Previewing the 'Concept.s '

: ..In Part.l (Chapters 1 and 2)' you-learneg
- -ahotit the’ basic: cuncepts of- markehng an

the stepsin the. marketmg process’ far”

huilding proﬁtable rela‘aonshms with _ar

. geted consumers.. In Part 2, we'll’ I ok -

" deeper into-the first: step of the markehng '
pmcess—understandmg the: marketplace'-i.}'
and .customer needs and wants, In this:.:

' chapter you'll discaver that marketmg does
not operate in a vacuum but rather in‘a

complex and changing environment. Other .
actors -in this enﬁrpnment—-supptiers,"_:

“intermediaries,. customers, competitars

publics, and .others—may work with - or
against the company. Major environmental

forces—demagraphic, ‘economic, natural,
technological, _
shape. marketing opportunities, .’

chain of restaurants, He huiilt that chain
into the vast McDonald s fast-Food empire.

But although - _th_e.shzftmg ____m_a_rke__tmg,_-i.
environment ‘brought opportunities - for i

McDonald's, it has also created challenges.
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political, and cultural— =
: pose
threats, and affect the company's ability to ;
serve customers’ and develop lasting rela- -
tionships with them, To understand mar- -
keting, and to develop effective marketing "
strategies, you must first understand the -
environment in which marketmg opérates.

First, we'll look at an-American icon,
McDonald's. More thar half a century ago,
. Ray Kroc spotted an important shift in-U.S.. |
consumer - hfestyles and- bought '3 ‘small

The Marketing
Environment

74 1955, Ray Kroc, a 52-year-old salesman of milk-shake mixing machines, dis-
B covered a sting of seven restaurants owned by Richard and Maurice
e McDonald. Kroc saw the McDonald brothers' fast-food cancept as a perfect fit
for Ametica's increasingly on-the-go, time-squeezed, family-oriented lifestyles. Kroc
bought the small chain for $2.7 miliion, and the rest is histary.

MeDanald's grew quickly to become the world's largest fast-feeder, Its more thian
31,800 restaurants worldwide now serve 50 million cusiomers each day, racking up
syslern-wide sales of almast $60 hillion annuzlly, The Golden Arches are one of the
warld's most famifiar symibals, and other than Santa Claus, ro character in the waorld
is mare recognizatle than Ronald McDonald. “By making fast food respectable for
middie-class famities,” says an industry aralyst, “the Goldzan Arches gid for greasy
spoons what Haliday Inn did for roadside moteis in the 1950s and what Sam Walion
later did for the discount retail store.”

But just as the changing marketplace has orovided opporiunities for McDonald's, it
has also presented challenges. in fact, by early in this decade, the once-shiny Goiden
Arches had lost some of their luster, as the company struggled ta address shifting con-
surmer [festyles, White McDonaid's remained the nation's most-visited fast-facd chain,
its sales growth stumped, and its market share fell by more than 3 percent between
1987 and 2003. In 2002, the company posted its first-gver quarterly [0ss.

Vhal happenad? In this age of obesity lawsuits and $5 lattes, McDonald's
seemed a bit out of step with the times. Consumers were fooking for fresher, better-
tasting foad and more upscale atmospheres. As 5 result, McDonald’s was losing
share to whatl the Indusley calls “fast-casual” restaurants. New competitors such as
Fanera Bread, Baja Fresh, Pret a Manger, and Cosi were offering more imaginative
meals in more fashicnable surroundings. And for busy consumers who'd rather
"eat-out-in,” even the local supermarket cffered a full selection of pre-prepared,
ready-to-serve gourmat meals o go.

Arnericans were also secking healthier eating apltions. Fast-food patrons com-
Plained about too few haalthy menu choices. Worried about their health, many cus-
tomers were eaiing less at fast-fuod resfavrants. As the market leader, MeDonaid’s
bore the brunt of much of this criticism. In one lawsuit, the parants of two t=enage
girts even charged that McDonaid's was respansible for their children's obesity and
related health probiems, including diabetes.

Reacting to these challenges, in early 2003, McDorald's announced a turn-
around plan—the “Plan to Win"—io belter align the company with the new market-
place reakt:es. The plan inciuded the following initiatives:
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Back to Basics—McDonald's began refocusing on what made it successful:
consisient products and reliable service. It began pouring rmoney back into
existing stores, speeding up service, training employecs, and monitoring restau-
rarts 1o make sure thay stay bright and clean, It's also “re-imaging” its restau-
rants, with clean, simple, mare madern interiors and amenities such as wiretess
Irilernet access. McDaonald’s now promises to ke a "farever young” brand.

If You Can't Lick "Ern, Jain 'Em—To find new ways to compete better with
the new breed of fast-casual comgpetitors, and 4o expand its customer base,
McDonald's has experimented with new restaurant concepss. For example, i
has tested upscale McCafe coffee shops, which offer leather seating, a knowd-
edpeahle siafi, and espresso in porcelain cups, along with made-tg-crder
drinks, gourmer sandwichas, and Internet access. It is also testing & Aistro
Gourmet coneept in a handful of restaurants in the United States, which offers
high-back leather chairs, a made-to-order omelst breakfast bar, and food
served an real china, Kids can still get thefr Happy Meals, but parents can
feast on mare sophisticated fare, such 23 panini sendwiches, gourmet burg-
ars, and créme brulee cheesecake,

"ft's what | eat and what ide . .. it fovinit"—MeDorald's recently unveiled
a majar multifaceted education campaign to help consumears beter understand
the keys 1o living balanced, active lifestyles. The “it's what | eat and whai i de . ..
i'm lovin® it” theme underscares the imporant interplay between eating right and

L
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staying active. The company assembled a Giobal Advisory Council of outside experts in the areas of
nutrition, wekiness, and activity to provide input an its menu choice and variely, education autreach,
and promating physical filness. MeDonald’s has introduced & trimmer, sitter Ronald McDonald. He
has expanded his role as Chief Hapoiness Officer to be global ambassader of fun, fitness, and chil-
dren's well-being, inspiring and encouraging kids and farmilies araund the world to eat well and stay
active. MicDonald's has alsa refreshed its GoActive.com Web site, which offers tips on how to lead 5
balanced active ifsstyle as well as a Family Fitness Tool Kit. And the McDanald’s Passport to Play
in-schoal program, motivates children in 31,000 schocls arcund the country fo be mare active in
unigue and fun ways during grade school physical education classes. Even the harshest
WeDonald's eritics, although still skeptical, apptaud these actions.

improving the Fare—hcBbonald's has worked fo provide more choice and variety on its
menu. For example, it introduced a “Go Active! Happy Meal for adults featuring a Premium
Salad, & hottle of Dazani water, and 2 Stepomeler,” which measures physical activity by tracking
daity steps. It now offers Chicken MceNuggets made with white meat, Chicken Selects whaole-
breast strips, low-fat “milk jugs,” and a line of Premium Salads, such as its Fruit & Walnut
Pramium Salad, consisting of apple slices and seedless grapes with a side of low-fat vanilla
yogurt and candied walnuts. Within orly a year of introducing its Premium Salads, McDoraid's
hecame the wosld's largest salad seller—it has sold mare than 516 million salads to date.

Wclonald's efforts Lo realign itself with the changing marketing grvirgnraent appear to be paying off,
By almost any measure, the fast-food giant is now back in shape. The Camﬁany is posting steady, even
starting, sales and profit increases, Since announcing its Plan to Win, McDonald’s has increased its sales
by 33 percent and profits have tripled. K looks like customers and stockholders alike are humming the
chain's catchy jingle, "I'm tovin' t." A& former McConald's CEO summed it up this way: “Ray Kroc used o
say he didn't know what we would be selling in the yezr 2000, but whatever it was we would be selting the
most of it. He recopnized early on that consumer nesds change and we want o change with them:."!

Marketing environment
The actors and forces outside
rnarketing that affect
rrarketing managament’s
ability to bwil? and mawtain
successful relaticrships wilh
argel customers.

Microenvircnment

The aciors close to the
compary that affect its ability
i serve ils customers—the
company, suppliers,
rrarketing intermediaries,
custarmer markets,
compatitors, and publics.

Macfoenvironment

Thre larger sotiglat forces that
affect the microervirenment—
dernographic, economic,
ratural, technawgreal, palitical,
and cultueal fortes.

Marketers need to be good at building relationships with customers, others in the company,
and external partners. To do this effectively, they must understand the major environmental
forces that surround all of these relalivnships. A conipany’s marketing environment consists
of the actors and forces outside marketing that affect marketing management's abilily to build
and maintain successful relativnships with targel customers. Successful companies know the
vital importance of ¢onstantly watching and adapting to the changing environment,

The environment contiues ta change rapidly, and both consumers and marketers won-
der what the future will bring. More than any other group in the company, marketers must be
the trend trackers and opportunity seekers. Although every managar in an organizaiton needs
to observe the outside environment, markelers have two special aptitudes. They have disci-
plined methods—marksting research and marketing intelligence—for collecting information
about the marketing envirornment. They also spend more time in the customer and competitor
environments. By carefully studying the environment, macketers can adapt their strategies to
meet new marketplace challenges and oppertunities.

The marketing environment is made up of 2 micreenvironment and a macroenvironment.
The microenvironment consists of the actors close to the company that affect its ability to
serve its customers—the company, suppliers, marketing intermediaries, customer markets,
competitors, and publics. The macroenvironment consists of the larger societal forces that
affact the micrognvironment—demographic, econemic, natural, technological, political, and
cultural forces. We look first at the company’s microenvirunment,

i The Company’s Microenvironment

harketing management’s job {s to build relativnships with customers by creating customer
value and satisfaction. However, marketing managers cannot do this alone. Figure 3.1 shows
the major actors in {he marketer’s microenvironment. Marketing success will require building



Marketing intermediaries
Firrns that help the company
10 promate, sall, and
distribute its gocds to fina:
buyers; they include resellers,
physicai distriouticn firms,
marketing service agencies,
and financial interrnediaries.,
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FIGURE 3.1
Actors in the
microenviranment

relationships with other company depariments, suppliers, marketing intermsdiariss, cus-
tomers, competitors, and various publics, which combine to make up the company’s value
delivery network.

The Company

In designing marketing plans, marketing management takes other company groups into
account—groups such as top management, finance, ressarch and development (R&D], pur-
chasing, operations, and accounting. All these interrclated groups form the internal environ-
ment. Top management sets the comapany’s mission, objectives, broad stralegies, and policies.
Marketing managers make decisions within the strategies and plans made by top manage-
ment. As we discussed in Chapter 2, marketing managers must work closely with other com-
pany departments. Other departments have an jmpact on the marketing department’s plans
and actions, And under the marketing concept, alt of these functions must “think consumer ™
They should work in harmony to previde superior customer value and satisfaction.

s overall customer value delivery system.

Suppliers

Suppliers forin an imperiant link in the compan
They pravide the resoorces needed by the company (0 produce its goods and services.
Supplier problems can serivusly affect marketing. Marketing managers must watch supply
availability—supply shortages or delays. labor strikes, and other events can cost sales in the
short run and damuge customer salisfaction in the long run, Marketing managers also monitor
the price trends of their key inputs, Risiug supply costs may force price increases that can
harm the company's sales volume.

Most marketers today treaf the
valua, Wal-Mart goesta great lengths to work with its suppliers. For example, it helps them to
lest new products in its stores. And its Supplier Development Department publishes a
Supplier Proposal Guide and maintains a snpplier Weh site, both of which help suppliers to
navigate the complex Wal-Mart buying process. “Wal-Mart talks tough and remains a
demanding customer,” says one supplier exccutive, but “it also helps you get there.™ 1t
knows that good partnership relationship management results in success for Wal-Mart, sup-
pliers, and, uitimately, its customers.

i suppliers as partners in creating and delivering customer

Marksting Intermediaries

Marketing intermediaries help the company to promote, sell, and distribute its produsts Lo
final buyers. They include resellers, physical distribution firres, marketing services agencies,
and financial inftermediavies, Aesellers ave distribution channel firms that help the company
find customers or make sales to them. Those include wholesalers and retailers, who buy and
resell merchandise. Selecting apnd pavtnering with resellers is not easy. No longer do manufac-
turers have many small, independent resellers from which to choose, They now face large and
growing reseller organizations such as Wal-Mart, Target, [ome Depot, Costca, and Best Buy.
These organizations frequently have encugh power to dictate terms or even shut the manufac-
turer out of larga markets. :
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Physical distribution firms help the company fo stock and move goods Eom their points
of origin to their destinations. Working with warehouse and transportation firms, a company
must determine the best ways to store and ship goods, balancing factors such as cost, delivery,
speed, and safety. Marketing services agencies are the markeling research firms, advertising
agencies, media firms, and marketing consulting firms that help the company target and pro-
mote its products to the right markets. Financie! intermediories include banks, credif compa-
nies, insurance companies, and other husinesses that help finance transactions or insure
against the risks associated with the buying and selling of goods.

Like suppliers, marketing tntermediaries form an important component of the company’s
overall value delivery system. In its quest to creale satisfying customer relationships, the com-
pany must do more thau just optiinize its own performance. It must partner effectively with
marketing intermediaries to optimize the performance of the entire system.

Thus, today's marksters recognize the importance of working with their Intermediaries as
partners rather than simply as channels through which they
sell their products. For exampls, when Coca-Cola signs on
as the exclusive beverage provider for a fast-food chain,
such as McDonald’s, Wendy’s, or Subway, it provides much
more [han just soft drinks. It also pledges powerful market-
ing support.

. .
Coke assigns cross-functional teams dedicated to
undecstanding the finer points of each retail part-
ner'’s business. It conducls a stapgering ameount of
research on heverage consumers and shaves these
insighte with its partners. [t analyzes the demo-
graphics of U.S. zip code areas and helps partmers

ta determine which Coke brands are preferred in

their areas. Coca-Cola has even studied the design

of drive-through menu boards to better understand

which layouts, fonts, leiter sizes, calors, and visu-

alg induce consumers to order more food and

drink. Such intense partnering efforts have made

Coca-Cala a run-away leader in the U.5. fountain

soft drink market.

Custoimers

The company nceds to study five types of customer mar-
kats closely. Consumer markets consist of individuals and
households that buy goods and services for personal con-
sumption, Business murkets buy goods and services for
further processing or for use in their production process,
whereas resefler porkets buy goods and services to resell
at a profit. Government maorkets are made up of govern-
ment agencies {hat buy goods and services to produce
public services or fransfer the goods and services to others
who need them, Finally, intemnational markets consist of
these buyers in other countries, including consumers, pro-

Partnerinmg with marketing intermediaries: Coca~-Cola provides ducers, resellers, and governments. Each market type has

Subway with much more than just soft drinks. It also pledges special characteristics that call for careful study by the

powerful marketing support.

seller,

Competitors

The marketing concept states that to be successtul, 2 company must provide greater customer
value and satisfaction than its competitors do, Thus, marketers must do more than simply
adapt to the peeds of target consumers. They also must gain strategic advantage by position-
ing their offerings strongly against competitors’ offerings in the minds of consumers.

No single competitive marketing strategy is best for all companies. Each firm should con-
sider its own size and industry position compared to those of its competitors, Large firms
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with dominant positions-in an industry can use certain stratepies that smaller firms cennot
afford. Bui heing large is not enough. There ara winning strategies for large firms, but there are
also losing ones. And small firms can develop strategies that give them better rates of return

than large firms enjoy.
Public
Any group that has an actual
ar potentiai interest in or Publics

imgact qn an Qrganization’s
ahility to achieve iis
ohjectives.

"Nothing is impossible”
: is the mota that diives Carol Oléey Her spinted approach is why her peect have chosen
: her ta be Wai-Mart's 2004 Naticral Teacharof the Yezr. This konar has eamed her
: scheaf a $25,000 dongtion fram Wal-#arm 1 rocogrize the cducatin and
irspiratipn the provides her spacial-needs studsnts
! Caring about eduscztian means supporing it Moze than 54 million vas avarded
i T 1600 chagts of Lacal and Stace Teachers of the Year by rheir neighborhngd
B ‘Wal-Nart stores and A0S CLUBS in 2004, This year Wal-Mart will give back
i rricre thar 3150 mibice overd| ee the commurities we serve.

HAL-MART
! Uint i gn e Mzuwummum;ndn‘mmr,
of the Year program, recognize the importance of community publics.
“Supparting our communities is gaod for everyone,” says the ad.

Pueblics: Wal-Mart's Good. WORKS effarts, such as the Wal-Mart Teacher

|
i
i

The company’s marketing environment also includes various publics. A public is any group
that has an aclual or potential interest in or impact on an organization's ubility o achisve its

ubjectives. We can identify seven types of publics.

@ Finuncial publics influence the company’s ability to
obtain funds. Banks, investment houses, and stock-
holders are the major financial publics.

@ Media publics carry news, features, and editorial opin-
ions. They include newspapers, magazines, and radio
and television stations.

& Government publivs. Manapement must take govern-
wunt developments into account. Marketers must
often consult the company’'s lawyers on issues of
product salety, truth in advertising, and other
matiers,

8 Citizen-gction publics. A company's marketing deci-
sions may be questioned by consumer organizations,
environmental groups, minority groups, and oihers. Its
public relations department can help it stay in touch
with consumer and citizen proups.

e Local publics include neighborhood regidents and com-
munity organizaticns. Large companies usually
appoint a community relations officer to deal with the
community, attend meetings, answer questions, and
contribute to worlhwhile causes.

@ General public. A company needs to be concerned
about the general public’s attitude toward its products
and activities. The public’s image of the company
atfects its buying,

& Internal publics include workers, managers, volun-
teers, and the board of directors. Large companies use
newsletters and other means to inform and motivate
their internal publics. When employees feel good about
their company, this positive attitude spills over to
external publics.

A company can prepare marketing plans for these
major publics as well as for ils customer markets.
Suppose the company wants a specific response from &
particular publig, such as goodwill, favora L
wmouth, or d i  time_or . The company
wonuld have to design an offer to this public that is alirac-
tive enough lo produce the desired response.

The Company’s Macroenvironmend

The company and all of the other actors oparate in a larger macroenvironment of forces that
shape opportunities and pose threats ta the company. Fipure 3.2 shows the six major forces in
the company’s macroenvironment. In the remaining sections of this chapter, we examine
these forces and show how they affect marketing plans. :
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Demagraphy

The study of human
populations in terms of size,
dansity, location, age, gender,
raca, Lecupation, and other
statistics.

FIGURE 3.2
Major ferces in the
campany’s
macrgenvironmertt

Demographic Environment

Demography is the study of himan populations in terms of size, density, location, age, gender,
race, occupation, and other statistics. The demographic environment is of major interest to mar-
keters because it involves people, and people make up markets. The world population is growing
at an explosive rale, It now exceeds 6.5 bilion prople and will exceed 8.1 billion by the year
2020.* The world's large and highly diverse population poses hoth oppartunities and chatlenges.

Chianges in the world demographic exvironment have major implications for business, For
example, consider China. Morte than a quarter century ago, to curb its skyrocketing population,
the Chinese government passed regulations limiting families to one child each. As a result,
Chiness children—¥mown as “little emperors and empresses —are being showersd with atten-
tion and luxuries under what's known as the “six-pocket syndrome.” As wany as six adults—two
parents and four doling grandparents—may be indulging the whims of each “only child.”
Parents in the average Beijing housebold now spend ahout 40 percent of theiv incoms on theic
cherished only child. Among other things, this trend has creatad huge market opportunitiag for
children’s edneational products.

In China’s increasingly competitive soci-
ely, parents these days are desperate to
give Junior an early edge. That's creating
opportunities for companies peddling
sducational offerings aimed at kids.
Disney, fur example, is moving full
speed inta educalional products, Magic
English, a $225 Disney package that
inchides workboaks, flash eards, and 26
videodisks, has been phenomenally suc-
cessful. Disney has also launched inter-
aclive educational CD-ROMSs featuring
the likes of Winnie the Pooh and 101
Dalmations’ Cruclla DeVille. Disney
isn't alone in catering to the lucrative
Chinese coddled-kiddies market. lor
exanple, Time Warner is testing the
waters in Shanghal with an interactive
language course called English Time.
The 200-lesson, 40-€D set takes as

ot o y
S—— - — long as four years for a child to com-
# Demographics and business: Chinese requlations limiting families te one child plote. Time Warner (s expecting strong
have resulted in what's known as the “six-pocket syndyome.” Chinese children are sales, despite the $3,300 price tag,
being showesed with attention and luxuries ereating spportunities for marketers. which equals more than a year’s salarcy

for many Chinese parents.’

Interestingly, the one-child policy is creating arother major Chinese demographic
development—a rapidly aging population. In what scme desm a potential “demographic
earthquake,” by 2024 an estimated 58 percent of the Chinese population will be aver age 40.
And because of the one-child pelicy, close to 75 percent of all Chinese houscholds will be
childless, either because they chose to have no children or because their only child has left
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Baby boomers

The ¥8 miliion people born
during the baby bogm
following Worid War |l and
lasting untit the earny 1960s,
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the nest. The result is an aging SOClel'y that will need to be more self-reliant, whicl in turn
will cause a large growth in service markets such as senior education, Ieisure clubs, and
nursing homes.®

Thus, marketers kaep close track of demographic trends and developinents in their mar-
kets, both at home and abroad. They track changing age aud family structures, geopraphic
population shifts, educetional characteristics, and population diversity. Here, we discuss the
raost intportant demographic trends in the United States.

A

Changing Age Strucstare of the Fopulstion
] Ly

The U.S. population slouod at more than 300 million in 2006 and may reach almost 364 mil-
lion by the year 2030.7 The single most important demographic trend in the United States is
the changing sge structure of the population. The 11.8. papulation contains several genera-
tional groups. Here, we discuss the three latgest groups—the baby boomers, Generation X,
and Generation Y—and their impact on today's marketing strategies.

: : The post-World War II baby boom produced 78 miilion baby
hnomers hﬂm between 1946 and 1964, Siace then, the baby boomers have become one of
the' most powerful forces shaping tho inarketing environment. Today's baby boomers
account for about 27.5 percent of the population, spend about $2.1 trillion annually, and
hold three-guarters of the nation's financial assets. It has been estimated that when the last
baby booner turns 65 i 2029, the generation will control more than 40 parcent of the
nation’s disposable income.®

As a group, the baby boomers are the most affluest Americans. However, although the
more affluent boomers have grabbed most of the headlines, baby boomers cut across all walks
of life, creating a diverse set of target segrents far businesses. There ars wealthy boomers but
alse boomers with mors modest means. And almost 25 percent of the 78 miilion boomers
belong to  racial or ethyie mingrity,

The yaunnges! boomers are now in their sarly forties: the oldest are entiering thmr gix-
ties. The maturing boomers are rethinking the purpose and value of their work, respoasi-
bilities, and relationships. As they reach their peak earning and spending years, the
boomers gonstitute a lucrative market for new housing and home remodeling, financial
services, travel and enfertainment, eating out, health and fitness products, and just about
sverything else:

It would be & mistake to think of the boomers as aging and slowing down. In fact, J:Le
boomers are spending $30 billion a year on WAIM unlike pre-
vious generations, boomers are likelv to postpone retirement. Rather than viewing themselves
as phasing out, they see themselves as entering new Hle phases. “Booners don't see them-
selves as old.” says one expert, “They never grew up. They say that they feel seven to 10 years
younger than they are. And they are not schoing the typlcal life stages. Now it's, “The kids are
out of the house and I'm taking up in-line skaling.' *?

Toyota recognizas these changing boomer life phases. Ads for its Toyota Highlander show
empty-nest boomers and declare “For your newfound freedom,” Similarly, Curves fitness cen-
ters targets older women, but not grandmas in racking chairs. Curves” older regulars “want tn
be strong and fil,” says the experi “They just don't want 1o go into Gold's Gym and be sur-
ronmded by spandex-clad Barbie dolls.”*? And, as many boomers are rediscovering the excite-
ment of life and have the means to play it aut, the Juxury RV market is exploding.

It scems that every younger boomer family needs an RV to take the classic American
family vacation befors the kids grow up and leave homs. The clder boomers, now
cmpty nesters, use an RV to visit their grandchildren or to see Amorica at their own
pace. “RVs are seiling like hotcakes,” zays an RV industry association executive.
“And baby boomers are in their prims RY years.”11

Perhaps no one is targeting the baby boomers more farvently than the Financial services
industry. In coming years, the aging boomers will transfer some $30 trillion in retirement nest
rpps and other savings into new investments. They'll also be lIlhDTItlHE %8 Irillion as their par-
ents pass away. Thus, the boomers will be needing lots of money management hel help. In maga-
zine ads targsting boomers, Ameriprise Financial sugoest_ A generatron as “Tnique as this
needs a new generation of personal financial planning,” An Ameriprise marketer explains,
“Tt’s mot just about the ralional nwmbers. It's about how vou are going to reinvent yourself for
what could be 30 ar 40 years of retirement. 12
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Fidelity Investmenis also takes a life
phases approach in marketing to baby boomers,
with ads featuring the likes of former Beatle
Paul McCartuey, the ultimate boomer icon:

This notion of life as a series of fresh
chapters animates commercials for
Fidelity Investinents. One ad chroni-
cles the life of Paul McCartney through
his phases as a Beatle, a member of
Wings, a poet, and a father. [Says]
Fidelity marketing executive Claire
Huang: “He fit perfectly our model that
you don't really retire—you just keep
doing something new.”

= (i1 ¥ The baby boom was followed by
a “hirth dgigha creating another genaration of
49 million f %pfé‘"&im%%{ween 19855 and 1976.
Author  Douplas  Copeland  calls  them
Generation X, because they lie in the shadow af
the boomers and lack obvicus distinguishing
characteristics. Others call them the “baby
busters” or the “generation caught in the mid-
dle” (between the larger baby boomers and later
Generation Ys).
The Generation Xers are defined as much hy
their sharcd experiences as by their age.
_Increasing parental divorce rates and higher
employment for their mothers made th
first geperation of ids Having grown

e i up during times of recgssion and corporate

B Targeting the baby boomers: This ad promises retiring hoomes that the dowmnsizing, they deve§opeda more cau‘ﬂﬁﬁﬁc_o:
company will “hekp you envision what exacthy you want to do in the next phase of muk. They care abow: vironment
your life,” aind respond favorably to socially responsible
compamies. Allhough they seek success, they are

Generation X less materialistic; they prize experience, not acquisition. They are caulious romantics who want

The 45 million pecple born TDeRerquanty ol life and are more interested in job satisfaction than in sacrificing personal hap-
beween 1965 and 1976 in piness and growth for promation. For many of the 30 million Gen Xers that are parents, family
the “Dirth deart?:” following contes first, career second.
the baby boom. As a result, the Gen Xers are a more skeptical bunch, “Marketing to Gen Xers is diffi-
cult,” says one marketer, “and it's ali about word of mouth. You can't fell them you're good,
and they have zero interest in a slick brochure that says so. . . . They have a lot of ‘filters' in
place.” Another marketer agrees: “Sixty-three percent of this group will research products
before they consider a purchase. [They are also] creating extensive communities to
exchange information. Even though nary a hundshake occurs, the tnformation swap is
trusted and thus is more powerful than any marketing pitch ever could be.”??
Once labeled as “the MTV generation” and viewed as body-piercing slackers who
whined about “McJobs,” the Gen Xers have now grown up and are beginning to take over.
The Gen Xers are displacing the lifestyles, culture, and materialistic values of the baby
boomers. They represent close to $1.4 trillion in annual purchasing power. By the year
2010, they will have overtaken the baby hoomers as a primary market for almost every prod-
uct category. ¥
With su much potential, many companies are focusiug on Gen Xers as an important target
segment. For example, consider the banking industry:*®

As the Gen Xers progress in their careers, start families, and sottle into home owner-
ship, banks are responding with programs to help them manage their finances. For
example, home financing is a major issue. To help cut, Washington Mutual (Walu to
its customers) ran a marketing campaign showing young home buyers how they can
simplify the home buying process, The “Buying a Home" page on WabJlu’s Web site
is an “all-you-sver-wanted-te-know” resource for new-home financing. Generation
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The 72 milion ckildren of the

haoy boomers, orn between
1977 and 15934,
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Xers also worry about saving invney for their children’s college educations—one
study showed that 26 percent of Gen Xers falt that education costs would be out of
reach by the time their children were ready for college. Ta meet this need, the Lifs
Stages section of WaMu's Web site offers “College Savings 101,” and other educa-
tional plantting tools. But marketing to Gen X consumers requires fresh approaches.
So rather than bombarding them with brash marketing pitches, WaMu combines
softer marketing approaches with community-oriented programs. For example, to
gain favor with Gen Xers who have young families with small children, WaMu devel-
oped Walioola for Schools. This program sets aside $1 for every new checking
account opened during the year and then distributes the funds to local schools. Or
customers can carn Waldoola points for their schools by making purchases with their
Washington Mutual Visa Check Cards.

Both the baby boomers and Gen Xers will one day be passing the reins to
Generatmn Y {alsu called echo boumers). Born belween 1977 and 1884, Hiese childeen of the
baby boomers now number 76 million, dwarfing the Gen Xers and almost equal in size to the
baby buomer segment, The echo boom has created o large teen and young adult markel. Teen
spending alone bas increased 30 percent in the past eight years, rising to $159 billion last
year. Teens also influence an estimated 530 billion more each year in family spending. Afler
years of bust, markets for teen and young-adult games, clothes, furniture, and food have
enjoyed a boom.*”

Generation Y oldsters have now graduated from college and are moving up in their
careers. Like the trailing edge of the Ceneration Xers ahead of them, ane distinguishing char-
acteristic of Generation Y is their utter flnency and comfort with computer, digital, and
Internet technolopy. Some &7 percent of teens use the Internet, up 24 percent BVETHIETIs—

"ﬁu‘.ﬁ(ﬁrs—_l\ﬂm:eglan half of the 87 percent go online every day, and 84 percent of teens own
at least one networked device, such as a cell phone, blarkberry, or comptiter. In all, they are
an impatient, now-oriented bunch. “Blame it on the relentless and dizeying pace of the
Internet, 24-hour cablo news cycles, cell phones, and TiVo for creating the on-demand, gotta-
got-it-now universe in which we live,” says one observer. “Perhaps nowhere is the trend mare
pronounced than among the Gen Y set.”18 :

Generation Y represents an atiractive target for marl\eterq Howcvnr reaching this
message-saturated seprment affectively fve es, For example,
the popularity of action sports with Gen Yers has prmﬂded creative mﬂrketmg opportunities
for products ranging from clothes to video games, movies, and sven begverages. Mountain
Dew's edgy and irrevercat positioning makes it a natural for the action-spoct crowd. But more
than just showing snowboarders, skateboarders, and surfers in its ads, Mountain Dow has
hecome a wue action-sports supporier. It sponsars the ESPN XGames, the Vans Tripis Crown,
and numerous action-sport athletes. It even statted its own grassroots skate park tour, the
Mountain Dew Free Flow Tour. As a result of these and other actions, Mountain Bew has
hecame the beverage of choice for men ages 18 to 24,12

The automabils industry is aggressively targeting this future generation of car huyers. By
2010, Generation Y will buy one of every four new cars sold in the United States. Toyota even
created a completely new brand—the Scion—targeted to Gen Yers (see Real Marketing 3.1).
Scion and olher autamakers are using a variety of programs and pitches to lure Generation ¥
as they move into their key car-buying years.*?

Recently, Toyota quietly began an unusual virtual promotion of its small, boxy Scion:
It paid for the car's product placement in Whyville.net, an online interactive comum-
nity populated almost entirely by 8- to 15-yvear-ulds. Never mind that they cannot
actually buy the car. Toyota is counting on Whyvillians 10 do two things-—influence
their parents' car purchases and maybe grow up with some Toyota brand loyalty. It
may appear counterintoitive, bul Toyota says the promotion is working. Ten days
into the campaign, visitors to the site had used the word “Seion” in onfine chats
more than 78,000 times; hundreds of virlual Scions were purchased, using “clams,”
the currency of Whyville; and the community meeting place, “Club Sgion,” was vis-
ited 33,741 Hmes. These online Sciun owners customized their cars, drove arcund
the virtual Whiyville, and picked np their Scion-less friends for a ride.

SR Do marketers need to create separate products aud marketing pro-
grams fDr each generation? Sume experts warn that marketers must be careful about turning off
one peneration each time they craft a product or message that appeals effectively to anather,
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Iy the late 1990s, as Toyota's managemendt team peered
. through the carpaeake windshield, it icak great pride in
the company's accompiishments in the U.5. market. Riding a wave of
layal baby boomers who had grown up with its Toyola and Lexes
madels, the compasy had become one of the nation's most powerful
autoemaobile brands.

‘et when the tearm looked down at the corporate dasiboard, they
saw the “check engine” light flashing. As the baty boomers had
aged, the age of the average Toyota customer had risen as well. The
median Taycta buyer was 4%; the mediar Lexus buyer, 34. Too few
younger customers were lining up to buy Tovatas. Gen Yers by the
millions were now reaching driving age, and Toyota wasn't speaking
their language, In fact, Toyota's strong reputation amang the baby
hoormers for quality, efficiency, and valug had translated to more
youthlul consumers as, weil, “stodgy.”

Gthar auto manufacturers were facing this same Gen Y proterm,
Honda's durabie, easy-to-customize Civie had ret with some suc-
cess wilh younger buyers, out that brand's appeal was fading. Honda
foilowed with the koxy Elernent, which ane observer described as a
“Swiss Army knife an wheels,” and which Hondz promated as “a
dorm rcam ort wheels.” The Elernznt sold weil but ofien attracted the
wrong market—boomers and Gan Xers (average age 43) lcoking for
something to transpart their fowears and power ools. Toyota had aiso
tried before with three wehicies in its Genesis Project: the frumpy
Echg, an edgy Celica, and 2 pricey but impractical MR2 Spicer. Each
had failed to score with young peopie,

To target Gen Yors, with

their "built-just-for-them”
preferences, Toyota positioned
the Scion on personalization.
“Peyspnalization begins here—
what moves yau?”

Su, in lhe early 20008, Tayota went hack to the drawing board.
The challenge was to keep Gen Y from seeing Toyota as "old people
irying to make a young person's car.” Success depended on under-
standing this new generaiion of buyers, a segment of strangers o
most car marketers, “They dermand authenticity, respect for thair
{ime, and products butlt just for them,” observed a seniar Toyota
executive. “They ars in their sarly 20s, new to us, and have changed
every category they have louched so fas It the most diverse genera-
tion ever seen.”

The search for a new, more youthful model hegan in Toyota's awn
drivewsay. Following orders to "loosen up,” Tovota engineers tn Japan
had designed and successfully inircduced a boxy microvan, the b,
and a five-dogr hatchback, the “ist” {pronounced “east”). The com-
pany decided to rename these vehicles and introduce them in the
Unised States. Thus was horn Toyoka's Gen Y brand, the Scion {Sigh-
un}. Faliowing socn after, Toycta added the Scion 10 coupe, which
adds rnore powsr ansd driving pieasure to the Scion equation. In the
Scion, Toycta created nat just a new car brand, but new marketing
approaches as well.

Accalerate to Mermorial Day waekend in late May 2003, Twenity-
something Toyota reps sporting goatees and sunglasses have sef up
shop near a major indersection in San Frangisco’s Haight-Ashbury
district. Standing urder benners heralding the new Scion brand, with
hip-hop music Blaring in tre background, $12 reps encourage young
passersty o tesi drive we new maodeds, the Scion xA hatchback and
tha Scion »B van,

Others caution that each generation spans decades of time and many socicenonomic levels. For
example, marketsrs often split the baby boomers into three smeatler groups—leading boomers,
core boomers, and trailing boomers—each with tts own belicfs and behaviors. Similarly, they
split Generation Y into Gen Y adults and Gen Y teens. Thus, marketers nead to formn more precise
aga-specific segrments within each group. More tmportant, defining people by their birth date
may be less elfective than sepmenting them by.their lifestyle.oplife stage,

The "traditional houschold™ consists of a husband, wife, and children (and sometimes grand-
parents). Yet, the once American ideat of the twa-child, two-car scburban family has lately
been losing some of its luster.

In the United States today, married couples with children make up only 23 percent of

the nation's 111 million houssholds; married couples without children muke up 28 percent;
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This was not your typicat Toyota sales eveni--if was the opening
round in a campaign io solve, finally, the Gen Y riddle. And it signaied
the mast unorthodox new-car cempatgn in the company's 70-vear
histary—a campeign that was edgy, urban, and underground. To
speak to Gen Y, Toysia shunned iraditional marketing approaches
and employed guerriila lactics. Its voung markeding team put up
posters with slogans such as "No Clone Zone” and “Barn Marmalty,”
oven prajecting those slogans onto buildings at night. i held “ride-
and-drive” events, like the one in San Francisco, to generate sponta-
neous test-drives by taxing its cars o potential customers instead of
waiting for them ta find their way to showrooms, | put brochures in
alternative publications such as Urb and Tokion, and it sponsored
events at venues renging from hip-hop nightclubs and urban pubs to
fibwary lawns.

Towota assigned Dawn Ahmed and Brian Bolais, two voung mem-
bers oi its product develcpment staff, to head the .S, promationai
campaign. Understanding the "built-just-or-them” preferences of
the Gen Y targel market, Ahmed and Bolain decided 0 position the
Scion on persenakization. They appealed to the new youth-culture
club of “tuners,” young fans of tricked-out vehizles (such as BMW's
wildly successiul Mini Cooper! who wanted to cusiomize their cars
frorm bumper o bumper, “We saw thal the tuner phenomenon was
really spreading, and took that idea cf custornization Lo a totaliy differ-
ent level,” Ahmed notes, “Iit comes hack to that thing of rational ver-
sus emulional,” chsarves Boigin, “3cion buyers have all the rational
demands of a Toyota boyer, tbut they alss want mare tun, personality,
and characler.”

So, aiong with all of the iraditienal Toyota features—Iike lols of
girbzgs, remale keyless entry, and a 160-watt Pioneer stereu with
MP3 capahility—-the Scion cffers lots of soom for incividuzl self-
expression. The stait worked wite afier-market autg-parts suppliers o
develop specially designed Scion add-ons. To create ther own ona-
of-a-kind cars, customers can select from 40 different accessory
products, such as LED interior lighting ard #luminzted cup hoiders,
wake-the-dead stereg systems, and stffer shoeks. As Bolzin points
out, “[We wanted the Scion to be at blank canvas on which the con-
sumer can make the car what they would like it tz be.”

Toyota dealzrs who fave agraed 1o seli Sciens provide special
areas in their showrcums where pustomers ¢an relax, chegck outl Lhe

cars, and creals heir own customized Scions on complters linked to
Scion's Web site. And Scion buyers da, indeed, customize their cars,
The Scion xA and Scion xB start =i "no hagele” prices around
$13.000 and $14,000, respectively. But 48 percent of Scion buyers
soend another $1,000 to £3,000 to customize their cars, Two-thirds
of buyers labor al the Scion Wekb site, zonfiguring just the car they
wartt before ever walking into the dealership.

Fow is Toyata's Scion sirategy working? The Caliicrnia launch
was s0 successful that Toyota guickly rolled out the Scion nationalky,
finishing the process in June 2004, Scion blew past its first-vear,
60,000-unit sales target by mid-2004, selling 100,000 units for tha
vear. Toyota soid nearly 160,000 Scions the next year and salas
remair brisk. Most importantly, the Scicn is bringing a new genera-
tion of buyers into the Toyota family. Eighty percent of Scion buyers
hawve never before owned a Toyota. And the average ags of a Scien
buyer is 31, the youngest in the automotive incustry. That aver-
states the average age of a Scion driver, giver that many parants zre
buying the car for their kids.

All this success, howsver, brings new chaliengas. For example,
according to zn indusiny aralyst, Gen Y consumers “disdain cumn-
mercialism and dan't really want 'their brand’ fo be discoverec.” o
mairtain itz appeal o these young ouyers, as the brand becomes
mere mainstream, Scion will have to keep its medals end messages
fresh and honest. Says VP Jim Fariey, “We want :c [reach oui t9
youthful buyers] without shouting 'Buy This Car””

Sources: Quaotes from Liic Guyer, “Scion Conncets in Cut-of-\Way
Paces," Advertising Age, Fabruary 21, 2005, p. 38, Also see BreTt
Corbin, "Teyota's Scion Line Banks o Tech-Savwy Younger Drivers,”
Business first, June 18, 2004, p. 11; Nick Kurczewski, “Wha's Your
Daddy? Staid Toyola Gels 2 Hip Implang,” Mew York Timres, duly 20
2004, p. 12, Patrick Paterpie, “Driven by Personality,” Los Angales
fimmes, January 6, 200%, o. £34; Kan: Greanbery, “Dawn Ahmed,”
Brandweek, dpril 11, 2005, p. 33; Chris Woedyard, "Ouiside-the- Box
Hcion Scores Big with Young Drivers, " May 3, 2005, accessed at

voww detniews com2005/a utgsinsiderf) o503 1auto- 170121 bt
Mark Rechtin, “Scicn's Delimma: 3e Hip—But Awoid the Mzinstream,”
Automative News, ay 22, 2006, oo, 42-45; and Suie Bosman, "y,
Kid, You Want to Buy A Soion?" New York Timss, June 14, 2008, p. C2,

and sinple parents comprise another 18 percent. A full 32 percent are nonfamily house-
holds—single tive-alanes or adult live-togethers of ane or both sexes.?!
More people are divorcing ur separaling, chioosing not to marry, marrying later, ot marry-

ing withont intending to have children. Marketars must increasingly ronsider the special
needs of nontraditionat households, because they are now givwing more rapidly than tradi-
tional houscholds. Each group has distinctive needs and buying habits.

The number of working women has also increased gieatly, growing from under 40 percent
of the 11.5. workforce in the late 1850 to around 77 percent in 2000. However, Tesearch indi-
cates that the trend may be slowing. After increasing steadily since 1976, the percentage of
women with children under age one in the workforce has fallen during the past few years.®
Meanwhile, more men are staying home with their children, managing the household while
their wives po to woek, According to the census, the number of stay-at-home dads has risen 18
percent since 199433



74

Dinners, you get “All the joy of a family meat, Haone of the hassle.”
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The significant number of women in the

INTRODUCING DREAM DINNERS.

All the joy of a family meal.
None of the hassle.

Dream Dinners lets you chaose 12 wonderful entrécs you assemble
onice a month and therm serve to your family in the weeks ahead.
Dream Qinrers. Al the ingredients for a great meal,”

dreamdinners.com

workforce has spawned the child day care
business and increased consumption of career-
oriented women's clothing, financial services,
and convenience foods and services. An
example is Dream Dinners, Inc., a national
franchise chain created by a busy working
mom who invited fellow busy moms to her
catering kilchen lo prepare make-ahead
meals. People visiting a Dream Dinners store
can prepare up to a dozen family meals in
under two hours, with cleanup handled by the
store’s staff. Tfsing workstations, they preparc
healthy meals ranging from Kung Pao Chicken
to New Enpland Pot Roast, take them home in
coolers, and store them in the freezer until
needed. A dozen meals, each serving four to
six people, cost under $200. With over 155
! locations, Dream Dinners gives precious fam-
i ily time back to harried working parents,**

i
{
;

Geopraphis Bhifis in Population

i This is a periad of great migratory movements
i between and within coulTIISE, AIMeTICals, 1ar
example, are a mobile people, with about 14
percent of all 1.5, residents moving each year.
Over the past two decadns, the 155, population
Las shifted toward the Sunbelt states. The West
and South have grown, while the Midwest and

i Northeast states have lost population.?® Such

Businesses like Dream Dinners have arisen to serve the gmﬁring number of popu_latlionlshifts inte; gst markt?ters because
working women. The chain was created by a busy wotking mom who invited fellaw pﬁgglg_m.iﬂaﬂ;ﬂgmﬂ.ﬂ.hu&dﬁm@ly For
busy mothers to her catering kitchen to prepare make-ghead meals. With Dream example, research shows that people in Seattle

buy more loalbbrushes per capila than peaple
in any other U8, city; people in Salt Lake City
eat more candy bars; and people in Miami drink
morg prone juice.

Also, for more than a century, Americans have heen moving From g
areas. In the 1950s, they made a masecive exit from the cities to the suburbs. Today, the
migration to the suburbs conlinues. And more and more Americans are moving to “microp-
olitan areas,” small cities located beyond congested metropolitan areas. Drawing refugees
from rural and suburban America, these smaller micros offer many of the advantages of
metro areas—jobs, restaurants, diversions, community mganizations—but withouwt the pop-
ulation crush, traffic jams, high crime rates, and high property taxes often associated with
heavily urbanized areas.2% -

The shift in where psople live has also caused a shift in whers theyxauork, For sxam-
ple, the migration toward micropolitan and suburban areas has resulted in a rapid increase
in the number of people whg “telecommute”—work at home or in a remote office and con-

i iness by m,_av the InternEt=Fes frend, i wm, has create
a booming SQHO (small office/home office] market. Almost a gquarter of all Americans
telecammuted at least one day a month last year, twice the number fremt 2000, with the
help of electronin conveniences such as PCs, cell phones, fax machines, PDA devices, and
fast Internel access.?”

Many marketers are actively courting the home office segment of this lucrative SOHO
market. For example, FedEx Kinko's is much more than just a self-service copy shop.
Targeting small office/home office customenrs, it services as a well-appointed office autside
the home. People can come to a FedEx Kinko's store to do all their office jobs: They can
copy, send and receive faxes, use various programs on the computer, go on the Internet,
order stationery and other printed supplises, ship packages, and even rent a conference
room or conduct g telecanference, As more and more people join the work-al-home trend,
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TedEx Kinkao's offers an escape from the isala-
lion of the home office. Tts ads proclaim, "Our
office is your office.”

& Retier-Edweated, More
White-Usnllax, Mpre Profsssionsl
Populaticn

The U.S. population iz becoming hegfer edu-
<aigd, For example, in 2004, 85 percent of the
U.S. population over age 25 had completed high
school and 28 percent had completed college,
compared with 89 percent and 17 percent in
1980. Moreover, nearly two-thirds of high
school graduates now enroll in college within
12 months of graduating.*® The rising number of
educated peoplo will ipcrease the demand for
sonal computers. ¢ Lvices.

The workiorce also is becoming more
white-collar. Between 1950 and 1985, the pro-
portion of white-collar workers rose from 41
percent to 54 percent, that of bluc-collar work-
ers declined frorn 47 percent to 33 percent, and

that of service workers increased from 12 percert to 14 perceul. Between 1983 and 1999, the
proportion of managers and professionals in the workforce increased from 23 percent to mare
than 30 percent. Job growth is now strongest for professional workers and weakest lor manu-
facturers. Between 20004 and 2014, the number of profossional workers is expected to increase
21 percent and manulacturing is expected to decline 5 percent.®® '

Gengraphit shifts: To serve the hurgeoning small office/home office market,
FedEx Kinko's has reinvented itself as the well-appainted office outside the home.
“Our affice 1= your office,” says the company.

Ingregsing Diversily

Countries vary in their gthnic and racial makeup. Al ane extreme is Japan, where almost
gveryone is Japanese. At the other extreme is the United States, with prople from virtually all
nations. The United Stales has often been called & meliing pol=—diverse groups from many
patiows and cultures have melted into a single, more homogenous whele. Instead, the United
Statas seems to have become more of a “salad bowl” in which various groups have mixed
logether but have maintained Lheir diversity by retaining and valuing important ethnic and
cultural differcnces.

Marketers ave facing increasingly diverse markets, both at home apd abroad as their oper-
ations hecome more international in scope. The U.S. population is abont 57 percent white,
with Hispanics at 14.4 percent and African Americans at 13.4 percent. The 1.5, Asian
American population now totals aboul 4 percent of the population, with the remaining £ per-
cent made up of American Indian, Eskimo, and Aleut. Moreover, mare than 34 million peaple
living in the United States-——muare than 12 percent of the population—were born in another
country. The nation’s ethnic populations are expected ta explode in coming decades. By 2050,
Hispanics will comprise an estimated 24 percent of the U.S. population, with African
Arnericans ab 13 percent and Asians at 9 percent.9¢

Most large companies, from Procter & Gamble, Sears, YWal-Mart, Allstate, and Bank of
America to Levi Stranss and General Mills, now target spegistly designed products, ads,
and promotions to one or more of these groups. For example, Allatate worked with Kang &
Lee Advertising, a leading multicultural marketing agency, to create an award-winging mar-
keting campaign aimed at the single largest Asian group in the country—Chinese
Americans. Creating culturally significant messages for this market was no sasy matter.
Perhaps the most daunting task was translating Allstate's iconic “You're In Good Hands
With Allstate®” slogan into Chinese.3!

There’s nary a 11.5.-born citizen who doesn’t know that, when it comes to insurance,
yau arc in good hands with Allstate. Bul to Chinese Americans, Allslate was not the
first insurance company that came to mind. So Allstate asked Kang & Lee
Advertising to help it transkate the “good hands™ concept into the Chinese market.



76 Part 2 Understanding the Marketplace and Consumers

T o R T

SRR REE A RRRAH
BRAF—EAEALLSTATE

ha - EEliaaL R
T BRI AN GRS
| MRS,

ERZ¥ BT

B Multicuttural marketing: Allstate created an award-winming
marketing campaign aimed at the single largest Asian group in the
country—Chinese Americans. The most daunting task: translating
Allstate's jconic “You're In Good Hands With Atlstate®” sfogan into
Chinese.

The trick was to somehow make the company’s
longtime brand identity relevant to this group.
Problem was, the English slogan just doesn't
muke sense i any Chinese dislecl. After months
of qualitative consumer research and discussion
with Chinese American Alstate agenls, Kung &
Lee came up with a Chinese-language version of
the tag line, which, roughly translaled, says “turn
to our hands, relax your heart, and he free of
worry.” The campaign started in Seattle and New
York and has since expanded to California.
Studies in the first two cities show that aware-
ness of Allstate in the Chinese American commu-
pity had doubled within six month of the slart of
the campaign,

Diversity goes beyond ethnic heritage. For example,

many major companies have recently hegun bu explicitle~
target gay and leshian consumers. A Simmons Research

" @Algiate

study of readers of the National Gay Mewspaper Guild's
12 publications found that, compared to the average
American, respondents are 12 times more likely to be in
professional jobs, almost twice as likely to own a vacation
horme, sight times more 1ikely to own a notshook com-
puter, and twice as likely to own iodividual stocks. More
than twa-thirds have graduated from college and 21 par-
cent hold & master’s degree. They are twice as likely as the
general population to have a howsehold income over
$250,000. In all, the gay and lesbian market spent mare
than 640 billion on goods and services last year.??

With hit TV shows such as Queer Eye for the
Straight Guy and The Efien DeGenerss Show, and QOscar-
winning maovies such as Brokeback Mountain and
Capote, the gy and lesbian community has increasingly
emerged into the public eye. A number of media now
provide companies with access to this market. For
example, PlanetOut Inc., a leading globul media com-
pany, exclusively serves the gay, lesbian, bisaxval, and
transgender (GLBT} community with several successful
magazines (Out, The Advocate, Out Traveler) and Web
sites (Gay.com, PlanetQOut.com, Out&About.com). In

2005, media giant Viacom introduced Logo, a cable television network aimed at the gay
men and lesbians and their friends and family, Logo is now available in 23 million U.8.
households. More than 60 mainstream marketers have advertized on Logo, including
Ameriprise Financial, Aubeuser-Busch, Continental Alrlines, Dell, eBay, General Motors,
Johnson & Johnson, Orbitz, Sears, Sony, and Subaru.

Here are examples of some gay and lesbian marketing elforts:33

With an estimated $65 billion in annual travel expenditures, the American gay and
leshian community is a much sought-after lefsure travel segment. Soms 53 percent of
this segment spends $5,000 or mare per person un vacations each year, and 98 per-
cent say that a destination’s “gay-friendly reputation™ factors into their decision to
travel there. Las Vegas, like other cities, aims to snag a lurper slice of the gay and les-
bian trevel pie. The city recently unveiled its first gay promotional push. It placed
ads from its universally appealing Vegas ad campaign, “What happens here, stays
here,” in leading gay publivations: The Advocate, Qui, and Out Traveler. It also
placed ads on the Logo network, along with sponsoeship of episodes of Quser Eye for
the Straigitt Guy. Whereas other popular gay getaways, such as Key West, Florida and
Palm Springs, California, promate themselves as placos where guests will enjoy a
largely gay community, Las Vegas urges gays to experience the same attractions that
appeal to everyone else. “We're trying to attract this subcilture here to Immerse
themselves into the Las Vegas experience,” says the Las Vegas Convention and
Visitors Authority's vice president of marketing. So far, the push seems to be work-
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ing. Gays and lesbians now rank Las Vegas as their second-favarite travel destination,
hehind only New York City.

TBM {ields a paid, full-time sales team dedicated to bringing GLBT decision mak-
ers in contact with IBM. The company targeted the gay small-business community
with an ad that ran in The Advocate, Out, and about 40 other gay-themed publica-
tions. The ad pictures a diverse group of men and women and links IBM’s Armonk,
New York headquarters with well-known gay commnunities: “Chelsea/
Provincetown/The Castro/Armonk.” The six people shown in the ad are among the
1,100 IBM employees who make up the company's GLBT Network. IBM launched
the GLBT group three years ago when research showed that gay business owmners are
more likely to buy from gay salespeople. Over the past several years, IBM has
received numerous awards acknowledging its cormmitment to the GLBT community.

Anaother attractive segment iz the nearly 60 million people with disabilities in the United
States—a market larger than African Americans or Hispanics—representing over $220 billion
in annual spending power. This market is expected to grow as the baby boomers age. People
with disabilities appreciate products that work for them. Explains Jirn Tobias, president of
Inclusive Technologies, a consultancy specializing in accessible products, “those with dis-
ahilities lend to be brand evangelists for products they love. Whereas consumers may typi-
cally tel] 10 friends about a favorite product, people with disabilities might spread the word
to 10 times that [many]. "%

How are companics trying to reach these consumers? Many marketers now recoguize that
the worlds of peuple with disabilities and those without disabilities are one in the same. Says
one marketer, “The ‘us and them’ paradigm is obsclete.” Gonsider the following Avis
exampla:?3

A commpoa theme in much of the recent crop of mainstream ads, in fact, is that the
disability ig virtually an afterthought. A recent New York Marathon-themed print ad
for car rental cnmpany Avis (ealures an
image of 2 marathoner in a wheelchair,
but the copy—*We houor participants
af the New York Marathon for spirit,
courage, and unrelenting drive"—
addreszes the racers at large. Since
2003, Avis has offered a sujte of prod-
ucts and services that make vehicles
more accessible to renters with disabil-
tties, helping tu make travel easier and
less  stressful for everyone, Most
recently, Avis has become the official
sponsor of the Achilles Track Club, an
interpational organization that sup-
ports individuals with disabilitics who
want to participate in mainstream ath-
lelics. Says an Avis marketing execu-
tive, “The Achilles athletes themssjves
truly examplity the character we strive

5 : for at Avis, wiik their ‘we try harder’
Avis targets peaphe with disabitities by offering a suite of products and services spirit. Some arc amputees back from
that make vehicles more acressible. It also sponsors the Achilles Track Club, which Irag; others are visually impaired. But
supperts individuals with disabilities whe want to participate in mainstream naw all of them are setting their sights
athletics. on what they can achieve.”

. As the population in the United States grows more diverse, successful marketers will
continue to diversify thejr marketing programs to take advantage of opportunities in fast-
growing sggmernts.

-
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feonomic Environiment

Economic eavironment
Factors thet affect consumer  Markels require buying power as well as people. The economin environment consists of fac-
buying power and spending  tors that affect consumer purchasing power and spending patterns._Nations vapy ereatly in,

patterns. lheir levels and distribution of income. Some countries have subsisience economies—they
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cansume most of their own agricultural and induskrial output. These countries offer few mar-
. ket opportunities. At the other exireme are industriaf econamies, which constitute rich mar-
kets for many different kinds of goods. Marketers must pay close attention to mejor trends and
consumer spending patterns both across and withia their world markets. Following are some
of tha major economic trends in the United States.
G

Changes in Income

Throughout the 1990s, American consumers fell into a consumption frenzy, fueled by
incems growth, a boom in the stock market, rapid increases in housing values, and other eco-
nomic good fortune. They bought end bought, seemingly without cantion, amassing record
levels of deht. However, the free spending and high expectations of those days were dashed
by the recent regession of the early 2000s. In fact, we are now facing the age of the "squeszed
consumer.” Along with rising incomes in some segments have come increased financial bur-

" dens. Consumers now face repaying debts acquired during earlier spending splurges,
incrensed househald and family expenses, and saving ahead for college tuition payments
and retirement.

Thesge financially squeezed consumers have adjustsd to their changing financial situa-
tions and are spending more carefully. Value marketing has become the watchword for many
marketers. Rather than offering high qualily at a bigh price, or lesser quality at very low
prices, marketers are looking for ways to offer teday’s more financially eautions buyers greater
value—just the right combination of product quality and good service at a fair price.

Marketers should pay attention to income distribution as well as average income. Income
distribution in the United States is still very skewed. At the top are upper-class consumers,
whose spending patterns are not affected by current economic events and who are a major
market for luxury goods. There is a comfortable middie class that is somewhat careful about
its spending but can still afford the good life some of the dme. The working «lass must stick
close te the basics of food, clothing, and shelter and must vy bard to save, Finally, the
underclass (persons on welfare and many retirees) must count their pennies when making
gven the most basic purchases.

Over the past thres decades, the rich have grown richer, the middle class has shrunk, and
the poor have remained poor, The top 1 percent of American tamilies now control 33.4 per-
cent ol the nations pet worth, np 3.3 points from 1939. By contrast, the hottom 90 percent of
families now control 30.4 percent of the net worth, down 3.5 peints,3® ’

This distribution of income has created a tiered market. Many companies—such as
Nordstrom and Neiman-Marcus department stores-—aggressively target the afflpens. Others—
such as Dollar General and Family Dollar stores—target those with mors modest means. In
fact, such dollar stores are now the fastest growing retailers in the nation. Sttll other compa-
nies tailar their marketing offers across a rangs of markets, from the affluent to the less afflu-
ent. For exanple, Levi-Sirauss cwrently markets several different jeans lines. The Signature
line of low-priced Lavi’s are found on the shelves of low-end retailers such as Wal-Mart and
Target. Levi's moderately priced Red Tab line sells at retailers such as Kohl’s and J.C. Penney.
Boutique lines, such as Levi's [Capital E] and Warhol Factory X Levi's, sell in the Levi’s Store
and at high-end retailers such as Nordstrom and Urban Qutfitters. You can buy Levi 501 jeans
at any of three differsnt price levels, The Red Tab 501s sell for around $35, the Levi's [Capital
E] for about $100, and the Warhal Factary X Levi's for $250 or more.””

Chnanging Consumer Spending Paiterns

Fuood, housing, and transportation use up the most household income. However, consumers at
different income levels have different spending patterns. Some of these differences were
noied over a cenbury age by Ernst Engel, who studied how people shifted their spending as
their income rosa. He found that as family income riges, the percentage spent on food

Engel's laws declines, the percentage spent on housing remains ahout constant (except for such ufiliies as
Differences noted over a gas, electricity, and public services, which decrease), and bolh the percentage spent on most
century 2go by Ernst Engsi in_other categories and that devoted to s3¥ings increase. Engel's lTaws generally bave heen sup-
how people shift their porisu Uy T studies.

spending across food, Changes in major economic variables such as incume, cost of living, intersst rates, and
hausing, transportation, savings and borrowing patterns have a large impact on the marketplace. Companies walch,
heailh care, and ather goods thess variables by using economic forecasting. Businesses do nol have to be wiped out by an
and services categories as economic downturn or caught short in a boom. With adequate warning, they can take adwvan-

farnily income rises. tage of changes in the economic environment.
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Hatural enviraniment
Matural resqurces that are
needed as inputs by
rrarketars ar that are affectad
by marketing activties.

Responding to consumer
demands for more
envirgnmentally responsible
products, GE is using
“ecomagination” to create
products for a better world,
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Natural Bnvironment

‘The natural environment involves the natural resources that are neaded as inputs by mar-
keters or that are affected by marketing activities. Environmental concerns have grawn
steadily during the past three decades, In many cities around the world, air and water pol-
lution have reached dangerous levels. World concern continues to mount aboul the possi-
hilities of global warming, and many environmentalists fear that we soon will be buried in
our own trash. ]

Marketers should be aware of several {rends in the natural environment. The frst
involves growing shortages of raw materials. Air and water may seem to be inlinite resources,
hut same groups see long-run dangers. Air pollution chokes many of the world’s larpe cities,
and water shortages are already a big problem in some parte of the United States and the
world, Renewsble resources, such as forests and food, also have to be used wisely.
Nonrenewabls rescurces, such as oil, coal, and various minerals, pose a serious problem.
Firms making products that require these scarce resources face large cost increases, even if
the materials do remain available.

A second environmental trend is increased pollution. Industry will almost always dam-
age the quality of the natural environment. Consider the disposal of chemical and nuclear
wastes; the dangerous mercury levels in the ovean; the quantity of chemical pollutants in the
soil and food supply; and the littering of the environment with nonbiodegradable bottles,
plastics, and other packaging materials.

A third trend is Increased government intervention in natural resource management, The
governments of different counteies vary in their concern and efforts to promote a clean envi-
ronmenl. Some, like the Gerrnan government, vigorously pursue environmental guality.
Others, especially many poorer nations, do little about pollution, largely because they lack
the needed funds or political will. Even the richer nations lack the vast funds and political
accord needed to mount & worldwide environmental effort. The general hope is that compa-
nies around the world will accept more social responsibility, and that less expensive devices
can be found to control and reduce pollution.

In the United States, the Epvironmental Protection Agency (EPA] was created in 1870 to
set and enforce polluticn standards and to conduct pollution research. In the future, companies
doing business in the United States can expect continued strong controls from governmenl
and pressure groups. Instead of opposing regulatinn, marketars should help develop solutions
to the material and energy problems facing the waorld.

Concern for the natural environment has spawned the so-called green movement. Today.
enlightened companies go bevond what government regulations dictate. They are developing
environmentally sustainable siwategies and practices in an effort to create a world gconemy
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Techno!sgical environment
Forces that create new
technologies, creating new
product and market
opportunities.

that the planct can support indefinitely. They arc responding to consumer demands with
more environmentally responsible products. For example, GE is using its “ecomagination” to
vreate products for a better world—cleaner aircraft engines, cleaner locometives, cleaner fuel
technologies.

Other companies are developing recyclable or biodsgradable packaying, recycied materi-
als and components, better pollution controls, and more energy-efficient operations. For
example, HP is pushing legislation to force recycling of old TVs, computers, and other elsc-
tronic gear:¥%

HP wants your old PCs back. A few years ago, when environmentalisls in
Washington State began agitating to hanish high-tech junk from landfills and scrub
the nation's air and water of lead, chrominm, mercury, and other toxins prevalent in
digital debris, they found an unexpected ally: Hewlett-Packard. Teaming up with
greens and retailers, HP took an IBM, Apple Computer, and several major TV manu-
facturers, which were resisting recycling programs because of the costs, Aided by
HP's energatic lobhying, the greens persuaded state lawmakers to adopt a landmark
program that forces electronics companies to foot the bill for recycling their ald
equipment. With HP's help, the movement to recycle electronic refuse, or “e-waste,”
is now spreading across the nation. HP's efforts have made it the darling of environ-
mentalists, but its agenda isn't entirely altruistic. Take-back laws play to the com-
pany’s strategic strengths. For decades the computer maker has invested in recycling
systems, giving it a head start against competitors. Last year, HP recycled more than
70,000 tons of product, the equivalent of about 10 percent of company sales. And it
collected mare than 2.5 million units of hardware to be refurbished for resale or
donativn, No other electronics maker has a recycling and rosale program on this scale.
"We sec legislation coming,” says HP's vice-president for corporate, social, and envi-
ronmental responsibility. “A lot of companies haven’t stepped up to the plate. . .. Ifwe
do this right, it becomes an advantage to us.”

Thus, companies today are looking to do more than just good deeds. Mare and wore, they
are recognizing the link between a healthy ecology and a healthy economy. They are learning
that environmentally responsible actions can alse be good business (see Real Marketing 3.2).

Technological Environmeant

The lechaslogical environment is perhaps the most dramatic [urce now shaping our destiny,
Technaology has released such wonders as antibiotics, robotic siurgery, miniaturized eleciron-
ics, laptop computers, and the Internet. It also has released such harrors as nuclear missiles,
chemical weapons, and assault rifles. It has roleaged such mixed blessings as the antomahile,
television, and credit cards,

Qur attitude toward technology depends on whether we are more impressed with its
wonders or its blunders. For example, what would you think abaut having tiny little transmit-
ters implanted in all of the preducts you buy that would allow tracking products from their
peint of production through use and disposal? On the one hand, it would provide many
advantages to both buyers and seliers. On the other hand, it could be a bit svary. Either way,
iy already happening®®

Envision a warld in which every product cantaing a tiny transmitter, loadsd with
information. As you stroll threugh the supermarket aisles, shelf sensors detoct your
selections and boam ads to your shopping cart screen, offering special deals on
related products. As your cart fills, scanners detect that vou might be buying for a
dinner party; the screen suggests a wine to go with the meal you've planned. When
vou leave the store, exit scanners total up your purchases and automatically charge
them to your credit card. At home, readers track what goes into and out of your
pantry, updating your shopping list when stocks run low. For Sunday dinner, you
pop a Buttarhall turkey into your “smart oven,” which follows instructions frow un
embedded chip and cooks the bird to perfection.

Seem far-fstched? Not really. In fact, it might soon become a reality, thanks to
tiny radio-frequency identification {RFID] transmitters—or “smart chips”—that can
be embedded in the products you buy. Beyond benefits to consumers, the RFID
chips alsu give producers and refailers an amaziog new way to track their products
electronically—anywhere in the world, anytime, automaticaliy—irom factories, to
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& ee f&lls in the rain forest and no one is therg f0 trum-
: pet s eco-iriendliness, does it stilf make a sound? i
might—:f that woad s destined for an electric guitar. Gibson Guitar, the
icanic guitar maker, has warked since the late 1980s to make its wood
supply environmenially sustainable. Gilson's electric-guitar division
racertly switched to 100 perceni fair-trace-certifizd wood. Other Gibson
divisions, including Baldwin Piano, plan to follow suit,

et, unlike Starbucks, The Body Shop, and other businesses that
cagerly brandish their green deeds, Gibson CEQ Henry Juszhiewin?
doesn't much zare to flaunt his environmental credentials (the guy
drives a Hurnmer, after all). What matters to him is ensuring that
Gibson has enough exotic wood, mosty mahcgany, to keep making
guitars for generations.

“We're mercenarizs. We're a company. We're for-profi?
Jusrkiewicz says in his Mashville office, packed with so marny music-
industry mementos it fooks ke his own private Hard Rock Cafe, “I'm
aot a conservationss.” High-end guitar enthusiasts, after ail, demznd
that their instrumenis te made of exotic woeds. But prices for exotics
cAan swing wildly, governed by an unsteady supply and the threat that
some species may be placed on 2n extinction watch list.

Juszitipwicz wanted to eliminaie the guasswork by buiiding a nat-
weork of growers rather than relying on brokers scoring world rnar-
kets for the Dest prices. He approeched the Rainforest Alliance, a
nonprofit censervation group, to discuss buying wocd from ftaxican
suppliers certified as sustainable. (Such growers are graded against
anvironmeital, labar, and community standards—and for responst-
blz harvesting.)

But that hardly made a dent in Gibson's sgurcing problems. 5o
the company hired eway two Rzinforest Ailiance employees to source
wod in Costa Rica and Brazil "Within the first year of hiring these
guys, they ware able ta develop significant sources,” Juszkiewicz
says. “We went from less than 1 percent usage of cerified product to
semething ke 80 percent.” Since tren, Gibsen has forged a direct
refationship with growers in Guatemala, That provides both stability of
supply and quelity, because Gibson is zble to instruct farmers on its
exacting spacifications,

Initially, Juszkiewicz says, Gibson psid @ premiurm for purchas-
ing wood this way. Mow buying direct creates modest savings—and
the relationships help curb traditional slazh-and-burn harsesting,

Gibson Guitar works to make its exotic hardwead supply environ-
mentatly sustainable. The company has learned that environmentally
friendly practices can also be good husiness.

which threatens supplies of grecious woods. “In the shodt run, a
slight price increase won't necessarily hust them because a guitar is
a higher-vailue product,” says an indusiny expert. “1n the tong run, i
helps ensure that they can tap this supply not just in five years but
in fitty years.” :

Fensie Whelzn, executive director of the Rainforest Alliance, seys
she's seeing 2 crifical mass of CEDs discovering Lhat environemenlzly
friandly practices can be gooo ausiress. But she st teases
Juszkiewicz, oo of the first; “H2'll say he's a busingssman, tha: he's
just out to make mongy. But believe me, he's passioraie about want-
ing to leave the warld 2 better place.”

Seurce: Adapted from Ryan Undarwood, “in Iune with the
Emvirgnment,” Fast Company, February 2005, p. 26.

warehouses, to retail shelves, to recycling centers. RFID technology is already in
nse. Bvery time consumers flash an Dxxondobil Speed-Pass card o purchase gas at
the pump or bresze through an automated toll booth, they're using an ®RFID chip.
Many large firms are adding fuel to the RIID fire. Procler & Gamble plans to have
the chips on produects in broad distribution as soon as 2008, And at the request of
mega-retailers such as Wal-Mart, Best Buy, and Albertson's, suppliers have now
begun placing REID tags on salected products.

The technological environment changes rapidly. Think of all of today's common produats
that were not available 100 years ago, or even 30 years age. Abraham Lincoln did not know
about automabiles, airplanes, radios, ov the electric light. Woodrow Wilson did not know
about television, aerosol cans, aulomatic dishwashers, air conditioners, antibigtics, or com-
puters. Frankiin Delano Roosevelt did not know about xerography. synihetic detorgents, tape
recorders, birth control pills, or earth satellites. Johu F. Kernedy did not know ahaut personal
cumnputers, cell phones, iPods, or the Internet.
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New technologies create new markets a

_opporfunities However, every new technology
raplaces an o echnology. Transistors hurt
the vacunm-tube industry, xerography hurf the™
carbon-paper business, Cls hurt phonograph
recards, and digital photography hurt the film
business. When old industries fought or ignored
new techuologiss, theivr businesses declined.
Thus, marketsrs showld watch the techaolegical
environment closely, Companies that do not
keep up will saon find their products ontdated.
And they will miss pew product and market
opportunitiss. :

The United States leads the world in
research and development spending. Total 7.5,
R&D spending reachad an estimated 3329 hil-
lion in 2006, The federal govermment was the
largest R&T) spender at about $132 billion.4?
Suientists today are rescarching a wide range of
promising new products and services, ranging

from practical solar energy, electric cars, and organ transplants to mind-conlrolled compulers
and genetically engineerad food crops.

Today's research usually is carried out by research teams rather than by lone inventors
like Thomas Edison, Samuel Morse, or Alexander Graham Bell. Many companies are adding
markeling people to R&D teams to try to obfain a stronger marketing orientation. Scientists
also speculate on fantasy products, such as flying cars, three-dimensional televisions, and
space colonies. The challenge in each case is not only technical but alse commercial—to
make proectical, offordable versions of these products.

As products and technology become more complex, the public needs to knaw that these
g are safe, Thus, government agencies investigate and ban potentially unsafe products. In the
Uinited States, the Food and Drug Administration (FDA) has set up complex regulations for
lestiug new drugs. The Consumer Product Safely Commission sets safety standards for con-
sumer products and penalizes companies that fail to meet them. Such regulations have
restbted in much higher research costs and in longer times between new-product ideas and
their introduction. Marketers should be aware of these regulalious when applying new tech-
nologies and developing new products.

i B Technological environment: Technology is perhaps the most dramatic force
shaping the marketing environment. Hare, a herder makes a rall on his cefl phone.

Political Bnvirconmsni

Marketing docisions are strongly affected by developments in the political egvironment. The

! 0w . (s . . .
- | Palitical environment political environment consists of laws, government agencies pressure groups that influ-
i Laws, government agencies, ence or limit various organizations and individuals in a given society.
zng pressure groups that
: influence and limit various Legislation Regulating Bisiness

arganizations 2nc individuzls

. in a given society. Even the most liberal advocates of free-market economiss agrae that the system works best

with at least some regulation. Well-conceived regulation can epgourage campetition and
ensure fair markets for goods and services. Thus, governments develop public policy to guide
commerce—sets of laws and regulations that limit business for the good of sociely as a whole:
Almost every marketing activity is subject to a wide range of laws and regulations.

: R -1 Legislation affecting business around the world has increasad
steadily over the years. The United States has many laws covering fssues such as competition,
[fair made practices, enviromental pratection, product safety, truth in advertising, consumer

_privacy, packaging and Jabeling, pricing, a_n&nLLﬁmﬁant areas (see Table §1), The
Hhropean Gominission has been active in estaBlishing a new framewaork of laws covering
competitive behavier, product standards, product liability, and commereial transactions for
the nations of the European Union.

Several countries have gone further than the United States in passing strong con-
sumerism legislation. For example, Norway bans several forsms of sales promotion—trading

o stamps, contests, premivms—ag being inappropriate or nofair ways of promoting products.
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TABLE 3.1 Major U.5. Legislation Affecting Marketing

| (2003)

Legisfation

Sherman Antitrust Act
{1890}
Federal Fopd and Drug Act (1906}

Clayton Act (1914)

Faderal Trade Commission Act (1914)
Robinson-Patman Act {1936)

Wheeler-Lea Act (1938)

Lanham Trademark Act {1948)
National Traffic and Safety Act
{1853)

Fair Packaging and Labeling Act
{L966)

Child Pratection Act (1966)
Federal Cigarette Labeling and
Advertising Act {1967)

Mational Environmental Palicy Act
{1969]

Gonsumer Praduct Safety Act (1972)

Magnusen-Moss Warranty Act (1973)

Childrans Television Act (1990
Nutrition Labeling and Education
Act (1990}

Telephone Consumer Protection Act
(1991}

Americans with Disabilities Act
{1991}

Children's Online Privacy Protection
Act (2000}

Do-Not-Call bmplamentation Act

implementation and enfarcement af a National Do-Not-Call Registry,

Purgose

Prohibits monopalies and activities {price fixing, predatory pricing} that restrain trade or

campetition in interstate commerce.

Forbids the manufacture or sale of adulterated or fraudulently labeled foods and drugs.
Created the Food and Drug Administration.

Supplements the Sherman Act by prohibiting certain types of price discrimination,
exclusive dealing, and tying clauses {which require a dealer to take additional products
in a seler's line).

Establishes a commission to monitor and remedy unfair trade methods.

Amends Clayton Act to define price discrimination as unlawful. Empawers FTG to
establish Hmits on quantity discounts, forbid some brokerage allowances, and prahibit
pramotional allowances except when made availabla on proporticnately equal terms.
Makes deceptive, misleading, and unfair practices illegal regardless of injury fo
competition. Places advertising of food and drugs urder FTC jurisdiction.

Protecis and regulates distinctive brand names and trademarks.

Provides far the creation of compulsary safety standards for automobiles and tires.

Pravides far the regulation of packaging and fabeling of consimer goods. Requires that
manufacturers state what the package contains, who made if, and how much it contains,
Bans sale of hazardous toys and articles. Sets standards for child resistant packaging.
Requires that cigarette packages contain the following statement: “"Warning: The
Surgeon General Has Determined That Cigaretfe Smoking !s Dangerous to Your Health.”
Establishas a national policy on the environment, The 1970 Recrganization Plan
estabdished the Environmental Protection Apency. .
Estabtishes the Consumer Product Safety Commission and authorizes it to set safety
standards for consumer products as well as exact penalties for failure to uphold those
standards.

Authorizes the FTC to determine rules and regulations for consumer warranties an
provides consumer access (o redress, such as the class action suit.

Limits number of commercials aired during childran's programs.

Reguires that foed product labels provide detailad nutritional informattan.

Estabiishes procedures to avoid unwanted telephone solicizations. Limits marketers’ use
of automatic telephone dialing systems and artificial or prerecorded voices.

Makes discrimination against people with disabilities iHegal in public accommodations,
transportation, and telecommunications.

Prohibits Wekb sites or online services operators from collecting parsonal information
from children without olbtaining consent from a parent and aliowing parents to review
infermation colfected fram their chiidren,

Authorized the FTC to collect fees from seHers and telemarketers for the

Thailand requires food processors selling national brands to also market low-price brands, so
that low-income consumers can find economy brands on the shelves. In India, food compa-
nies must obiain special appraval to lannch brands that duplicate those already existing on
the mnarket, such as additicnal cola drinks or new brands of rice.

Understanding the public policy implications of a particular marketing activity s not &
simple matter. For example, in the United States, there are many laws created at the national,
state, and local levels, and these regulations oflen overlap. Aspiring sold in Dallas are gov-
erned both by federal labeling laws and by Texas state advertising laws. Moreover, regulations
are constantly chauging—whal was alluwed last year may now be prohibited, and what was
prohibited may now be allowad. Marketers must work hard to keep up with changes in regu-
lations and their interpretations.

Business legislation has been enacted for a number of reasans. The {irst is to profect
companies rom. each other. Although business executives may praise competition, they
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sometimes try to neutralize it when it threatens them. 5o laws are passed to define and pre-
vent unfair competition. In the United States, such laws are enforced by the Federal Trade
Commission and the Antittust Division of the Attorney General's office.

The second purpuse of govertment regulation is tv protect consumers from unfair busi-

ness practices. Some firms, if teft alone, would make shoddy products, invads censnmer
w tell lieg in their advertising, and deceive con&yms&augh\&l_ﬂw and
pricing. SIHess pracices have been delined ahT mre-antpzoed by various agencies.

The third purpose of government regulation is to protect the interests of society against
unrestrained business behavior, Profitable business aclivity does not always create a better
quality of life. Regulation arises to ensure that firms take responsibility for the social costs of
their produclion or products. '

- International marketers will enconnter
dozena oI even hundreris ot agenmps set up to enforce trade policies and regulations, In the
United States, Congress has established federal regulatory agencies, such as the Federal Trade
Comiumission, the Fond and Drug Administration, the Federal Connnunications Commission,
the Federal Energy Regulatory Commission, the Federal Aviation Admiuistration, the
Consumer Product Safety Commnission, and the Environmental Pratection Agency.

Becauqc such government acencies have some diseretion in onforcing the laws, they can

o 1 performance, Al times, the staffs of these agen-
cies ha\pe appca:ed to be Uverly eager and unprclctable Some of the agcocies sometimes
have been domipated by lawyers and economists who lacked a practical sense of how busi-
ness and marketing work. Iu recent years, the Federal Trade Commission has added staf mar-
keting experts, who can better nnderstand complex business issues.

MNew laws and their enforcement will continue Lo increase. Business execulives must

watch these developments when planning their praducts and marketing programs. Marketers

need to know about the major laws protecting competition, consumers, and society. They
nead to understand these laws at the local, state, national, and international levels.

Inereassd Binphasis on Bihics and Boclally Hesponeible Actions

Whritten Tegulations cannat possibly cover all potential marketing abuses, and existing laws
are often ditlicult to enforce. However, beyond written laws and regulations, business is also
governed by social codes and rules of profsssional sthics.

Enlightened companies encourage their managers to look
beyond what the regulatory syslem allows and simply “do ihe right thing " These socially
responsible firms actively seek out ways to protect the long-run interests of their consumers
and the environment.

The recent rash of businsss scandals and increased concerns ahout the enviconment have
created fresh interest in the issues of ethics and social responsibility. Almost every aspect of
marketing mvolves such issugs. Unfortunately, becavse thege iasues usually involve conflict-
ing interests, well-meaning peaple can honestly disagree about the right course of action in a
given situation. Thus, many industrial and professional trade associations have suggested
codes of cthics. And more companies are now developing policies, guidelines, and other
responses to complex soclal responsibility issues.

The boom in Internet marketing has crested a new set of social and ethical issues, Critics
woTry most about anling privacy Jssies There has heen an explosion in the amount of per-
sonal digital datmﬁmsehes, supply some of it. They voluntatily place
highly private information an social networking sites such as MySpace or on gensology sites,
which are easily searched by anyene with a FC.

However, much of the infarmation is systematically developad by businesses seeking ta
learn more about their customers, often without consumers realizing that they ars under the
microscope. Lepitimate businesses plant cookies on consumers’ PCs and collect, analyze, and
share digital consumer information from every mouse click consumers make at their Web
sites. Critics are concerned that companies may now know foo much, and that some compa-
nies might use digital data to take unfair advantage of consumers. Although most companies
Fully disclose their Internet privacy policies, and most work to use data to benefit their cus-
tomers, abuses do seourn As a vesult, consumer advocates and policymakers are taking activn
dg protect consinmer peivacy,

Througheout the text, we present Real Marketing exhibits that summuarize the main public
policy and social responsibility issues surrounding major marketing decisions. These exhibits




E] Cause-related marketing:
Home Depot links with
KzBoom! to “create a great
place ta play within walking
distance of every child in
America.” Supporting
KaBoom! hetps Home Depot to
uild stronger refatianships
with customers by giving back
to the communities its stores
serva,
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discuss the legal issues that marketers should understand and the common ethical and soci-
ctal concerns that mavketers face. In Chapter 20, we discuss a broad ranpe of societal market-
ing issues in greater depth.

To_exarcise their ility and-build ware positive

lmages ma_uy compames are now linking themselves to worthwhile causes, These days, every

preduct seems to be tied to some cause. Buy a pink mixer from KitthenAid and support breast

eancer tesearch. Shop at EddieBauer.com and have a percentage of your purchase go to sup-
poart your local grade school. Purchiase Habitat Coffes-and help Habitat fox Hurmanity build a
house for a needy family. Order the City Harvesl Tasting Menu at Le Bernardin in New York
City, and the restaurant donates §5 to City Harvest, which feeds the hungry by rescaing mil-
lions of pounds of edible food thrown away cach year by the cily’s fued husinesses. Pay for
these purchases with the right charge card and you can support a local cultural arts group or
help fight heart disease.

Cause-related marketing has beconie a primacy form of corporate giving. It lets companies
“do well by deing goed” by linking purchases of the company’s products or services willy
fund-raising for worthwhile causes or charitable vrganizations. Companies now sponsar
dozens of causerelated marketing campaigns each year. Many are backed by large budgets
and a full complement of warketing activities.

Consider the cause-marketing activities of Home Depot. In 2006, the home improvement
retailer receivad the Golden Halo Award, giver each year by the Cause Markeling Forum to
one husiness for its leadership and outstanding efforts in the field of cause marketing. Here'’s
just one example of Home Depot’s many cause-marketing initiatives:

Home Depot is a founding sponscr of KeBoom!, 1 nonprofit organization that envi-
" sions a great place to play within walking distanee of every child in America through
the construction of community playgrounds around the nation. Home Depot pro-
vides financial support, materials, and volunteers in an ongeing effort to help
KaBoom! accomplish this mission. For example, last year, Home Depat announced
that it would work with KaBoom! to create and refurbish 1.000 playspaces in 1,000
days, # commilmenl of 325 million and one million volunteer hours. Home Drpot

alse works with its suppliers {0 develop cause-marketing initiatives that support
Kalloom!. [t recently partnered wilh Swing-N-Slide, a do-if-yourself backyard play
system producer, to raise money by contributing 330 to KaBoom! for each Brookvicw
No-Cut backyard playgrousd kit sold at Home Depot. Swing-N-SHde also released a
spacial edition of its Racing Roadsler toddler swing in Home Depot orange. Hame
percent of the retail price of each Racing Roadster swing to Kalloom!.

Depot donates 5
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Cultural environment
Institutions and ather forces
thet affect society’s basic
valuss, perceptions,
preferences, and behaviors,

Such efforts “will help KaBaam! and Home Depot bring the gift of play to counttess
communities nationwide,” says KaBoom!'s CECQ. They will also help Home Depot to
build closer relationships with consumers in the communities that its stores serve.?!

Cause-related marketing has stirred some controversy, Crities worry that cause-rslated
marketing is more a strategy for selling than a strategy for giving—that “cause-related” mar-
keting is really “causs-exploitative” markating. Thus, companies using cause-related market-
ing might find themselves walking a fine line between increased sales and an improved
image, and facing charges of exploitation.

However, if handled well, cause-related marketing can greatly benefit both the company
and the cause. The company gains an effective marketing tool while building a mare posttive
public image. The charitable organization ar ranse gains greater visibility and important new
sources of funding. Spending on cause-related markeling has skyrockeled from only $120 mil-
lion in 1990 to more than 1.1 billion [ast year.*?

Cultural Environment

The cultural environment is made up of institutions and other forces that affect a society's
basic values, perceptions, preferences, and behaviors, People grow up in a particular society
that shapes their basic beliefs and values. They absorb a worldview that defines their relation-
ships with others. The following cultural chavacteristics can affect marksting decision making.

Persigience of Cultural Yalues

People in a given society hold many beliefs and values, Their care beliefs and valuss have a
high dggree of petsistence. For example, most AmericansteTiave in working, getting married,
giving to charity, and being honest, These beliefs shape more specific attitudes and behaviors
found in everyday life. Core beliefs and values are passed on from parents to children and are
teinforced by schools, charches, businesses, and governments.

Secondory beliefs and values are more open to change. Believing in marriage is a core
belief; believing that people should get married early 1n life is a secondary belief. Marketers
have some chance of changing secondary values but little chance of changing core values. For
example, family-planning marketers could argue mare effectively that people should get mar-
ried laler in life thae that they should not get married at all.

Shifis in Segoadary Culitural Values

Although core values are fairly persistent, cultural swings do take place, Consider ths impast
of poupular music geoups, movie personalilies, and uther celebrities on young people's hair-
styling and clothing novms. Marketers want to predict cultural shifts in order to spol new
apportunities or threats. Several firms offer “futures” forecasts In this connectian,

For example, the Yankelovich Monitor has tracked consumer value trends for years. At
the dawn of the twenty-first cenfury, it looked back to capture lessons from the past decade
that might offer insight into the 2000s.% Yankelovich maintains that the “decade drivers” for
the 281008 will primarily come from the baby boomers and Generation Xers. The baby boomers
will be driven by four factors in the 2000s: “adventure” (fueled by a sense of youthfulness),
“smarts” (fueled by a sense of empowerment and willingness to accept change), “intergenera-
tianal support™ {caring for younger and older, often in noniraditional arrangements), and
“retreading” {embracing early retirement with 2 sscond career or phase of their work life).
Gen Xers will be driven by three factors: "redefining the good life” (being highly motivated to
tmprove their economic well-being and remain in control), “new rituals” (returning to tradi-
tiomal values but wilh a tolerant mind-set and active lifestyle}, and “cutting and pasting” {bal-
ancing work, play, sleep, family, and other aspects of thair lives).

The major cultural values of a society are expressed in peoples views of themselves and
others, as well as in thejr views of orpanizations, society, naturs, and the universe.

- 7+ People vary in thelr emphasis an serving themselves ver-
515 Serving others Some people seek personal pleasure, wanting fun, change, and escape.
Others seek self-reatization through religion, recreation, or the avid pursuit of careers or other
life poals. People uss products, brands, and services as a means of seif-expression, and they
buy products and services that mateh their views of themselves.

The Yankelovich Monitor identifies several consumer segments whose purchases are
motivated by self-views. Here are two sxamples:#
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Pa-Tt-Yourselfers—Recent Movers. Embadying the whole do-it-yourself attitude,
these active consumers not only tackle howme iwprovement projects an their own, but
they also view the experience as a form of self-expression. They view their homes as
their havens, especially when it's time to kick back and relax. Underisking decorat-
ing, remodeling, and auto maintenance projects to save money and have fun, Do-It-
Yourselfers view their projects as personal victories over the high-priced market-
place. Mostly Gen-X families with children at homne, these consumers also enjoy
playing board and card games and renting movies. As recent maovers, they're actively
spending to turn their new home into a castle,

Adventurers. These adventuresome individuals rarely follow a single path or do
the same thing twice. These folks view the experience as far more exciting than the
enlerlainment value. Although they mmay be appreciative of the arts (including
mavies, museums, photography, and music), they are more likely to engage in activ-
ities most think are too dangerous, and they like to view themselves doing things
others wouldn't dare tu deo.

Marketers can larget their products and services based on such self-views. For example,
MasterCard targets Adventurcrs who might want to use their credits cards to quickly set up
the experience of a lifetime. It tells these consumers, “There are some things in life that
money can't buy. For everything else, there's MasterCard.”

Tl : . Tn past decades, nhaervers have noted several shifts in people’s
atutudes towaud othera Recenlly, for example, some trend trackers have seen a new wave of

“cogoening,” in which people are going out less with others and staying home more to enjoy
the creatura comforts of home and hearth.

Nearly half of major league baseball’s 36 clubs are luring smaller crowds this year.
Empty seats aren't jusl a baseball phenomenon. Rock concert attendance was off 12
percent. Entertainment promoters blame everything from nnseasonahle weather to
high gas prices for the lousy attendance numbers. . . . But industry watchers also
believe shifting consumer behavior is at work: Call it Cocooning in the Digital Age.
With DVD players iz most homes, broadband connecticns proliferating, svores of
new video game titles being released each vear, and nearly 400 cable channels, con-
sumers can be endessly entertained right in their own living rnom—or home theater.
Add in the high costs and bother of going out, and reore and more people are trading
the bleachers for the couch.*s

This tend suppests a greater demand for home improvement and entertainment products.
“Ag the . . . ‘pesting’ or Tocooning’ trend continues, Witk people choosing io stay hame and
entertain more often, the frend of upgrading outdoor living spaces has [grown rapidlyl,” says a
home industry analyst. People are adding bipger decks with fancy gas-ready barbeques, outdoor
Jacuzris, and other amenities that make the ald house “home, sweet home” for family and
friends.i®

Sl s 0 e st 0PI People vary in their altitudes tuward corporations, gov-
ernment agenmes trade unions, universities, and other organizations. By and large, people are
WIITOE 10 work for major orgasizations and expect iham, 1 tUIn, to carry out socisty’s work.

The late 1980s saw a sharp decrease in confidence in and loyalty toward America’s busi-
ness and political organizations and institutions. Fn the workplace, there has heen an overall
decline in organizational loyalty, During the 1990s, waves of company downsizings bred cyn-
icism and distrust. And in this decade, corpaorate scandals at Enron, WorldCorn, and Tyco;
record-breaking profits for big oil companies during a time of all-time high prices at the
pump; and other questicnable activities have resulted in a further loss of confidence in big
business. Many peoule today see work not ag a source of satisfaction but as a required chure
L0 GACT T} yrs. This trend suggests that organizations need to

find new W WAy ta win consumer and emplo?é?mnﬁdencp

R : . ! People vary in their attitudes toward their society; patriots
defencl it, retormers wa.llt tD cha.m?,e it, malcontents want fo leave it. People’s orientation to
their society influences their eonsumption patterns and attitudes toward e merketplace.
Amnerican pafiiotist has Deen increasing gradually for the past two decades, It suiged, how-
ever, following the September 11th tervorist attacks and the frag war. For example, the sum-
mer following the start of the Iraq war saw a surge of pumped-up Americans visiting U.5. his-
toric sites, ranging {rom the Washington, D.C. manuments, Mount Rushmare, the Gettysburg
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hattlefield, and the USS Constitufion (“0ld Ironsides™] to Pear! Harbor and the Alamo.
Following these peak periods, patriotism in the United States still remnains high. A recent
glohal survey on “national pride” found that Americans ranked number one among the 34
democracies polled,*”

Marketers respond with patriotic products and promotions, offering everything from flo-
ral bouquets to clothing with patriotic themes.” Although most of these marketing efforts are
tasteful and well received, waving the red, while, and blue can prove tricky. Except in cases
where companies tie product sales to charitable contributions, such flag-waving promotions
can be viewed as attempis to cash in oRt triumph or tragedy. Marketers must take care when
responding to such strong national emoticns, -

: : - People vary in their attitudes toward the natural world, Some
feal ruied by it, Otheis feel in harmony with it, and still others seek to master it. A long-term
mend has been people's growing mastery over nature through technelogy and the belief that
nature is bountiful. More vecently, however, people have recognized that nature is finite and
fragile, that it can be destroyed or spoiled by human activities.

‘This renewed lave of things natural has created a 63-million-persan “lifestyles of health
and sustainability” (LOHAS) markst, consumers who seck ount everything fram natural,
organie, and nutritional products te fuel-eflicient cars and altornative medicine. [n the words
uf one such consumer:t®

[ am not an early adopter, a {ast follawer, or a mass-market stampeder. But 1 am a
gas-conscious driver. So that's why I was standing in a Toyota dsalership ... this
week, the latest person to check out a hybrid car. Who needs $40 fill-ups? After
tooling argund in three different hybrid car brands—Toyota, Honda and a Ford—I
thought: How cool could this he?
Saving gas money and doing well by
the environment. Tarns out there’s a
whele trend-walchers' classification
for psople who think like that:
LOHAS. Lifestyles of Health and
Sustaipability. Buy a hybrid, Shop af
places like Whole Foads. Pick up the
Sgventh Generation paper towels at
Albertsons. No skin off our noses.
Conscientious shopping, with no sacri-
fice ur hippie stipma.

Busingss has respunded by offering more
producis and services vatering to such interests.
For example, food preducers have found fast-
growing markets for natural and organic foods.
Consider Eatthbound Farm, a company that
grows and sells urganic produce. It started in
1984 as a Z.5-acre raspberry farm in California’s
Carmel Valley., Founders Drew and Myra
Goodman wanted to do the right thing by faom-
ing the land vrganically and producing foud
they'd feel good about serving to their family,
friends, and neighbors. Today, Earthbound
Farm has grown to become the world’s largest
producer of organic vegetables, with 30,000
acres under plow, annual sales of $278 millian,
and products avajlable in 80 percent of
America’s supermarksts,

In total, the U.S. grgapic-fued matket will
exceed 815.5 billion in sales this year, a 325
percent increase since 1997. Niche marketers,
such as Whole Foods Market, have sprung up ta
" : . ST L L S _-— serve this market, and traditional food chains
B Riding the trand towards all things natural, Earthbound Fanm has grown ta such as Kroger and Safeway have added sepa-
become the world's largest preducer of organic salads, fruits, and vegetables, with rate natural and erganic food sections. Even pet
its product in 80 percent of America's supermarkets. ' owners are joining the movement as they
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becowe more aware of whal goes intv Fide's food. Almost every major pet food brand now
offers several types of natural foods %2

: : S - Finally, peopls vary in their beliefs about the arigin of the
universe and theu" place in it. Although most Americans practice religion, rehglous cunvic-
tion and praclice have been dropping olf gradually through the years. Some futurists, haw-
gver, have noted a renewed intercst in spirituality, perhaps as a part of a broader ssarch for a
new inner purpose. People have been moving away from materialism and dog-eat-dog ambi-
tion to seek more permanent values—family, community, earth, faith-—and a more certain
grasp of right and wrong.

“Americans are on a spiritual journey, increasingly concerned with the meaning of life
and issues of the soul and spirit,"” observes one expert. Paople say “they are increasingly
looking to religion—Christianity, Judaism, Hinduism, Islam, and others—as a source of
camfort in a chaotic warld,” This vew spiritualism affects consumers in everything from
lhe television shows Lhey watch and the books they read to the products and services they
buy. “Since consumers don't park their beliefs and values an the hench outside the market-
place,” adds the expert, “they are bringing this awareness to the brands they buy. Tapping
inte this heightensd sensilivily presents a unique marketing opportunity for brands. *5°

Responding to the Marketing Environment

Somecone once observed, “Thers are three kinds of companies: these who make things hap-
pen, those who watch things happen, and those who wonder what’s happened. "?! Many com-
panies view the marketing environment as an uncontrollable element to which they must
reacl and adapl, They passively accepl the marketing environment and da not try to change it.
They analyze the envivonmental forces and dealgn strategies that will help the company
avoid the threats and take advantape of the opportunities the environment provides.

Other companies take a proective slance toward the marketing environment. Rather than
simply watching and reacting, these firms take aneressive actions to affect the publics and

forces in their marketing environment. Such companies hire lobbyists to influence legislatid
——

alfeCTiNg THeIT iridusteies and stago modia events to gain favarable press coverage. They run
advertorials {ads expressing editorial points of view) Lo shape public opinion. They press law-
suits and file complaints with regulators to keep competitors in line, and they form conirac-
tual agresments to better conirol their distribution channsls.

By taking actiun, companies can oflen overcome seemingly uncontrollable envirunmen-
tal gvents. For example, whereas some companies view Lhe ceaseless online rumor mill as
something over which they have no com‘ml others work proactively to prevent or counter
nepative word of mowth:%*

One e-mail recently circulating in Washington, D.C said that a former government
lawyer knew a guy whose dog had to be put to sleep because he walked on a floor
cleaned with Procter & Guoble's Swiffer WetJet, licked his paws and develuped liver
disease. Although the claim was proved false by toxicologists, it has heen neither quick
nor easy for P&C ta squelch the stary. But P&G learned lung apo that it was best to face 4
false rumor head-on. Years before, P&G endured a nasty rumor that the stars-and-moon
trademark the company then displayed on its packaging was linked with Satanism. The
rumor was disseminated through fliers and, much later, e-mails. At one point, fliars
even claimed that P&G officials had appeared on TV talk shows confirming the rmor.
Rather than letting the rumor lie, P&G rescted strongly by soliciting suppert from a
range of religious leaders as well as from its employess, who worked to convinee mem-
bers of their own. churches that the rumors were false. It publicized letters from the TV
networks saying that no P&G executives had appeared on the TV shows. And vnce P&G
identified people it said had spread the rumor—serme of whom it says warked for com-
petitors—it pressed charges to gel them to confess and stop distributing the information.
Scme of them did confess, and litigation is still pending against others.

Marketing manapement cannot always control environmental forces. In many cases, it
must settle for simply watching and reacting to the environment. For example, a company
would havelittle syrcess trying to infuence peographic population shifts, the sconomic envi-
ronment, or major cullural values. But whenever possible, smart markeling managers will

" take a proactive rather than reactive approach to the marketing environment.
S e et ————
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=™ Reviewing the Concepis

In this chapler and the rext two chapters, you'll examing the enviran-
mants of marketing and how companies analyze these environments .
batter understand the marketptace and consumers. Companies must
constantly watch and manage the marketing envirommentin order to seek
opportunities ang ward off threats. The marketing environmment cangists
of afl the actors and farces influencing the company's ability to transact
business effactively with its target market.

i. Describe the environmental forces that affect the company's ability s
serve its customers.
The campany's microenvioament consists of other actors close ta the
carmpany that combine ta form e company's value delivery network
ar that affect its abifity to serve #s customers. It inciudes the com-
pany's internal environmerdt—its several departments and manage-
ment levels-—as it influences marketing decision making. Marketing-
channe! firms—suppliers and marketing intermediaries, including
resellers, physical distribution firms, marketing services agencies, and
financial intarrmed iaries—cooperate 10 create customer value. Five
types of customer markels include consumer. business, résaller, gov-
ernment, and internaticnal markats  Competitors vie with the com-
pary in an effort to serve custormers better, Finally, varicus oubfics
have an actual or potential interest in or impact on the company’s akil-
ity to meet its objectives.

The macroemvironment consists of larger societz| forces that aftecl
the entire microarvironment. The six forces making up the company's
miacrcerviranment include demaographic, economic, natural, techno-
togicai, poditical, and cuitural forees. These forces shape opportunities
zrd pose threats to the campany.

2. Explain how changes in the demographic and ecoromic enviranments

zffact marketing gecisions.

Demagrapiy is the study of the charactesisiics of humzn populaticns.
Today's demographic environment shows a changing age structura,
shifting family profiles, geseraphic pepulation shifs, & better-educated
and more white-caliar population, and incieasing diversity. The
eranontic ermviranrant censists of Fackors that affect buying power and
patterns, The ecanomic envircnment is characterized by more con-

¥ Reviewing the Key Terms

Engel's taws 78

Generation ¥ 70
Generation¥ 71 -
Macraenvironment B4

Baby boomers  £9
Cudtural envirgnment 86
Demagraphy &8
Economic ervironmert 77

= Discussing the Concepis

1. Assume you ara @ marketing manager for zr automabile company.
Your jab is ta repositon an SUY model that was ance identified as a
"l guzzler." The model now comes with a suparefficient, nonpal-
luting hybrid engine. Which of the seven types of publics discussed
in the chapter would have the greatest impact on your plans to the
more fuelefficient model?

2. What leading demographic factors must an internet po&al li%e AL
consider when marketing its products? Why 1s each factar so impor-
tant to ACL?

3. Discuss the pramary reasons why a company wolld hire a lobhyist in
Washingion D.C. Would it mzks sense for ths same comparny to also
hira lobbyists at the state leval? Why?

sumer cencern for value and shifting consumer spending patterns.
Today's squeersd consumers are seeking greater value—ijust the right
combination of good quality and service at a fair price. The distribution:
of ncome also is shifting. The rich have grown richer, the middle class
has shrurtk, and the poor have remained poor, leading 1o a two-tiered
markat. Many companies now tailor their marketing offers to two differ-
ent marksis—ihe affluent and the less affluent,

3. tdentify the major trends in the firm’s natural and technological

snvirgnments.

The natural envirormeni shows three major frends: shortages of cer-
tain raw materials, higher pollution levels, and more governrnet inter-
vention in natural respurce management. Envirgnmental concerns
create marketing cpporunities for alert companies. The tecfinoiogicat
enviranmeri creates bath opportunities and challenges. Companies
that fail to keep up with technological change will miss out on new
product and marketing opportunidties.

4. Explain the key changes in the politicat and cuitural environments,

The pofiticat envirormenf consists of laws, agencies, and groups that
influgrce or limit mrarketing actions, The palitical envirorment has
undergone three cnanges ihas affect markeling worldwide: incraasing
legisiatian reguiating business, strang government agency enforce-
ment, and greater emphasis on ethics and socta:ly responsible
actions. The cuifural environment is made up of institutions and
farces that affect a society's values, perceptions, preferences, andg
behaviors, The environment shiows trends towared digitel “cocooning,”
a lessering trust of ingtituliang, increasing patrictism, greatar appreci-
ation for nature, a new spiritualism, and the search for mare mezring-
ful and enduring values.

5. Discuss how companies can react o the marketing enviroament.

Companies can passively accept the marketing environment as an
uncontroliatle elernent to which they must adapt, avoiding threats
and taking advantage of opportunities as they arise. Or they can take
& proactive stance, working to change the envirenment rather thar
simply reacting bo it Whenever possible, companizs should try 1o be
proaclive rather than reactive.

Marketing environment 64
Marketing intermediaries 65
Micrognvironment 64
Natural environment 79

Political environment 82
Public &7 '
Technglogical environment 80

4. s it & certainty that a company will lose out on nNew opporunities
if il does not keep up with new fechnology? Explain. Can you think
of an industry segment where technology may not play 2n impor-
tant rofe?

5. What can s mobile phones marketer do to take a more proactive
approach to the changes in the marketing environment? Discuss
specific forces, including macreenvironmental and microenviren-
mental forces. )

6. Much of the U.S. culture is based on produess from Hoblywoad,
including movies and television shows. Cheose a current top-
rated television show and explain how it might affect the cultural

. enviranment.



== Applying the Concepis

V. Goio Shonenjurmp.com and you will see a Web site devoted to
Jaganese Anime and Manga. In fact, these products are gaining in
popdlarity in the U.5. markel. Whal environmenial forces are
involved in the increased demand for this Japarese entertainment?

2, Most well-known cause-related marketing campaigns are launched
by companies with substantial resources. In a small group, discuss

= Focus on Technology

Television 15 hifting the smalt screen—the mabile phones tnat mare than
&0 percent of adults now carry, Networks are now producing
*mnbisodes,” iwo-minute episades produced exclusively for mobile
phoses, Services such as Yerizon's Voast ket you watch Y or stresm con-
tenit for a menthly fee. Who will sebscribe o thie? Cartainly the younger
sagment of the Generation ¥ demographic—the growing 57 percent of
U5, tesns, ages 13 to 17 years, who now own mobile phongs, Although
this is befow the percantage of all adults owning mabile phanes, this
group displays the mosd intense connectivity to their phanes and the mast
interest in new features.

Focus on Ethics

In Februsry, 2005, R.J. Reynolds began a promotion that inciuded direct-
mail pigces to young adults oa their bithdays, The campaign, emitied
“Orinks on Us," included 2 bithday gresting as well as a set of drink
coasters that included recipes for many drinks. The drink recipes, which
were for mixed drinks of high aleohal content, included many distrller
brands such as Jack Daniels, Southern Cornfort, and Finlandia Yodka.
With tha recipe 00 one sice of the coaster, the flip sidg included a tag line
such as "Go il Daybreak, and Make Sure You're Sittin.” Shortly after its
release, the promotion came undet atlack frarm several attorney pererals,
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how smaller companies with mere limited resaurces can implement
successful cause-rerted marketing eifords. How can such arganiza-
tions help the charities with which they parner while successtuily
pramoting their own products and secvices?

1. Expiain why younger Gen Yars might be more fikely to adapt new
nubile phone technologies as compared te other emographic
aroups.

2. What other macroenvirenmental and microenvironmental forees
might affect the growth of mobile Tw?

3, How can other marketers use mebile marketing te cammunicate
with and promote to cansurmers?

pubiic advocacy groups, and e alcokol distiltars themsetves. The ator-
ngy generals and advacacy groups sdid the promaticn endorsed heavy
drinking. The distillers were angry because their brands were used with-
oul parrssion. in addition, the distiers argued that the promotion vio-
letes the alcohol industry advertising cade, which prohibits marketing that
encaurages excessive drinking.

1. What prominaent enviconmenta: farces come imo play 0 this situation?

2. s this promaticn wrong? Should R.1. Reynolds stop the promcfion?

~American Express - .

Understending consumers and their needs can bie a chatlangs. As the
American population diversifies, and as cansumers redefine their values
and prefzrences, marketers work to crovide relevant producls and ser-
viees that mest consumers' chenging needs and wants, For American
Express, keeping up with environmental shifis ranslates into craating
AJew markating offers, American Express issued its firsl charge card in
1958, Within five yearss, it had move than cne million cards in use. Eight
¥ears later, the company infroduced the Americen Exprass Gold Card.
The compar:y naw offers mere than 20 consumer cards and 14 small-
husiness cards, in addition to its cusiomizable corgporate cards. Soms
cards targel very specific consumers, For example, the INCHICAGO,
IM:NYEC, and IN:LA cards offer cardhalders special perks, including sav-
ing 10 percent at setecl retailers, spas, and nighéclubs; skipping lines at
some of these cities' hottest clubs; access to select VIP rooms; and sav-

ings on concer fickels. By targeting such specific consumers, American
Express builds strong relaticnships with the right customers.

Altar viewing the video featuring American Exgress, answer the folicw-
ing quastions about the marketing envircnment,

1. Visit the American Express Web site (www.americanexpress com) 2
learn more about tha different cards that American Express oifers.
Select three of the macroenvironmental forces discussed in the
chapter. How do the differen: card options refiest the changes in
thosa forces?

2. What secticns of the Web site reffect American Exprass’s efforts t2
deal with the various publics in i microenvironmen?

3. Is American Express laking a proaclive approgch to managing s
marketing enyiranment? How?



Ammericans love their cars. In a country where SUVs sell
briskly and the biggest sport is stockcar racing, you wouldn't
axpect a small, hybrid, sluggish vehicle to sell well, Despite
such expeclalions, Honda sucecessfully introduced the
Insight in 1999 as a 2000 model. Toyota closely followed
Honda’s lead, bringing the 2001 Prius to market one year
fater. Introducing a fuel sipper in a market where vehicle size
and harsepower reigned led ane Toyota executive to profess.
“Frankly, it was one of the higgest crapshoots I've ever been
irvolved in,” Gonsidering these issues, it is nothing short of
amazing that a mere five years later, the Prius is such a run-
away success that Toyota Molor Sales U.S.A. President Jim
Press has dubbed it “the hottest car we've ever had.”

THE NUTS AND BOLTS OF THE PRIUS

Like other hybrids currently available or in development,
the Prius (pronounced PREE-us, not PRY-us) combines a gas
engine with an electric motor. Different hybrid vehicles
einploy this combination of power sources in differant ways
to boost both fuel efficiency and power. The Prius runs on
naly the electric motor when starting up and under initial
acceleration. At roughly 15 mph, the gas engioe kicks in.
‘This means that the auto gets power fram ordy the hattery at
low speeds, and from both the gas engine and slectric motor
during heavy acceleration. Once up to speed, the gas eugine
sends power directly to the wheels and, through the genera-
tor, to the electric motor or battery, When braking, energy
from the slowing wheels—energy that is wasted in a con-
ventional car—is sent back through the electric motor to
charge the battery, At a stop, the gas engine shuts off, saving
fuel. When starting up and operating at low speeds, the auto
does not make noise, which seems eeris to sume drivers and
to pedestrians who don’t hear it coming!

The original Prius was a small, cramped compact with a
dull design. It had 4 total of 114 horsepower—70 from its four-
cylinder gas engine and 44 from the electric motor. It went
from ¢ W 60 in a woeful 14.5 seconds. But it got 42 miles per
gailon. Although the second-generation Prius, introduced as a
2004 muoxdel, benefited from a medest power increase, the car
was still hardly a muscle car, But there were countless ather
improvements. The sleek, Asian-inspired design was much
better looking than the [irst-generation Prins and came in
seven colors. The interior was roomy and practical, with
plenty of rewr legronm and gobs of storage space.

The vew Prius also provided expensive touches typically
found enly in luxury vebicles. A sipgle push button brought
the car to life. A seven-inch energy momnitor touch sereen dis-
played fuel consumption, outside temperature, and hattery
charge level. It also indicated when the car was running on
oas, electricity, regenerated energy, or a combination of these.
Multiple screens within the monitor also provided controls for
alr conditioning, audio, and a satellite mavigation system. But
perhaps the most impartant improvement was an increase in
fuel efficiency to a claimed 60 miles per gallon in city driving.

A RUMAWAY SUCCESS
Apparently, consumers liked the improvements. n its inau-
gural year, the Prius saw moderate sales of just over 15,000
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units--not bad considering Toyota put minimal promo-
tional effort into the new vehicle. But for 2005, more than
107,000 Priuses were sold in the United States alone, mak-
ing it Toyota’s third-best-selling passenger car following the
Camry and Corolla, Perhaps more significantly, Toyota
announced that as of April, 2006, the Prius had achisved a
major milestone, having sold over 500,000 units worldwids,

The rapid increase in demand for the Prius has created a
rare automotive phenomenon. During a tite period when
most automotive companies bave offered substantial incen-
tives in order to move vehicles, many Toyota dealers have
had no problem getting premiums of up to 35,000 over
sticker price for the Prius. By fune 2004, waiting lists for the
Priug stretched to six months or more. At one point, spots
on dealers’ waiting [ists were being auctioned on eBay for
$500. By 2006, the Prius had become the “hottest” car in the
United States, based on industry metrics of time spent on
dealer lots, sales incentives, and average sale price relative
to sticker price. In fact, demand for new Priuses is currently
so slrong, that Kelley Blus Book puts the price of a used
2015 Pring with 20,000 miles at $25,970, more than $4,500
highey than the original sticker price.

There are many reasons for the suceess of the Prius. For
starters, Toyota’s targeting strategy has baen spot-on from
the beginning. It focused first on early adupters, lechies
who were attracted by the car’s advanced technology. Such
buyers not only bought the car, but found ways to modify it
by hacking into the Prius’s computer system. Soon, owners
were sharing their hacking secreis through chat rooms such
as Priusenvy.com, boasting such modifications as using the
dashhoard display screen to play video games, show files
from a laptop, walch TV, and look at images taken by a rear-
view camera. One savvy pwner found & way to plug the
Prius into a wall socket and boost fuel efficiency to as much
ag 100 milos por gallon.

By 2004, Toyota had skimmed off the market of techies
and adopters. It knew that the second-generation Prius
needed to appeal to a wider market. Toyota anticipated that
environmentally conscious consumers as well as those desir-
ing mare fuel efficieacy would be drawn to the vehicle. To
launch the new Prius, Toyota speat more than $40 million
spread over media in consumer-oriented magazines and TV.
With the accuracy of a fortunc taller, Toyota hit the nail right
on the head. In the summer of 2004, gasoline prices began to
rise—going to over $2 & gallon in some localions. By the sum-
mer of 2005, gas prices had skyrocketed to over $3 a galiom.
As a result, buyers moved toward smaller SUVs, cars, and
hybrids while sales of full-sized SUVs such as the Ford
Expedition, Chevy Tahos, and Hummer H2 fell significantly.

In addition to Toyota’s effective targeting Lactics, various
external incentives have helped to spur Prius sales. For
example, some states allow single-occupant hybrids in HOV
{High Ocvupancy Vehicle} lanes. Some cities, inciuding
Albuguerque, Los Angeles, San Jose, and New Haven, pro-
vide free parking for hybrids. But the biggest incentives ron-
tribute real dollars toward the price of the Prius, making it
more affurdatde. Currently, the federal government gives a
tax break of up to $3,150, This tax break will expire under the
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current Tules in 2007, but there are various efforis to extend
tax incentves for the Prius and other hybrid vehicles.

Some state governments are also getting in the game.
West Virginia, New York, and various other slates ave offer-
ing tax braaks over and above any IRS kickbacks. The most
generous is GColerado, giving & tax credit of up to $3,434.
And if a chunk of money fram these two sources isn't
enough, employess of certain companies can cash in for
gven more, A select few companies are anteing up in arder
to do their bit for the environment. Eco-friendly Timberland
contributes $3.000 as well as preferred parking spaces.
Google and Hyperien Selutions, the California-based soft-
ware company, sach give employess & whopping §5,000
toward hybrids such ag the Prius.

FUELING THE HYBRID CRAZE

Although Honda'’s Insight was the Hrst to market in the
United States, its sales have been miniscule compared ta
the Prius. Thus, after the 2006 model year, Honda will
drop the Insight. And although Taynta'’s Japanese rival has
had much better results with its Civic hybrid, its sales goal
of 25,000 units for 2006 is less than one-fourth of the
Prius's anticipated sales. The overall category of pas-elec-
tric vehicles in the uited Stafes appears to be hotter than
cver, with unit sales up 140 percent from 2004 to 2005, to
a total of 205,749 units. The Prius alone commands over
50 percent of the market and is largely responsible for cat-
egoTy growth.

It appears that consumers like their green cars very
green. Whereas sales of the ulira-high-mileage Prins and
Civic have grown signiticantly each year since their iniro-
ductions, Jess efficient (and more expensive) hyhrid models
such as the Honda Accord, Toyota Highlander, Ford Escape,
and Mervuey Meariner have had flat or even declining sales.
Some anatysts helieve it is because consumers are doing the
math and realizing that even with better fuel efficiency, they
may not save money with a hybrid. In fact, a widely publi-
cized report by Consumer Reports revealed that of six
hybrid models studied, the Prius and the Civic were the
only two to recover the price premiurm and save consumers
money after five years and 75,000 niiles.

Heowever, although car makers are scaling hack on some
models, almost every automotive nameplate wants a piece
of the growing pie, Ford blames the lack of success with the
hscape and Mariner on a boggled promotional effort. With a
lotty goal of producing 250,000 hybrids per year by 2010, il
plans to put more money inte campaigns for its existing
models az well as introduce new models. General Motors
also has big plans, begimning with the Sahun Voe
Greenline, which will have the advantape of a low $2,000
price lug for the hybrid option. CM plans to extend the
Satuen hiybrid line to almost every vehicle in the lineup. It
also plans to introduce hybrids in other divisions, including
full-size trucks and SUVs. And while Subaru, Nissan,
Hyundai, and Honda are all promoting upcoming hybrid
muodels, Audi, BMW, and numetous others are busy devel-
uping hybrid vehicles of their own.

Even with all the activiiy from these antomotive brands,
Toyota is currently the clear leader in hybrid sales and will
likely be for some time to come. 2006 Prius sales have acti-
ally dropped, but only hecause the company has dedicated
production capacity to the 2006 Carry hybrid. The supply
limitation has made demand for the Prius stronger than
ever. In the past, Tovota Vice Chairman Fujie Cho had
asserted that the company would not open a second plant
for the production of hybrids, but he has guickly changed
his tune. “[Given] the way American consumets have
snapped up the IPrivsl,” he gays, “1 have been wging the
company, almost as a matter of strategy, to produce [it] in
the 17.5." Given that Toyota plans te offer hybrid versions
for all vehicle classes and quadruple worldwide hybrid
sales to one million vehicles hy 2012, it would seem that
Mr. Cho's stalement is conservative.

Questions for Rizcossion

1. What microenvironmental factors affected the introduc-
tion and relannch of the Toyola Prius? How well hias
Toyota dealt with those factors?

2. Qutline the major macrosnvirgnmentat factors—
deinographic, economic, natural, technological, politi-
cal and cultural—that affected the introduction and
relaunch of the Toyota Prius. How well has Toyota
dealt with each of these factors?

3. Evaluale Toyota's marketing strategy so far. What has
Toyota done well? How might it improve its strategy?

4. GM's marketing director for new ventures, Ken Stewarl,
says, “If you want to get a lot of bybrids en the road,
you put them in vehicles that people are buying now,™
This tends to summarize the U.S. automakers’ approach
o hybrids. Would you agree with Mz Stewart? Why or
why not?
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