal
computers.’

Compantes use their datahases in many ways. They nse databases teloeate-psad petential
_customers and to generale sales leads. They can mine their databases to learn about customers
in detail, and then fine-tune their market offerings and communications to the special prafer-
ences and bebaviors of target segments or individuals. In all, a company’s database can be an
impaortant tocl for building stronger long-term customer relationships. For example, financial
services provider USAA uses its database to find ways to serve the long-term needs of cus-
tomers, regardless of immediate sales impact, crealing an incredibly loyal customer base:

USAA provides financial services to U.5. military personnel and their [amilies,
largely through direct marketing via the telephone and Internet. It maintaing a cus-
tomer database built from customer purchasing histories and from information col-
lected diractly from customers. To keep the database fresh, the organization regularly
surveys its more than 5.6 million customers worldwide to learn such things as
whether they have children (and i so, how old they are), if they have moved recently,
and when they plan to retire. USAA uses the database to tallor direct warksting
offers to the specitic needs of individual customars. For example, for customers look-
ing toward relirement, it sends information on estate plauning. If the family has
college-age children, USAA sends those children information on how to manage
{heir credit cards, If the family has younger children, it sends booldets un things such
as financing a child’s education. One delighted reporter, 8 USAA costomer, recounts
how USAA even helped him teach his 16-year-old-daughter ta drive, Just before her
birthday, but hefore she received her driver's license, USAA mailed a “package of
materials, backed by research, to help me teach my daughter how to drive, help her
practice, and help us find ways to agree on what constitules safe driving later om,
when she gets her license.” What's more, marvels the reparter, “USAA didn't try to
sel me a thing. My take-away: that USAA s investing in me for the long term, that it
defines profitability not just by what it sells today.” Through such skiliful vse of its
database, USAA serves each customer uniquely, resulting in high levels of customer
loyalty and sales growth. The average customer household owns almost five USAA
products, and the $12 billion company retains 97 percent of its customers.”

Like many ather marketing tools, database marketing tequires a special investment.
Companies must invest in computer hardware, database software, analytical programs, com-
munication links, and skilled personnel. The database system must be user-friendly and
available {0 various marketing groups, tncluding those in product and brand management,
new-praduct development, advertising and promotion, diTect matl, telemarketing, Weh mar-
keting, field sales, order fulfillmenl, and customer sexvice. However, & well-managed database
shauld lead to sales ahd customer-relationship gains that will more than cover its costs.

 Forms of Direct Marketing

The major forms of direct marketing—ass shown in Figure 17.1—Iinclude personal selling,
direct-mail marketing, catalog marketing, telephone marketing, direct-response television

marketing, kiosk markefing, neweeigital direct marketing technologies, and online markel-

ing. We examined personal selling in depth in Chapter 18. Here, we examine the other
direct-marketing forms.

Direct-Bail Marketing

Direct-mail marketing involves sending an offer, announcement, reminder, or other item to a
person at a particular address. Using highly selective mailing lists, direst marketers send out
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FIGURE 17.1 4

Forms of direct marketing

millians of mail pioces each yoar—letters, catalogues, ads, brochures, samples, CDs and
DVDs, and other “salespsople with wings.” Direct mail is by far the largest dirsct marketing
medivm. The DMA reports that direct mail (including both catalog and non-catalog mail}
drives fully ene-third of all U.S. direct marketing sales.®

Birect wail is well suited to direct, one-to-one communication. It permits high target-
market selectivity, can be personalized, is Hexible, and allows eagy meagsurement of results.

“AThough direct. mail costs more than mast media such as television or magazines per thou-
sand people reached, the people it teaches are much better prospects. Direct mail has proved
successful in pramoting all kinds of products, from books, music, DVDs, and magazine
subscriptions to igsurance, gift items, clothing, gourmet foods, and industrial products.
Charities also use direct mail heavily to raise billions of dollars sach year.

The direct-mail industry constantly seeks new methods und approaches. For example,
CDs and DVDs are now among the fastest-growing direct-mail madia. One study showed that
including a CD or DVD in a marketing offer generates responses hetween 50 to BG0 percent
greater than traditional divect mail.® New forms of delivery have also become popular, such as
fax mail, voice matf, and s-mail Fax mail and voice mail are subjsct to the same dn-not-call
resu'ictions.é'ﬁ—elemarkeulug_?their use has been limited in recent years. However, e-mail is
hooming as a direct marketing tool, Today's e-mail messages have moved far boyond the drab
text-only messages of old. The new breed of e-mail ad uses animation, interactive links,
streaming video, and personalized audio messages to reach out and grab attention.

i-mail and other new forms deliver direct mnail at incredihle spesds compared to the post
office's “snail mail” pace. Yet, much like mail delivered through raditional channels, they
may be resented as “junk mail” o SPAM if sent to peopls who have no interest in them. For
this reason, smart marksters are largeting their divect mail carefully so as not waste their
money and recipients’ time. They are desigring permission-based programs, seading e-mail
ads oply Lo those who want to receive them. We will discuss e-mail marketing in more defall
later in the chapter.

Catalog Marketing

Adweances in technology, alang with the move toward personalized, one-to-one marketing
have resulted in exciting changes in catatog marketing. Catalog Age magazine used to define
a catalog as “a printed, bound pidce of at loast eight pages, selling multiple products, and




486

8 More and more catalogs are
going digital. For example,
click on the Shop by Catalog

- link at www.tthean.com and
you eanl flip through the latesk
L L. Bean catalog page by page
onking,

Part 3 Designing a Customer-Diiven Marketing Strategy and Integrated Marketing Mix

offering a diract ordering mechanism.” Today, only a few years later, this definition is sadly
out of date.

With the stampede to the Internet, more and more catalogs are going digital. A variety of
Wel-only catelogers have emmerged, and most piint catalogers have added Web-hased catalogs
to their marksting mixes. For example, click on the Shop by Catalog link at www.lIbean.com
and you can flip throngh the latest L.L. Bean catalog page by page online. One study found
that consumers now make 36 percent of their catalog purchases online.

However, although the Intetnet has provided a new avenne for catalog sales, all you have
to do is to check your mailbox to know that printed catalogs remain the primary medium.
Research shows that print catalogs generate many of those online orders. Customers whe
receive print cataiogs are more likely to buy online, and they spend 16 percent maore than cus-
temers who did not receive catalops.??

Catalog marketing has grown explosively during the past 25 years. Aunual eatalog sales
amounied o about $133 billion last year and are expected to grow to top §158 billion by 200911
Some Jarge genersl-merchandise retailers—such as [.C. Penney and Spiegel—sell a full line of
merchandise through catalogs. In recent years, these glants have been challenged by thousands
al specialty catalogs that serve highly specialized market niches. According to one study, some
10,004 compranies now produce 14,000 unigue catalog titles in the Upited States.?

Consumers can buy just about anything from a catalog. Sharper Image catalogs hawk
averything from $300 robot vacuum cleaners to 84,500 see-through kayaks. Each year Lillian
Vernon sends out 22 editions of its 6 calalogs with total circnlation of 101 million copies to its
20-miltlion-persom database, selling maora than 6,000 different items, ranging from shoes to
decorative lawn birds and monogrammed aven miits.* Specialiy department stores, such
as Neiman Marcus, Bloomingdale’s, and Saks Fifth Avenue, use catalogs tu cultivate upper-
middle-class markets for high-priced, often exctic, merchandise. )

Catalogs can be an effective sales and relabionship builder. A recent study conducted by
Frank About Womern, a marketing-to-women conumunicationy company, found that a majority
of women who receive catalogs are actively engaged with them.

Eighly-pine percent of the participants revealed that they do more than just browse
through the catalogs they receive in the mail. They circle or “tab” the items that they
want, fold over the corners of pages, and tear pages ont. Some 62 percent save their
catalogs to look through again. More than just a buying tool, inany women view cat-
alogs as a source of entestainment and inspiration. Women claim to love perusing
cataloga almaost like reading a woman’'s magazine, looking for ideas for everything
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from decorating, to fashion, to that extra special gift. More than one-third of women
surveyed greet their catalogs with enthusiasm, stating they are the first things they
look at when they get their mail. Seveniy-five percent of women find catalog brows-
ing really enjoyable, fun, and relaxing, with 74 percent agreeing that they get excited
when a new catalog arrives.1?

Wab-based catalogs present a number of benefits versus printed calalogs. Thev save on
production, printing, and mailing costs, Whereas print-catalog space is limited, online cata-
logs can ofler an almost yolimited amount of merchandise. Web catalogs alse allow real-fime
merchandising: Products and features can be added or removed as needed, and prices can he
adjusted mstantly to match demand. Finally, online catalogs can be spiced up with interac-
tive entertainment and promaotional features, such as games, contests, and daily specials.

Along with the benefits, however, Web-based catalogs also present challenges. Whereas a
print catalog is jntrusive and creates its own attention, Web gatalogs are passive and must be
marketed. Atiracting new custumers is much more difficnlt for &« Web catalog than for a print
catalog. Thus, even catalogers who ate sold on the Web are nol likely to abandon their print
caialogs,

Telephone Marketing

Telephone markeliay involves using the telephone to sell directly to conswners apd busi-
ness customers. Telephone marketing now accounts for 22 percent of all direct marketing-
driven sales, We're all familiar with telsphone marketing directed toward consuwmers, but
business-to-business markseters also use telephone marksting exlensively, accounting for
more than 55 percent of all telephane marketing sales.

Marketers use outhound telephone marketing to sell directly to consumers and busi-
nesses. Inbound toll-free 800 numbears are used to receive urders from television and print
ads, direct mail, or catalogs. The use of 800 nnmbers has taken off in recent years as more and
more companies have begun using them, and as current users have added new features such

as toll-free fax nombers. To accommadate this
rapid growih, new loll-free ared codes, such as
888, 877, and 866, have heen added.

Properly designed and targeted telemarket:
ing provides many henefits, including purchas-
ing convenience and increased product and ser-

_ vice infyrpation. However, ihe expladion o
unsolicited outbound telephone marketing over
the vears unnoved many consuimers, whuo
ubjected ta the almast daily “junk phone calls”
that pull them away Fom the dinner table ot fill
the answering machine.

In 2003, U.S. lawmakers respondead with a
National Do-Not-Cali Reglstry, managed by the
Federal Trade Commission. The legislation
bans most telemarketing calls to registered
phane numbers {although people can still
receive calls from nonprofil groups, politicians,
and companies with which they have recently
done business). Delighted consumers have
responded enthusiastically. To date, they have
registered motre than 110 millinn phone num-
hers at www.donetcall.com or by calling 8a85-
382-1222. Businesses that break do-noet-call
laves can be fined up to $11,000 per violation,
As a resull, reports an FTC spakesperson, lhe
program “‘has bean exceptionally successful "™

Do-not-call legislation has hurt the tele-
marketing industry, but oot all that mach. Two
major forms of telemarketing—inhound con-

Marketers use inbound toll-free BOD numhers to receive orders from television Ssumer telernarketing @d ou_lbomlld bu_sj_ness—to—
apd print ads, direct mail, or catalogs. Here, the Carolina Cookie Company urges, _business telemarketing—-remain strong d

“Bon’t wait another day. Call now to plage an order or request a catalog.” growing. Telemarketing also remains a major
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fundraising tool for nonprofits groups. However, many telemarketers are shifting to alterna-
tive methods for capturing new customers and sales, from direct mail, divect-responss TV,
and live-chat Web technology to sweepstakes that prompt customers to call in.

For example, ServiceMaster's TruGreen lawr-care service used to generate aboul 90 per-
cent of its sales through telemarketing. It now uses more direct mail, as well have having
employees go door-to-doot in neighborhoods where it already has customers. The uew
approach appears to be working even better lhan the old cold-calling one. The company’s sales
were up last vear, and less than 50 percent of sales came from telemarketing. “We were ner-
vous, but were thrilled with what we've accomplished,” says ServiceMaster's chief
executive.1’

In fact, do-not-call appears to be helping most direcl mmarketers maore than it's hurting
them. Many of these marksters are shifting their call-center activity from making cold calls on
often resentful customers to managing existing customer relationships. They are developing
“opt-in” calling systems, in which they provide useful information and offers to customers
who have invited the company to contact them by phone or e-mail. These “sales tactics have
[produced] results as pood—or even better—than teleruarketing,” declares one analyst. "The
opt-in made! is proving [more] valusble for mrarketars [than] the old invasive one, "7

Direct-Response Television Marketing

Direct-response_television marketing takes one of two major forms. The first is digect:
respanse television advertising (DRTV). Direct marketers air tslevision spots, often 60 or 120
secords long, which persuasively describe a product and give customers a t¢ll-free number or
Web site for ordering. Television viewers also often encounter full 30-minute or longer adver-
tising programs, orinfomerciols, for a single product.

Some successful direct-response ads run for vears and become clasgics, For example,
Dial Media’s ads for Ginsu knives ran for seven years and sold almost three millian sets of
knives, worth more than $40 million in sales; its Armourcote cookware ads generated more
than twice that much. Bowflex has prossed more than $1.3 billion in infomereial sales. And
over the past 40 years, infomercial czar Run Popeil’s company, Roncu, has sold billions of
dollars worth of TV-marketed gadgets, including the original Veg-O-Matic, the Pocket
Fisherman, Mr. Microphone, "Hair i a Can,” the Glant Foud Dehydrator and Beef Jerky
Machine, and the Showtime Rotisserie & BB(Q.18

ligr years, infomercials have been associated with somewhat questionable pitches for
juicers and other kitchen gadgets, get-rich-quick schemes, and nifty ways o slay in shape
without wearking very hard at it. I recent years, however, a number of large companies—
from Procter & Gamble, Dell, Sears, Disney, Bese, and Revlon to IBM, GM, Land Rover,
Anheuser-Busch, and even AARP and the U.5. Navy—have begun using infomercials to sell
their wares, refer customers to retailers, send out product information, recruit members, or

, aftract buyers ta their Weh sites [see Real Marketing 17.1). For example, P&G has used DRTV

to market more than a dozen hrands, including Dryel, Mr. Clean, Cover(Girl, lams pet food,
and Old Spice. An estimated 20 percent of all new infumercials now come to you ceurtesy of
Fortune 1000 companies 12

Direct-response TV commercials are usually cheaper to make and the media pwchass s
less costly. Moreover, unlike most media campaigns, direct-response ads always include a
“"1-800 numhber or Wab address, making it easier for marketers to track the impact of their
pitches. For these reasons, DRTV is growing move quickly than traditional broadcast and
cable advertising. Some DRTV experts even pradict that in five or ten years, as marketers seak
greater returns on their advertising investments, all televigion adveriising will be some form
of direct-response ddvertiqing “In & business environment where marketers are ohsessed with
return on investment,” notes one such expert, “direct response is tailor-made—|[marketers
can] track phone calls and Web-site hits generated by the ads. {They can] nse DRTV to build
brand awareness whilc simulta_neuusly uenerd.ting leads and sales. "%

ping channeis, such as the Quality Value Cham}ei fQVG), Home Shopping Netwark [HSNJ,
and ShopNBC, broadeast 24 hours a day. Program hosts chat with viewers by phone and offer
products ranging from jewelry, lamps, collectible dolls, and clothing to power toals and con-
sumer electronics. Viewers call a toll-frea number or go online to order goods. With wide-
spread distribution on cable and satellite television, the top three shopping networks com-
bined now reach 248 million homes worldwide.
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It's late at night and you can't get to sleep. So you
grab the TV remate, surf channels, and chance upon
a f.:st taiking announces, breathlessly pitching some new musi-have
kitchen gadget. A grincing blonde coannouncer fawns over the gad-
get's evary feature, and the studio asdience roars its approval, After
pulting the gacdget through s paces, the announcer asks, "How
much would you expect to pay? Three hundrad dellars? Twe hun-
dred? Welt, think again® This amazing gacget can be yours for just
four easy paymenis of $19.85, plus shipping and handling!”
“"Ooocahi” the audience s¢reams. "But waill There's more,” declares
the annguncer. “H you act naw, you will also receive an additional
gadget, absolutely free. That's twe for the price of gne.” With opera-
tors skanding by, you don't have a minute to fose.

Sound familiar? We've all seen countless informercials like this,
hawking everything frorn kitchen gadgels, cleaning compounds, and
fitness solutions to psychic advice and get-rich-quick schemes.
Traditionally, such pitches have frad a kind of fy-by-nignt Teel about
tham. And in the caold light of day, such & purchase may nat seam
like such a good desl afler ail. Such is the reculation of direck-
response TV advertising, Yet, behind the hype is a powerful approach
to marketing that is becorning more mainstream every day.

Ron Popeil picnears divect-rasnonse product sales. Whether you
realize it or not, you've orchahbly been exposed to dozens of Papeil's
inventions over the yezars, and his direct-marksting model has
hecome the standard for the informercial industry. His company,
Ronco, has brougnt us such classics as the Veg-o-Matic, the Slectric
fond Dehydratar, the Showtime Sotisseriz Qven, the GLH Formuia
Hair Systam, the Auiomatic S-Minute Pasia and Zausage Maker, the
Popeil Pocket Fishermman, the Inside the Egg Shell Electric Ceg
Serambler, and tre Dial-O-Matic Food Slicer.

The use of fnfomarcials has grown explosively in recent years.
Why? Because they can produce specitacular resalts. Although only
one in €0 infomercials furns a profit, “successtul pitches can gen-
erate annual sales of as moch as 530 million,” notes ang analyst,
"And breakoui hits becorne gold mines: Ron Popeil has sold $1 bil-
lion worth of Ronco rotisserie ovens, and Lhe Tae-Bo Workout
nfomercial. . netted 5300 miliion in its first year. Other benefits
include viewer recall that can be three times higher than for tradi-
tional 30-second spots and phencmenal brand awareness: Minely-
fwa percent of consumers have heard of the Maotilus Bowbigs horne
fitness system-—about the same number of folks that recognize the
Nike brand.” Says the head of a2n infomerciai advertising agancy,
“it's the power of the hal-haur”

Maregver, the retzil stare revenue from & successful infomercial
can be many timas the actual infomercial sales. For example, mare
than 285 percent of George Foreman's Mean Lean Grilling Machine
sales came from retail locafions. Mass setailers hawe eambraced such
direct-rasponse staptes as Foreman's grill, OxiClean, and Orange Glo.
Some, such as crug-chain heavyweight Walgreens, devaie entire
front-of-siore sections o such goods, Whereas it used to lake years to
eet retail distriouticn for “As seen on TV praducts, many pow make
it to store shelves within a menth of going on television.

Such informercial success hasn't pane unnciiced among the big
hitiers in carparate Americz. Direct-response tetevision marketing is
rapidly becoming a mainstay weapon in the marketing arsenals of
aven the most reputabile companies. Marketing heavyweights such
as Dedl, Procter & Gambie, Disney, Time-Life, General Motars, Appie,
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Ronco and Ron Popeil, with his Veg-o-Matics, food dehydrators, and
eieciric eqg scrambiers, paved the way for a host of mainstream
marketers who now use direct-response ads.

Motorola, and Sewrs now use ditect-responss TV to oeddie specihic
aroducts and promotions and 2 Graw new custamears into their other
direct-to-consumer charincls. For examale, Procter & Gamble used a
series of infomercizls to help propal the Swiffer Watlet past rival
Clorox's ReadyMop when oiher marketing eficrts alone failed to do
the trick, And P&G launched its Swiffer Dusters procict with a cam-
paign that included direct-response ads and a tie-in to the DD
retease of the Jennifer Logez filrn Maig in Manhatian. Consumers
contacting the 1-B00 number zot coupens for both the new Swiffer
Dusler and the TVE.

Today's infomercials have evolver: withy the times—most now
include highly professicnat pitches and Web sites to g along with the
ever-present tall-free phoae Aumber. They also employ & rew breed
of spokesparsen. Once a refugs far Hallywood has-be=ns such as
Suzanne Somlers, who squeezed away on hes thigh rmasler to bleary-
eyed insomniacs, intomercials now are now enlisting A-ist celebri-
ties, One of the nation's fargest infomercial companies, Gunthy-
Renker, pays top doliar for a stabie of stars to pitch its Proactiv acne
treatment. It paid Sesn (P Diddy) Combs $3 million sor a four-hour
shaot. in four monihs, the Cambs Proactiv infornercial rarn an averags
of more than 10 times on each of 1,300 local TV stations. Other
Proactiv ads have featured Jessica Simpson {pzid 52.5 mitlion},
yanessa Williams (32,5 millior), Alicia Keys (33 millicn), and Britney
Spears (51 million). In alf, the ads produced sume S0 millioa in
Proactiv sales last yaar,

interest it direck-response has now expandac beyond the usual
fitnass, persanal-care, and home-care fare. For instance, su brnaringa-

{continues)
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sandwich glant Quiznos has turmed to late-night infomercials to sedl
franchizes. Trailing anly Subway and Starbucks in the number of
franchizes opened annuaily, Quiznos created a successfui 30-minuie
spot in which current franchise owners discussed the benefits of
owning & Quiznos restaurant and encouraged interested peopfe to
attend informational meetings at local hatels, lce cream chain Carvel
&lso uses infornercials to reach potential franihisees. The results are
measurablz: “We can push a button to see what commearcial ran,
now many responses it got, how much revenue it generated if it was
seliing something, and what the net [return on investment] was,”
says an execufive of the direct-regponae firm that created the cam-
paign. The results are aiso imprassive: “We got easily four times the
normal response than with standard media,” says a Carvel markster.

5o, direct-response TV ads are no longer just the provincs of Ron
Fopeil and his Veg-o-Matics, food dehydrators, and slectric egg
scramblers, Although Popeil and his imitatars paved the way, their
SUCCess now bas mainstrearm markeaters uning in to direct-response

ads. In fact, last year marketers spent $21.5 billion on direct-
response television advertising, reaping more than %150 billion in
revenues in return. Wiat does the future hotd for the direct-response
TV industry? Wart, thera's more! . )

Sourees: Thamas Mucha, "Stronger 3ales in Just 28 Minutes,” Businsss -
2.0, lune 2005, pp. 56-60; Jack Neff, "Diract Response Gelting
Respect,” Atvertising Age, January 20, 2003, p. 4 Kristi Arellano,
"Quiznas’ Succass Not withaut Problems,” Knighf Ridder Tribune
Husiness News, June 19, 2005, p. 1; Peler Latterman, “So Long
Suzanne Somers,” Farbes, luly 4, 2005, p. 80; Victor Grillo, ., “Calling
All Brands,” Mediawesk, July 11, 2008, p. 14; Gregg Cebrzynski,
"Carvel Joins “Slicers and Dicers’ with Direct-Respanse Ads, ™ NMatior's
Restavrant News, February 13, 2006, o, 14, Jack Meff, “What Procter &
Gamhle Learned from Yeg-O-Makic,” Advertising Age, April 10, 2008, .
pp- 1, 65; and Direct Markeling Association, “The DMA 2006 Statistical
Fact Boak,” Jung 2006, pp. 249-250,

Despile their lowbrow imapes, home shopping channels have evolved into highly sophist-
cated, very suceessful marketing operations. Consider QVC:

Wired magazine once deseribed QVC as o place appealing to “trailer-park housewives
frantically phoning for another ceramie clown.” But look past QV(C's reputation and
you'll find it is one of the world's most succusshnl and inoovative retailers. Last year,
the company rang up $5.7 billicn in sales and $760 million in operating profit, making
it nearly as big and roughly twice as profitable as Amazon.com. Although QVC sells
no advertising, it's the third-largest 11.5. broadcaster in terms of revenus (behind NBC
and ABC), and its sales and profits are larger than those of all other TV-based retailers
combined. Remarkably, thanks to shrewd coordinatian with TV programming that
drives buyers online, the company's Yeb site, QVC.com, is now the nalion’s sixth-largest
general merchandise Inlernet retailer. Moreover, OVC isn't fust & place where little-
knierwn marketers hawk trinkets and trash at bare-bones prices. Frominent manufac-

: tuters such as Estee Lauder, Nextel, and
Toumeau now sell through QVC. The
network’s 380 million single-day sales
record happened on Dee. 2, 2001, when
Dell sold $65 million worth of PCs in 24
hours. ((ne month later, Michael Dell
went on QVC, doing $48,000 in sales
every minute he chatted on air) Even
high-fashion designers such as John
Bartlett and Marc Bauer now sell lines
an V.

QVC has honed the art and science
of TV retailing. Its praducers react in
real time, adjusling offers, camera
angles, lighting, and dialogte to maxi-
mize sales and profits. QVC has
become the gold standard of “retail-
tainment"—the blending of retailing
and entertzinment. QVC folks call it
the “backyard fence” sell—ihe feeling
that the merchants are neighbors visit-
ing from next door. But according to

QVC is more than just a piace where litHe-known sellers hawk trinkets and trash
at bare-bones prices, Behind the cameras, it's a sophisticated marketer with sales
and profits larger that all other TV-hased retailers combined.
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QVC’s president fur U.S. commerce, “we aten’t really in the business of selling.”
Instead, QVC uses praducts ta build relationships with customers.?!
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Kiosk Marketing
As cousumers become mare and more comfurlable with computer and digital technologies,
many companies are placing information and ordering machines—called kfosks (in contrast
to vending machines, which dispense actual produetsj—in stores, airports, and other loca-
tions. Kiosks are popping up everywhere these days, from self-service hotel and airline
check-in devices to in-store ordering kiosks that let you order merchandise not carried in
_the store. T - o T
" In“store Kodak, Fuji, and HF kiosks let customers transfer pictures from memory sticks,
mobile phones, and other digital storage devices, edit them, and make high-quality color
prints. Kiosks in Hilton hatel lobbies let gussts view their reservations, get room keys, view
prearrival messages, check in and out, and even change seat assignments and print boarding
passes for flights on any of 18 airlines. Outdoor equiprment retailer RET has at least four Web-
enabled kiosks in each of its 63 stores that provide enstomers with product information and
let them place orders onling. Kiosks in Target stores link (o articles from Consumer Reports
magazine, and Mazda dealers let customers use kiosks to research car and truck values
through Kelly Blie Book.??

Business marketers also use kiosks. For example, Dow Plastics places kiosks at trade
shows to collect sales leads and to provide information on its 700 products. The kiosk system
reads customer data from encoded registration badges and produces technical data sheets thal
can be printed at the kiosk or faxed or mailed io the customer, The system bas resulted in a
400 percent increase in qualified sales leads.™

Dew Digital Shirsct Marketing Technologles

Taday, thanks to a wralth of new digital technologies, direct marketers can reach and interact
with consumers jusl about anywhere, at anytime, about almost anytbing. Lere, we look into
sevaral exciting new digital direct marketing technologies: mobile phone marketing, podcasts
_and vodcasts, and interactive TV ITV). - T :

Yiokile Phone Marksting

With almest 200 million Americans now subscribing to wireless services, many marketers
view mobile phones as the next big direct marketing medium. According to one expert, “the
cell phone, which makes oim-the-go cooversing so conveniant, is morphing into a content
device, a kind of digital Swiss Army knife with the capability of filling its owner's every spare
mminule with games, music, live and on-demand TV, Web browsing, and, oh yes, advertis-
ing.”2% A recent survey found that 89 percent of major brands will he marketed via mobile
phones by 2008. More than half of those brands will likely spend up (o 25 percent of their
marketing budgets on mobile phone marketing.?

Marketars of all kinds are now integrating mohile phonss into their direct marketing.
Cell phone promotions include cverything from ring-tone give-aways, mobile gunes, and ad-
supported content to text-in contests and sweepstakes. For example, McDonald's recently put
a pramaotion code on 20 million Big Mac packages in a joint sweepstakes contest with the
House of Blues, urging parlicipants o enier to win prizes and to text in from concerts, Jome
40 percent of contest entries came via text messaging, resulting in a % percent sales gain for
McDonald's. More importanlly, 24 percent of those entering via cell phones opted in to
receive future promotions and messages.28

Perhaps nowhere is mobile phone marketing more advanced that in Japan. Hera's a
glimpse of what the future might held for cell phone marketing in the United States and other
countries.

In Japan, lifs revolves arvund cell phones, aod marketers know it. Take Nami, a 37-
year-old graphic desigoer in Tokyo who regularly uses her phone to send and raceive
e-mails on the go. Her 11-year-old danghter enjoys downloading wallpaper and ani-
mated krailers featuring Disney characters, and Nami's boyiriend relies on his
phone’s global positioning system to navigate Tokyo's labyrinthine of steeets. The
family can also use cell phones to buy a can of Coke from high-tech vending
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machines, receive e-coupons from
neighborhood stores, and even have
their fortunes told. Digital cowpons are
taking off, as are GPS-based promo-
tons used by retailers to target people
near their stores. Mobile-ad spending
in jJapan is expected to hit $680 mil-
lion by 2009, up from just $158 million
lust year.

Japanose direct marketers are sxper-
imenting with new ways to use the
mobile devices for brand building,
Nestlé, for example, is trying out a new
technology called Quick Responge
[QR) codes, which can he scanned like
digita] bar codes, QR codes on print
and ontdoor ads can be read by cell
phone cameras, which redirect the
user’s phone to a designated mobile
e g N URL site. Nestlé used QR codes in a
B Mabile phone marketing: To launch fts Nescafé Shake canned drink in Japan, campaign to launch & ¢anned drink
Mestlé used Quick Response cades, which can be scanned like UPC codes by a cell ' called Nescafd Shake. It promoted

phone, to direct consumers to marketing pitches for the new product. Shake with two 15-minute shorl [ilms
that humorously communicated a

sense of fun around the act of "shaking” with a story about a slacker kid who winds
up with a dog’s wagging tail on his behind. & QF code un promotional materials led
cell phone users to a mobile site where they could downioad the film as well as its
original music as songs or ring tones. In the first three weeks after Nestlé's “Nonta's
Tail” film debuted, 120,000 poaple visilcd the mobile site and another 550,000
watched the film on the Internet.?”

Podeasiz and Vodoasts
.Padecasting and vodcasting are the latest on-the-go, on-demand technologies. The name

podeast derives Emm Apple's now-everywhere 11-‘0:1 With podcusting, consumiers can down-
load audio files (podcasts] or vidoo files {vodeasts) via the Internet to an iPod or other hand-
held device and then Listen to or view them whenever and wherever they wish. They can
search far podeast topics through sites such as iTunes or through podceast Tetworks such as
Pod'lrac, Podbridge, or PodShow. These days, vou can download podcasls or vodeasts on an
axploding array of topics, everything from your favorite National Public Radio show, a recent
sit-com episade, or current sports features to the latest music video or Go-Daddy commercial.

Orne recent study predicts that the U.5. podcast audience will reach 30 million by 2010,
up from 5 million in 2005. More then 20 percent of ioday's podeast listeners make more
thar $100,000 a year.?® As a result, this new medinm is drawing much attention frum mar-
keters. Many are now integrating podcasts and vodeasts into their direct marketing pro-
grams in the form of ad-supported.podcasts, downloadable ads and informational features,
and other promoticins.

For example, Volvo sponsors podcasts on Autoblog and Absolut vodka buys ads on
FodShow programs. Kraft Foods offers ep hundreds of recipes using the iPod’s text function
and Nestlé Purina publishes podcasts on animal fraining and behavioral issues. The Walt
Thsney World Resort offers weekly podeasts on a mix of topics, including behind-the-scenes
tours, interviews, upcoming events, and news about new attractions.??

Honda recently offered a vodcast as part of & new ad campaign for its Honda Civie. The
vodcast consists of a two-minute, “This is whal ¢ Honda feels like” ad, in which human
voices replicate tho sounds that passengers hear in 4 Honda Civic, The vodeast also includes
behind-the-scenes footage of the making of the ad. According to a Honda marketing executive,
this dynamic new medium “is enabling people lo experience what a Honda feels like from
one of their most persona! and closest touch points—their iPod.”"#?

nisractive TV TV}

t'—a

Iteractive TV (ITV) lets viewers interact with television programming and advertising using
their remole conltrols. In the past, ITV has becn slow to catch on. However, satellite broad-
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casting systems such as DirecTV and Echostar are now offering ITV capabilities, and the tech-
nology appears poised to take off as a direct marketing medium.

Interactive TV gives marketers an opportunity to reach targeted audiences in an interac-
tive, more invelving way. For example, BMW recently ran interactive ads on Echostar that
allowed viewers to request catalogs and several screens worth of other information using their
remotes. The number of yequests exceeded BMW's expectations tenfold. Similarly, Sony uses
ITV to intaract with TiVa users:3

Sony is running ads for its Bravia fat-panel TVs that let viewers, if they have Tivo,
choose among different endings, whether they're watching live TV or a recorded
program. Five seconds into the commercial, two on-goreen choices apperar—one
aimed at men and one at women. A meny of “male” endings revolves around picturs
quality and size, and the “female” aptions focus on the TV's aesthstics. Sony hopes
that the interaclive and entertaining ad will keep viewers involved. It's even hoping
that by offering 12 pessible endings for its ad, viewers will be corious enough to
watch them all. “If you provide viewers with a worthwhile experience, they'll
absolutely stay engaged,” says an executive from the ad apency that created the
Bravia campaign,

Mare heoadly, TiVo plans to roll out what may sound like the ultimate in gall:
ads on demand. It's nol so crazy. Consumers about to spend big money on cars,
travel, new kitchens, and the like have shown plenty of interest in watching video
about the stuff they plan Lo buy. TiVo wants to offer that content more conveniently
and oo viewers' terms. TiVo's budding broadband link to the Net, which, among
olher things, connects a viewer's TiVo screen with their Yahoo! homepage, is seen
as just the beginning of full-blown convergance between inleractive TV and the
Internet.

Mobile phone marketing, podcasts and vodcasts, and interactive TV offer exciting direct
marketing opportenities. But marketers must be carefirl to usc these new direct marketing
approaches wisely. As with other direct marketing forms, marketers who use them risk back-
lash [rom consumers who ay resent such marketing as an invasion ef their prdvacy.
Marketers must target their direct marketing offers (‘arefull} bringing veal valie to customard
rather than making urrwanted intrusions into their lives,

i Online Marketing

As noled ewlier. pnline marketing is the faslest-growing (orm of divect marketing. Recent
technological advances have created a digital age. Wldesprpad use of the Internet and other
powerful new technologies are having a dI‘dIl’lElt].C impact on both buyers and the marketers
wha serve them. In this section, we examine how marketing strategy and practice are chang-

ing to teke advantage of today’s Internet technologies.

Wlarketing and the internet

Much of the world’s business today is carried out over digital networks that connect people
and companies. The Internet, a vast public web of camputer networks, connects users of all
types all around the’ world {6 each ather and to an amazingly large information Tepository.
Internet usage continuses 1o grow steadily. Last year, Internet household penetraiion in the
United States reached 64 percent, with more than 205 million people now using the Internet
at home or at work. The average U.S. Inlernet user spends some 31 hours a month surfing the
Wel at howe, plus anather 78 houes a month at work, Worldwide, some 470 million peoplea
now have Internet access. 32

The Internet has given marketers 2 whole new way to create vatue for customers and
build customer relatlonshlps The Web has fundamentally changed customers’ notions of
vonventence, speed, price, product information, and service, The amazing success of sarly
click-anfy compames—the so-called dot-toms such as Amazon.com, eBay, Expedia, and hun-
dreds of others—caused existing f bﬂck—and mortar manufacturers and retailers to reexamine
how they served their markets. Now almost all of these h‘adltiona_l companies have sst up
their own online sales and communications channels, hecommg/cbrk -gnd-mortar, competi-
tars. 1t's hard to find a company today that doesn't have a substantid] Web prasenLe
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Online Marketing Domains

The four major online marketing domaing are shown in Figure 17.2. They includea B2C (busi-
ness to consumear], 828 {business to business), C2C (consumer to consumer), and C2B (con-
sumer to business).

Business to Consumer (B20)

The popular press has paid the moast attention to, business-te-consumer (B2C) online
g—selling poods and services online to final consumers. Today’s Consumers can Euy
almost anything online—fom clothing, kitchen gadpets, and arline tickets to computers and
cars. Ontine consumer buying continues to grow at a healthy rate. Sama 65 percent of American
online users now use the Internet to shop. Last year, 1.5, consumers spent an estitnated 395 bil-
lion online, and consumer Internet spending is expected to reach $144 billivn by 2010.28

Perhaps more importantly, the Internet now influences 27 percent of total retail sales—
sales transacted online plus those carried out offline but encouraged by online research. By
2010, the Internet will influence a staggering 50 percent of total retail sales.™ Thuos, smart
marksters are employing integrated mullichannel strategies that use the Web to drive salas to
other marksting channels.

As more and more people find their way onto the Web, the population of online con-
surners Is becoming more mainstrear and diverse. The Web now offers marketers a palette of
different kinds of consumers seeking different kinds of online experiences. However, Internat
consumers still differ from traditional offline consumers in their approaches to huying and in
their responses to marketing, In the Internet exchange process, customer initiate and control
the contact. Traditivnal marketing targets a somewhat passive sudience. In contrast, online
marketing targets people who actively select which Web sites they will visit and what mar-
keting information they will Teceive about which products and under what conditions, Thus,
the new world of online marketing requires new marketing approaches.

Peaple now go online to order a wide range
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books or electronics from Arnazon.com, furni-
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mortgage experts and sign up for later e-mail rate updates. Quicken Loans clased more
than $12 biltion in mortgage loans iast year.

Business o Business (828

Although the popular press has given the most attention to B2C Web siteq, bnsiness- to-
_busiress (B2B) online marketing is also flourishing. B2B marketers use B2B Web sites,
e-mail, online product catalogs, online trading networks, and other online resources to
reach new business customers, serve current customers more effectively, and obtain buy-
ing efficiencies and better prices.

Most major B2B marketers now offer product information, customer purchasing, and cus-
tomer support services online. For example, corporate buyers can visit Sun Microsystems'
Weh site (www.sun.com), select detailed descriptions of Sun's producis and solutions.
request sales and service information, and interact with staff members. Some major compa-
nies conduct almost all of their business un the Web. Networking equipment and software
maker Cisco Systems takes maore than 80 percent of its orders over the Internst.

Beyond simply selling their products and services online, companies can use the Internet
to build stronges reldtwushlpb wilh important business customers. For example, Dell has set
up customized Weh sites for more than 113,000 husiness and ‘imstitutional customers warld-
wide. These individualized Premier Dell.com sites help business customers to more effi-
ciently manage ail phases of their NDell computer buying and ownership. Each customer's
Premier Dell.com Web site can include a customized online computer stors, purchasing and
asset management reports and tools, system-specific technical information, links 1o ussful
information throughout Dell’s extensive Web site, and more. The site makes all the informa-
Hon & viestorner keeds in order to do business with Dell available in one place, 24 hours a day,
7 days & week. 36

Consnmer $o Conswmer (G20

Mitch consumer-ta-consumer {CZC) online markptmg and communication oceurs on the Web
between interested parties over a wide range of products and subjects. In some cases, the
Interoet provides an excellent means by which consumers can buy or exchange goods or
information directly with one another. FFor example, eBay, Amazon.com Auctions,
Overstock.com, and other auction sites offer popular marketspaces for displaying and selling
almnst anything, from art and antiques, colns and stamps, and jewelry to computers and con-
sumen eleclronics.

EBay's (2C onkline trading community of more than 181 miilion repistered users world-
wide (greater than the combined populations of France, Spain, and Britain!) ansacted some
340 billion in trades last year. O any given day. the cumpany’s Web site lists more than
16 millicn items up for anction in more than 45,000 categories. Such G2C sites give peopls
access to much larger audiences than the local flea markel or newspaper classifieds (which,
by the way, are now also goinpg onlina). Interestingly, based on its huge success in the C2C
market, eBay has now attracted a large number of B2C sellers, ranging from small businessns
peddling their regular warcs to large businesses lignidating excess inventory at austion.?

In other cases, C2C involves intarchanges of information through Internet farums that
appeal to specific special-interest groups. Such activities may be organized for commercial or
nancommercial purposes. An example is Web logs, or blogs, online journals where people,

. pyst their thoughts, usually on a narrgwly defined tOplC PBlogs can be about anything, from

politics or baseball to haiku, car repalr, or the latest television series. Today’s blogesphers
consists of more than 10 million blogs, with 40,000 new ones popping up every day. About
16 percent of all American adults now read blogs, and 1 in every 17 Americans has created a
hlog of his ar her own.®8

Mary marketers are now tapping into blogs as a medium for reaching carefully targoted
consumers. OUne way is to advertise on an existing blog or to influesce content there. For
example, before G announced a major energy-efficient technology initiative last year, GE
executives mel with major environmental bloggers to build support. Microsoft reaches out ta
bloggers to prorote its Xbox game systemns and other new products. And in an effort to
improve its often-battered image, Wal-Mart now works ditectly with bloggers, feeding them
nuggets of posilive news, suggesting topics for posting, and even inviting them te visit com-
pany headquarters. “Bloggers who agreed fo receive the e-mail messages said they were eager
to hear Wal-Mart's side of the story, which they. . . felt had been drowned out by critics,” say
an analyst. The bloggers alse “were tantalized by the promisc of exclusive news that might
attract more visitors to their Web sites."??
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Qther companies set up their own blogs. For example, Coca-Cola set up a blug to add an
online community element to its sponsorship of the 2006 Winter Olympics. It enlisted a half-
dazen college students from around the world to blog about their trips to the games. Coke
paid to fly and accommodate students from China; Germany, ltely, Canada, and Australia,
each of whom agreed to post conversatians about the positive side of the games. Similarly,
before the pames began, VisaUSA launched a site where it urged Olympic hopefuls o blog
about the games. The blog site allowed for posting photos and comments, podeasting, and
video blogging.*

As 4 marketing tool, blogs offer soms advantages. They can offer 4 fresh, original, pet-
sonal, and cheap way to reach today's fragmented audiences. However, the blogosphere is
“tluttered and difficult to contrc_)l "Bings may help companies bond with consumers io excit-
ing new ways, but they woinUhalp them control the relelionship,” says a blog expert. Such
Web journals remain largely a C2C medium. “That isn't to suggest companies can't influence
the relationship or leverage blogs to engage in a meaningful relationship,” says the expert,
*hut the consumer will remain in contral. "1

In all, C2C means that online buyers dor’t just consume product information—increasingly,
_they create it. They join Internet interast groups to share mfnrmatmn, with the result that “word
"of Web” is joining “word of mouth™ as an importasit uying Treflugnd

Consumer o Buginess {C28B)

The final unline marketing domain is consumer-to-business {C2B) online marketing. Thanks
to the Internst, today’s consumers are fml.llug it easier to communicate with companies. Most
companies now invite prospects and rustormers to send in suggestions and questions via com-
pany Web sites. Beyond this, rather than waiting foc an invitation, consumers can search vt
sellers on the Web, learn about their offers, initiate purchases, and give feedback. Using the
" Weh, consurers can even drive transactions with businesses, rather than the Sther way
arpund. For example, using Priceline.com, would-be buyers can bid for airline tickets, hotel
rooms, rental cars, cruises, and vacation pack-
ages, leaving the scllers to decide whether to
accept their offers.
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ask questions, offer suggestions, lodge complaints, or deliver compliments to

companies.

Consumers can also use Web sites such as
FlanetFeadback.com to ask questions, offer sug-
gestions, lodge complaints, or deliver compli-
ments to companies. The site provides letier
templates for consumers Lo use based on their
moods and reasons for contacting the company.
The site then forwards Lhe letters to the cus-
tomer service manager at sach company and
helps to obtain a response. “About 80 parcent of
the companies respond to complaints, some
within an hour,” says a PlanetFeedback.com
spokesperson. 32

Types of Online Marketers

Companies of all types are now marketing
online. In this section, we first discuss the dif-
ferent types of online marksters shown in
Figure 17.3. Then, we ¢xamine how companies
ga about conducting ooline marketing.

Click-Oniy versus Click-and-
Moriar Marketers

The Tnternet gave birth to a new species of
marketers—the chck -only dol-c.oms—wlnch

. Ta¥ market presenice. In addition, moattachtmnaI

brick-arid-imdrtar companies have now added
online marketing aperations, ransforming them-
selves into click-and-maortar {ar competitors.
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FIGURE 17.3

Types of online marketers

Click-ard-mortar marketers

Cligk-Unty Companies

_Clickh-only. companies— plick-un]y cumpgn_ifi come in many shapes and sizes. They include e-tailers, doi-coms that
. {he so-called dot-coms, sell products and services directly to final buyers via the Internet. Examplos include
h operate anty online Amazon.con, Expedia, and Wine.com. The click-only group also includes segrch engines and
“withaut any brick-and momtar paortals, such as Yahoo!, Google, and MEN, whirh began as search engines and later added ser-
ITiarkel presence. - vices guch as news, weather, stock reports, sutertainenent, and storefronts, hoping to become

the first port of entry io the Internet. Shopping or price comparison sites, such as
Froogle.cor, Yahoo! S$hopping, and Bizrate.com, give instant product and price comparisons
from thousands of vendors,

Internets service providers (ISPs) such as AOL and Earthlink are click-only companies
that provide Internet and e-mail connections for a fee. Transaction sites, such as cBay, take
comunissions for transactions conducted on their siles. Finally, various content sites, such as
New York Times on the Web (www.nylimes.com)], ESPN.com, and Encyciopaedia_E:'ilarmica
Online, provide financial, news, rescarch, and other information.

The hype surrcunding such click-only Web businesses reached astronasrical levels dur-
ing the "dot-com gold resh” of the late 19905, when avid inveslors drove dot-com stock prices
to dizzying heights. However, the investing frenzy collapsed in the vear 2000, and many high-
fiying, overvalued dot-voms carce crashing back to Earth. Lven some of the strongest and most
attractive e-tailers—eToys.com, Pets.com, Furniture.com, Garden.com—filed for bankruptcy.
Now on firmer [ooting, many click-only dot-coms are surviving and even prospering in
today’s marketspace.

Cliglk-and-Mortar Companies

As the Internet grew, estahlished brick-and-mortar companies realized that, to compete ef_"_ft?c_-_
tively with online competitors, they had to go online themselves. Thus, many one-time brick-"

Llick-and-mortar and-mortar companies are now prospering as click-and-mortar companies, For exampls, Office
companies . Depot’s more than 1,000 office-supply supersiores rack up annal sales of $13.5 billion in more
Traditionat brick-znd-mortar than 23 countries. Bul you might be surprised to learn that Office Depot's fastest recent growth

‘cormpanies that have added has come not from iis traditional “brick-and-martar” channels, but from the Internet.
onling marketing tc thair -
Spérations. - Office Depot’s online sales have soared in recent years, now accounting for 27 percent
oo of total sales. Selling on the Weh lets Office Depot build deeper, more personalized rela-
tionships with customers large and small. “Contract customers™—the 80,000 or 50
targer businesses that have negotiated relationships with Office Depot—enjoy cus-
tomized unline ordering that includes company-specific product lists and pricing. For



498 Part 3 Designing a Customer-Driven Marketing Strateqy and Integrated Marketing Mix

Office opEPOT

Information . ..

< -Caatmin| Ly

ane o Medls iR N
3 2 Hpdallang P

am - ]
urlngee § Relaons § Eut

ComPANY INFORMATION

I | % €AST wars 70 SHOR
f
i
i

Shop Onlne

24 hours a day:

£ | warw.officedepot eam
b | (ADL ¥eyword: affice
| deput)

a8 24 Hokizk o doy:

3-F98-20-LEPLT
(i-OBT-a431T88)

example, GE or Procter & Gamble can
create lists of approved office products
at discount prices, and than let com-
pany departments or sven individuals
do their own purchasing. Thig reduces
ordering costs, cuts through the red
tape, and speeds up the ordering
process for customers. At the same
tirme, it encourages companies to use
Office Dapot as a sale sourcs far office
supplies. Even the smallest companies
find 24-hour-a-day online ordering
easier and more efficient. More impor-

Office Depot, ne. Founded In 1985, is vne of the workd's langest sellers of office

and an Industry leader in evary distribution channsl, inchuding stores, drect taﬂtl}‘, Oi:ﬁce Depot's YWeh Operan‘_o:us
rr)allI contract debery, the Intemet and busingss-to-business eleckrnic cammence,

v s e don't stes] from store sales. Instead,
| ratasa-smen) 5 the OfficeDepot.com  site actually
i Tameal i builds store traffic by helping cus-

tomers find a local store and check
stock. In return, the local store pro-
motes the Web site through in-store
kiosks. If customers don't find what
they need on the shelves, thay can
quickly order it via the Web from the
kiosk. Thus, Office Depot now oifers a full range of contact points and delivery modes—
cndine, by phone or fax, and in the store. No elick-only or brick-only seller can match
the call, click, or visit convenience and support afforded by Office Depot’s click-and-
mortar model. #
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Bl Chick-and-martar marke‘nng No click- onlg.r or prick-onky setler can match the call,
click, or visit convenience and support affarded by Office Depat's “4 easy ways to shop.”

Many click-and-mortar companies are now having more online success than their click-
only competitors. In fact, in a recent ranking of the top 50 online retail sites, only 15 were
click-only retailers, whereas the others were multichannel retailers.** What gives the click-
and-mortar companies an advantage? Established companies such as Best Buy, Blockbuster,
Fidelity, and Qffice Depot have known and trusted brand names and greater financial
rascurces. They have large custumer buses, deeper industry knowladge and experience, and
good relationships with key suppliers.

By combiring online marketing and established brick-and-mortar operations, the click-
and-mortar retailers can also offer customers maore options. For example, consumers can
choose the convenience and assortment of 24-hour-a-day online shopping, the more personal
and hands-on experience of in-stave shopping, or hoth. Customers can buy merchandise
online, and then easily return unwanted goods to a nearby store. For exampls, those wanting
to do business with Fidelity Investments can call a Fidelity agent on the phone, go online to
the company’s Web site, or visit the local Fidelity branch oftice. This lets Fidelity issue a paw-
erful invitation in its advertising: "Call, click, or visit Fidelily Investments,”

Setting Up an Ouline Marketing Presence

Clearly, aTl companies peed to consider moving anline. Companies can condact online mar-
keting in any of the four ways shown in Figure 17.4: greating « Web site, _p acing ads and pro-
motlons online, settlng up or partlupdtmg in ‘Neb communitieg, or using &- mall

FIGURE 17.4
Setting up for gnline
- - marketing '

Using e-mail -
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Creating a Web Site
For most companies, the first step in conducting nnline marketing is to create a Web site.

However, beyond simply creating a Web site, marketers must design an attractive site and find
ways to get consumers to visit the site, stay around, and come back often.

S wlli LTI Web sites vary greatly in purpose and contenl. The most basic iype is a

_corporate Weh site. These sites are designed to build customer gondwill and to supplement
other sales chanuels, rather than to sell the company’s products directly. They typically offer

a rich variety of information and other features in an effort to answer customer questions,
build closer customer relationships, and generate excitement about the company. For exam-
ple, although you can buy ice cream and other items at the gift shop al Ben & Jexry's Web site
(benjerry.com), the site’s primary purpose is to enbance customer relationships. At the site,
you can learn all about Ben & Jetry's company philosaphy, products, and locations. Or yuu
can visit the Fun Stuff area and send = free e-card io a friend, subscribe to the Chunk Mail
newslatter, or whila away time playing Scooper Challenge or Virtual Checkers.

tion that will move them closer to a direct purchase or other marketing outcome, For example,
visitors to SonyStyle.com can search throuph dozens of catepories of Sony products, learn more
about specific items, and read expert product reviews. They can check out the latest hot deals,
place orders online, and pay by credit card, all with a few mouse clicks.

MINI TISA operates a marketing Web site at www.miniusa.com. Once a potential custoeer
clicks in, the carmaker wastes no fime irying ta turn the inquiry into a sale, and then inte a long-
term relationship. The site offers a garage ful! of useful information and interactive selling fea-
tures, including detailed and fun descriptions of current MINI models, tools for designing your
very own MINI, information on dealer locations and services, and even taols for tracking vour
new MINI from factory to delivery.

Before Angela Dil'abio bought her

MONI Cooper last Seplember, she spent

untnld hours on the company's Web
site, playing with doezens of possibili-
ties hefore caming up with the porfect
combination: a chili-pepper-red sxte-
rior, white racing siripes on the hood,
and a “custom rally badge bar” on the
grill, When DiFabio placed her order
with her dealer, the same huild-your-
own tool—=and all the price and prod-
vet details it provided-—left her feeling
like she was getting a fair deal. “He
cven used the site ta ordor my car,” she
says. While she waited for her MINI to
arrive, DiFabio logged on to MINI's
Web site evary day, this time using its
“Where's My Baby?” tracking toot to
foilow her car, ke an expensive Fedix
package, from the factory in Britain to
its delivery. The Web site does more
than just provide informarion or sell
products or services. If makes an

5 The MINI marketing Web site does mare than just provide informatian or sell impac! on the customer experience: It's
cars; it keeps customers engaged, from designing their very own MINI to tracking it fun, it's individual, it makes users fesl

from factory to delivery.

like part of the clan.*"

Closrl SRl WU L5 Creating a Web site is one thing; getting people to visii the
site is another. To attract visitors, companies ‘dggfessively promote their Web sites in offline
print and broadeast advertising and through ads and links on other sites. But today's Web
users are quick to abandon any Web site that doesn't ineasure up. The key Is to create encugh
valug and excitoment ta get consumers who come to the site to stick around and come back
again. This means that companies must constantly update their sites to keep them curzent,
fresh, and useful. ' o
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For some types of products, attracting visitors is easy. Consumers buying new cars,
computiers, or financial services will be open to information and marketiog injtiatives from
sellers. Marketers af lower-invoivernent products, however, may facs a difficuit challerge
in atlracting Web sifte visitors. If you're in the market for a computer and you see a banner
ad that says, “The top ten PCs under $800," you'll likely click on the banner. But what kind
of ad would pet you to visit a site like dentalfloss.com?

A key challenge is designing a Web site that is attractive on first view and interesting
enough to encouvage rapeat visits, Many marketers create colorful, graphically sophisti-
cated Web sites that combine text, sound, and animation to capture and hold attention (for
examplas, see www.looneytunes.com or www.nike.com). To atiract new visitors and to
encourage revisits, suggests one expert, online marketers should pay close atiention to the
seven Os of effective Weh site design:*®

B _Confext: lhe site’s layout and design
@ .Canteni; the text, pictures, sound, and video that the Web site containg

& C'ommumfy the ways that the site enables user-to-user communication

!!__ (_.‘LISfOIHIZﬂfIOH the site's ability to tailor itself to different users or to allow users to per-
sonalize e siie

8 Communicgiion: the ways the site enables site-to-user, user-to-site, or two-way com-
munication

¥ Connection. the degree that the site is linked
to other sites

a8 Commerce; the site's capabilities to enable
commercial transactions

And to keep customers coming back to the site,
companies need to embrace yet another “(7--
. constant change,

At the very least, a Web site should be easy
to use, professional locking, and physically
attractive, Ultimately, howover, Wel sites must
also he useful. When it comes 1o Weh surfing and
shoppmg, most people prefer suhstance over
style and function over flash. Thus, effactive Web
sites contain deep and usetul information, inler-
acltive tools that help buyers find and evaluate

B _ . —_— BN N praducts of interest, links to other related sites,
B Effective Web sites: Applying the 70s of aFfactive Web site desiga, fs this a good changing promotional offers, and entertaining
site (see wiww.altoids.com)? features that lend relevant excitament.

Pliaging Ads and Promotions Online

As consumers spend maore and wore {bne on the Internet, many companies are shifting mare

Online advertising of their marketing dollars to online advertising to build their hrands or to attract visitors to
Adver‘mng That appears while  their Web sites. Online advertlsmg is becomr_ng a major medium. Last year, 1.5, companies
consumgrs are surfing the . spent more than $12.5 billion on ofiling advertising, up 30 percent over the previous year.
Web, inc: iuding display ads | Online ad spending will jump to more than $22 billion by 2009, representing about 11 per-
(ba‘mers interstitials, pop- cent of all direct marketing ad spending and rivaling the amotunls spent on cable/satellite TV
.upst search-relzted ads, and radio.¥” Here, we discuss forms of online advertising and promotion and their future.
online C|aSS|fIECrS and oihe

forms.” ) The mafor forms of online advertising inchide display ads,

search-related ads, and online classifieds. Online display ads might appear anywhere on an
Tnternet user's screen. The most common form is hanners,, bauner-shaped ads found at the
tap, bottom, laft, tight, or center of a Web page. ¥or instance, a Weh surfer looking up airline
schedules or fares might emcounter a flashing banner that screars, “Rent & uar from Alamo
and get up fo two days [ree!” Clicking on the ad takes consumers to the Alamo Web site,
where they can redeem the premotion.

Interstitiols are online display ads that appear batween screen changes on a Web site,
aspacially while a new screen is loading. For examptle, visit www.marketwatch.com and
you'll probably see a 10-second ad far Visa, Verizon, or another sponsor before the homepage
loads. Pop-ups are online ads that appear suddenly in a new window in front of the window

being viewed. Such ads can multiply cut of control, vreating a major annoyance. As a result,
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Internet services and Web browser providers have developed applications that let users block
most pop-ups. But not 1o worry. Many advertisers have now developed pop-unders, new win-
dows that evade pop-up blockers by appearing behind the page you're viewing.

With the increasc in broadband Internct access in American homes, many companies arve
developing exciting new rich media display ads, which incorporate animation, video, sound,
and interactivity. Rich media ads attract and hold consumer attention better than traditional
banner ads, They employ techniques such as float, fly, and snapback—animations that jump
out and sajl over the Wsh page hefore retreating to their ariginal space. But many rich media
ads do inore than create a liftle hit of juinping animation. For example, o attract would-be
commodity traders to its Web site, the Chicago Board of Trade runs a small rich media banner
ad that explodes into a s;mall site when the user’s mouse volls over it. The mouse-over sitc fea-
tures free streaming quotes, sample research, and a virtual trading account, all of which
would pever fit into a traditional static ad. 48

Another hot growth area for online advertising is search-related ads (or contextual adver-
tising), in which text-based ads and links appear alorgside search engine Tesults on sites stich
as Coogle and Yahoo!. For example, search Google for “HDTV" and you'll ses incunspicuous
ads for ten or mors advertisers, ranging from Gircuit City, Best Buy, and Amazon.com to Dish
Network and Nextag.com, Mearly all of Google’s 36,1 billion in revenues come from ad salss.
An advertiser buys search terms from the search site and pays only if consumers click through
Lo ils site. Search-related ads account for some 41 percent of all online advertising expendi-
tures, tore than any other category of online advertising.*?

Search ads can be an effective way to link consumers to other forms of online promotian. For
axample, Honda used key word searches to lure Web surfers to a site promoting its Element truck:

The current Element campaign features the vehicle “talking” to sundry animals—a.
platypus, a possuir, a burro, and a crab—in cartoony spets. Honda bought those key-
ward terms and uses search ads as invitations to “see the platypus in its Element.”

That link leads conswmers o elemen-

B i A o Bt g T tandfriends.com, which  features
ey e agie Aﬁfwn :n:v-lw-'-lalruxn Yank B Eailog S - Nwm&lm_ ¥ Element ads and a related BaIE,
.:1 @‘" . Honda also bought vaciants of “funny

}@ : viden” and “fimny commercials,”
i search terms that have demographic
profiles  compatible  with  likely
Element buyers. In many cases, the
search terms cost just 10 cents or 13
cents per click and drew ahout 40 per-
cent uf the Element’'s Web site traffic,
“It scormed a little quirky, but the more
you thought about it, the more it
spemed to tesonate well wilh the cam-
paipn.” says Honda's senior manager
of marksting. For its Ridgeline teuck,
which was advertised during the
! Super Bowl, Honda bought a “few
thousond” search terms somehow
related to the Super Bowl (as in “Super

lick on Ehy "yialt
igland* aign to wzplors
by worid. Or I piach.

Sina Bal

& Search-related ads account for some 41 percent of all online advertising Bowl ad”). Those terms pgenerated
expenditures: Honda used key word searches to lure Web surfers to a site promoting more than 3.5 million online impres-
its Element truck. The site features the vehicle “talking” to sundry animals—a sioms from just Yahoo! and Google on
mlatypues, @ possum, a burro, and a crab—in cartoony spots. the day after the Super Bowl alone.®®

Other forms of online promotions include content

sponsurshlps dlhdm.es d.l'J.d afflllate programs, and viral advertising.

Using contf‘nt spnnsorsth-: companies gain name exposure on the Internet by sponsoring
spocial content an various Web sites, such as news or [inancial information or ‘?pcc:lal -interest
topics. For example, Scotts, the lawn-and-garden products company, sponsors the Local
Forecast seclion on WeatherChannel.com; and David Sunflower Seeds sponsors the ESPN
Fantasy Basehall site at ESPN com. Sponsorships are best pluced in carefully targeted sites
where the},r can offer relevant information or service to the audience.

Iniernet companies can also develop_aliances and affiliote programs, in which they work
with other companies, online and offline, to * prdn‘{ote each other,” Amgzohi.com has more than
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Viral marketmg

The. Iﬂternet version of word-
..of-mouth marke nd—Wﬂb

) Sfl°5 g-mail messages or

" ther mametmg events that”
are 50 infectious that | -
cusiomnrs will want 10 pass
them along to, frlencs

Weh cammuiities

Weln sites upon which
members can congregate
cnline and exchange views an
issues of cornmon interest,

B Viral marketing: Burger King's
colossally successful Subsendent
Chicken site gets consumers interacting
with the brand and buzzing about its

edgy new pasitiening.

900,000 affiliates who post Amazon.com banners on thelr Web sites. And Yahoa!, whose ad Tev-
enue makas up 84 percent of its total worldwide revenue, has becume a fertile ground for
alliances with movie studios and TV production cornpanies:

In one episode nf The Apprentice, teams creatad and marketed a new flavor of
Ciao Bella Ice Cream. Although Ciao Bella had previously sold its ice creams in
only 18 stores in the New York and San Francisco, Yehoo! convinced the man-
ufacturer to place the new product in 780 stores around the country. An end-
of-episode promotion urged viewers to visit Yahoo!'s local online search
engine to look for the store nearest them. The praduct sold out by 5 BM. the
next day. And thanks to Yehoo!s registration database, it was able to provide
Ciao Bella with the demograph.lc characterlstws of respondents.®!

Finally, online marketers use vmﬂ ma_kétlng, the Internet version of word-of-mouth
marketing. Viral marketing involves creating a Weh site, ¢-mail message, or other marketing
event that is so infectious that customers will want to pass it alung o theu “friends. Becanse
‘customers pass the message or prometion along to others, viral marketing can bé very inex-
pensive. And when the information comes from a friend, the recipient is much more likely to
open and read it. Consider Burger King's now-classic Subservient Chicken viral campaiga:

The Web site, www.subservientchicken.com, features & dingy living room,
where the subservient chicken—someone in a giant chicken suit and a garter
belt—hangs out in iront of his Web cam and awaits your bidding. Type in com-
mands, and the chicken doss exactly what you ask It will flap its wings, roll
over, or jump up and down, It will also moon the viewer, dance the Electric
Slide, or die. {Suggestions for lewd acts are met with a “naughty naughty” shake
of the wing.) In other words, you can have vour way with the chicken. Get it?
Have it your way! The site promotes Burger King's TenderCrisp chicken and teg
it into Burger King's successful “Have It Your Way" marketing campaign.

“As viral marksting goes, subservientchicken.com is a colessal success,”
says an advertising expert. “There is great overlap between Web regulars and
Burger King’s core audience.” If nothing more, the site gets consumers to intei-
act with the brand, And it gets them buszing about Burger King's edgy new
positioning. Burger King has never advertised the site. When it was first cre-
ated, the developer at Crispin Porter + Bogusky {CP+E), the ad agency that
created tha site, e-mailed the URL to several other CP+B people, asking them
to send the link out to friends to test. From that single e-mail, without & peep of
promotion, the Subservient Chicken site ended the day with 1 million total
hits. It received 46 million hits in only the first week following its launch,
385 million in the first nine months, Says one Burger King ad director, the
award-winning site helped “sell a 1ot, a lot, a lof of chicken sandwiches."??

: Although online advertising still accounts for
0111)’; & minor portmn of the total advertising and marketing expenditures of most
companies, it is growing rapidly. Online advertising serves a useful purpose, espe-
cially as a supplement to other marketing elforts. As a result, it is playing an increqs-
ingly important role in the uiarketing mixes of many advertisers.

For example, althongh Procter & Gamble spends anly a small partion of its ad
media budget online, it views the Web as an important medium. According to a P&G
marketer, online marketing is “a permission-based way to offer consumers more
information about & product than can be shared in a typical 30-second spot. It opens
a two-way exchange where we can better educate ronsumers about our products. ™

Creating or Pariicipating in Web Communities

The popularity of blogs and other Web forums has resulted in a rash of commercially
sponsored Web sites called Web commumnities, which take advantage of the C2C prop-
erties of the Internet, Such sites allow members to congregate online and exchange
views on issues of common interest. They are the cyberspace squivalent to a
Starbucks cofleehouse, a place where everyhody knows your e-mail address.

For example, iVillage.com is a Web community in which women can exchange.
views and obtain information, support, and solutions on families, foad, fitness, rela-
tionships, relaxation, home and garden, news and issues, or just about any other topic.
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The sile draws more than 25 million unigue visitors
each quarter, puiting it in a league with magazines such
as Cosmepolitan, Glamour, and Vogue. Another exam-
ple is MyFamily.com, which aspires to be the largest
and most active online community in the world for fam-
ilies. It provides free, private family Web sites upon
which family mernbers can connect onltine to hold fam-
; ily discussions, share family news, create online family
4 ¢  photo albums, maintain a calendar of family events,
' jointly build family trees, and buy pifls for family mem-
bers quickdy and easily.®*
- Visitars to these Internet neighborhoods develop
.1 astrong sense of community. Such communities are
! atlractive to advertisers becanse they draw frequent,
lengthy visits from consumers with common interests
and well-defined demographics. For example,
iVillage.com provides an ideal environment for the
Web ads of companies such as Procter & Gamble,
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P Kimbarly-Clark, Nabisco, Avon, Clairol, Hallrnark,
"ﬂ'ia and others who target women consurmers. And
! & MyFamily.com hosts The Shops@MyFamily, in which

stich companies as Disney, Kodak, Hallmark, Hewlsll-
Packard, and Microsoft advertise and sell their family-
uriented products.

Herve Some Fan

AT Yiad lan e p

Using B-Hail

#-mail has exploded onto the scene as an important
online marketing lool. A recent study of ad, brand, and
marksting managers found that nearly half of all the BB
and B2C companies surveyed use e-mail marketing to
reach customers. Companies rurrently spend about
i ¥1.1 hillion a year on e-mail marketing, vp from just

[ —— T 164 million in 1999, And this spending will grow hy
B} Web communities: i¥illage.com, a Web community for women, provides an estimated 20 percent annually through 2009, Total

an ideal envisonmenl for Web ads of companies such as Procter & Gamble, annyal e-mail volume in the United States is expected
Kimberly Clark, Avon, Hallmark, and others, to rise to almost 2.7 trillion messages in 2007 55

To compete effectively in this ever-more-clutterad
e-mail envivonmenl, marketers are designing “enriched” e-muil messages—animated, interac-
tive, and personalized messages full of streaming audio and video. Then, they are targeting
these aitention-grabbers more varefully to those who want them and will act upon them.
Consider Nintendo, a natural for e-mail-hased marketing:

Young computer-savvy gaming fans actually look forward to Nintendo’s monthly e-
il newsletter for gaming tips and for announcements of exciting new games. When
the company launched its Séar Fox Adventure game. it created an intensive e-mail
campaign in the weeks bafore and after the produet lanuch. The campaigs included
a variety of messages targeiing putential customers. “Each messago has a different
look and feel, and . . . that builds exritament for Nintendo,” notes an executive work-
ing on the account. The response? More than a third of all recipients opened the
e-mails. And they did more than just glance at the messages: Click-through rates
averaged more than 10 percent. Nearly two-thirds of those opening the messags
watched its 30-second streaming video in its entirety. Nintendo also pathered
insightful customer data feom the 20 percent of people who completed an embedded
survey. Although the company feared that the banage of messages might create “list
fatigne” and irritate customers, the campalign received very few negative responses,
The unsubscribe rate was under 1 percent.’®

As with other types of online marketing, companies musl be careful that they don't
cauge resentment among Internet users who are already overloaded with “junk e-mail.” The

- Spam explo$ion 6F spamm—unsolicited, unwanted commercial s-niail messagés that clog tp our
Unsolicited, unwanted e-inail boxes-—has pirodnced consumer frustration and anger. According to one ressarch coin-

commerc:al e-mail messages.  pany, spam accounts for as much as 84 percent of total inbound e-mail.5” E-mail marketers
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E-mail is one hot marketing medium. In ming-
boggling numbers, e-mad ads are popping oato our
compuier screens and filling up our e-mail boxes, And they're no
longer just the quiet, plain-text messages of oid. The new breec of
in-your-face e-mail ad is designed to command your attention—-
loaded with glitzy features such as animation, interactive dinks, colcr
photos, streaming video, and personalized audio messages.

But there's a dark side to the exploding use of e-mail marketing.

commescial messages that now clutter up our g-mait boxes and our
fives. Various studies show thal spam now accounts for an inbox-
clogging 60 to 83 percant of &-mails sent daily througheout the world,
up from cnly 7 percent in 2002, One recent study foursd that the
average consumer received 3,253 spam messages fast year.

Despite ihese disrnal siatistics, when ssed properly, @-mall can be
the uitimaie direcl marketing medium, Slue-chip marketers such as
Amazon.com, Deid, L.L Bean, Office Depat, and others use i regu-
larly, and with great success. E-mait lets thess marketers send highly
targeted, Hghtly personzlized, re:ationship-building messages to con-
sumers who actually want io receive them, at a cost of only a few
cents per contact. E-mgil ads really can command adention and get
customers to act, According o ane estimate, well-cesigned e-mail
campaigns sent ta internal customer lisis typically achizve 10 tc
20 percert click-through rates. Thet's pretty pood when compered
with the 1 1o 2 percent average responss rates for sraditional direct
mail and the less than 1 percent response to tradilional banner ads.

Howevar, althaugh carefully desiened e-mails may be effeclive,
and may even be welcomed by selected consumers, critics argue
that mast commercial e-mail messages amount to iiftle mare than
annaying “junk mail” to the rest of us. Too many bulk e-mailers blast
oul iowest-comman-denominataor meilings to anyone with an e-mait
address. Thera is no customization—no relaticnship building,
Evarynne pets the same hyperventilated riessages. Moreover, too
often, the spem comss from shady sources and pitches objsction-
able products—evarything from Viagra and body-enhzncerment prad-
ucts to pornography and guestionabls investmenis, Ang the mes-
sgges are often sent from less-than-reputable marketers.

Al least in par, it's e-mail econamics that are to blame for our
overflowing inboxes. Sending e-mail is 50 easy and so0 inexpensive

B
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that almast anyone can afford to go it, even at pallry response raies.
“In the field of direct marketing, it doesn't get much cheaper than
spam,” says ane anadyst. "One needs only a cradit card {(to by lists
of e-maii addresses), a computer, and an Ilaternet connection.
Otherwise, it costs nothing to send bulk e-mail, aven masses of it.”

For examgpte, Touch Mediz Group ence purnped out aight mitlion e-
mails & day. That makes the company sound like a big-city direct mar-
keting hehermoth. But in reality, it began as a hame-based business run
by @ dd-yaar-uld rmother, Laura Betterdy, in Dunadin, Florida, dubbed
the Spam Quean by the Wall Streef Journal, Betterly regularly dis-
patched messages to haif & mitlion or mare strangers with a singfe click
on the "send” icon. She found that she could mzke a profit on even very
low responses. For examgle, if only 65 of the half millicn recipients
responded, Betterly's company mads $40. In all, Betterly cleared mare
than 3200030 a year in incorme from her small business.

The prublemn, of course, is thak it was far easizr for Betterly to hit
the “send"” buftes an an e-mail to a million and a half strangers than
it was far the beleaguered recipierts o hit the delete key on all those
messages. One analyst calculated that the recipfent cost of Befterly's
=-mails far exceedea the $20 in revenue that it produced for her.

Assume that the average $me getting rid of the junik was two ses-
onds, and that the average recipient values his or her time at the
mean wage paid in the United States, which is around $14 per
hour, or $0.003% per secand. This implies a total cost, incurred
by wininterested recipients, of 00,000 times two seconds times
90.0039 per second, which gives $3,900. And such daolfar cal-
culations don't hegin to account for the shear frustraticn of haw-
ing ta deal with ad those many junk messages.

The impact of spam an consurners and businesses is alarming. One
recent study piaces the average time spant at work each dav deleting
spam &t 2.8 minutes. This loss in productivity eguals $21.5 Giltion
per year based on average U.S. wages.

Im response fo such costs znd frastratons, intermet service
providers and Web-browser producers have created scphisticated
spam filters. For exarnple, ACL now dlocks some .5 biliion spam
messages a day, more than half 2 trilicr a year, from reaching the
¢-mail boxes of ADL subscribers. It's blocking eighi out of evary tan
attermpied e-maiks as spam. The government is also siepping in. In

walk a [ine line between adding value for consumers and being intrusive (see Real

Marketing 17.2].

To avoid irritating consumers by sending unwanted marketing e-mail, companies

should ask customers for, permission fo e-mail marketing pitches. They should also tell
recipients how to “optin” or “opt out” of e-mail promotions at any time. This approach,
known as pecmission-based marketing, has become a standard model for e-mail marketing.

The Promise and Chalisngss of Online Marksting

Online marketing continues to ofler bath great promise and many challenges for the future.
Its most ardent apostles stiil envision a time when the Internst and online marketing will
replace magazines, newspapers, and even stores as sources for information and buying.
Most marketers, however, hold a more realistic view. To be sure, online marketing will
become a successful business model for some companies, Internet firms such as
Amazon.com, eBay, and Google, and direct-marketing companies such as Dell. Michael
Dell's goal is one day “to have o/l cuslomers conduct aff transactions an the Internst, glob-
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2003, Congrass passed the CAM-SPAM Act
{the Contralling the Assault of Non-Solicited
Pornography and Marketing  Act}, which
attempts o clean up the e-mail industry by
hanning deceplive subject lines, requiring &
real reiurn address, and giving cansumers &
way to “opt cut.” Such actions have helped
somawhat. The number of spam messages
recefved last year dropped by 17 percent ower
the previous year. Howaver, most of us still pet
a barrage of e-mail come-gns sacrh day.

Most legitinate e-mail marketers welcoime
such conltrols. Left unchecked, they reason,
spam will make legilimate e-mail marketing less
efiective, or even impossibie. Bul the industry
worties that solutions such as spam filkiers and
the CAN-SPAM Act otten filter out the good e-
mails with the bad, dampening tho rich potential
of &-mail for companies that want 1o use it as a
valid marketing tool. In fack, sccarding o one

o, Tara fae ] e g Awr | Indrmakn

study, as much as 20 parcent of legiiimate bulk
commertial e-mail—which includes online state-
menis and receipts as well as maif that users sign
Up 0 receive—aets caught in spam filters.

So, what's & marketer to do? Permissicn-kased e-mail is the Lest,
salution, Companias can send e-mails only to customars who "opt
in"—those who grart permission in advance. Trey can lst con-
sumars specily what types of messages they'd fke 1o receive.
Financial services firms such 25 Charles Schwab use configurable
e-mail systems that let customers choose what they want to get.
QOthers, such as Yahoo! ar Amazon.com, include long lists of opt-in
boxas for different categeries of marketing maserial . Amazon.com tar-
gets ophin customers wikh a imsted numizer of helpful “we thought
you'd tke to know" messages based on iheir expressed preferences
ard previous purchases. Few customers object and many achually
wescame such promalional messages.

Permission-based markeling ensures that e-mails are sent anly to
customers who wank them, Still, marketers must be careful not o
abuse the privilege, There’s a fine ling between legitimate e-mail mar-

In response to the spam epidemic, Internet service providers such as AOL have created
sophisticated spam filters.

keting and spam. Companies thal cross the fine will quickly lzarm that
"opting aut™ is onty a click away for disgruniled consumars,

Saurces: Quotes and othar information fram lennifer Brumluk and loe
Tyler, "Cracking the E-Mail Marketing Code," Associziion Managermsnt,
March 2005, pp. 52-55; Matt Haig and Mylene Mangalindan, “Spam -
Queen: For Bulk E-Mailzr, Pestering Miflions Offers Path to Profit,” Wal
Stregt Journal, Noveraber 13, 2002, &, AL; Jennifer Woicott, “You Cali It
Spam, They Call It a Living,™ Christian Science Monitor, WMarch 22, 2004,
p. 12; “AOL Top-10 Lisk Reveals Spammers Arg Getting Mara
Sophizticzted,” Wireless News, Decembar 29, 2005, p. 1; Easd Burns,
“The Deadly Duo: Spam and Yiruses,” March 2008, accessed ak
wwwe.clickz.cam; and Jessica E. Vascellaro, "Spam Filters Wild; Spate of
Incidents at Verizon, AOL Point to Growing Problern of Blocking
Lepifimate E-Mzil," Wal Streat Journal, May 3, 2006, p. DL,

ally.” However, for mast companies, online marketing will remain just one important
approach to the marketplace that warks alenpside other approaches in 2 fully integrated
marketing mix.

Despite the many challenges, companies large and small are quickly integrating online
warketing into their marketiug srategies and mixes. As it continues to grow, online marketing
will prove to be a powerful direct marketing tool for building customer relationships, improv-
ing sales, communicating company and product information, and delivering products and
services more efficiently and effectively.

Integrated Direct Marketing

Toe often, a company's different direct-marketing efforts ars not well integrated With. one
another oe with other elements of its marketing and promotion mixes. For example, a finm’s
media advertising may be handled by the advertising department working with a traditional
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_ Integrated direct marketing
Dlrec_t
_that use multiple vehicles and
.Inyltiple stages ‘o improve
Jesponse ratss and profi_ts,-_

{ing campaigns |

advertising agency. Mcanwhile, its direci-mail and catalog business may be handled by direct-
marketing specialists, whereas its Weh site is developed and operated by an outside Internet
firm. Ever within a given direct-marketing campaign, too many comparies use only a “one-shot”
effort 10 reach and sell a praspect or a single vehicle in multiple stages to trigger purchases.

A more powerful approach is integrated direct marketing, which involves using carefully
coordinated multiple-media, multiple-stage campaigns. Such campaigns can greatly improve
response. Whereas a direct-mail piece alone might generate a 2 percent response, adding a Web
site and toll-frec phone number might raise the response rate by 50 percenl. Then, a well-
designed outbound e-mail campaign might lift response by an additional 500 percent.
Suddenly, u 2 percent response has grown to 15 percent or more by adding interactive market-
ing channels ta a regular mailing,

Integrating direct marketing channels with each other and with other media has become
a top prierity for marketers. For example, consider the integrated direct marketing efforts of
professional services firm Ernst & Young:

¥rnst & Young is taking a decidedly integrated approach with its online, e-mail, and
other direct marketing. It integrates its e-mail efforts with other media, including
direct mail, and tightly weaves both into interactive elements on the company's site.
For example, a promotion for an annual couference it hosted in October for enerpy
executives hegan much earlier in the year with a “save the date” e-mail to clients and
prospects. That was followed up by a rich media e-mail. “We created these flash
movies that we e-mailed them, and the call to action was embedded there,” says an
Ernsl & Young marketing executive, “There wus 4 link built in that brought them to
the Weh siie to find out details about the conferemce.” Next, to reinforce the online
messages, the company sent out direct-mail invitations, which included a registra-
tion form as well as the Web address for those who chose to ragister online. To ensure
that Ernst & Young's ditect marketing rnessages are well inlegrated, representatives
from sach marketing discipline meet on a regular basis. *We all sit around the table
and talk about what we've done, what’s in process, and what we're planning.” says
the marketing executive. “The results rely on ‘the whole thing.” Otherwise, it's like
making a cake without putting in the flour.”5?

& Public Policy Issues in Direct Marketing

Direct marketers and their costomers usually enjoy mutually rewarding relationships.
Occasionally, however, a darker side emerges. The aggressive and sometimes shady tactics of
a few direct marketers can bother or harm consumers, giving the entire industry a black eye.
Abuses range from simple excesses that irritate consumers to instances of unfair practices or
even outright deception and fraud. The direct marketing industry has alsu faced growing
invasion-uf-privacy concerns, and online marketers must deal with Internet sccurity issues,

Irritation, Unfairness, Decsption, and Frand

Direct-marketing excesses sometimes annoy or affend consumers, Most of us dislike direci-
response TV commercials that are too loud, too long, and two ingislent. Our mailboxes 1l vp
with unwanted junk mail, our e- -mail Boxes fill up with unwanted spam, and our computer
screens 81l up with lin'i\ranted | pop-up or pop-under ads.

Beyond lrntdtmg comsumers, some direct marketers have been accused of taking unfair
advantage of impulsive or less-sophisticated buyers. TV shopping chapnels and program-long
“infornercials” targeting television-addicted shoppers seem to be the worst culprits. They fea-
ture smoath-talking hosts, elaborately staged demonsirations, claims of drastic price reduec-
tions, “while they last” time limitations, and unequaled ease of purchase to inflame buyers
who have luw sales resistance,

Worse yet, so-called heat merchants design mailers and write copy intended to mislead
buyers. Even well-knowan direct imailers have besn avcused of deceiving consumers, A few
years back, sweepstakes promoter Publishers Clearing House paid $52 million to settle accusa-
tions that its high-pressure mailings confused ur misled consumers, especially the elderly, into
believing that they had won prizes or would win if they bought the company’s magazines.>®

Fraudulent schemes, such as investment scarms or phony collections for charity, have also
muliiplied in recent years. Internet fraud, including ii_:lp_i'l@ity__l___h_eft_fnd [financial scams, has become
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a serious problen. Internet-related vomplaints accounted for 46 percent of the 231,000 fraud com-
plaints received by the FTC last year, resulting in monetary losses of more than $335 millior. And
last year alone, the Federal Internet Crime Complainl Genter (IC3) recetved almost 232,000 com-
plaints related to Infernet fraud, a whopping 368 percent increase from 200290
One common form of Intemet fraud ig.phishing, a type of identity theft that uses decep-
tive e-mails and fraudulent Web sites to fool users into divulging their personai data.
According to one survey, half of all Internet users have received a phishing e-mail. Although
many consumers are now aware of such schemses, phishing can be extremely costly Lo those
caught in the Net. 1L also damages the brand identities of legitimate online marketers who
have worked to build user confidence in Web and e-mail bansactions 81
Many consumers also worry about online security. They fear that unscrupulous snoapers
will eavesdrop on their online transactions or intercept their credit card numbers and make
_ unantharized purchases. In a recent survey, six out of ten online shoppers were concerned
“encugh about online security that they considered reducing the amount of their online holi-
day shopping.5 Such concerns are cestly for direct-marketing companies. A Tecent study
indicated that abmost 30 percent of North American consumers who have been online but
haven't made a purchass cited concerns about credit card fraud and other factors as holding
them back. Another study predicts that annual unline sales could be as much as 25 percent
higher il consumers' security concerns were adequately addressed. %
Another Internet marketing concern is that of access by vulnerable ar unauthorized
. groups, For example, marketers of adult-oriented materials have found it difficult £ restricl
access by minors. In a more specific example, a while back, sellers using eBay found them-
selves the victims of a 14-year-old boy who'd bid on and purchased mare than $3 million
waorth of high-priced antiques and tare artworks on the site. eBay has a sirict policy against
hidding by anyone under age 18 but works largely on the honor system. Unfortunately, this
honor system did littde to prevent the teenager from taking a cyberspace joyride.5%

Invasinn of Priveo:

Invasion of privacy is perhaps the toughest public policy issue now confronting the direct-
marketing industry, Consumers often benelit (romn database marketing—they receive more
offers that are closcly matched to their interests. However, many critics worry that marketers
may know oo much about consumery’ lives and Lhat they may use this knowledpe to take
unfaif advantage of consumers. At some point, they claim, the extensive use of databases
intrudes on consumer privacy. ’

These days, it seems that almost every Lime cansumers enter 4 sweepstakes, apply for a
credit card, visit a Web site, or order products by mail, telephone, or the Internet, their narmes
enter sume company's already bulging database. Using sophisticated computer techeologies,
diract markelers can use these databases to “microtarget” their selling efforts. Online privacy
causes special concerns, Mast online marketers have become skilled at collecting and analyz-
ing detailed consumer information,

Some consumers and policy makers worry that the ready availability of information may
leave consumers apen to abuse if companies make unauthorized use of the information in
marketing their products or sxchenging databases with other companies. For example, they
ask, shonid ATET be allowed to seH marketers the names of customers who frequently call the
800 numbers of catalog companies? Should a company such as American Express be allowed
to make data on its millions of cardholders worldwide available to merchants whao accept
AmEx cards? Is it right for credit bureaus to compile and sell lists of people who have recently
applied for credit cerds—people who are considered prime direct-marketing targets because
of their spending behavior? Or is it right for states to sell the names and addresses of dtiver's
license holders, elong with height, weight, and gender infarmation, allowing apparel retailers
to target tall or overweight people with special clothing offers?

In their drives to build databases, companies sometimes get carried away. For example,
Microsoft caused substantial privacy concerns when one version of its Windows software
used a “Registration Wizard” that snooped into users' commputers. When users wont online to
register, without their knowledge, Microsoft *read” the configweations of their PCs to learn
about the major software products they were running. Users protested Ioudly and Microsoft
abandoned the practice. . .

These days, it'’s not anly the large companies that can access such private information.
The explosion of information technology hus put these capabilities into the hands almest any
business. For example, one bar owner discovered the power of information technology after
he acquired a simple, inexpensive device to check [Ds.
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About 10,000 people & week go to The
Rack, a har in Boston. . .. One by one,
they hand over their driver's licenses to
a doorman, who swipes them through a
sleek black machine. If a license is
valid and its holder is over 21, a red
light blinks end the patron is waved
through, But mnost of the customears are
not aware that it also pulls up the
naime, address, bivth date, and other
personal details from a data stxip on the
back of the license. Even height, eye
color, and somstimes Social Security
number are registered. “You swipa the
license, and &l of a sudden someone's
whale life as we know it pops up in
frent of you,” said Paul Barclay, the

L . ; i bars owner. “{t’s almost voyseuristic.”
Privacy: The explosion of information technology has put sametimes frightering Mz Barclay soon found that he cauld

capabilities Tuto the hands of almost any busingss. One bar awner discovered the power huild a database of personal informa-
of infermatian technotogy after he acquired a simple, inexpensive device to check IDs. tion, providing an intimate perspective

on his clentele that can be useful in
marketing. Now, for any given night or hour, be can break down his clientele by sex,
age, zip code, or other characteristics. If he waaled to, he could find out how many
blond women named Karen over 5 feet 2 inches came in over a weekend, or how
many of his customers have the middle initial M. More practically, he can build
mailing lists based on all that data—and keep track of who comes hack 5

A Meed for Action

All of this calls for strang actions by marksters to curh privacy abuses before legislators step
into doit for them. For example, in response o anline privacy and secuTity concerns, the fed-
eral governmeni has considered numerous legislative actions to regulate how Web operators
oblain and use consumer information. State governments are also stepping in. In 2003,
California enacted Lhe California Online Privacy Protection Act (OPPA), under which any
online business that collects personally identifiable information from California residents
must take steps such as posting ite privacy policy and notifying conswmers about what data
wil} be gathered and how it will he 1sed.5®

Of special concern are the privacy rights of children. In 1998, the Federal Trade
Commission surveyed 212 Weh sites directed toward childrer, It found that 89 percent of the
sites collected personal information from children. However, 46 percent of them did not
include any disclosure of their collection and use of such information. As a result, Congress
pazsed the Children’s Online Privacy Protection Act (COPPA), which requires Web site opar-
ators targeting children to post privacy policies un their sites. They must also notify parents
about the information they're guthering and obtain parental consent before collecting per-
sanal information from children under the age of 13. Undar this act, Interstate Bakeries was
recenily required (o rework its Planet Twinkie Web site after the Children's Advertising
Review Unit found that the site allowed children under 13 to submit their full name and
phone number without parental consent.%%

Many companises have responded to conswner privacy and securily concerns with
actions of their own. Still others are taking an industrywide approach. For exxample, TRUSTe,
a nonprofit sell-regulatory organization, works with many large corperate spongors, including
Wicrosoit, ATET, and [ntuit. to audit companises’ privacy and security measures and help con-
sumers navigate the Web safely. According to the company’s Web site, “TRUSTe believes that
an environment of mutual imst and openness will help make and keep the Internet a free,
comfortabls, and richly diverse community for everyone.” To reassure consumers, the com-
pany lends it “trustmark” stamp of approval to Web sites that meet its privacy and security
standards.5®

The direct-inarketing industry as & whale Is also addressing public policy issues. For
example, in an effort to build consumer confidence in shopping direct, the Divact Marketing
Association (DMA}—the largust assucialion for businesses practicing direct, database, and
interaciive marketing, with more than 4,800 member companies—launched a "Privacy
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Promise to American Consemers.” The Privacy Promise requires that all DMA members
adhere to a carefully developed sel of consumer privacy rules. Members must agree 1o notify
customers when any personal information is rented, sold, or exchanged with others. They
must also honor consumer requests to “opt out” of receiving further solicitations or having
their contact information transferred to other marketers. Finally, they must abide by the
DIMA's Preferencs Service by removing the names of consumers who wish not to receive mait,
telephone, or e-mail offers.5®

Direct marketets know that, left untended, such problems will lead to increasingly negative
consumer attitudes, lower response rates, and calls for more restricrive state and faderal legisia-
tion. "Privacy and customer permission have become the cornerstones of customer trust, (and)]
trust has become the cornerstone to a continuing relationship,” says one expert. Companies
must “become the custodians of custommer trust and protect the privacy of their customers, ”¥0

Most direct arketers want the same things that consumers want: honest and wekl-

designed marketing offers targsted only teward conswrers who will appreciate nd reépond

io thpm Direct marketmg is just too expensive to waste on consumers who don’t want it.

== Reviewing the Concepts

Let's ravisit this chapter's key concepts. This chapler is the last of four
chapters cavering-the final marketing mix elerment—promotian. The pra-
vious chapters deait with advartising, publicity, saies promation, and per-
sonal sclling. This ane investigates direct and onfing marketing.

t. Defina divect marketing and discuss its benefits te customers and

Z

companies,

Cirect marketing consists of direct connections with carefuily targated
ingividual consimers b both obtain an immediate respanse and cul-
tivate lasting cusiormer relationships, Using detailed databases, direct
marketars taiiar thair offers and communications to the neads of nar-
rowly defined segments ar even individual buyers.

Faor ouyers, cirect marketing is cenvenient, sasy to use, and pri-
vate. it gives buyers ready access to a wealth of products and infor-
matiors, at hame and around the giobe. Direct marketing is also imme-
diate and interactive, allowing buyers o create exactly the
configuratien of information, products, or services they desice, then
order thern an the spet. For sellers, direct marketing is a powertu! tool
far building customer relationships. Using database marketing,
today's marketers can target small groups or individual consumers,
tailor offers to individual needs, and promote these affers through per-
sanalized communicatigns, It also offers tham a low-cost, efficiant
alternative ‘or reachirg their markets. As a result of inese advantages
tz hath buyers and sellars, direct marketing has become the vastest-
growing vorm of marketing.

Identify and discuss the major farms of direct marketing.

The main forms of Zirect markefing include personal selling, direct-
mail marketing, catalog markedng, telephone marketing, direct-
respanse television marketing, kiosk marketing, and online marketing.
We discussed personzl zelling in the previous chapter.

Direcz-mazil marketing, the largest form of direct marketing, con-
sists of the company sending an offer. arnouncement, reminder, gr
ather item o a person at a specific agdress. Recerdly, now forms of
“maii delivery” have ecome popular, suck as e-mail markefing.
Same marketars rely on catalog maraeting—selling through cataiogs
mailed to a =elect list of customers, made available in stores, ar
accessed on the Web. Telephone mareting consists of Lsing the tele-
phone to sl directly to consumers, Direci-respense television mar-
kating has two forms: direct-respanse advertizing {or infomercials)
and home shopping channels. Kiosks are information and ardering
machines that direct markssers miace in stores, airports, and other
locations. In recent years, a number.of new digital direct marketing

technologies have emerged, including mobile phone markeating, poc-
casts and vodcasts, ang inte-active TV, Online markeiing involves
onfing channels that digitaily link sellers with consumears.

. Expiain how companigs have respoaded to the Internet and other

pawerful new technalagies with online marketing.
Onting marketing is the fastest growing form of direct markating. The
Infernet enadles consumers and campaniss to accoss and share
huge amounts of infurration wilh just a few mouse clicks. Inturn, (he
tntarnet has given marlketers a whole new way [o create value for cus-
tomers and build custamer relationships, It's kard to fing a comgany
taday et doesn’t have a substantial Wek markeiing presence.
Cnline consumer Suymg continyes ta grow at a heaithy rate, Same
65 percent of American orling wsers now use the Internet to shop.
Perhaps mare importantly, by 2010, the Interaet will influance a stag-
gering 50 parcent of total retail sales, Thus, smart marketers are
employing integrated multichannel siraizgies that use the Wei o
driva sales to other marketing channals.

. Discuss how companies go about conducting anline marketing ta prof-

itahly deliver more value fo customers,
Comgaries of all types are now engaged ir online marketng, The
Intarnet gave birth to the oiick-amly dot-coms, which agerate only
paline. 0 adddian, many raditional brick-and-mortar companies bave
nove added online rmarksting operations, transfarming Hernselves into
click and-montar compesitors, Many cick-and-mortar comparnies are
now having rmore onling success than iheir chick-only campetitors.
Caompanies can conduct anline marketing in any of the four ways:
creating a Wab site, slacing ads and promotians ondng, selting up or
participating in 'Web communities, or using online e-mail, The first stzp
typically is to set up a Web site. Beyord simply setting up a site, how-
BvEr, COMpanies must maks their sites engaging, easy to use, and use-
ful in erder to attract visitors, hald them, and bring them: back again.
Online marketers can use varous forms of anline advertising to build
their [nlernet brands or to attract visitors o their Web sites. Bayond
ghline advertising, ather forra of online przmotion include online display
advertising, search-related advertisirg, content spansarships, alliances
and affiliate programs, and viral marketing, the Internet versien nf word-
af-mouth marketing, Orline marketers can also participate in Wsh com-
munities, which leke advantage of the C2C aroperties of the Web.
Finally, e-mail marketing has became a fast-growing tool for both B2G
and B2B marketers, Whatever dirsct marketing tools they use, mar-
keters must wark hard to incegrate them into a cohesive mar keting effart.
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5. Overview the public policy and ethical issues presented by direct
marketing.
Direct marketers and their customers usually enjoy mutually reward-
ing refztionships. Occasionally, however, direct markebing presants a
darker side. The aggressive and sometimes shady tactics of a few
direck marketers can botbier or harm consumers, giving the entire
industry a black eye. Abuses range from simple excesses that irritate
consumess to instances of unfair practices or even outright decaption

= Reviewing the Key Terms

Husiness-to-business (B2B)
ording marketing 495
Business-to-consumer (B2C)

Click-only companies 497
Consumer-to-business (C2B)
nnling markeling 495

Consumerto-consemer {C20)
online marketing 435

Corporate Web site 450

Customer database 483

online marketing 494
Catalog marketing 485
Click-and-mortar

companies 497

=== Discussing the Concepts

1. The fnternet Senefits hoth buyers and seiers in a number of ways.
Using eBay as an example, describe the potertial benefits gained by
both the buyer and seller.

2. Alocal oriental rug cleaning comparsy has cantacted you for advice
on setting up its customer database. 1t needs this database for cus-
tomer retationship management and for direct marketing of new
products and senvices. Describe the gualities 2nd features i must
consider for an effective database,

3. |51 good marketing praciice for 8 catalog mailer to continue sending
catelogs after establisking a strong Web retail presence?

== Applying the Concepts

1. A smail company that has develoged an effective ai-home hair-
coloring systam is considering using direct television, Would you
recornmend this medium? Why or why not?

2. ¥isil your favarite retsil Web site and evaluate the site according to
tha seven Cs of effective Web site design.

3, Assume that you are 8 member of a marketing department far a
click-only provider of financial sarvices. Your compeny eschanges

o= Focus on Technology

When marketers and engineers design new products, they rely heavily on
input from consumers. At Massachusetis institute of Technalogy,
resgarchers arg working on 2 multidisciplinary project known as the
Virtual Customer Initiative, The purpose of the initiative is to improve the
accuracy and usability of customer input by creating easy-to-use and
effective Web-based toofs, To see demanstrations of this technolagy, visit
AHpfeonjaint mit.edu/newdemof and click on the “Ga® butten in the o
with a car, tabeled “Web-Based Canjoint Analysis.” Go thraugh the entire
demenstratian far the crossover vehicle. The demonstrations shaw an
application of a statisticat technigue caded conjoint anaiysis. In simple
terms, the objective of conjaint analysis is to determing how a consurmer
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and fraud. The direct-marketing industry has also faced growing con-
cerns about invasion-of-privacy and interne? security issues. Such
canceras call for strong aciion by marketers and public poficy makers
to curb direct-marketing abuses, In the end, most direct marketers
want ihe same things that cansurmers want: honest and well-designen
marketing offers targeted only toward consumers who will appreciate
and respond to ihem.

Girect-mail marketing 424
Direct marketing 480
[Yrect-response television
rnarketing 488
Integrated direct
marketing 506
Internet 493

Markating Wels site 499
Online advertising 500
Online marketing 493
Spam 503

Tetephone marketing 487
Vital marketing 502

Web communities 502

4, What is the Mational Do-Met-Call Registry? |5 it effective? is there a
similar legislztion banning unwanked e-mafls?

5. Companies design Web sites for many purposes. What are the twa
basic types of Wekb sites 2nd what are their purposes? Give an exarn-
ple of each.

B, What are the basic Internet security fears of consumers? Ave these
fears usually justified? |deniify five actions & consumer can take o
reduce the risk af Internet security problems.

very persenal and sensitive financial information with each custormer
avar the Iniernet on a daily basis. You have been asked by yaur bess
to come up with a security idea that will be communicated in an ad,
What primmary message would you iike fo commuricate to your cus-
tomers In this ad?

makes trade-offs between different product features—io determine
whether a consumer would trade, for instance, less passanger space for
More cargo space.
1. What are the advantages and disedvantages of running this type of
analysis as a Web-based systern as ppposed to having subiects
corme to a research [ab and run through the study with a researcher?

2. In addition to cars and cameras, what are some ather products that
would benefit fram this type of Web-based analysis?

3. Why isn't this techociogy, and conjoint analysis in general, not more
widledy used?
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" Focus on Fthics

Technoethics, 2 recent field of study that examines gthical issues in tech-
nalogy, has recently been apptied to many areas in Internet marketing.
Blogs are an example of a growing Internet marketing technology that
presents many ethical issues, For instance, is it ethical for a cocmpany to
ask consumers to blog favorabily about 2 product? Is # ethical far compa-
nigs to pay thase consumers t blog? Should a company fire an employee
who blogs negative comments about the compary? Other technoiogies,
created by leading Internet marketers toimprove customer satisfaction on
the Internet are also raising issues. Amazon.com, une of the most rep-
utable Internet marketers, has been criticized for its Wish List, which tets
customers Iist books and other products they would like to receive from
friends and family, It seems harmiess, even heipful. But what many con-
sumerns don't know is that the Wish List can be viewed by anyone, and
that such wish fist information can be used {0 create databases of svery-
one fram apparent liberals ta gun owners ko teenage girls. Take all this
one step further and consider Coogle's online mapping capabilities. By
Applying this tachnology to the wish ist informetion, one coutd find ihe
houses of wish listers interested in boaks pn, say, Osama bin Laden.
Companies on the cufing edge of teshnology, such as Amazon.com,
are constantily cited for having thelr updated technology fait on them. The

511

immensely papular online social netwark, MySpace, is currently suffering
with a prablem by which same users' sites have been rerouted to adult-
conient sites. LucasArts updated its Slar Wars Galaxies programs and
accidentally made it unplayabte to players with disabilities, because it
could ng longer be played with one hand.

1. Is it ethical for an advertiser to pay 4 consumer fo blog favarably
about a product? To fire an employes presenting negative issues cn
his or her blog?

2. Whai can companies dg e reduce the negative pubiic relations
affects of such tachncethical issies?

3. What other examples have you heard or read abeut recenily involv-
ing ethical issues with Web-based campanies?

See: “The Technoethics Trap: As the Line between Right and
Wrong Gets Blutrier, Even the Best Intentions Have @ Way of
Buaekdiring,” fnc., March 2006, pp. 68-70.

Formed in 1937, MineMSN is a joint venture Detween Wicrosoft and
Australia's leading media company, Pubiishing and Breadeasting Limited
(FBLY. Tha MinehdSN site offers news and content from nine of Austrada's
lzrgest media channels furneled through W3NS signature patal, Ezch
menth, more than 7.5 millian people visit ihe NineMSN site for news,
infarmation, and cammunication services, including MSM Hotemail ang
MOMN Messenger. That's 74 percent of &ll online Australians, and the
nuraber keeps growing.

MinebiSM keeps users coming back by continually updating its con-
tent while mzintaining a consistent, easy-te-use Web sile that users can
cusiomize. Then, the portal capitalizes on its steady stream of cansumers

by capturing dermographic data and working with advertisers to builg
anling marketing carnpaigns targeiing the ske’s users,
After watching the videa featuring MinaMSN, answer the following
questions about direct and enling marketing.
1. How dogs MingMSN tuild and use its customer database?

2. Visit the MinediSN Web site, www.ninemsn.com.au, and evaluste the
site hased &n the seven Cs of effective design discussed in tne text.

3. What forms of online advertising and promation do marketars use to
reach MineMaN members through ine Web sita?

As the Ralling Stones geared up for their “A Bigger Bang”
tour, Roger [elt like reliving some old memories. Just
becatse he was in his 50s didn’t mean he was too old ta
rock, After all, he was an original Stones fan dating back to
the '60s. It had been years since he had gone to a concert for
any band. So on the day the Stones tickets went on sale, he
grabbed a lawn chair and headed to his local Ticketmaster
outlet to “camp out” in line. Roger knew that the tevminal,
located inside a large chain music store, wouldn’t open
until 10 a.m. when tickets went on sale. He got to the store
at 6 am. to find only three people ahead of him.
“Fantastic,” Roger thought. With so few people in front of

him, getting good seats would be a snap. Maybe he would
even score something close to the stage,

By the time the three people in front of him had their
tickets, it was 10:13 a.m. As the clerk Lyped away on the
Ticketmaster computer terminal, Roger couldn't believe
what he heard. No tickets were available, The show at the
Forum in Los Angeles was sold out. Dejected, Roger turned
to leave. As he made his way out the door. ancther customar
said, “You can always try StubHub.” As the fellow Stones
fan explained what StubHub was, it oceurred to Roger that
the world had become a very different place with respect to
buying concert ticksts.

{case continues)



Indeed, in this Internst age, buying tickets for live events
has changed dramatically since Roger’s concert-going days.
Originatars such as Ticketmaster now sell ticketa online for
everything from Broadway shows to sporting svenfs
Increasingty, however, evenl tickets are resold through Web
sifes such as eBay, Craigslist, and neweomer StubHub, the
fastest-growing company in the business. According to one
survey conducted at a U2 concert, 29 percent of the fans said
that they had purchased thelr tickets from an Internet resale
Weh site, a statistic that reflects tickel huying industry-wide.

Prices are all over the map, and tickets for sold-out
shows of hot evenls routinely sell for double or triple their
face value. In some cases, the mearkup is astronomical.
Prices for a seal at Super Bowl XL in Detroit started at
$2,000. Tickets to see Coldplay in San Jose in the spring of
2006 were going for as much as $3,000 each. And a pair of
Stones tickets at New York's Madison Square Garden, closs
enough to see a geriatric Mick fagger perspire, went for
maore than $14,000. Extreme cases? Yes, but not uncommon.

When most people think of buying a tickel from « reseller,
they probably envision a seedy scalper standing in the shad-
Ows nedr an event venue, Bul scalping is moving mainstream.
Because the Internel and other technologies have allowed
professional ticket agents to purchase event tickets in larger
rrumbers, anyone with a computer and broadbund connection
ean justantly become a scalper. And regular folks, aven fans,
are rautinely doing so. “Because we allowed peaple to buy
four ticketsl, if they only need two, they put the other two up
for sale,” sald Dave Holmes, manager for Coldplay. This
dynamic, occwrring for events across the board, has dramati-
cally increased the number of ticket resellers.

STUBHUB ENTERS THE GAME

With the ticket resale market booming, StubHub started
oprerations in 2000 under the name Liguid Seats. [i all
started with an idea by two first-year students at the
Stanford Graduate School of Business. Eric Baker and Jeff
Fluhr had been ohserving the hysteria on the ticket resals
market. [n their opinion, the market wag highly fragmented
and rampant with frand and distorted pricing. Two buyers
" sifting side-by-side at the same event might find they'd paid
wildly different prices for essentially the same product.
Even with heavy hitler eBay as the biggest ticket reseller at
the time, Baker and Fluhr saw an oppartunity to create a
systern that would bring bayers and sellers together in a
more efficient mnanner. ]

They entered their proposal in a new-business plan com-
petition. Fluhr was utterly convinced the concept would
work, so much so that he withdrew the proposal from tha
competition and dropped out of school in arder to launch tha
business. At a time when dot-coms were dropping like flies,
this might have seemed like a very poor decision. But Fluhr
is now CE(} of StubHub, the leader and fastest-growing com-
pany in a §10-billion-a-year industry.

Home to 200 employess, StubHub utilizes 20,000 square
feet of prime office space in San Franciseo's pricey financial
district, seven satellite offices, and two call centers. Even
more telling is the company’s financial performance. From
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2004 tp 2005, StubHub tripled its volume to $200 million
worth of tickets sold, generating abhout $50 million in com-
missions. Most of that was profit. According to comScore
Networks, a firm that tracks Web traffic, StubHub.corm is the
leading sile among more than a dozen competitors in the
ticket-resale categary.

THE DEVIL IS IN THE DETAILS

Sharing his own experisnce, a New York Times writer pro-
vides the following description of how StubHub works:

Ta test the system T started with the New York
Yankees. A series with the Ssattle Mariners was com-
ing up, just hefore the Yankess left town for a long
road teip. Good tickels would be scarce. I went to
StubHub. Lots of tickets there, many prived strato-
spherically. I settled on two Main Box seats in
Section 313, Row G. They were in the right-field cor-
ner, just one section above field level. The price was
835 each, or face price for a seasou ticket holder. This
was a tremendous value for a seld-out game. Tregis-
terad with StubHub, creating a user name and pass-
ward, ordered the ticksts, then sealed the deal by
providing my credit card number. An e-mail message
arrived soon after, confirming the order and inform-
ing me that StubHub was contacting the seller to
arrange for shipment. My card would not be charged
until the seller had confirmed to StubHub the time
and method of delivery, A second e-mail message
arrived a duy later giving the delivery details. The
tickets arvived on the Thursday before the game, and
the seller was paid by StubHub on confirmation of
delivery. On Saturday, under a clear, sunny sky, the
Yankees wora sending a steady stream of screaming
line drives into the right-field corner.

From the beginning, Baker and Fluhr set oot 1o provide
better options for both buyers and sellers by making StubHub
different. Like cBay, StubHub has no ticket inventory of its
own, reducing its risk. It simply provides the venue that
gives buyers and sellers the opportunity to come together.
But it’s the differences, pechaps, that have allowed StubHub
to achieve such success in such a shart period of time. :
.. One of tho first differances noticed by buyers and sellers
T 5tubub's ticket-listing procedurs. Sellers can list tickets
by auction or at a fixed price, a price that declines as the
gvent gets closer. Whereas eBay charges fees just to list tick-
ets, StubHub lists them for frea. Thus, initielly, the seller
has no risk whatsosver. eBay gets its revenue not only from
listing [ees, but from additional sliding-scale fees based on
sale price. StubHub’s system is simpler, and it splits the fas
burden hetweer buyer and seller. SlubHub charges sellers a
15-percent comimnission and buyers a 10-percent fee.

StubHub's Web site structure also creates a marketplace
that curmes closer to pure competition thaa any other reseller's
Web site, It achieves this by minimizing the degree of differen-
tiation between sellers on its site. On eBay, sellers customize
their postings through a variety of details. Not enly do text,
graphics, and conditions of sale differ from seller to seller, so
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do the sellers’ “rustworthiness” ratings. But with StubHub, all
sellers are equal. Each posts tickets using the swme template.
When buyers browse, every posting looks the same. In fact, the
seller’s Identity fan't even included. StubHub even holds the
shipping method constant, via FedEx.

This makes the purchase process much more transparent
for buyers. They can browse tickets by event, venue, and
section. Comparison shopping is very easy, as shoppers can
simultanecusly view different pairs of tickets in the same
section, even in the same row. Although prices still vary,
this systern makes tickets more of 4 commodity and allows
market lorces to nurrow the gap considerably from one
seller to another. In fact, although tickets often sell for high
prices, this also has the effect of pushiog ticket prices down
below face value.

Perhaps the biggest and most important difference
between StubHub and competitors is the company’s 100 per-
cent guarantse. Initially, it might seem more risky buying
from = seller whose identity is unknown, But StubHub puts
the burden of respousibility on the seller, remaining involved
after the purchase where competing sites bow out. Buyers
aren’t charged until they eonfirm receipt of the tickets. “If yvou
open the package and it contains two squares of toilst paper
instead of the tickets,” Baker explains, “then we dehit the
seller’s credii card for the amount of the purchase.” Stubliub
will alse rovoke site privileges for fraudulent or unreliable
sellers. In contrast, the eBay system is largely self-policing
and does not monitor the shipment or verification of the pur-
chased items.

WHAT THE FUTURE HOLDS

When StubHub was formed, it targeted primary profos-
sional ticket brokers and ordinary consumers. In examining
individuals as sellers, Baker and Fluhr capitalized on the
underexploited assets of sport teamn season licke! holders.
“If you have season tickets to the Yankees, that’s 81 games,”
bir. Baker said. “Unless you're unemployed ur especially
passionate, thera's no way you're going to attend every
game.” SteliHub entered the equalion, not only giving ticket
holders a way to recoup some of their investment, but
allowing them to have complete control over the process
rather than selling to a ticket agent.

It quickly hecame apparent to StubHub's founders that
the benefits of season ticket holders selling off unused tick-
ets exfended to the sports franchises as well. Being able to
sell unwanted tickets cncourages sesason ticket holders to
buy again. |t also puts customers in seats that would other-
wise go empty—customers who buy hol dogs, souvenirs,
and programs. Thus, StubHub began entering into signed
agreements with profassional sports teams. The teams give
afficial reselling rights to StubHub in exchange for a fee.
Originally, this was a percentage of resale profits. But
because of the multiple benelits for teams, StubHub now
keeps all commissions and instead pays a straight fee to
each team for promoting its Web site and providing contact
information on season ticksts,

This change in contract details has only increased the
number of partnerships between StubHub and sports teams.
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The company now has signed agreements with numerous
NFL, NBA, MLE, and NHL learns to be their official sec-
andary marketplace for season ticket holders. It has also
struck deals with USC and the University of Alabama, with
more collegiate leams in the pipeline. The deal with USC
led dirsctly to a new company record for a single event, the
2006 Rose Bowl between Texas and USC. Although
StubHub wonld not disclose how many tickets it sold, the
company acknowledged that it was tripls lhe amount sold
for all other 2006 collega bowl games combined.

Revenues from sporting events account for more than
half of all StubHub sales. So it's not surprising that the com-
pany continues to pursue new partnerships with sports
tearns and even media organizations, such as Sporting News
and CBS Sportsline. However, it has arranged similar con-
tractual agreements with big-name performers such as
Coldplay, Britney Spears, jewel, Christina Aguilera, Alanis
Morissette, and conniry music's newest star, Bobby Pinson.
Arrangements allow StubHub to offer exclusive event park-
ages with a portion of the proceeds supporting charities
designated hy the performer.

The reselling of event tickets is here to stay. Although
there is more than one channel to buy or sell, StubHub’s
future looks bright. The company's modsl of entering into
partnerships with event-producing organizations s estab-
lishing them as “the official™ ticket reseller. Thus, it is more
than likely that Stublub’s lead over lhe competition will
only increase.

Quesiions ior Discussion

1. Conduct a brief analysis of the marketing environment
and the [urces shaping the development of StubHub.

2. Discuss StubHulr's business model. What general bene-
fite does it affocd to buyers and scllers? Which benefits
are most imporlant in terms of creating value for buyers
and sellers?

3. Discuss StubHub as a new inlermediary. What effects
has this new type of intermediary had on the tickst
industry?

4. Apply the text’s e-marketing domaing framework to
StubHub’s business model. How has each domain.
played a rols in the company’s sucgess?

5. What recommendations can you make for improving
StobHub's future growth and suceess?

6. What are the lepal or ethical issues, if any, for ticket-
reselling Web sites?

Soeurces: Willlam Grimes, “Thal Tnvisible I1and Guides the Game
of Ticket Hunting,” New York Times, June 18, 2004, p. E1, Henry
Tountain, “The Price of Admission in a Material World.” New
York Times, April 16, 2006, p. D3; Stave Stecklow, "Can't Get

No . .. Tickets?" Wall Strest Journal, January 7, 2006, p. P1; Steve
Stecklow, “StubHub's Ticket ta Ride,” Wall Street Journal,
January 17, 2006, p. B1; Bob Fedeschi, "New Era of Ticket
Resales: Online and Aboveboard,” New York Times, August 29,
2005, p. C4; and information from “Aboent Us," accessed online
at www.stubhub.com, June, 2006.
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